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Phil Stevenson’s News Column, 2007. 

Crisis what crisis. 
Regular readers of this column will be aware that we have a huge pension crisis facing ourselves as a 
nation and this has been self evident for over a decade. 

In reality the pension crisis is three distinct problems. Firstly half the working population (almost 12 
million) people have no pension provision whatsoever. Secondly one quarter of the working population 
(government employees) have pensions that are promised by the government but there is no money 
backing these pensions- they rely entirely on receipts from future taxation. Finally, approximately a 
quarter of the workforce has a private sector pension- backed by real money and this amounts to 
approximately £1.3 trillion in assets. (This is more than all the other 26 European Union countries have in 
funded pension assets between them.) 

So as we approach the 10th anniversary of this government it is interesting to look at how they have 
attacked our ‘pension crisis’. Now you or I may have thought to tackle either of the first two problems 
initially. However this government tackled the ‘third’ problem first.  

To start with they taxed the dividend income of the only pension assets this country had and increased 
the complexities of the system that supports those funded assets to such an extent that it now works 
against employers and individuals who are voluntarily putting money aside for their pensions. Ultimately 
sounding the death knell of most final salary pension schemes-the gold standard of pension provision. 

They are now getting to grips with the ‘second’ pension crisis- government backed schemes that are 
paid for out of future taxation. Final details of the new pension scheme for civil servants, which will start 
in July, are being unveiled by the government this week. New joiners will retire at 65 rather than 60 and 
will receive a pension based on their average career earnings rather than final salary.  

Current civil servants will see no changes to their pension arrangements, so in effect they are phasing in 
the new pension scheme over the next 40 years! 

The Institute of Economic Affairs estimates the cost of paying out the promised pension benefits of 
government employees to be £22.3 billion a year- that is a quite staggering £900 per family per year. So 
even after these reforms it is highly likely that workers on average earnings will be paying more for a 
public sector employee’s pension than they are capable of contributing to their own. 

And the first problem- the almost 12 million workers that have no pension provision. Well the government 
has put in place a complex system of means tested pension and savings credits that aren’t understood 
by the public -but are without a doubt a disincentive to saving. 

Crisis what crisis? Well, the crisis we will all have to face when we pick up the tab for the benefits 
promised to the public sector workforce but where no money has been put aside. Or the crisis where half 
the population has no pension and the system acts against saving. Or the crisis where our private sector 
pensions outweigh the pensions of all the other European Union countries combined -but the system put 
in place is so complex that it acts against saving 

Maybe this government needs another 10 years to try and get to grips with the ‘pension crisis’. 

January 2007 
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Long term care cost. 

Thousands of elderly people who have been forced to sell their homes to pay for long-term care could be 
refunded fees following one family’s landmark case against Torbay Care Trust. 

 Mike Pearce, a former Scotland Yard Detective, won his five-year battle with Torbay Care Trust to have 
nursing home fees he paid for his mother’s care returned to him.  

He was forced to sell the family home to pay for care for his mother who had Alzheimer’s disease and 
who was denied NHS fully funded health care, despite being incapable of doing anything but chewing 
food and swallowing.  

Torbay Care Trust has confirmed it will pay Pearce £50,000 in retrospective care fees.  

At present, people in care homes should get fees paid for by the NHS if they have a medical need, but 
many health care trusts pass them to local authorities which then apply a means-test.  

The victory offers hope for thousands of others battling for fully funded health care. 

This win is important as this was the first person to be assessed using the new continuing care 
framework which is still being finalised by the Department of Health. His success in arguing that the NHS 
was liable for a relative’s care bill offers hope to thousands of other carers.  

If the new criteria achieve its aim of creating a national standard that will end the current postcode 
lottery, Mr. Pearce’s example can be used by carers across the country to demonstrate why they too are 
entitled to fully funded health care on the NHS. 

However  whilst the development for those suffering acute care needs is to be welcomed up to 370,000 
older people currently receiving low level care could have it withdrawn completely by 2009 because of a 
lack of government funding, the Local Government Association has warned.  

The LGA has published a survey of 132 local authorities, which reveals the average proposed council 
tax rise for councils with responsibility for social services and caring for the elderly is set to be 3.9%.  

But the LGA warns councils with the responsibility of caring for the elderly are facing intense pressures 
from both the increasing number of elderly people needing care and the knock-on effects of the NHS 
crisis, which has left many councils picking up the costs of care.  

If the Chancellor is not prepared to pay for providing the type of care the vast majority of people expect, 
then the government must be honest about what it is prepared to fund, the impact this will have on local 
services and the burden it is choosing to shift onto council tax payers. 

 Almost seven out of 10 authorities can now only afford to provide care to people with the most 
substantial and critical needs – people have to wait until their life is threatened, they have serious mental 
and physical illness, or they are unable to carry out the majority of personal care or domestic routines. 

The LGA survey suggests in the next three years alone there will be over 400,000 more older people 
and, without additional funding, local government may face a situation by 2009 where it cannot afford to 
provide support to the 370,000 people with lower levels of need.  

 

He believes councils want to provide the services older people need, but they are increasingly unable to 
do so because central government funding has not kept pace with the demands of an ageing population.  

It is clear that unless appropriate planning is taken your home is at risk from attack by central 
government in the form of inheritance tax and local government in the form of long term care costs. 

January 2007 
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Where now for with profit bonds? 

Throughout the 1990’s millions of investors ploughed billions of pounds into ‘with profits’ investment 
bonds, attracted to rates of return that were more competitive than building society deposit rates and 
supposedly similar levels of security. Things have now changed dramatically… 

Whether or not it was down to over ambitious bonus rates in the late 90s, bad investment decisions, high 
charges, regulatory costs, long term liabilities -the simple fact is that with-profits bonds have been shown 
up for what they truly are and there are a lot of unhappy investors out there!  

So, the big insurers are now alarmed at the sight of a huge tranche of high profit underperforming 
investment walking out of the door, they have resorted to a number of measures to try and convince us 
all that with-profits really is good after all. 

Some companies have held on to Market Value Reductions (penalties) for as long as possible whilst 
others have brought long term guarantee dates to the attention of their investors. 

But none of these methods have worked up to now, and so we now see that some insurers are 
concocting convoluted schemes which promise bonuses over the next 2-3 years. In some cases, the 
promise of future returns is linked to certain orphaned assets. 

But the fact is that these new “promises” for with-profits investors lack substance, represent “too little too 
late” and come on the back of several years where little or no bonus was declared. 

Now not all with profit funds and with profit companies can be tarred with the same brush, but for the 
poor, suffering investors with the less scrupulous companies this is just another attempt to lock them into 
their with-profits fund. 

The fact is that investors are now beginning to recognize these opaque, high charging, low performing 
investments for what they really are and no amount of bribes or promises will disguise the fact that many 
with-profits investors have been badly let down. 

January 2007 
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Insolvency set to grow. 

As a nation we need to see substantial growth in the amount we save for our long term future. However 
despite all the government’s attempts to encourage this growth it is not happening. There is one area of 
undeniable growth in the economy; that of individuals declaring themselves insolvent. 

According to Grant Thornton, the financial and professional services firm, today's insolvency picture 
could get much worse through the rest of this year into 2008. 

The reason is today’s figures are largely based on the fact people affected would have first started 
turning towards insolvency as the final way out of financial difficulties during 2005.  

With debt seen as the prime driver of the insolvencies seen thus far, the additional debt burden taken on 
nationally since 2005 is likely to feed through beyond the next 12 months, Grant Thornton says. 

According to the figures published by the Insolvency Service, personal insolvencies jumped about 60% 
to some 300 per day, while corporate insolvencies have held steady but the number of companies going 
into administration has increased.  

Personal insolvencies hit more than 107,000 through last year, the Insolvency Services states. 

IVAs - individual voluntary arrangements - are rapidly catching up to bankruptcies as the preferred 
method, Grant Thornton says, with some 12,700 IVAs against 17,000 bankruptcies in the last quarter of 
2006. 

Pushing people further into debt is inflation affecting key services such as utilities, council tax, while the 
responding rise in interest rates is biting from the other direction. 

The effect will also be felt in the mortgage market; recent Council of Mortgage Lender figures on 
repossessions in 2006 could easily be outdone this year.  

With the huge insolvency levels seen last year, repossessions in 2007 are heading in no other direction 
but up.  

It’s a growth area in the economy but surely not the one we want. 

February 2007 

Investors still lacking pensions knowledge. 

Four out of 10 pension savers are unaware they could take around a quarter of their accumulated 
pension fund in tax free cash on retirement, research revealed. 

The survey showed of those who were aware they could draw tax free cash on retirement almost half 
would use the money to deliver an income, 26% would opt to take a holiday and 20% would pay off 
debts. 

Strangely if pension savers were given the choice -residential property would be the single most popular 
asset class among members of company pension schemes if they were free to choose their own asset 
allocation. (Talk about putting all your eggs in one basket!) 

Around 34% would choose to invest in residential property with just 12% choosing to invest in equities, 
the survey showed. 

Given freedom to invest 44% of 16 to 24-year-olds said they would invest in cash and were unaware of 
the potential for long term out performance by equities. 

These findings clearly show a dangerous lack of knowledge about retirement saving – particularly for 
young people. Although this fact in itself may not be surprising, there is clearly an education issue 
concerning the public perception of long term savings. If this is not addressed then the public will lose 
out to the tune of tens of millions of pounds when the National Pension Savings Scheme is introduced. 

February 2007 
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Payment Protection Insurance. 

GE Capital Bank (GECB) is the first of several large financial services firms to receive a Financial 
Services Authority (FSA) fine for its handling of payment protection insurance sales. 

A statement just issued by the FSA says GECB has been fined £610,000 for several compliance failures 
in relation to the sale of Payment Protection Insurance (PPI). This is the insurance- usually sold at the 
point of purchase- on many high street retail goods such. 

It is thought this is the first of at least 10 big-named firms to be fined by the FSA for what it considers to 
be a failure to treat customers fairly in relation to the sale of PPI. 

The fine specifically relates to GECB’s systems and controls for sales of PPI and “for failing to treat its 
customers fairly” and the FSA’s stance suggests it was not clear enough to consumers the purchase of 
such insurance was voluntary. 

The FSA points out GECB’s main business is to provide credit through store cards, credit cards and 
sales finance – which in the past could carry interest rates of up to 30% APR – through 300,000 
appointed reps who were in fact high street retail sales staff but the PPI was then sold either at the till 
when the card is bought at the till or later by GECB telesales staff. 

GECB is now contacting all customers who may have been affected, says the FSA, to ascertain whether 
they should be financially compensated, albeit the FSA says the impact on customers is likely to be 
“modest”. 

At the same time, the FSA says GECB’s decision to settle the case early means they qualified for a 30% 
discount in the fine received, so could have been £870,000 unless they had agreed to take remedial 
action. 

February 2007 

Real Estate Investment Trusts. 

Commercial property has been, and still is, the prominent topic in the financial industry at present. And 
the government's decision to introduce real estate investment trusts (REIT’s) into the UK this year means 
that the subject of property has remained a dominant theme.  

So what are REITs and why are they an attractive investment proposition? They are a form of collective 
property investment vehicle, where the investor owns shares or units in a fund that invests in a range of 
commercial properties - such as offices, industrial units, shops and shopping centres - or, in some cases, 
residential property - such as house and flats. The trusts are found in many industrialised countries and 
the UK used to be the only major Western economy where they didn’t exist. 

 A REIT aims to reproduce the returns received through direct property ownership. The REIT is not taxed 
on rental income and capital gains, but the underlying investors are taxed at their marginal rate on 
dividend income and capital gains. They are regulated on income distribution and most REITs are legally 
obliged to distribute most - at least 75 per cent - of their taxable earnings to investors each year.  

The major advantage of REITs is their tax efficient nature. Investors avoid the double taxation any 
normal investor in property company shares faces, as tax will not be payable on rental or capital gains 
within a REIT, as it is exempt from corporate tax on qualifying property income and gains. Investors will 
only be liable for the tax due on income received as dividends.  

Since the introduction of UK REITs, many UK-listed property companies and groups have applied for 
REIT status owing to the advantageous tax position they offer these companies and, in return, the 
conversion process has only cost those companies a charge of 2 per cent of the market value of their 
rental properties. (This adds up to about £2 billion in extra tax for Gordon Brown!) 

For any investor into REIT funds or property share funds it is crucial that they understand the risks. It is 
imperative that you understand where you are investing. Property investment funds vary significantly and 
the risk profile attached to a particular property investment will depend on a number of factors: is the 
fund investing in REITs, property shares, direct property or a combination of all three?  
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The growing number of REITs and property shares vehicles are a welcome addition to the investment 
universe. However, REITs and property shares can offer exposure to property as an asset class, but 
they should not be considered as a direct alternative to commercial property, which should be a 
mainstay of a balanced portfolio. As always if you are not sure seek appropriately qualified advice. 

February 2007 

The Great British Giveaway. 

Britons are planning to give away a total of £103bn to friends and family to avoid a tax bill on their death, 
according to research from Scottish Widows.  

A survey of 2,446 people reveals four in 10 (41%) now have an estate liable for a 40% tax bill on their 
death, up from a third (34%) last year. Of these, four in 10 (43%) have taken, or plan to take, steps to 
mitigate this bill, with 44% planning on giving away either a lifetime gift or an annual gift to friends and 
relatives.  

The average amount people are prepared to gift is £86,000 and almost half (47%) of respondents would 
like their gift to be used to help their relatives get on the property ladder.  

One in five (20%) want their beneficiaries to use the gift for their own retirement, 22% would like 
recipients to save it for their own children and 22% would like the benefactors to use it to pay off their 
debts. 

Scottish Widows, say while gifting is becoming an increasingly recognised way to avoid IHT, few gifts are 
totally exempt. People can give £250 away to an unlimited number of people as well as up to £3,000 per 
tax year. In addition, if they live for seven years after making any other absolute gift, this will be exempt. 

Trusts are also a viable option and four in 10 people who intend to take, or have already taken, steps to 
reduce their IHT bill have looked at the option of a discretionary will trust or a life assurance policy 
written under trust. 

But for the majority who haven’t considered this option, nearly a third (29%) admit to not knowing enough 
about them and one in 10 have never heard of trusts.  

A quarter (24%) say they are now wary of putting money into trusts and 6% have no faith in the products 
since the government introduced the Finance Act 2006, which changed the way trusts are taxed.  

Appropriate, timely planning can relive a lot of the pain that paying an inheritance tax bill can bring. 

February 2007 

New research on Trusts. 

Research published by HM Revenue & Customs on trusts suggests last year’s Inheritance Tax changes 
were unnecessary. In last year’s Budget report in March, Gordon Brown announced changes to the way 
trusts are taxed to try and minimise the risk of IHT avoidance. 

 The changes, which apply to new trusts created since last March and to older trusts from 6 April 2008, 
mainly affect interest in possession (IIP) trusts and effectively mean any assets will be subject to 
chargeable gains when paid to the beneficiary.  

However the report reveals tax avoidance is not the main reason for setting up a trust.  

Instead it says the main motivation relates to having the ability to control assets, for example being able 
to pass them on to children or grandchildren, to provide for a beneficiary in a particular way, to withhold 
assets until children reach a certain age, or to ensure money stays within the ‘bloodline’.  

And the research reveals while tax tended to be a secondary motivating element for setting up a trust, 
when asked specifically if tax planning was an important factor in creating a trust, 49% believed it to be 
unimportant, while just 46% felt it was important.  

The research shows trusts are being used today to retain wealth within the extended family, in the same 
way as they were used hundreds of years ago. In the past the use of trusts could offer significant tax 
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advantages. However anti-avoidance legislation over the past 30 years, culminating in the significant IHT 
changes announced in last year’s Budget, has eliminated most of these advantages.  

Indeed, in the light of the findings of the research report, it could be argued that last year’s changes were 
unnecessary. Thanks Gordon. 

February 2007 

Gordon’s last stand. 

In his 11th and almost certainly final Budget, Gordon Brown produced more than his normal crop of 
surprises. As usual, there were many more announcements in the 81 Budget Notes and press releases 
than were contained in the Chancellor's speech itself. As always with this Chancellor the devil is in the 
detail. Those with the greatest importance for readers include the following: 

The personal income tax regime will be reformed. This will include a reduction in the basic rate of tax to 
20% from 2008/09, the restriction of the 10% starting rate of tax to savings income and the bringing into 
line of higher rate income tax and national insurance thresholds. So in broad terms nobody is either any 
better or worse off. 

The ISA investment limit will increase, but by just £200, and only from 2008/09. The cash ISA limit rises 
to £3,600. Hardly seismic changes to the regime and not likely to make any of us any better off.  

The corporation tax rate for small companies will rise in stages to 22% as part of a move to reduce the 
tax advantages of incorporation. For large companies, the mainstream corporation tax rate will move in 
the opposite direction, with a 2% reduction to 28% from 2008. Running a small business just got that 
little bit harder… 

The corporation tax changes are accompanied - and partly financed - by the reform of the capital 
allowances regime. This will see the abolition of long-standing allowances for industrial and agricultural 
buildings and a reduction in the writing down allowance for most assets. Tax increases here for the small 
business man. For example for ‘white van man’ the benefit in kind treatment of your vehicle will increase 
from £500 p.a. to £3,500 p.a…. 

The Chancellor announced that the inheritance tax nil rate band will rise to £350,000 in 2010/11. But this 
is an increase of only 1% p.a. in real terms and if house price inflation carries on at its current rate then 
the tax take from this particular measure will increase rather than decrease. Somehow Gordon is 
trumpeting this particular tax rise as a tax reduction… 

And finally some good news….Gordon has announced the government is to extend the budget of the 
Financial Assistance Scheme in an attempt to help all of the 125,000 workers who lost their pensions 
when their occupational schemes collapsed.  

In his Budget speech, he announced the total budget for the FAS will increase from £2bn to £8bn, which 
he says will ensure each one of the 125,000 affected workers will receive 80% of the core pension rights 
accrued in their scheme, while the maximum pension will be increased to £26,000.  

However the Chancellor has not made it clear how the extra £6bn cost will be funded or how he will 
balance the books. There some detail he is not letting us know about just yet… 

March 2007 

Government in the dock. 

The Department for Work and Pensions has hinted it may appeal the verdict of the judicial review into 
government ‘advice’ concerning the safety of company pension schemes. Back in the 1990’s the 
Government was issuing leaflets to members of the public that these schemes were as safe as houses 
when quite clearly they were nothing of the sort. 

In a landmark ruling last week 4 test cases, brought to the High Court, have seen the judge rule in favour 
of the pensioner campaigners. 
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In the High Court, Justice Bean ruled he agreed with the Parliamentary Ombudsman’s findings 
suggesting Government information on the level of security offered by occupational pension schemes 
was misleading, in particular regarding a leaflet published in 1996 explaining the 1995 Pensions Act. 

However, the DWP says the ruling also endorsed the government's decision to reject other key findings 
made by the Ombudsman, and adds as both sides have the option to appeal the DWP intends to 
carefully consider today’s judgment. 

The Court disagreed with the Ombudsman’s view that there was a causal link between the leaflets and 
the loss suffered by all those who have lost their occupational pensions, and it also rejected the 
Ombudsman’s conclusion that the Government was guilty of maladministration when it made changes to 
the pension scheme funding rules in 2002.  

The case for the judicial review was brought by four pensioners, representing around 125,000 people 
across the country who lost their pensions when their employer schemes went bust, after the 
government rejected the findings of the Ombudsman’s report in March 2006.  

The focus of their case was  four key points:- Ministers cannot just disagree with the Ombudsman’s 
findings; Government must reconsider the Ombudsman’s recommendations; Government’s reasons for 
rejecting the Ombudsman’s report are irrational and, therefore, unlawful; Government has broken Article 
1 of the First Protocol of the European Convention on Human Rights. 

But while the judge seems to have ruled in favour of the claimants on the first point, it seems he stopped 
short of ordering the government to pay compensation to the victims, as suggested by the reports of both 
the Parliamentary Ombudsman and the Public Accounts Select Committee. 

As a result the DWP have been given permission to appeal against this judgment. The Government has 
stated it wishes to consider the implications of this judgment.  

Let’s hope this will finally be a wake-up call for this administration to realise it must accept it has made 
mistakes and work out how to remedy them, rather than just trying to deny everything, while pretending 
to want to help. It is so sad that taxpayers money needs to be spent defending this case, rather than on 
organising a proper compensation scheme for the victims who have been left without the pensions that 
the government always assured them were safe and protected by the law.  

March 2007 

National Pension Savings Scheme. 

The Actuarial Profession is the latest organisation to point out the dangers of personal accounts being 
introduced into a pensions system which includes means-testing. 

The organisation say while in principle it welcomes the introduction of the new system, it says it has 
concerns about the way personal accounts might be presented to those in the target group who are on 
low to medium incomes. 

It points out while it has already expressed these concerns to the government; the organisation warns 
that it is vital that we get it right, because otherwise another ‘mis-selling’ legacy may be in the making.  

The Profession, made up of the Institute and Faculty of Actuaries, says the problem is that a significant 
proportion of lower earners who will be auto-enrolled into personal accounts may end up on means-
tested benefits in old age, and it says while this will vary from person to person, depending on individual 
circumstances – this is what makes the subject difficult.  

As a result it says it is clear people will need to understand the impact of their personal circumstances on 
their prospects for means-testing in old age, before knowing whether it is right to opt out of auto-
enrolment.  

It also warns even if people do not opt out, they may still need advice about whether to contribute more 
than the minimum, and possibly about the choices available at retirement, although it says it accepts 
getting good financial advice, at an economic price, to such individuals is a major challenge in itself.  

Perhaps the government feels it is acceptable, for the greater good, to allow certain people to be auto-
enrolled, knowing that they could well regret it in hindsight. If this is so, it is important that the 
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government documents this publicly, and anyone associated with auto-enrolment into personal accounts 
is clearly indemnified against retrospective claims for poor advice. 

 The comments from the Profession follow concerns expressed by other parts of the pensions industry, 
asking the government to drop auto-enrolment unless it can first guarantee that every pound saved in 
the scheme will make savers at least one pound better-off than non-savers. 

James Purnell, Minister for Pensions Reform, has confirmed, when questioned in Parliament, that 6% of 
pensioners - would essentially not be a single penny better off than someone who has not saved at all. 
This works out at around 650,000 people- surely we can’t stand by and see that happen to so many 
people without trying to do something about it?  

Surely we need a pension system built on solid foundations rather than the shifting sands we’ve got at 
the moment. 

March 2007 

Parents to rely on children in retirement! 

Now this is really scary…One in four parents may have to rely on their children for financial support 
during retirement, according to research from Yorkshire Bank. 

The survey of 1,000 people reveals one in four parents is hoping their children may be able to help them 
out financially when they retire. 

 Four out of 10 admit they have no real savings for old age, while six out of 10 non-savers acknowledge 
they should be saving for retirement but say they simply cannot afford to because of the costs involved in 
modern life.  

The survey also reveals one in three think they will be working well into their 70s before they can afford 
to retire and four out of 10 say they will have to rely solely on the state pension.  

More than half think they will have to make cutbacks when they retire and one in three fear the day when 
they give up work for good.  

To ensure funding for retirement, one in six of respondents say their only hope is to inherit some money, 
while the same proportion is looking to downsize their home to release necessary funds. Just one in five 
of current non-savers are intending on opening a savings account for retirement in the near future.  

March 2007 

Pensions in decline. 

Pension pay outs have now fallen by more than three quarters over the past 10 years, according to a 
report out today which highlights the crisis facing people saving for their retirement.  

Consultants Watson Wyatt said its figures show someone retiring now with a personal pension could be 
more than 75% worse off than someone paying the same contributions each month but retiring 10 years 
ago.  

Lower returns on investments mean pension pots after saving for 20 years are less than half the level 
they would have been 10 years ago and annuity rates - used to convert pension pots into income - have 
also fallen by nearly half over the same period.  

Once these two cuts are combined, the resulting income is down by 78% for a man and 76% for a 
woman, for savings of identical amounts.  

March 2007 
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Prudential payouts on the horizon. 

Prudential has taken the first step towards withdrawing funds from, what is commonly called, its orphan 
assets by announcing the nomination of a policyholder advocate.  

Prudential is thought to have a potential £10bn in inherited estates which could be claimed from the with-
profits fund and redistributed to both shareholders and policyholders, if the policyholder advocate 
decides it is in the interests of members and can agree a fair amount for policyholders. 

It follows similar moves by Norwich Union last year to appoint Clare Spottiswoode as its policyholder 
advocate, to investigate whether it would be beneficial to policyholders to withdraw over £3bn in orphan 
assets. 

While the firm is keen to stress no decision has yet been taken on the reattribution, it is looking at a 
reattribution occurring sometime in 2009. 

This is a complex project with a considerable amount of information to be analysed and reviewed. The 
principal task over the coming months will be for the policyholder advocate to familiarise himself with 
Prudential's with-profits business.  

In order for policyholders to be eligible for a payout should the reattribution be approved, they need to 
have been members of the with-profits sub fund on Wednesday 14th March 2007.  

For eligible policyholders this move could potentially mean payouts of hundreds of pounds. 

March 2007 

Stamp duty rises. 

One in five homebuyers in England and Wales is paying a higher stamp duty rate of 3%, according to 
research from Halifax.  

The research of house prices and home sales in 2,132 postcode districts across England and Wales 
reveals there has been a 281% rise in the number of home sales above the £250,000 threshold at which 
a 3% rate of stamp duty is levied.  

The number of residential property sales attracting at least 3% stamp duty has increased from 73,403 in 
2001 to 279,408 in 2006, while the percentage of homebuyers paying at least 3% stamp duty has risen 
from 6% to 19%.  

Home buyers in these transactions face a stamp duty bill of at least £7,500.  

Total stamp duty revenue from residential property sales was £4.6bn in 2005/06, up 114% from the 
£2.1bn raised in 2000/01. 

Halifax estimates 3.5 million (19%) English and Welsh properties are now valued above the £250,000 
stamp duty threshold and 600,000 (3%) are valued above the £500,000 threshold, which attracts a 4% 
stamp duty rate. Yet another of Gordon’s aggressive stealth taxes! 

March 2007 
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Stock Market falls 

Investment experts fear a further week of stock market turbulence will spell ruin for the 2006-07 equity 
Isa season by causing retail investors to run scared from investing at this time. 

Last week’s global financial shock is expected to continue reverberating this week, which experts believe 
will convince savers to use their spare cash to pay off debts rather than putting it into an Isa invested in a 
shaky stock market.  

Last year Britons invested £2.5bn in ISAs, including cash ISAs. If last week was the extent of the jitters, it 
won’t have any meaningful impact but if it continues this week, it could cause investors to doubt markets 
and postpone moving in or not do an Isa this year at all. 

Retail investors have always tended to go against the logic of putting their money into ISAs when shares 
were cheap. Instead of seeing it as an opportunity, they tend to want to wait for an upturn. They feel 
more comfortable after a strong bull run. 

March 2007 

Calculating the cost of Gordon’s tax raid on pensions. 

An online tax calculator allowing savers to calculate the financial impact of Gordon Brown’s 1997 
decision to abolish tax credits on pension funds has been launched by Brewin Dolphin, a national 
stockbroker 

The tool compares the anticipated value of an individual’s pension on retirement to what it would have 
been had the Government not changed the tax treatment of pension funds a decade ago. The firm says 
the calculator will show clients how much they should increase their contributions by to reduce the 
impact of the tax change. 

But Brewin Dolphin says 19 million British adults are unaware of the impact of abolition of ACT on their 
pensions. The Pension Tax Calculator clearly demonstrates that it was wrong for the Chancellor to claim 
that the abolition of tax credits on pensions would have no impact on their savings. If it had been 
acknowledged at the time, investors would only have had to make a very small adjustment to their 
contributions to make up the shortfall. 

But ten years on the necessary increase is significant, which also clearly demonstrates the fact that the 
earlier you invest in pensions the better. 

According to examples from Brewin Dolphin’s Pension Tax Calculator, a 40 year old man who is married 
with two children could end up having to work for an additional 22 months to make up his pensions 
deficit or increase his total contributions by 25% from now on. In addition, a single mother in her late 40s 
would have to work an additional 15 months or increase her net monthly contributions by 27% in order to 
make up the difference. 

Last week the Chancellor beat off a Conservative call for a vote of no confidence over his 1997 decision 
to tax pensions, the Chancellor winning by a majority of 65.  

A day later, the Government defeated Labour rebels over calls to give more help to people whose 
occupational pension schemes have collapsed. Ministers saw off an amendment to the Pension Bill, also 
backed by Tories and Lib Dems, by 22 votes. 

So now it’s official, Gordon Brown didn’t inflict any damage on UK pension funds back in 1997 -and this 
wasn’t the first stealth tax the government levied. 

Brewin’s pension tax calculator is available at:-www.brewindolphin.co.uk/PensionTaxCalculator 

April 2007 
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Budget IHT figures misleading 

Gordon Brown’s Budget speech was misleading when he stated just 6% of estates will be caught by 
Inheritance Tax in 2010. 

In the Budget last Wednesday, the Chancellor of the Exchequer stated raising the nil-rate band threshold 
to £350,000 for the year 2010-11 will ensure 94% of estates will avoid paying IHT.  

However, an estate planning specialists the Way Group says each family normally consists of two 
estates – one for each partner - with IHT normally only due when the second person dies.  

It argues converting the Chancellor's estimate from ‘single’ estates to 'family' means in reality 12% of 
families will be “stung” with an IHT bill within three years.  

And it warns because of spiraling property prices many of these families will be part of the post-World 
War Two generation and not the more wealthy entrepreneurs and property-owners of the 1970s and 
1980s. 

Property prices are likely to be one of the key drivers of families being exposed to IHT, as research from 
the Halifax recently estimated nearly a third of all detached properties in England and Wales are valued 
at more than the 2007/08 threshold of £300,000.  

It is all well and good for the Chancellor to announce the IHT threshold will rise in stages each year to 
£350,000 by 2010, but if house prices continue to rise at their current rate, this increase will mean in real 
terms the burden will be further increased, making sensible and early tax planning even more important.  

April 2007 

Interest rate rises on the way. 

As the pound hit a 26-year high against the dollar last week fuelling yet more predictions of interest rate 
rises. The pound broke through the $2 barrier for the first time since 1992 and with the pound earlier 
hitting its highest level since 1981. 

Analysts predict further interest rate rises to slow inflation after the office for national Statistics yesterday 
said consumer prices rose by 3.1% in March and the retail price inflation rate rose to 4.8%. 

The figures cemented expectations more interest rate rises beyond the current 5.25% are in store and 
helped to strengthen the pound against a floundering dollar. 

A May move is a certainty, and it opens up a strong possibility of interest rates rising beyond 5.5%. If you 
are thinking of buying a property or re-mortgaging it would be wise to factor in those additional costs that 
are undoubtedly on the way! 

April 2007 

Pensions ten years on. 

Following the release of documents by the Treasury, under the Freedom of Information act, which relate 
to the 1997 Budget decision to remove tax relief on dividends paid to pension schemes. The Treasury 
has defended Gordon Brown’s decision to remove dividend tax credits in 1997 from pension schemes, 
calling it an anomaly in the tax system which distorted business decisions and discouraged long-term 
investment. 

This decision stripped the ‘tax free’ status from pensions they had previously enjoyed. It is believed that 
this sole decision has removed from British ‘funded’ pension schemes a minimum of £50 billion and 
potentially as much as £100 billion over the last 10 years. 

Following the release of the reports Gordon Brown has defended his actions; in addition the Treasury 
has warned that it is inaccurate and misleading to look at just one element of the package in isolation. 

The Treasury previously refused to release the documents first requested in February 2005, both Brown 
and the Treasury have sought to defend the actions, which one of the released papers states ‘would 
make a big hole in pension scheme finances’. 
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If Gordon Brown is so proud of this decision, why did he fight for two years, through the courts and at 
considerable expense to the taxpayer, to keep these documents secret? Why did he ‘sneak’ them out at 
the start of a parliamentary recess, late on a Friday afternoon, making parliamentary scrutiny virtually 
impossible?  

 To say this decision is the only factor that has led to the funding problems for pension schemes in 
recent years, would be too simplistic. Ignoring the impact of the dotcom crash, the pension holidays in 
the 1980s and 1990s, and the rise in life expectancy is simply incorrect. However the effect of the 
additional taxation has certainly made matters worse rather than better. For Gordon Brown to imply 
anything else is simply not true! 

April 2007 

Revenue target non working for Inheritance Tax! 

A test case decision by HM Revenue & Customs' Special Commissioners could mean the use of nil rate 
band discretionary trusts to avoid Inheritance Tax (IHT) is under threat. 

This could mean a previously safe tax planning mechanism for reducing the IHT charged on the family 
home could be chalked off. 

In order to reduce the IHT liability of a married couple it has been common practice to place the value of 
the family home into a discretionary trust for the heirs on the first death of the couple - up to the nil-rate 
band of £300,000 and in the form of an IOU. 

This simple planning method can save families around £120,000, as it allows the deceased spouse to 
pass on money to the heirs through the trust, rather than first leaving the sum to their husband or wife 
which simply increases their IHT liability.  

However in the test case of Phizackerley v HMRC, which was heard in February, The court ruled the 
money owed by  Dr. Phizackerley to the trust set up under his wife’s will did not qualify as a reduction in 
the value of his estate on his death, because he had apparently funded the property purchase entirely 
himself. 

This decision seriously muddies the waters over what was considered to be a core technique for 
reducing a married couple’s IHT liability. It does emphasise the importance of approaching IHT planning 
with extreme care. The fact is if Dr Phizackerley had died before his wife, the entitlement to deduct the 
value of an IOU owed by the wife to a trust set up by her husband would have been indisputable and the 
IHT would have slipped through the Revenue’s fingers. 

This is a ludicrous situation: you are all right as long as you die in the right order. The secret of mortality 
and avoiding IHT may lie in the timing! 

This also flies in the face of all sex discrimination and equal opportunities legislation as it completely 
nullifies the value of a non working spouse’s contribution to the marital home. 

I know the Revenue are getting more and more aggressive in the area of recovering Inheritance Tax but 
this is definitely going a step too far. Expect this to end up back in the courts. 

April 2007 

Six in 10 women fail to save in a pension. 

Attempts by both government and the industry to raise awareness about the importance of saving in a 
pension are still failing as around 60% of women do not contribute to a pension scheme, claims HSBC.  

Research by the bank suggests six in 10 women are not contributing to a pension scheme, with 31% of 
these claiming it is because they are either not working or only working part-time.  

In addition, the survey of 990 adults reveals 44% believe you have to be working to make a pension 
contribution, despite 66% admitting they are aware a husband or wife can pay into their partner’s 
pension scheme even if they are not working.  
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Despite efforts by both the government and the industry to generate more awareness around retirement 
planning, research clearly shows there is still a lack of clarity over how to go about it - especially among 
women and particularly stay-at-home mums.  

One of the aims of the government pension reforms, currently going through Parliament, is to improve 
the Basic State Pension (BSP) for women, by reducing the number of qualifying years needed to achieve 
a full BSP, and by developing a new system of pension credits for carers.  

However, the changes will mean a 27-year-old woman today will not be able to claim her state pension 
until she reaches the age of 68, and as a result women simply cannot afford to close their eyes and hope 
for the best.  

By the time a 27 year-old women reaches the age where she can claim the BSP, she would be entitled 
to around £135 a week, in present money terms,  but only if she has made National Insurance 
contributions for most of her life. She should be asking herself whether she can really live on £135 a 
week.  

The sooner people and particularly women, who typically do not accrue a workplace pension start to 
save for retirement the more likely they are to enjoy it when it arrives.  

April 2007 

Factory gate pricing. 

One of the many criticisms leveled at the financial advisory community is how they get paid. Typically 
this is by fees, commission or any combination of the two. A truly independent financial adviser must 
offer the option of allowing client to pay for his services purely by fees. In reality this is the most 
transparent way of paying for independent financial advice. However many individuals prefer to allow 
their adviser to accept a commission from a product provider as payment for their services, this 
undoubtedly leads to confusion over who is paying for the services of the adviser and could leave the 
adviser open to suspicion of commission bias. 

The industry as a whole is now moving towards ‘factory0gate’ pricing of financial services products. This 
means that providers will offer products with an in-built cost associated with them and it is between the 
client and his adviser how much is ‘added on’ as an advisory fee. 

Following the conclusion of the Retail Distribution Review, by the Financial Services Authority (FSA) 
widespread adoption of the factory-gate pricing model by adviser firms is “probable”.  

Factory-gate pricing professes to improve transparency between the adviser and consumer as any 
advice charges are explicitly agreed between them. Some individuals see this as commission by another 
name but surely any measure that allows a client to connect with his adviser and agree a level of 
remuneration has to be good for the industry and the consumer. 

June 2007 

Failure to review pension plans. 

Imagine you have passed your driving test and are in the fortunate position of being able to buy your first 
car. You can probably look forward to forty, fifty or even sixty years of driving- during which time you will 
probably change your car every 3 or 4 years. In addition you will expect to have to pay for the annual 
servicing of your vehicle, change tyres, exhausts and other repair work as circumstances dictate. 

Now imagine you have started work and are in the fortunate position of being able to start your first 
pension scheme. This pension will last you all of your working life-probably 40 or 50 years and continue 
to pay you into retirement until your death in maybe 60 or 70 years time. Using the above analogy it 
would seem appropriate to pay for the ongoing maintenance and servicing of your pension, you might 
even change your pension a few times throughout your working life as your personal circumstances 
change. 

Well recent research has shown that around 12 million people have never reviewed their pension plans 
while a further 1.37 million have not carried out a pension review in the last five years. 
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Individuals will have different requirements of a pension scheme -and where the money is invested. 
Younger individuals will look to invest in higher risk asset classes, whilst older individuals will look to 
invest in lower risk, safer asset classes. 

Individuals need to carefully consider the asset allocation of their pension portfolio on a regular basis to 
make sure it is in line with their age, lifestyle commitments and number of years to retirement.  

After all would you buy a car, use it for 50 years and not expect to pay to have it serviced in all that time. 
Why should an individual’s pension be any different? 

June 2007 

Finally free of tax. 

Break out the Bolly – we're finally free. June 1st was Tax Freedom Day, the theoretical day when we 
stop working for the Government and start working for ourselves – at least for this year. 

Not that there's much to celebrate. Tax Freedom Day is three days later than last year, and a week later 
than when Labour came to power in 1997. That means more of our time is being spent filling Gordon 
Brown's coffers, rather than enjoying the fruits of our own labours. And it's only going to get worse: the 
Government's own tax forecasts show that the date when our money's our own is expected to move 
another week later in the year by 2009, to June 7. The tax burden hasn't been that high since the mid-
eighties. 

 The Government is dismissive of Tax Freedom Day, which is worked out each year by economic think-
tank the Adam Smith Institute. Ministers insist that the average UK family is £1,300 better off in real 
terms than when Labour came to power, and pout petulantly that Tax Freedom Day is not a concept they 
recognise. 

But the Government cunningly includes earnings growth in that figure. Strip out the pay rises which the 
average family could have expected in that time, and it becomes clear that the tax burden has gone up.  

Tax Freedom Day shows the income tax, national insurance, council tax and indirect taxes (such as fuel 
duty or VAT) paid by someone on average income, as a proportion of that income. 

This year, 41 per cent of average income will go to feed the tax monster, which translates to 150 days 
spent working for the Government and 215 days for ourselves.  

But Tax Freedom Day is a neat way to get across the idea of how tax-hungry the Government is, which 
is probably why they don't like the concept.  

Even though we're paying more tax on average, there's no reason to take it lying down. The organisation 
IFA Promotion, which exists to plug the benefits of using independent financial advisers, says nine out of 
ten of us are paying more tax than we should, lining the taxman's pockets with an unnecessary £5.7 
billion a year. That's £133 on average for each of us.  

Making sure your tax bill is as small as possible (legally!) doesn't have to be complicated either. Many of 
the steps you can take are pretty straightforward.  

Make sure you're on the right tax; make sure you're not being taxed on your savings interest. (You'll 
need to fill in form R85 to give to your bank or building society, for them to be able to pay your interest 
gross.)  

If your partner is in a lower tax-bracket to you, it could be a good idea to put some of your savings and 
investments in their name. If you are a higher-rate taxpayer and your spouse is a non-taxpayer, this 
could cut the tax on those investments from 40 per cent to zero. You can shelter some of your holdings 
from capital gains tax in the same way.  

Paying too much tax just makes your own personal tax freedom day that much later in the year…Oh! 
And Gordon that much happier. 

June 2007 
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Interest only mortgages. 

Interest-only mortgages have increased their market share by 15% since 2003, and now account for 
26% of all broker related mortgage business. 

Research conducted by Paragon also showed that repayment mortgages have declined in popularity, 
with market share falling from over 70% in 2003, to just 58% today. 

Repayment mortgages became popular in the mid-1990s as lower inflation reduced confidence in 
endowment mortgage, with many people fearing their policies would not generate sufficient funds to 
repay the original loan. 

Repayment mortgages remain the mortgage of choice for owner occupiers.  The interest-only sector has 
grown both with house prices and buy-to-let. Interest-only mortgages are ideal for buy-to-let investors as 
they maintain gearing, and allow the borrower to either re-finance or sell the property to repay the loan 
once the term ends. 

However, owner-occupiers should be wary of interest-only mortgages, as they do not have the same 
level of flexibility as buy-to-let investors.  It is generally not desirable to sell a family home to repay the 
loan at the end of the term and owner-occupiers are advised to ensure that a suitable repayment vehicle 
is in place. 

June 2007 

Interest rates on hold. 

Interest rates have been maintained at 5.5% following the monthly meeting by the Bank of England’s 
Monetary Policy Committee (MPC). 

The last change in interest rates occurred last month when the MPC voted unanimously to increase the 
rate by 0.25% to 5.5% on inflation concerns. This was the highest level since 2001, although some 
members last month argued the increase should have been higher at 0.5%. 

However, this month the MPC has chosen to keep interest rates level, despite the recent decision by the 
European Central Bank (ECB) to increase rates for the Eurozone by 0.25% to 4%. 

The increase takes rates in the Eurozone to their highest level since August 2001, and means they have 
doubled in 18 months. Analysts were expecting the rise following a series of inflationary warnings from 
ECB members in recent weeks. 

This means that we can expect further rate rises later in the year. Expectations are that rates should 
peak at 6% before we can expect them to fall. If you are looking at taking out a mortgage or re-
mortgaging bear this in mind. 

June 2007 

Is residential property ‘different this time’? 

"Of course, it is different this time." Well it always is every time someone tries to explain away a difficult 
situation. Thus when you talk about residential housing, people get very sensitive about it and some 
newspapers even make a living out of it, that is when they haven´t got another ridiculous story about 
‘Britain’s got talent’ to go on about.  

When it comes to housing, yes I would agree there are some differences, not least of which is the 
difference in interest rates from the last boom and bust that we had in the early 1990´s. The double digit 
interest rates (15%) were crippling and that peak was followed by the desperate pain of recession - and 
especially for those 1.5 million who found themselves in negative equity.  

Rates may not have gone up last week but the market is still pricing in higher rates and 6% is by no 
means seen as impossible and even quite likely. So what is the effect of this not just on houses with 
mortgages, but more importantly the broader issue of the growth of the personal debt over the past 
decade?  
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After the 1% rise in interest rates since last August to 5.5%, someone with a £200,000 interest only 
mortgage would be paying an extra £165 per month! That´s quite an increase in expenditure out of post 
tax pay, and just add that to the Council Tax bill and some of the utilities like water, and not surprisingly 
people are going to find their economic life a little leaner. 

Also over the next few years, many households will see their excellent fixed rate mortgages expire, and 
they too will be in for a nasty shock when they find their rates have not gone up by just 1%, but in some 
cases effectively doubled. 

Some research published last week from a leading industry consultancy, took a broader look at debt and 
included areas such as credit cards and other loans and it was their conclusion that the maintenance 
and servicing of debt has now come close to that frightening peak of 1990.  

The basis of their conclusions is that the cost of servicing total household debt as a percentage of post 
tax income is rising to the level we last saw in 1990. Then the figure was 17% of post tax income – if 
interest rates get to 6% we will reach the same level. 

The key issue here is that the actual amount of personal debt in the UK is now over a trillion pounds. In 
1990 the level of household debt as a proportion of post tax household income was 90%, however roll 
forward another 17 years and this figure now stands at 144%. Unsecured debtors will the first to be hit, 
but after that, those property owning households who have not been able to adjust to the higher costs 
will be feeling some serious pain. However, at least their fears will be eased by the knowledge that their 
property has gone up in price – for now! 

June 2007 

Better qualified financial advisers. 

New statistics released today show 150,000 consumers a year demand IFA qualifications to be above 
those required by law. 

 Unbiased.co.uk research revealed while one in four consumers insist on advanced credentials, 75% say 
it is important for an IFA to be qualified to a higher level than FSA minimum requirements. 

The website launched a two tier ranking for IFAs last month, which applies to over 40 different 
incremental qualifications/designations currently available from eight different bodies. 

Unbiased.co.uk says they expect an increasing number of consumers to request a higher and more 
relevantly qualified IFA. Prior to the new qualifications search facility on Unbiased.co.uk, the consumer 
was faced with a bewildering number of qualifications from many different awarding bodies.  

The new search means consumers will be able to compare all of these to the qualifications they are 
familiar with – for example A Levels and components of an undergraduate degree – and understand the 
professional standard of their IFA. 

Qualifications ranks third on the criteria search table (24%), below location and business area, and 
above payment criteria and gender. 

Consumers undoubtedly know what they want surely it is up to the regulatory authority to be able to 
provide the framework for them to access the advice they want. 

July 2007 
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Pension minister merry go round. 

Well it’s all change again on the ministerial front pensions-wise. Once again the top team looking after 
our embattled pension system at government level has been through another shake up. Loads of people 
ask me if I can recall all the twists and turns of the ministerial musical chairs game that we’re caught up 
in. Well I can’t it’s just too darned confusing.  

All I know is that we are now at number 12 in the last 10 years and the pension issue is arguably the 
single most important social welfare policy issue facing the country. Nice to know our esteemed leaders 
are giving it the prominence and importance it deserves. 

The new minister, in case you didn’t know already is Mike O’ Brien…. Who? 

July 2007 

Pension realities. 

Our pension realities today are this. About half the people in the workforce of about 25 million people are 
in occupational pension schemes provided by their employers and the other half of the workforce either 
has no pension provision whatever or they have so little they may as well have none.  Basically, half the 
workforce is heading for a pensioned retirement but the other half is not unless something is done about 
it.  Unfortunately, the half of the workforce that can look forward to retirement is itself split in two, with 
about half of those in occupational pension schemes working for the Government.  The generous 
unfunded final-salary pensions for public sector workers are probably the most secure occupational 
pensions in the UK today and maybe the only ones that will survive the next five years. 

The other half of those lucky enough to be members of final-salary occupational pension schemes are 
currently standing on thin ice. Most final-salary schemes in the private sector in the UK today are closed 
to new entrants and all are predicted to be so by 2012.  Closing a final-salary occupational pension 
scheme to new entrants should not be seen as an end in itself. It is nothing more than a holding position 
and the first step in the process of the complete closure of the scheme to future benefit accrual for 
existing members.  Once schemes have closed to new entrants, it is not so much a question of if they 
will close completely but when. Recent reports have said that half of all private sector schemes will be 
closed to future accrual by 2010. The fact is that we are today witnessing the end days of our private 
sector final-salary pension schemes and the end of an era when bigger employers would be prepared to 
take on all the risks associated with pension provision for their employees. The next five years will see 
the switch in emphasis from the investment and mortality risks being borne by employers to both these 
risks being put on the shoulders of employees. As far as workplace pension provision is concerned, 
2012 will be a very different world to the one we are in now. 

The state pension system that provides the bedrock for our private pension savings is undergoing major 
changes, too. By 2012, the ground will have been prepared for the eventual transition of the earnings-
related part of our state pension scheme to become a flat-rate top-up to the flat-rate basic pension.  Our, 
by then, 50-year old experiment with earnings related pensions being provided by the state on a pay-as-
you-go basis will be all over bar the shouting. The state pension will one day be the flat-rate pension it 
once was before politicians tried to build a salary-related state scheme that could be run on a pay-as-
you-go basis.  

The well-off and, particularly, those who accidentally accrued vast pension wealth in the heyday of our 
private sector final-salary schemes, will probably come to appreciate the value of their pension holdings 
and, as their employers' schemes close down, will also probably take personal control of their pension 
assets. 

For those with pension savings the future look to be full of opportunity but for those without pension 
savings, don’t put too much faith in Mr. O’ Brien. 

July 2007 
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Pension saving in the future. 

There’s been a lot of discussion about personal pension accounts in the last few weeks. In mid-June the 
DWP issued its statement on the responses it received to the White Paper consultation earlier this year, 
and took the opportunity of making some decisions on the structure of pensions reform and personal 
accounts. It also took the opportunity of flagging a lot more decisions that would fall to the delivery 
authority to take. 

So the mechanics of pensions reform and personal accounts is slowly coming together. But having the 
right structure in place (if indeed this is the right structure – and there’s a lot of debate about that) doesn’t 
add up to us having a ‘magic wand’ to make sure more people are saving more money for their 
retirement.  

Instead, so far in this debate, we haven’t paid enough attention to the other big challenge – changing the 
culture surrounding saving in the UK. This is as big an argument as making sure we have the right 
products.  

The Government is putting a lot of reliance on auto-enrolment, effectively making pension contributions 
compulsory. And there is no doubt that will increase saving in general terms. But we can’t simply rely on 
the apathetic approach. Instead, we need to make sure more people are taking active decisions as well 
– for example choosing not to opt out, or to increase their contribution rates when they can. To do this 
we need to look much closer at the target market for personal accounts. 

Analysis of research from Deloitte shows people in the target market have been saving an average of 
£1,600 a year, just under 9% of average income. But what will these people do when they are auto-
enrolled in a pension? Will they simply switch these savings to the pension scheme? If so, they won’t be 
saving more for their retirement, they will be saving the same. And what about those who are not 
currently saving? Will they just opt out?  

The savings culture in the UK seems to be floundering, people tend to have spent their money before 
they have it. In the country at present two thirds of people are no longer saving for a ‘rainy day’ and the 
general level of savings in the country has decreased in recent years. This is not good news.  

We need to not only provide the mechanism to save; we need to change hearts and minds, and the 
culture surrounding saving. The Government and the delivery authority need to start thinking about this, 
and quick.  

July 2007 

Phizackerley case and IHT. 

Making gifts has become a common part of our lives. In fact if you Google the word ‘gifts’ you get 326m 
hits for websites helping to find gifts for him, her, mum, dad, weddings, birthdays, babies and a whole 
host of other occasions. There is even a website that enables you to give someone a Dorset Sheep! 

In the world of financial services, however, care must be taken when making substantial gifts, as was 
recently highlighted by the Phizackerley case. The case is well reported, but to recap, relates to a main 
residence scheme where an ‘IOU’ or debt was intended to arise on the first death of Dr and Mrs. 
Phizackerley. 

In this case, Mrs. Phizackerley died first and a debt, to the value of her half share in the property was 
created – a common approach. The key point to address is that Her Majesty’s Revenue and Customs 
(HMRC) did not challenge the use of a debt or ‘IOU’ but actually the original source of the funds. 

Focusing on the origin of the funds, the principle to consider here is that the half share of the house, left 
on Mrs. Phizackerley’s death to her trustees, actually came from Dr Phizackerley. Mrs. Phizackerley 
never worked and the property purchase was only funded by Dr Phizackerley. This means that the half 
share of the house exchanged for the debt was actually ‘property derived from the deceased’ and hence 
there is no relief for the debt against Dr Phizackerley’s estate.  

The same principles of the Phizackerley case can be applied to any trust arrangement where a 
beneficiary receives a loan from the trust, rather than receiving a sum of money outright. 
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For example discretionary will trusts are a core part of initial IHT planning for many people. One of the 
key benefits is that access for the surviving spouse can be achieved without the trust forming part of their 
estate. Rather than receiving capital, trustees may decide to make payments in the form of loans. If 
spent, these loans will effectively reduce the taxable estate of the surviving spouse as they will create a 
debt against their estate on death, provided the surviving spouse had not made substantial gifts to the 
spouse who died first. 

For example, consider a wife who sets up a discretionary trust of £100,000 for her spouse and children. 
When she dies the trustees lend her husband £60,000 from the trust and he spends that money. When 
he dies, the £60,000 would be repaid to the trust, thereby reducing his inheritance taxable estate by this 
amount and thus lowering the IHT bill. 

However, if the husband had made substantial gifts to his wife since Budget Day 1986, then the 
husband’s estate would not be reduced by the full amount of the loan. Instead, it would only be reduced 
by the proportion that the difference between the loan and the total amount of those gifts bore to the 
loan. Therefore, his inheritance taxable estate would not be as low as might have been expected and 
neither would the IHT bill.  

July 2007 

Rate rise. 

The Bank of England has pushed interest rates up for the fourth time in under a year – by 0.25% to 
5.75%. The rise had been predicted by economists after Bank governor Mervyn King said inflation was a 
concern. 

In addition, it emerged a fortnight ago that four of the nine members of the Bank's Monetary Policy 
Committee voted for a rise last month – when the rate stayed at 5.5%. 

The rise in interest rates from 5.5% to 5.75% would put an extra £16 a month on an average £100,000 
repayment mortgage, but it could be good news for savers, who should receive more for their 
investments. 

But it is important to recognise that interest rate rises affect the cost of borrowing across the board, not 
just housing and they will have an impact on all investment asset classes, from fine wines through to 
bonds and commodities. 

What is undeniable is the fact that interest rate rises do affect the domestic housing market however 
there is currently some dispute about the strength of the housing market. While the Halifax revealed on 
Wednesday that UK house prices rose 0.4% in June, Land Registry figures showed that the price of 
flats, as opposed to houses, in most parts of the England and Wales were now falling slightly. 

July 2007 

Two tier advice market. 

A two-tier adviser market leaving less well-off consumers more vulnerable to poor advice is possible if 
proposals in the Financial Services Authority’s Retail Distribution Review (RDR) are given the green 
light. That is according to John Howard, chairman of the Financial Services Consumer Panel (FSCP), 
who was speaking at the FSA’s annual general meeting last week 

The RDR is the long awaited discussion paper concerning the future shape of the distribution market for 
retail financial services.  

Howard says General Financial Advisers (GFAs) offering commission-based advise would be more likely 
to attract less affluent customers, whereas the more qualified Professional Financial Planners (PFPs), 
offering fee-based advice, would pull in richer consumers. 

Howard says this two-tier system would not benefit the consumer, even though the FSA’s Retail 
Distribution Review (RDR) professes to have consumer interests at its core. 
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The RDR proposes the consumer sector might be better served if a new breed of adviser – the ‘Primary’ 
adviser – joined the current crop, which would be split into Professional Financial Planners (PFPs) and 
General Financial Advisers. 

Primary advisers would need the least qualifications, followed by General Financial Advisers, with PFPs 
being the most qualified. 

Currently we have a distribution market that has tied advisers, multi-tied advisers and independent 
financial advisers. Increasingly the general public is concerned about the type of financial advice they 
receive and all these proposed changes can do is make the market place for the consumer even more 
confusing. 

July 2007 

Banks in court at last over unfair charges. 

A number of UK lenders, including HSBC, Lloyds TSB, Royal Bank of Scotland and Nationwide, have 
agreed to go to court in a test case about overdraft charges.  

Last week, and with the banks' backing, the Office of Fair Trading will file an action arguing that charges 
are unfair. Banks have had a long-running battle with consumers over whether fees levied for 
unauthorised borrowing are legal. Tens of thousands of cases have already been settled out of court, 
costing the banks millions of pounds.  

Market watchdog the Financial Services Authority (FSA) will allow banks to suspend dealing with any 
claims for repayment of overdraft charges filed against them until the test case has been decided.  

However, the banks will still need to make a note of any claims lodged, and will have to honour offers to 
settle that were made before the test case and FSA waiver were announced.  

British Bankers' Association (BBA) said that legal clarity was needed to end uncertainty for banks and 
consumers alike. The banks have not softened their view that the charges were legal and fair, and said 
that the lenders could only "start looking at the issues underneath" once they had a ruling. 

The OFT said that on Friday it would commence proceedings in England's High Court for "a declaration 
on the application of the law in respect of unauthorised overdraft charges". At the heart of the court case 
will be whether or not the overdraft charges are a fair reflection of the costs incurred by banks.  

Under current rules, the banks cannot make punitive charges when customers exceed their overdraft 
limit without prior permission or write cheques when they have insufficient funds in their accounts. 
Customers have been arguing that the fees levied far exceed the costs incurred by the banks.  

To date, the banks have been reluctant to contest such cases, usually settling out-of-court. If a bank 
were to do so and lose its argument that the charges were fair, it could lead to many more bank 
customers getting refunds, consumers believe.  

Nobody seems clear about how much the banks stand to lose should the test case go against them, but 
many believe that it could affect the way they do business in the UK. There has been speculation that 
lenders could end their free consumer bank accounts should the ruling go against them. This is surely 
another way of saying the careful and prudent end up paying for those more frivolous with their finances. 
Don’t be surprised if current accounts start coming with a charge even when you are in credit. After all 
British banks made a collective £40 billion profit last year. 

August 2007 

Freddie Starr ate my summer! 

Cast your mind back to springtime: Remember the headlines in the papers? ‘UK set for another heat 
wave’; ‘Climate change will see summer heat waves become the norm’. ‘Resorts set for bumper holiday 
returns’. 

Can I suggest another? ‘Freddie star ate my summer’. If he didn’t, someone did because the predicted 
hot weather turned out to be as rare as a Freddie Flintoff test wicket. Another event that the experts 
failed to predict was the current stock market fluctuations. 
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Maybe it is understandable that no one saw this coming - after all it’s hard to give an accurate prediction 
of anything when some of the key variables are hidden from view. 

No one could see it coming. Financial markets are meant to operate in the rarefied atmosphere of 
perfect knowledge - every player knows what each other is doing and can react accordingly. 

However the rise of hedge funds playing with complicated and opaque financial instruments has queered 
that pitch.UK Mortgage lenders are currently feeling the pinch because the big financial institutions that 
back them have become suddenly exposed to the recklessness of the US subprime borrower. 

They have either lent straight into this risky sector or taken on debt associated with it. 

That’s only half the story. Some hedge funds, those mysterious masters of the financial universe, have 
leveraged themselves heavily is this market sector too. Trouble is, no one knows to what extent. 

This results in panic as investors rush to take out their cash ‘just in case’. The direct effect on the UK has 
seen lenders rush to re-price their sub-prime books. Institutional lenders are also more nervous about 
buying securitised books now. 

What could this mean? The tightening of lending criteria perhaps or lenders closing the doors to new 
business even? An increase in rates even? So many questions but so few answers. It just like the British 
summer really. 

August 2007 

Raise annuitisation age to 80. 

Chancellor Alistair Darling should raise the age at which people must buy an annuity or move into an 
Alternatively Secured Pension (ASP) from 75 to at least 80. This issue comes as figures from the 
Institute and Faculty of Actuaries show life expectancy is rising faster than expected. 

The institute has sent letters to its members warning life expectancy for 65-year-olds since 2000 has not 
been rising faster than 10 years ago. The figures suggest a man born in 1950 will have an average life 
expectancy at 65 of almost 90 years. 

The Government has reacted to increased longevity by measures to raise the state pension age to 68 by 
2050 and the age of taking benefits from 50 to 55. However those opting to buy a lifetime annuity at age 
60 or 65 are too young to lock in to a single product for the rest of their lives. 

Raising the annuitisation age could encourage more people to use their open market option. A change 
would send a powerful message to consumers that there is no compulsion to buy a lifetime annuity at the 
point of retirement. It would also highlight the consequences of making an irreversible decision early in 
retirement instead of waiting until age 80 when they are likely to have far better visibility over their future 
income needs. 

So come on Mr. Darling make a brave and informed decision that has been beyond the capabilities of 
this government in relation to pension planning. We’re waiting… 

August 2007 

Tax man loses in the high court again. 

A husband-and-wife business has won a landmark tax case in the House of Lords against HM Revenue 
& Customs. 

The House of Lords decision in favour of the Geoff Jones and his wife Diana - the so-called Arctic 
Systems case - will be welcomed by professional contractors operating a business through a limited 
company but is no help to most married taxpayers. 

This is because most taxpayers do not have the opportunity to manage their tax in the same way as 
contractors. In short, a silent majority of taxpayers will still pay a disproportionate share of tax. 

The Arctic Systems case, like many tax decisions, is complex but, in essence, HM Revenue & Customs 
was not permitted by the House of Lords to apply "settlement" legislation to tax income received by Mrs. 
Jones upon Mr. Jones, resulting in an increase in the higher rate tax due. 
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The House of Lords concluded that an exemption for "outright gifts" between spouses applied and, 
accordingly, the settlements legislation could not be used to tax Mrs. Jones' dividends from their 
company at Mr. Jones' higher marginal tax rates. 

However, in the big scheme of things the Arctic Systems case leaves the tax affairs of most UK couples 
completely untouched. An ordinary couple, both in work and earning, are not going to feel any benefit 
from the result of this case. 

If the new Chancellor Alistair Darling wanted to benefit ordinary, everyday couples then he would have to 
look at fundamental reform of the way couples are treated by the tax system. 

The US and Ireland already allow couples to use both of their personal allowances and personal tax 
bands against their joint income even if one spouse is not employed.  

This concept of income splitting already exists in the UK for investment income, so why not for earned 
income too? 

The potential savings to married taxpayers if such a reform were introduced would be considerable. 
Many married couples paying higher rate tax would save at least £2,000 a year some would save as 
much as £7,500. 

Even married couples paying basic rate tax would save more than £1,100 a year.  

These savings would become a reality if the chancellor allowed married couples to share both personal 
tax allowances and their basic rate tax bands.  

This could make a real difference to the living standards of millions of married people in the UK. 

If the chancellor were to make this change, the estimated cost to the Exchequer could be in the region of 
£1.9bn over the course of one year.  

Alternatively, though, the government could legislate to stop couples like the Jones's from settling money 
on each other to tax advantage of one partner's lower tax rate.  

Such legislation could come in a future Budget. 

The HMRC has already said that it would look to change the law to ensure "fairness".  

This maybe a sting in the tail for contractors like the Jones's. Tax arrangements such as those used in 
the Arctic Systems could be outlawed. It will be interesting to see which way the government jumps; will 
it reform the tax system or close what it sees as a loophole?  

Now what do you really think this government will do, reduce our tax burden or look to close what has 
been proven in the High Court to be a legitimate tax avoidance measure. No second guesses. 

August 2007 

Ten years on and ten years nearer retiring. 

When New Labour came to power 10 years ago it had a clear idea of what it wanted to do as far as 
pension policy was concerned. The Government announced its review of pensions on July 17, 1997, 
very quickly after the General Election. It set out nine fundamental challenges that the review would 
address. Now would be a good time to look back at what has actually been achieved.  

To start with, after a decade of Labour Government we are not all 10 years closer to retirement. The 
change in the State Pension Age from 65 to 68 for some of us means that the last 10 years have only 
taken some of us seven years closer to the date that we can retire. Policy decisions such as this are 
clearly aimed at balancing the books of the welfare state.  

Pensions policy has always been an important issue for New Labour, and was explicitly mentioned in the 
seventh of 10 pledges about the party's aims in this government: "We will help build strong families and 
strong communities, and lay the foundations of a modern welfare state in pensions and community 
care.'' Hmmm. 

Or how about this: - Tony Blair referred back to the original principles in his address to the Labour Party 
Conference in 2005 (one of his extremely rare mentions of pension policy) when he said:  
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"Only a Labour Government would have stopped the scandal of pensioner poverty.'' Hmmm. 

This clearly related to the means-tested Pension Credit and was an endorsement of the overall concept 
of means-testing for the elderly that had been championed by the chancellor at that time and Prime 
Minister today, Gordon Brown. We should not be surprised that means-testing has spread so far so 
quickly; it has always been a flagship idea that has been central to much of what has happened to meet 
the original pension pledges for most of the last decade now.  

Means-testing has been highly effective at getting weekly cash to millions of the most hard-up 
pensioners in the UK and it will clearly continue as a main policy of the Labour Government into the 
future. The problem with means-testing is that while it undoubtedly helps those currently retired, it acts 
as a disincentive to saving for those still at work at the same time.  

It is a double-edged sword, of course, but we all have to accept that the Government is committed to 
means-testing because it works today. Tomorrow is still not as high on the agenda as today, even in 
these enlightened times.  

If future policy remains, as it is now, with means-tested benefits skewing ever dwindling resources 
towards those most needy in retirement, then the losers look to be those caught in the middle. These will 
be people who will be too rich to be classified as being poor, but too poor to be classified as being rich. 
They are also likely to be the losers as occupational pension schemes continue to decline.  

We clearly don't have a proper basic state pension, nor do we look likely to get a simple and easy way 
for people to save and reap the rewards of their savings.  

We need to look again at the pension problems that face millions of us today and we need real reform of 
the system so that it will pay us all to save rather than to spend.  

We need real reform; but that is what many of us were saying ten years ago. Some things never change, 
except maybe the age at which we receive our state pension… 

August 2007 

What credit squeeze? 

Anybody who has watched the news over the last couple of weeks can’t have failed to notice the 
problems of the US mortgage market, particularly the ‘sub-prime’ sector. This is where mortgage lenders 
have been lending money to ‘ninja’s’ (no income, no job or assets), hardly surprisingly this has started to 
haunt them as more and more borrowers are defaulting on their loans. 

This has created significant volatility in world stock markets as investors have become nervous over the 
possibility of any number of lenders going to the wall as borrowers fail to make mortgage payments. The 
US housing market also appears to have stalled after years of inexorable rises (sound familiar) and US 
borrowers are struggling to suck equity out of their homes to fund their lifestyles. So what of the UK 
housing market? 

Well mortgage lending has remained robust despite rising interest rates and the prospect of a further 
rate rise before the end of the year, according to the British Bankers Association (BBA). 

Latest figures from the BBA also show a subdued consumer credit market, with a drop in new lending on 
personal loans and overdrafts and a fall in net credit card lending. 

Gross mortgage lending for July was up by 12% to £21.3bn and was above the annual rate of house 
price inflation, which the BBA says is an indication of greater remortgaging activity. 

The actual number of house purchase approvals has fallen by 1%, while remortgaging approvals rose 
12% by number and 26% by value. The average loan approved for house price purchase was £156,900, 
13% higher than in July last year. Seems like we’re still sucking equity out of our properties to help fund 
our lifestyles and that’s fine so long as property prices keep rising. 

August 2007 
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IHT Solutions. 

Inheritance tax is a very real problem for a growing part of the population as the inexorable rise in the 
value of property pushes more and more estates beyond the current nil rate band for inheritance tax 
purposes (currently £300,000). There are a number of potential solutions to this problem. One of which is 
a flexible trust which can be used for IHT mitigation and this holds some advantages over the simple but 
somewhat inflexible expedient of another vehicle a discounted gift trust. 

A discounted gift trust is very likely to help an individual to avoid either a little (if they live less than 7 
years) or a lot (if they survive 7 years) of Inheritance Tax.  This is terrific so long as the client does not 
have too much reliance on the funds within the trust, especially if his or her circumstances were to 
change. 

Unfortunately, however, to make a serious impact on the potential IHT bill one often has to shift 
substantial sums out of one's estate and to do so every 7 years to repeatedly utilise the Nil Rate Band.  
In these circumstances one really cannot afford to put the funds into Purdah for the rest of one's life. 

They do say that men retiring at 60 will probably live until they are 85.  This gives the 60 year old retiree 
at least 3 stabs at the IHT Nil Rate Band.  Now I have spent a lifetime advising clients and have seen 
client circumstances change quite dramatically over time- in both good and bad ways. Do the exercise 
yourself and you will know what I mean.  Friends of both sexes have become widowed and remarried. In 
other cases serious illness has inflicted itself on the family.  Or how many parents have had to bail their 
children out of failing business ventures or bad marriages. 

In all of these cases clients have needed flexible access to some or most of their money.  This is fine 
whilst it is in their estate and vulnerable to IHT but impossible if it is tied up in a discounted gift trust.  
Having a fixed 'income' and no access to capital at all for anyone, regardless of their needs, as provided 
by a discounted gift trust is not always great. 

The Flexible Trust route for IHT mitigation does not offer any discounts on the gift- but that can be 
remedied with a little 7 year term assurance.  The flexible route however makes trustees obliged to make 
annual decisions on settler reversions (taking cash back out of the trust) and loans or appointments to 
beneficiaries. 

Because there is an annual decision made by the trustees there is no scope for the Inland Revenue to 
attack the trust on the basis of artificiality. There are a number of different IHT solutions and each case 
needs to be looked at individually on its merits. 

The alternative to effective IHT planning is to have a further beneficiary of your estate, one you won’t 
have named but I’ll tell you who he is anyway……………Gordon Brown!   

September 2007 

It’s where you’re born that counts! 

Leading providers in the annuity market are looking at using post codes to help determine the level of 
annuity that may be paid to a retiring person. 

This follows a recent report that postcodes might help to determine annuity payouts is no surprise given 
the evidence that socio-economic factors have a very strong bearing on life expectancies.  For example, 
those born in Tameside can expect to live almost 10 years longer on average than those born in the 
more disadvantaged areas of Glasgow. 

Providers traditionally use age and sex to assess life expectancy for conventional non-profit pension 
annuities but research from the Office of National Statistics suggests a customer’s residence could 
influence how long they live. 

Postcodes are already accepted for risk profiling in other areas of insurance, such as motor and 
household.  Using just age and sex is a blunt instrument for annuity pricing and it’s a well established 
fact that where you live can determine how long you may live. 
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The providers say a single 60 year-old man with a £30,000 pension fund could receive 1.2% more from 
his annuity in the postcode scheme.  A woman of the same age with the same pension pot could see a 
1.1% increase. 

However unpalatable it may be to accept there is strong empirical evidence to support this proposition. 
After all you would expect that someone who spends their life on a poor diet full of saturated fats ( 
including deep fried mars bars), is a heavy smoker and drinker would not live as long in retirement as a 
more health conscious individual. So why shouldn’t they receive a larger pension? 

September 2007 

Northern Rock 

There will no doubt be a number of our readers who are concerned about the security of their savings 
with the Northern Rock Bank. In order to allay savers fears let me clarify your position. Deposits are 
covered by the Financial Services Compensation Scheme if the bank is unable to fulfill its obligations; 
this guarantees you will receive 100% of the first £2,000 invested and 90% of the next £33,000 giving a 
maximum payout of £31,700. Investors with smaller deposits typically therefore have little to be 
concerned with. 

Larger investors should be reassured by the fact that the Government, via the Bank of England, have 
agreed to provide Northern Rock with whatever liquidity they require in the short term and have extended 
this facility to whoever steps forward to take them over .Although crucially stopping short of underwriting 
any losses- less this be interpreted by the banking sector as a guarantee that they could be reckless in 
their lending policy. 

However it is hard to imagine a more reckless lending policy than the one undertaken by the Northern 
Rock -offering loans at 125% loan to value, a policy which I criticised in this column way back in January 
2005. Although at the time I was more concerned with the level of personal indebtedness this was 
encouraging and the massive over-reliance on a continually booming property market than the financial 
stability of the bank. 

So where did it all begin? This began with the so called credit crunch in the USA (where major banks 
had been lending to ninja’s; no income, no jobs or assets). In order to do this banks borrowed money 
from each other, but as larger numbers of these loans defaulted, the banks began to take a keen interest 
in the lending policy of rival institutions-this created a crisis of confidence in the way major banks lend 
money to each other. This interbank lending is the same source of finance, Northern Rock’s principal 
source, which has now dried up, causing the crisis. 

In terms of the wider context of the market place what are the implications? Undoubtedly for some 
raising mortgage finance will become harder as banks, in general, tighten their lending criteria. Money 
will become harder to come by and interest rates may rise. Northern Rock appears to be a dead duck as 
a going concern and will undoubtedly be either sold off or broken up. The property market will surely stall 
or correct itself. The Financial Services Authority, the Bank of England, the board of Northern Rock and 
the Chancellor will all be blamed in varying degrees for not seeing this coming or not handling the crisis 
in a better way. 

But overall surely we need to look at the wider context of this, since 1997 the level of personal 
indebtedness in this country has more than trebled. That’s an annualised growth rate of over 10% p.a. 
As a nation we have been living on borrowed money, encouraged by a low inflation / low interest rate 
environment and the ease of raising personal finance- but ultimately this has to be paid for. If the 
property market corrects itself, as is widely foreseen, then large numbers of the population will be facing 
financial hardship as they struggle to pay the bills their lifestyle has left them with. This is a problem not 
merely restricted to Northern Rock savers and borrowers but the country as a whole. 

September 2007 
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One billion pound in extra tax. 

One billion pounds is an awful lot of money. Imagine paying that in tax if you didn’t need to. It hardly 
bears thinking about, and yet that could happen this year if people continue to fail to put life insurance 
policies in trust. 

Typically there are no additional costs involved when putting a policy in trust, although your adviser may 
charge you a fee for arranging the appropriate trust, yet consumer awareness of the benefits seems low.  

Reducing an IHT bill and avoiding probate are surely options worth exercising, yet too many people are 
failing to do so. Trusts do not need to be complicated, but many clients are simply unaware of what they 
can offer, which is further evidence of the need for financial advice. 

Perhaps policies were taken out some years ago and they have been almost forgotten, but there is no 
better time than now to review them. The alternative is to waste money on IHT and that is certainly not a 
pleasurable experience. 

September 2007 

All change but no change. 

Following on from the Government’s pre Budget Report last Tuesday a huge amount of political hot air 
has been expended over which political party’s proposals would amend the Inheritance Tax (IHT) regime 
in the country the most. 

Alistair Darling (the chancellor) announced an immediate doubling (from £300 to £600,000) of the IHT 
threshold for couples. However what he failed to highlight was the fact that couples already have a 
combined IHT threshold of £600,000. Married couples and those in civil partnerships who have taken the 
appropriate steps, using a discretionary will trust, have already been able to distribute up to £600,000 in 
combined assets to their beneficiaries. Not only this, but the IHT threshold would have risen to £350,000 
(£700,000) for couples by 2010 anyway. Essentially no change then 

 

So what exactly is all the hoo-ha about? Well for the first time the individual IHT nil rate band allowance 
is transferable between married partners, for single or divorced individuals there is no change.  

In reality the only thing that has changed is that the Government has now stopped financially punishing 
the less financially astute members of the population who have been unable in the past to put 
appropriate measures in place that would help to reduce their combined IHT liability. 

However this does not take care of the impending ravages of the cost of long term care that typically hit 
the older generation, so if after paying for your long term care costs there is anything left to pass onto 
your beneficiaries it may not attract the same level of IHT .There is still a massive need in this country for 
appropriate financial planning particularly in later life if you do not want to see your lifetimes hard work 
pass into the hands of the Government. 

October 2007 

Compensation culture! 

The fallout from the Northern Rock debacle looks likely to be far reaching as borrowers in the ‘sub-prime’ 
market struggle to get to grips with the new reality of tougher lending criteria. The BBC Panorama 
programme has highlighted how easy it had become to acquire a mortgage on staggering income 
multiples or extremely dubious credit histories. 

But surely we have been here before, in the past when times are good, there are no problems. There 
were no complaints about endowments in the late eighties and early nineties, there were no complaints 
about precipice bonds until the turn of the century, split caps were once a sound financial planning tool 
for school fees planning, and MVRs (market value reductions) were unheard of for with profit 
investments. However during the last ten years under this Government we have witnessed an increasing 
reluctance to accept responsibility for one’s own actions on the part of individuals. 
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The consumer increasingly believes that when things go wrong, there simply has to be somebody else to 
blame, or some regulatory body that will compensate them. 

What we are seeing now is a turn in the housing market and the unfortunate borrower that fed so happily 
on self certification mortgages is starting to feel cornered! 

During the last week I have heard of a number of programmes (not just Panorama)  featuring interviews 
with “victimised consumers” who knowingly overstated their income, but now blame the mortgage 
adviser for encouraging them or filling in the form for them. 

Of course they had nothing to do with the application at all, they just signed it! 

Sometimes surely one just has to accept the consequences of one’s actions and not seek to blame 
others and expect monetary recompense. 

October 2007 

My property is my pension. 

New research has found that UK adults with a pension scheme and a home, who aren’t yet retired, 
spend more than twice as much on their property – excluding mortgage and interest repayments – per 
month than on pension contributions.  

More than two out of five home owners with a pension scheme, who aren’t yet retired, believe their 
homes will earn them more for their retirement than their pension scheme, the research shows. 

These property owners have spent an average of approximately £7,500 on their homes in the last two 
years, or around £311 per month, compared with an average £134 a month contributing to a company 
pension scheme. Men with a pension scheme put around £159 a month on average into pension 
schemes, compared with £102 a month from women with a pension scheme. 

Nearly half of these home owners (48%) agree that their property is part of their pension fund while only 
28% do not consider their property as part of their retirement income. Over two in five (41%) expect their 
property to yield greater returns for retirement than their pension plan; only 22% do not expect returns on 
their property to exceed pension plan returns. 

Consumers have generally lost a lot of faith in pensions and are looking for more immediate alternatives 
such as property. The recent market volatility is also likely to have damaged investor confidence. 
However, relying on your home to keep you when you retire can be risky and the idea that people would 
like to enhance the value of their property at the expense of contributions to their pension is very 
worrying indeed. 

Increasingly people can expect to be retired for nearly as long as they are at work; their de-accumulation 
phase lasts as long as their accumulation phase. Innovative solutions are needed to help address this 
issue. 

The research shows that 15% of UK home owners who aren’t yet retired and contribute to pension 
schemes would prefer to cut back on their pension contributions, in order to enhance the value of their 
property or portfolio of properties. Around 41% consider their property an investment that will contribute 
to their income in retirement. 

The research also found that 57% of UK adults who aren’t yet retired and contribute to pension schemes 
would not contribute any of a £5,000 lump sum towards their pension if they received one.  Another 17% 
would contribute less than half, and 11% would contribute approximately a half. 

People need to start changing their mindsets if they are going to be able to secure a level of income in 
retirement that meets their aspirations. Property is important but it is not a guarantee. With increased 
longevity, individuals need to make arrangements for retirement that can provide an income for the 
duration of their retirement. The concern with relying on property to fund a retirement is that the money 
could run out. 

October 2007 
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Northern Rock board to blame. 

In finance, moral hazard refers to the extent that investors and borrowers disregard risk because they 
believe the government will compensate their losses. This is clearly undesirable as everyone would 
simply put their cash in the highest yielding investments, irrespective of risk, and rely on the government 
to bail them out when the investments go bust. 

So there would be no reward for prudence, but lots of reward for recklessness until, of course, the 
economy was ruined and the government bankrupt. Mervyn King, Governor of the Bank of England, 
understands this, and this is why he resisted bailing out Northern Rock. 

This is why: If you bought shares in Northern Rock at the end of September 2000, then by mid-February 
(just before the start of the first correction in 2007) you would have seen your capital grow by 214% 
(compared to a sector average for UK banks of 24%). 

If you sold your Northern Rock shares on 12th February 2007 well done, because the price subsequently 
declined by 86.2%. Amazingly, some see the Bank of England as the culprit for Northern Rock’s malaise, 
while Northern Rock’s management blames the “liquidity crunch”. 

Rubbish! Northern Rock is the sole author of its own demise. The company’s CEO, Adam Applegarth, is 
Northern Rock man and boy- in 2001, three years after North Rock’s demutualisation, he became the 
CEO. Applegarth then set about utilising the money market instruments available to a bank (which 
Northern Rock now was). 

From 2003 the cost of borrowing began to reduce drastically and this made it possible for a highly rated 
organisation to borrow cheap money short term and lend it at a higher rate in the long term. 

And that is what some banks did, but Northern Rock did it in abundance, it literally borrowed, and 
borrowed, and borrowed. In 1997 Northern Rock’s debt stood at £3.38bn. At the end of 2006 it had risen 
to £68.23bn, an increase of over 1,900%.  

For a while the model worked, as it often does in a bubble. But in banking, the biggest crime is running 
out of money. 

Applegarth and Northern Rock blame the liquidity crunch for being unable to borrow in the three month 
market. They also claim that they are correct in not marking all their positions to market, which means 
some of the assets on their balance sheet are valued at what they say they are worth and not what they 
could be sold for in the open market. The blame for Northern Rock’s problems rests solely with its 
management. 

This is why those who hold no Northern Rock shares should be grateful that Mervyn King recoiled from 
bailing out Applegarth and his team. Why should taxpayers’ money be used to prop up the Northern 
Rock share price? 

If the Government was seen to simply bail out a bank that had failed solely as a result of taking too much 
liquidity risk then it would send the wrong signal to every other financial institution in the UK and 
encourage, rather than deter, risky behaviour. 

That is the “moral hazard” that Mervyn King was trying to avoid, and it could be argued that he has done 
a very good job. Northern Rock depositors are safe and the public is now much better educated 
regarding how the UK depositor protection scheme operates and the risks of putting more than £35,000 
with one bank or building society. 

Northern Rock shareholders lost money, but they should have been aware of the risks (and diversified 
accordingly) and they had enjoyed a stellar rise in their share price as a result of the Board’s appetite for 
risk. 

In the end, Mr. King and the Bank of England came to the rescue by flooding the market and the 
Chancellor assuaged the queuers by guaranteeing their cash. 

To me it looks like a masterly exercise in protecting the banking system whilst minimising the risk of 
“moral hazard”, with Mr. King delaying a rescue just long enough to punish Northern Rock’s profligacy, 
but not long enough to damage the banking system itself. 
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October 2007 

Open Market Option. 

At retirement everybody with a pension plan has the facility to exercise the ‘open market option’. This 
means that the company that an individual has used to save for retirement may not be the same 
company that pays their pension in retirement. However industry statistics show that typically over 60% 
of the ‘at retirement’ market does not use this facility. 

In order to correct this position the Government will launch an advice website for consumers following 
the open market option (OMO) review. Earlier this week the Government said in the Pre-Budget Report 
(PBR) it would encourage consumers to search the market for annuities. 

The Pensions Advisory Service (TPAS) will set up a website giving consumers a step-by-step guide to 
shopping for annuities. 

Mike O’Brien, Minister of State for Pensions Reform, says: the Government is trying to encourage people 
to go beyond just their own provider and start to look at the market as a whole and what the website will 
do is talk people through how to do that. 

Thankfully he highlights the Government will not interfere with people’s financial decisions. 

The Government can encourage people to do things but also needs to be a little cautious in terms of 
interfering in the market and into forcing people to do things that they otherwise might not want to do. In 
the end consumers do have a choice and have the right to choose badly. 

October 2007 

Property Market. 

There are murmurs in the marketplace that “Gaz-undering” is back! 

For those of you that don’t know, “Gaz-undering” (gaz-umping’s evil twin) is when a seller accepts a bid 
on their property only for the buyer to reduce their offer, just before exchange of contracts. 

It’s an unpleasant tactic that’s widely employed by “huckster” quick cash home buying companies 
against “distressed” sellers, and now it seems, regular buyers are at it too. 

For vendors that find themselves in this situation, they’re faced with a hard choice – accept the price 
reduction or lose their sale. 

Gaz-undering was last seen on a wide scale in the recession of the early 1990’s and its re-emergence is 
yet another clear sign that the market has turned - buyers are sensing that they are now in a position to 
haggle. 

Up until June, buyers were plentiful and in most areas of the UK would have to offer the asking price (or 
more) just to be in with a chance of securing the home they were after. 

Not anymore! The gap between “asking price” and “achieved price” is widening (and not in a good way). 
If you’re currently on the market and finding it difficult to sell, now may well be the time to review your 
“guide price”. 

So, what can you do to protect yourself in this sort of market? 

Probably the single most effective defence is to adopt a “take it or leave it” attitude to your sale. After all, 
buyers will only successfully be able to “chip” your price, if you’re desperate to sell. 

For most vendors this means that putting in an offer on a new house, having that offer accepted and 
then rushing to sell their current property is probably going to be a poor strategy. 

It’s an unpopular scenario but selling your house first and becoming a house-hunter second is the best 
way to maintain a strong negotiating position against buyers looking to take advantage of the weakening 
UK property market. 

October 2007 
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The answer lies in the statistics. 

After all the shenanigans of the Northern Rock issue it is almost a relief to write again about more 
mundane issues like our long term pension crisis. 

Now if you’d asked me what the population of the UK is I’d have probably said something around 55 
million.  I’d have been right in that, but only if I’d said it back in 1971 when the population stood at 
55,928,000, or thereabouts.  I know that now because I’ve just seen the latest population data published 
by the Office for National Statistics (ONS). 

Since 1971 the UK population has increased by 8% and has risen to a grand total of 60,587,000 today.  
Some staggering stats leap off the page; to start with the way the number of old people compares to the 
number of the young.  In 2006 just about one person in every five in the UK is under the age of 16, but 
one in every six of us is already in bus-pass territory and over the age of 65! 

There is hidden within the report incontrovertible evidence that the UK population is ageing.  The 
population as a whole might have grown by 8% in the last thirty-five years since 1971, but the change 
has not happened uniformly across all age groups.  The over-65s grew by 31% in that period from 7.4 
million to 9.7 million, whereas the under 16s dropped by 19% from 14.2 million to 11.5 million. 

By far the biggest percentage growth in population in the year from mid-2005 to mid-2006 was in the 
number of the very old; the over 85s.  This group increased by 5.9% in that year and has now reached a 
record 1.2 million people over the age of 85.  These guys are the post World War One baby boomers 
who have the post World War Two baby boomers hot on their heels approaching state pension age. 
There is no similar baby boom from the 1960s following on from these two waves however, quite the 
opposite in fact.  Even though fertility has risen recently there are still fewer people being born these 
days than in the 1960s. 

All of this, of course, can be very worrying with large cohorts of people turning up at retirement with ever 
fewer people replacing them in the workforce, increasing the strain on centrally funded, pay as you go 
services (Social, Health and long term care).  

Unsurprising then that Gordon has his eyes on your assets as he seeks to raise funds to fill an ever grow 
black hole in the public’s finances using increasingly aggressive measures to attack your wealth via 
Inheritance Tax. You have been warned… 

October 2007 

Trying to make sense of it all. 

In one of my quieter moments this week I was left wondering where we all stand now that the dust has 
settled on the Government’s much vaunted measures to simplify the pension regime in this country, in 
particular the state pension (I know what an interesting life I lead!)  

Well firstly there are more state pensions than just one and those state pensions themselves are made 
up of many components that reflect the historical changes that were continually made throughout the last 
half of the last century and continue to be made in this one.  Indeed, each individual’s ‘pension’ from the 
state can be thought of as containing the fossilised remains of the many shifts in policy and so-called 
thinking that have been applied to the ever-moving and fast-flowing torrent of social and fiscal legislation 
that will have swept through the legislative channel during any particular person’s time in the workforce. 

State pension entitlements these days can be made up of pension entitlements from the Basic State 
Pension, the earnings-related Graduated Pension Scheme, its replacement, the State-Earnings-Related 
Pension Scheme (commonly known as SEEPS) and SERPS’s own replacement, the State Second 
Pension (which is also referred to as S2P).  SEEPS and S2P entitlements have continually evolved over 
time and each person’s entitlement will therefore be made up of many different tranches, all subject to 
different rules and regulations, and the Basic State Pension itself is also about to undergo fundamental 
change in 2010. But the money people get from the state when they retire from the workforce is often 
more than the sum of their state pension entitlements.  
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Other state entitlements available to pensioners include the Pension Credit; the Savings Credit; the 
Guarantee Credit; Housing Benefit and Council Tax Credit.  In a way I suppose you can therefore think 
of the state ‘pension’ entitlement for individuals being made of a combination of at least  eleven possible 
components (yes that’s right eleven!); Basic State Pension; Graduated Pension; SEEPS: S2P; Pension 
Credit; Savings Credit; Guarantee Credit; Housing Benefit; Council Tax Credit; winter fuel payment and 
Christmas bonus. It’s not quite that straightforward, though, because each individual will need to know 
how their particular working pattern and earnings history fitted in with the chopping and changing of the 
rules and regulations if they really want to work out where their retired selves will stand ‘pound in the 
pocket’ wise. 

On top of these existing eleven components of the state-provided cash pensioners will get in the future 
there are plans to add yet another through the auto-enrolment of about ten million people into a national 
occupational pension scheme with compulsory contributions from employers.  Confusingly, this 
occupational pension scheme is to be called ’Personal Accounts’.  While not strictly a part of the state 
pension and benefits system as it is intended the scheme is to be funded with real money rather than 
being backed by political promises, people will need to know how such savings in their personal 
accounts will be affected by the other entitlements that they will receive in retirement. Being a successful 
saver may well preclude certain individuals from receiving some or all of the available additional pension 
entitlements.  So while the chance of stacking up savings for millions of people sounds like a good idea 
on the face of it, if you happen to be one of those millions then I’d say you’ll need to keep your eyes 
open and watch out that you don’t end up with poor value from the way the system might work against 
you.   

Obviously it would be useful for the people concerned if they could get advice on whether or not it would 
be a good idea for them to invest real money into a Personal Account just in case the value of their real-
money investment is diluted (or even deleted) by their other entitlements.  There is a notion in the air 
these days that just because some people will get full value from their Personal Account savings it’ll be 
alright for everyone to invest in that way.  It’s not that hard to work out that there’s a tiny little flaw in that 
argument, especially as the government’s own figures indicate that they expect four people in every ten 
will end up with some kind of means-tested support in retirement even after their ‘reforms’ go through. 
Still at least we can thank the Government for simplifying the pension regime… 

October 2007 

Buy to Let Mortgage Market. 

There are some people who subscribe to the view that if all else fails then blind optimism and a refusal to 
look facts in the face will see them through. Certainly this is a glass-half-full approach but, unless such 
brimming optimism can be tempered with a touch of realism, it can be a very dangerous approach to 
take. 

No one should be in any doubt that over the coming months there are still a number of challenges to 
deal with in the mortgage market and they will be felt most keenly in the so called specialist and sub-
prime markets. 

However, looking particularly at the buy-to-let sector, it is important that we do not allow sentiment to 
destroy substance. Yes, house price inflation has been higher than rent inflation over recent years 
making it difficult for landlords to get the figures to add up on some properties. It is also true that in the 
current lending environment the criteria on many products have tightened, adding to this problem. 

However, demand for rented accommodation has never been higher in the UK and this demand is 
underpinned by strong and ongoing trends. Student numbers continue to increase; the size of the 
average family unit continues to decrease, while more and more overseas workers are coming to Britain. 

The rate of property inflation over recent years means first-time buyers are still finding it very hard to get 
onto the property ladder and while landlords may have to put down bigger deposits on properties given 
loan to value and rental income considerations, average yields remain stable at typically around the 5% 
mark. 
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Because property price inflation has been running at such unprecedented levels for such a long time, too 
many commentators and investors have begun to see the housing market as a short-term option in 
which to turn a fast buck. This is not how the market should ever be viewed and for those looking to 
make property investment work, then taking a long-term attitude is essential. 

Certain lenders are now prepared to bring products to market with rental income set at 125% of the pay 
rate; this either highlights their confidence for the future in this market (or alternatively shows that some 
lenders have not learned the lesson of the Northern Rock debacle.) 

For investors taking the recommended long-term approach, excellent opportunities probably remain in 
the buy-to-let sector. They should not be blindly optimistic, but certainly there is reason to retain a 
degree of confidence. 

November 2007 

It’s the same old Inheritance Tax. 

They say a week’s a long time in politics, although nowadays any change may be spin rather than 
substance. How long’s a fortnight in Inheritance Tax? 

At the beginning of October, under threat of the Phantom General Election, the Conservatives were 
promising to increase the Inheritance Tax threshold to £1 million. 

Then the new Chancellor stole their thunder in his Pre-Budget Report by announcing a “transferable nil 
rate band” for married couples and civil partners. This was widely misreported as immediately increasing 
the Inheritance Tax threshold to £600,000 or £700,000. 

The reality was far less generous. The personal nil rate band remained at £300,000, so nothing changed 
for people who didn’t marry or become civil partners. For those who did, the only change was that the nil 
rate band not used by the first to die could be added to the nil rate band available on the second death. 
But as married couples (and recently civil partners) were already able to make use of both nil rate bands 
if properly advised, what really changed for them? 

The new rules made Inheritance Tax planning for couples simpler. There was no longer a tax need for 
discretionary will trusts and putting homes into tenancy in common. The only clear winners were the 
survivors of married couples or civil partners where the first had already died without fully using their own 
nil rate band. 

The flurry of comment on all this has no doubt raised the public profile of Inheritance Tax, at least 
temporarily. Whether it‘s raised the level of understanding, or made people more likely to plan for 
avoidance, is another matter. 

Whatever the financial drivers, there’s an emotional barrier to thinking about our own death which no 
doubt explains why about two thirds of the adult population haven’t yet made a will. If anything, the false 
perception of a big increase in the Inheritance Tax threshold will hardly encourage people to avoid it. 

Professional advisers, by encouraging clients to address their personal circumstances, can potentially do 
more to overcome inertia than the recent stories in the press. 

Something which may fuel that inertia is a perception that Inheritance Tax may one day be totally 
abolished. 

True, this possibility has been floated by a few politicians from time to time, but it’s not yet adopted policy 
for any party with realistic ambitions to govern. Although often portrayed as the UK’s most hated tax, 
Inheritance Tax isn’t likely to disappear anytime soon. Personally and perhaps selfishly, I’d prefer to pay 
less tax while alive than have less tax payable on my death. I expect we’ll be stuck with the current 
Inheritance Tax regime for a good while yet, although no doubt with some stealthy tweaking along the 
way. 

November 2007 
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Northern Rock. 

Last week before going to press I was thanking Israel for throwing England a lifeline in the Euro 2008 
qualifiers. How little do I know about football lifelines? 

So as we go to press this week there are moves afoot to rescue Northern Rock. Sir Richard Branson, the 
public face of the Virgin Group-led consortium bidding for Northern Rock, has moved to calm the fears of 
its customers, shareholders and staff promising not to break up the company saving thousands of jobs. 

In a letter to customers the head of the Virgin Group, that has now received preferred bidder status from 
Northern Rock, said: "Over the past two months, Virgin has been working hard on a proposal to save 
Northern Rock and rebuild its financial strength". I have been personally very committed to finding the 
right solution to the company’s issues and I’m delighted to tell you that the Northern Rock Board has 
chosen to progress with us." 

Branson states that although the bid will have to receive regulatory approval that his group has been in 
advanced talks with the government and the Bank of England to deliver its plans for strengthening 
Northern Rock. The Virgin group states that it will: protect the savings of existing Northern Rock 
customers. The Government’s guarantee arrangements will continue until they are no longer needed; put 
the business on a solid financial footing with a multi-billion pound new equity and funding arrangement; 
stop the business being broken up and disbanded - saving thousands of jobs; put in place top quality 
management with world-class experience of banking and continue to support the Northern Rock 
charitable foundation. Branson also states that the Virgin Group will "achieve all this without additional 
burden on the taxpayer and we will offer shareholders the opportunity to participate in the future growth 
of the business. Branson signs off, "I hope that you will continue to be a valued customer of our new and 
exciting bank." 

Let’s hope this is the beginning of the end for this sorry saga. 

November 2007 

Pensions back on the radar 

What with all the hoo-ha over Northern Rock in recent weeks and politicians playing games with 
Inheritance Tax thresholds, pensions appear to have dropped off the radar screen lately. That’s not to 
say that there hasn’t been anything going on… 

The new chief executive of the Personal Accounts Delivery Authority (the body charged with introducing 
Personal Pension Accounts to everybody by 2012).   Has been in his new job for about five weeks and 
says that the target annual management charge of 0.3% for Personal Accounts “may be unrealistic… 
When the Pensions Commission came up with that figure they had not really factored-in start-up costs.” 
Clearly someone has not learned the lesson from the now largely discredited ‘stakeholder pension’ 
regime. 

I've also just read an interesting report from the Pensions Policy Institute (yawn) that suggests there may 
be a way around the problem of auto-enrolling millions of people into pension saving that could be 
unsuitable for many of them. 

The government has been pretty much blinkered on this and seems to prefer the idea of just pushing 
ahead with the implementation of Personal Accounts whether they are suitable for everybody or not. 
Clearly such an approach relies heavily on the so-called 'generic advice' idea working. Outside of 
government officials I doubt you'd find anyone who seriously thinks that such reliance on such a process 
is sensible. 

Many people think that auto-enrolment as a principle is a good one if we want to get more people saving. 
But most people seem to agree that pensions should be made to be suitable investments for everybody 
in the workforce first. The real dilemma facing government ministers is that if pensions can't be made 
intrinsically suitable for all then some kind of fudging will be necessary. 

Fudges being discussed could include: making 'generic advice' available free to all and hope for the 
best; to not auto-enroll some groups who are at high risk of losing out in terms of value for money for 
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their pension savings; to allow people to undo their pension savings at retirement if they turn out to have 
been a bad idea or to allow people to have some or all of their pension savings made invisible to the 
means-test. 

So what else is happening on the pension front? Well it's not often the UK wins anything these days is it?  
But I'm pleased to be able to tell you that we've come out at the top of the pile in something at last.  It's 
just been announced that for the second year running the UK is top of the table of the worst state 
pension systems in Europe.  I know it's not much to shout about and it's hardly the same as qualifying for 
the European Championships (thank you Israel) or anything like that, but hey it's a start. 

On average British pensioners get a state pension of around 17 percent of average earnings compared 
to the European average of 57 percent.  To be fair that puts us near the top of the affordability list, but to 
be honest it should do shouldn't it? 

Low earners in the UK get closer to the European average through receiving means-tested benefits, but 
the long-term damage that brings by undermining our pension savings markets is, of course, a nightmare 
waiting to happen.  Having set us on a road that relies on targeted support to meet our needs today 
whatever the future cost is something that I'm sure will show up in future surveys and will be something 
we will all have cause to regret.  But for now I guess we should all just allow ourselves to bask in a little 
bit of glory at our having won something at last.  We may no longer be world leaders in private pension 
saving, but we can sure as hell show people how not to run a state pension system. 

November 2007 

Personal Insolvencies. 

The number of personal insolvencies dropped 3% to just over 26,000 in the third quarter, according to 
Grant Thornton. But the accountancy firm calls the fall “the calm before the storm” as the credit crunch 
begins to bite beyond financial markets. 

The data follows Grant Thornton research in September, which shows the total amount of UK personal 
debt exceeded UK gross domestic product for the first time.   

The value of the country's property assets can cover the £1.38trn outstanding consumer debt but Grant 
Thornton says the figures demonstrate a buy now, pay later culture. 

Unfortunately it appears that we are seeing an increasing number of individuals turning to their credit 
cards to make mortgage payments. Using credit to pay off credit is a precarious balancing act performed 
on the thinnest of wires, and it only takes some missed payments and a switch from a fixed to variable 
mortgage interest rate to send these individuals into a downward spiral. 

The traditional lifeline of re-mortgaging one's main property is already agonisingly out of reach for many 
individuals as a slowdown in house prices and the credit crunch drown out this option of last resort. 

Many will have already used this option before but simply plunged back into the red.  

Undoubtedly personal insolvencies will leap in the first quarter of 2008 if consumer spending slows down 
as creditors tighten their belts and increase their rates of refusal on debt management options such as 
re-mortgaging. Worryingly house repossession orders rose 7% in the third quarter, according to the 
Ministry of Justice. 

November 2007 

The price of modern living. 

Convenience has become a byword for modern living and we all expect things to come to hand easier, 
faster and cheaper than ever before. The one-stop-shop is a relatively new phenomenon that may have 
brought many benefits, but they have come at a price and in some markets it is the most vulnerable that 
are paying. 

Grocery retailers, the undisputed masters of convenience shopping, have lured consumers into bulk 
purchases at low prices to make their profits, but in the payment protection insurance (PPI) market the 
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reverse is often the case. It is not about selling multiple policies to each consumer, but more about 
making the highest margin from each sale. 

Certainly historically this seems to have been the philosophy of some distributors in the market. However 
the problem is that consumers often do not realise just how much the insurance they take out on the 
back of a credit agreement is costing them and that it is often available elsewhere for cheaper. Nor do 
they realise just how easy it can be to arrange. 

The Competition Commission has been investigating the PPI market and has released its emerging 
thinking on the subject. It says that initial findings show consumers are price sensitive when it comes to 
the credit they take out, but not the insurance that protects it. The Competition Commission has also 
found that there may not be substantive pressure for many distributors selling PPI on the back of credit 
products, giving them little incentive to offer the very best prices and products to their clients. 

It may be convenient to sell to consumers at the point of sale and it may make their lives easier, but in 
many instances it may not be their best option. 

Although there are alternative options, the fact they are not being taken would suggest consumers are 
often not even aware of their existence. It would also suggest that the status quo does not let others get 
the message across easily. A concern must be that in trying to address this issue, the Competition 
Commission may go as far as trying to completely split the sale of insurance from the sale of the credit 
itself. Splitting the sale of credit and PPI may go against the modern shopping ethos. Furthermore, it may 
create large-scale upheaval in the market and it will definitely put many noses out of joint. 

November 2007 
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Will trusts and the transferable nil rate band. 

The recent Pre-Budget Report delivered in parliament by the Chancellor Alistair Darling made some 
changes to the current inheritance tax (IHT) regime in the country, particularly in relation to the IHT nil 
rate band. 

Particularly the fact that the nil rate is now transferable (strictly speaking the transfer of the unused 
proportion of the nil rate band of the first of a married couple or civil partners to die and the application of 
that unused proportion to the nil rate band in force on the death of the survivor to enhance the available 
nil rate band available to the survivor!). 

Does the transferable nil rate band spell the end of the need for first death nil rate band will trust 
planning? Well, for the majority it probably does. Some may wish to leave assets to other than the 
surviving spouse for non tax reasons and some may believe that the assets under consideration will 
increase at a rate faster than the rate at which the nil rate band will increase. 

In either case, despite being within the combined nil rate band the couple may consider first death will 
planning. They may also be planning motivated by the local authority charge in respect of long term care. 
These exceptions aside though (and especially in connection with the jointly owned private residence 
which usually necessitates more complexity in order to deliver planning in a way that is acceptable to the 
home owner) tax motivated first death planning is likely to diminish significantly. 

Not so lifetime planning though where a serious case can still be made (subject to all of the usual 
considerations regarding donor access and control) for this in one or more of its many forms –often in 
connection with a trust and a financial product. Lifetime planning with the family home is however a little 
more difficult and this hasn´t changed. When the nil rate band is used during lifetime, survival of the 
donor for 7 years makes the nil rate band re –available. 

And where an individual can direct non chargeable/exempt assets into a trust on death then a "spousal 
by pass trust" can be well worth considering on IHT grounds. Obvious assets to consider for transfer will 
be the death benefits under a pension and shares in a private business that qualify for Business Property 
Relief. By- passing the surviving spouse´s estate but remaining accessible can look attractive and can 
have a seriously diminishing effect on the IHT liability arising on the death of the survivor. So despite the 
undoubtedly helpful introduction of the transferable nil rate band we will not see the end of all will trust 
based planning, nor lifetime planning. 

November 2007 

All housing indicators are pointing in the same direction. 

On the penultimate day of November, a batch of news emerged which gave an interesting snapshot of 
the UK residential property market: 

The Nationwide house price index has registered a 0.8% fall for the month. The move follows two 
months in which the Nationwide index had risen while its Halifax counterpart had dropped. Nationwide 
says that the fall is the first since February 2006 and the largest single monthly drop since June 1995, 
which just about marked the end of the last housing recession. As a consequence of the drop, the year-
on-year increase in the HPI has been brought down from 9.7% to 6.9%. 

The Bank of England´s mortgage lending statistics for October showed the lowest level of new mortgage 
approvals (88,000) for nearly three years. At the same time net mortgage lending rose by £7.3bn, its 
smallest increase since July 2005 and 29% down on a year ago. The Bank´s statistics come after week 
mortgage figures from the British Bankers´ Association a week ago which showed a 15% seasonally 
adjusted fall from the previous month. 

Trading statements for Alliance & Leicester and Bradford & Bingley. The two banks most often referred 
to as the next Northern Rocks both issued pre-close statements on Thursday. Alliance & Leicester said 
that it expected a smaller UK mortgage market in 2008 while Bradford & Bingley said its new business 
pipeline at the end of October was lower than in June. Both banks noted that their interest margins were 
shrinking. 
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The three-month London Interbank Offered Rate (LIBOR), the rate at which banks lend money to each 
other reached 6.60%, 0.85% above base rate, close to the levels last seen when Northern Rock 
crumbled. This suggests banks are still reluctant to lend to each other for any meaningful period of time 
and continues the pressure on mortgage lenders that use wholesale markets for part of their funding. 
Evidence of this is already starting to emerge, as some lenders (eg. Halifax) have cut deposit rates or 
increased variable mortgage rates (eg. Standard Life) despite no changes being made by the Bank of 
England. 

There is now a derivatives market based on Halifax and other residential property indices. These are 
pointing to a 7% decline in prices in 2008. While there is an argument that says this must be the best 
estimate around as it involves positions taken with real money, there is a risk the market might be 
somewhat distorted: few people would want to be on the other side of the downward bet given current 
uncertainties. 

It pays to be wary one month´s figures, but these all seem to be pointing in the same direction, things are 
going to get tighter before they improve. 

December 2007 

CGT Changes. 

Changing CGT could be a bigger disaster for the UK financial services industry than the Northern Rock 
scandal, if the CGT changes go ahead, there could be a mass exodus from insurance bonds. 

Insurance companies heavily rely on these bonds and could even go to the wall if there are huge 
consumer outflows. The simple fact is; if there is a more tax efficient alternative out there, why would 
anyone stay in insurance bonds? 

The ultimate conclusion is that if you find an insurer or a couple of smaller insurers who depend on this 
bond business in trouble, it will solely be the Government’s fault. 

Unlike Northern Rock which was out of his control; this will be all Alistair Darling’s own making. 

December 2007 

Christmas Wish. 

Everybody has a wish for Christmas, well just imagine that you are one of the 125,000 individuals who 
have lost their occupational pension schemes and are waiting on the Government to provide the 
assistance that is clearly deserved. 

Well apparently the Prime Minister and Chancellor are apparently preventing the DWP from rescuing the 
pensioners whose company schemes collapsed since 1997.  Peter Hain and Mike O'Brien are 
apparently battling to persuade their colleagues to allow them to put an end to the worst pension scandal 
this country has ever seen. 

The official DWP review has shown that a proper rescue is affordable and Hain wants to announce it this 
week, before Christmas, but it seems Numbers 10 and 11 are standing in the way.   There is still time for 
a change of heart, as Parliament sits this week the Review could be published and its findings accepted, 
in order to give the victims a decent Christmas at last.  Will they show the leadership qualities required? 

After the instant rescue of Northern Rock savers, at a potential cost of billions of pounds to the taxpayer, 
the continued delay in settling the pension wind-ups scandal is totally inexcusable.   Responsible 
Government should be about admitting mistakes, putting them right and moving on.   Sadly, it seems 
Gordon Brown and Alistair Darling are incapable of doing so and this lack of integrity and compassion 
has led to a bitter row within Cabinet. 

Peter Hain reportedly told one of his constituents last week, a former member of the Dexion pension 
scheme, that the DWP Review has found there is certainly sufficient money to offer all the victims at 
least as much as is paid by the Pension Protection Fund 'at little or no extra cost to the taxpayer'.  He 
also suggested that the pension campaigners should keep up pressure on the Treasury and Prime 
Minister, because the DWP Ministers want to settle this situation immediately.  Peter Hain and Mike 
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O'Brien want to behave decently and it beggars belief that their Cabinet colleagues are preventing them 
from doing so.  What has happened to the 'moral compass' of this Government? 

Many of the victims are desperately ill, saved for decades in employer schemes which the Government 
assured them were safe and protected by the law.  They need their pensions now, many are past 
retirement age and either still working despite failing health, or have become too unwell to keep working.   

The victims were promised that the latest of a long line of reports on their situation would be published 
by the end of November.  The report is ready, but the DWP has not published it.  Peter Hain and Mike 
O'Brien are furious that they are being forbidden from doing the decent thing, especially just before the 
'festive season'.  What message does this send about how our Government is functioning? 

How can any responsible politician be so heartless as to refuse to end the suffering of these innocent 
victims, who have waited so many years for a proper rescue and have had every single independent 
verdict in their favour?  The Parliamentary Ombudsman, Public Administration Select Committee, UK 
High Court Judicial Review and European Court of Justice have all laid the blame for this situation 
squarely on the Government and said that the Financial Assistance Scheme (the scheme set up in 2004 
to rescue the victims) is inadequate.  In fact, thousands of those already past pension age are still 
waiting for payment.  This is the worst pension scandal the UK has ever seen – far worse than Maxwell – 
one that was created and prolonged by the Government.  It represents the most shameful, cruel betrayal 
of hard-working, decent citizens. 

Hopefully the Government will end this interminable prevarication and rescue these individuals and that 
is a Christmas wish we can all share in. 

Happy Christmas to all our readers and a prosperous New Year. 
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Inheritance Tax nil rate band planning. 

Just when you thought the Inheritance Tax regime of the country had been simplified… there have been 
a number of reports in the national press stating that nil rate band Will planning for the first of a married 
couple/civil partners to die will no longer be necessary (following the Chancellor´s Pre-Budget Report 
announcement that there will be a transferable nil rate band between spouses/ civil partners.) 

Whilst this is generally true, there will still be a number of occasions when the first of a married 
couple/civil partnership to die may wish to establish a discretionary will trust. 

For example the partner may be in a second marriage and each of the couple may wish to benefit his/her 
children from a former marriage on the first death. Whilst this could technically be achieved using a life 
interest trust in the Will, that route lacks flexibility especially if there is an intention to make capital 
payments to the widow/widower by way of an interest free loan. 

There may also be a desire to avoid assets being available to the local authority in the event of the 
survivor going into care. By leaving assets to a trust on the first death those assets will not count as part 
of the surviving spouse´s resources for the purposes of the local authority charge. Indeed the split 
ownership of certain assets between the trust and surviving spouse may reduce the value of the assets 
in the hands of the surviving spouses- for example in the case of a private residence. 

Alternatively it may be desired to avoid children inheriting assets outright. By passing assets to them via 
a trust it will mean that they are protected from the claims of creditors and ex-spouses and who would 
want to leave assets to either of those? 

Finally  where a person has remarried after his/her former spouse has died and he/she didn´t use his/her 
nil rate band, the surviving spouse may have a nil rate band of, currently, up to £600,000 available on 
his/her death first. Clearly, it would be important to utilise this because otherwise up to £300,000 of the 
nil rate band could be lost on the survivor´s death. 

These are some of the issues that need to be considered when drafting a Will and giving thought to 
whether a nil rate band trust clause should be inserted in the Will or assets left outright to the surviving 
spouse. 
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In cases where married couples have already made Wills which used the nil rate band on the first death, 
and both are still alive, they will need to either: - consider amending their Wills now – if they are certain 
that none of the exceptions described above apply or make sure they can appoint benefits within 2 years 
of the first death to the surviving spouse. This will mean that the nil rate band of the first to die can then 
be used by the survivor. 

It is thought that the most flexible route would be to retain the discretionary trust in the Will and then 
review matters after the first death. 

Sometimes I just don’t believe that a politician or civil servant understand the notion of simplification. 
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New Year’s Resolution. 

It’s at this time of year that individuals start making their resolutions for the new year, you know the ones; 
get fit (gym membership soars in January), lose weight (similarly for weight watchers), stop smoking and 
writing a will. 

Surprisingly writing a will should be the easiest and most durable of the New Year resolutions. We 
invariably advise clients that the most effective piece of financial planning they can do during their 
lifetime is to write an effective will, yet still almost 75% of the adult population haven’t written one yet. If 
an individual hasn’t written a will then they are said to have died intestate. 

In the worst case scenario if you die intestate the government can end up with your assets- if you have 
no close relatives and even if you do your wishes may not be followed. 

The rules on which members of family get what, only apply when a will has been made or where certain 
assets of the estate cannot be covered by the will. 

Intestacy rules dictate that if you are married with children then when you die intestate your spouse gets 
everything up to £125,000 together with your personal possessions. The remainder is split in half with 
50% going to your children when they reach the age of 18 and the balance going into trust for the rest of 
your spouse’s life. When the spouse dies this half reverts to the children. 

If you are married with no children but there are other relatives, then the spouse receives everything up 
to £200,000 and again takes your personal possessions. The rest is divided with half going to the spouse 
and the balance going to your parents. If your parents are dead then this half is divided amongst your 
brothers or sisters or their children. 

If you are unmarried the position for your life partner could be even more distressing, a shared home 
may have to be sold if it is not in joint names. The proceeds along with the rest of the estate will go to 
your next of kin. To stop this happening, your partner will have to resort to the courts to recover their 
share of the property and receive any financial support from the estate. 

To save your estate being the subject of a court action in a similar way that specific requests are often 
made, specific exclusions should also be stipulated in a will, failure to do so could leave the will open to 
being challenged. 

Ultimately if there are no living relatives and no will the money goes to the Treasury. 

Everybody should have an appropriate and up to date will, if you don’t you risk making the biggest 
beneficiary of your estate Her Majesties Government. 
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