Spring 2011

the latest financial news from Aaron Tawny

‘Wise Words

|ISA Allowances Buyto Letlending

picked up in 2010

From April 6th 2011, ISA limits will increase in line Following the theme of Buy to Let (BTL) from
with the Retail Prices Index (RPI). This means the our last Newsletter, it appears that despite
overall ISA allowance will soon increase to £10,680, continued challenges to the mortgage market,
please see the ISA Allowance table below for full the outlook for BTL lending remains positive.
details. Mortgage lenders have become more relaxed

about granting loans to landlords, according to

Future ISA allowances will be set by referring to the
y § figures from the Council of Mortgage Lenders

official RPI figures released each September with

any increase applying to the ISA allowance for the (CmL).

following tax year. In the event of a negative RPI In 2010, BTL lending rebounded, with lenders
the ISA allowance for the following year will remain granting 102,400 new loans, an increase of 10%
unchanged. from the previous year. In 2009, the number of

new BTL mortgages had fallen by nearly 60%
from 2008. Mortgages for landlords — 1.3 million
in total, rose in 2010 from 11.8% to 12.3% of all
outstanding home loans.

The RPI for September 2010 was 4.6% which means
for 2011/2012 the overall ISA limit will increase

by £480. The Cash ISA allowance will increase by
£240.This means the Cash ISA limit for 2011/2012

will rise to £5,340 and the overall ISA allowance The CML stated that demand remains resilient
will increase to £10,680. and that loan performance and serviceability is
In order to simplify the ISA Structure, the strong.

distinction between Mini & Maxi ISA’s has As we touched on previously, the required
disappeared. Nowadays there’s only a distinction deposit is getting lower with deals available with
between a Cash ISA and a Stocks & Shares ISA. as little as a 20% deposit.

This means an ISA can now contain up to 2 different
types of investment: - cash (including national
savings plans) and stocks and shares.

Current ISA Allowances (2010/2011)

Cash ISA Allowance f5,100

Stocks & Shares ISA Allowance  £10,200

Overall ISA Allowance £10,200

New ISA Allowances (2011/2012) In 2010, BTL lending | > >
Cash ISA Allowance f5,340 rebounded, with —

Stocks & Shares ISA Allowance  £10,680 lenders granting

Overall ISA Allowance £10,680 102,400 new loans,

an increase of 10%
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Why you should act now if you want
a new fixed rate mortgage

The Bank of England may have held off raising
interest rates for now, but fixed rate mortgages are
likely to keep on rising regardless, so now is the
ideal time to look to secure a new deal before rates
increase further.

If like many people you are on a variable rate
mortgage, you no doubt breathed a sigh of
relief when the Bank of England kept rates on
hold at 0.5%. However, this decision was largely
meaningless for fixed rate deals as rates have
become more expensive in recent months, as the
markets react to potential interest rate rises.

The cost of
borrowing for
mortgage lenders
—known as the

Swap Rate has risen,
which in turn has
pushed up the cost
of fixed rate deals.

The cost of borrowing for mortgage lenders — known
as the Swap Rate has risen, which in turn has
pushed up the cost of fixed rate deals. The Swap
Rate is a good indicator of where interest rates are
expected to move to in the future. Lenders have
been withdrawing many of their attractive headline
rate deals since the end of 2010 and the market
appears to be changing on a daily basis.

The main reason for the increase in the rate is that
the base rate is almost certain to rise in the coming
months and lenders need to factor this into the
deals they offer. The 2 year swap rates are currently
at 2.02%, their highest level since August 2009,
whilst 5 year swaps have hit a 13 month high of
3.24% and this is despite the fact that the base rate
has remained unchanged for almost two years.

Other factors such as the increased rate of inflation
are points to consider as the Bank of England faces
a difficult choice — either keep interest rates low to
try and aid the economic recovery, or raise them to
try and control inflation.

There is a key aspect to this, as many of you on
tracker or variable rate loans are no doubt planning
to switch away when the base rate does increase, as
such deals may become unattractive. By that time,
the deals on offer will probably look nothing like
the ones that are on offer today, as the rates may be
much higher.

Please contact us to discuss deals available, as
the consensus appears to be ‘act now to avoid
disappointment’.

New Deposit
Compensation limit -

FSA

The Financial Services Authority (FSA) has
confirmed that the new deposit compensation
limit for the United Kingdom will increase from
£50,000 to £85,000 per person, per authorised
firm, as from 31 December 2010.

This is the Sterling equivalent of the €100,000
deposit compensation limit which comes into
force in all European Economic Area (EEA)
member states.

Further changes that came into effect on 31
December 2010 are:

e Fast payout rules, with a target of a seven day
payout for the majority of claimants and the
remainder within the required 20 days.

e Gross payout, which protects customers by
ring fencing their deposits if they have savings
and loans with the same firm. Currently, any
outstanding loan or debt would be deducted
from any compensation.

¢ This new pan-European requirement replaces
the existing UK arrangement which has been
in place since 2009, and which allowed for
separate compensation cover for customers
with deposits in two merging building
societies.
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End of Year Tax Planning:
Tax Allowances - Use
them or Lose them! Don’t
give the Taxman more
than you need!

With sth April fast approaching, there are many basic
tax planning measures that should be considered
before the end of the tax year — such measures should
not be left until the last minute. March is a key month
for tax planning to enable you to maximise the use of
the allowances, reliefs and exemptions etc. to which
you may be entitled for the current tax year.

A number of these will be lost if not used before the
appropriate year-end!

Personal Income Tax

With a net income of £100,000 or less, you are entitled
to a tax allowance of £6,475 for the current tax year.

- Any part of that £6,475 not used by 5th April is lost!

- Where possible you should ensure that your full
allowance, including any age related element, is used.

To do this, it might be necessary to involve transfers
of assets between married couples/registered civil
partners - we can advise on such transfers and also
inter-spouse transfers which are normally not subject
to Inheritance Tax, or Capital Gains tax.

ISA’s and/or capital growth orientated Unit Trusts/
OEIC’s can help reduce the income tax liabilities and
this especially applies to those caught in the ‘Age
Allowance Trap’, or who have income over £100,000
and more especially those with income over £150,000
with a potential liability of the additional 50% rate of
tax.

Consideration should also be given to moving
funds into non-income producing investments,
such as single premium bonds or, in appropriate
circumstances, contributing to registered Pension
schemes.

Capital Gains Tax (CGT)

The current individual annual exemption is £10,100 -
again available on a use it or lose it basis. Clients with
investment showing capital gains should consider
realising those gains up to the exemption level by 5th
April. If such a disposal is likely to trigger a capital
gain in excess of the annual exemption, consideration
should be given to spreading any gains over two

tax years, either side of 5th April (if this is possible)
Capital losses can be offset against any liability to
capital gains and this especially applies to higher/
additional rate taxpayers for whom CGT increased
from 18% to 28%.

Inheritance Tax (IHT)

Get your Annual Exemption to work harder. An
individual has an Annual Exemption of £3,000 per
year, but a married couple/Registered civil Partners
between them can gift £12,000 completely free

of IHT in this tax year if they didn’t use last years
£3000 allowance as it can be carried forward for

one year only. However, if this £12,000 is invested

in a single premium bond, effected subject to trust
for the benefit of children, or grandchildren, it could
create a substantial IHT Free Fund on the death of the
survivor of a Spouse/Civil Partner. This could also be
a good time to review your wills and to look at more
sophisticated available lump sum IHT mitigation
schemes.

Tax Favoured Investments

You can invest up to £10,200 this tax year into an ISA
- £5,100 of which can be placed in a Cash ISA. Married
Clients/Registered Civil Partners who have not used
their 2010/2011 allowance, will be able to invest a
combined maximum of £41,760, either side of the tax-
year end, on the basis that the maximum permissible
contribution is to increase to £10,680 for 2011/2012.

Pensions

These, as ever, have a very important place in your
tax planning. Contributions to registered pension
schemes can be very tax effective in terms of
preserving age-related and personal income tax
allowances. Any contributions can be deducted from
income, when testing whether ‘Adjusted Net Income’
exceeds £22,900 (the age-related income threshold)
and £100,000 limit.

Pension contributions can also assist in reducing the
overall tax liability of individuals who may be subject
to higher and/or additional rates of tax. Basic rate
and higher rate tax limits are increased by the gross
pension contribution, so that less income is subject
to tax at the higher/additional rates. Additionally,
provided they are not subject to anti-forestalling
rules, individuals might consider, subject to earnings,
using the pension annual allowance of £255,000 for
the 2010/2011 tax year and £50,000 for contributions
in the 2011/1012 tax year. The huge reduction in

the annual allowance means that 5th April 2011
represents the last opportunity for many individuals
and their employers to make significant personal
contributions.

You will note from above that, the annual pension
allowance (The amount that you can contribute that
will receive tax relief) is to reduce from £255,000 per
year to £50,000 per year, from 6th April 2011.

It will be realised that tax planning, especially around
sth April in any year can be very complex. However,
this shouldn’t deter people from reviewing their
positions and acting accordingly, since it can also be
extremely rewarding.
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Pension Legislation

How will the changes affect you?

On 6th April 2011 new legislation will come into
effect, which will have a big change on the rules
regarding retirement income and the death benefits
available through pensions.

Below is a summary of the key changes that will
take effect from the new Tax Year:-

e From 6th April 2011 there will be no requirement
to secure a pension/annuity from age 75
(transitional rules currently exist which have
increased this to 77 until 6th April 2011)

From 6th April
2011 there
will be no
requirement

to secure

a pension/
annuity from
age 75

e Drawdown will operate on two basis — capped and
flexible drawdown

e Capped drawdown will look very much like current
drawdown with the maximum income allowed of
100% of GAD rather than 120%

e If you are already in drawdown as at 5th April 2011
you will still be able to take 120% after the 6th
April 2011, but this will be reduced to 100% at the
next 5 yearly GAD review

e Flexible drawdown will be available where a
Minimum Income Requirement of £20,000 can be
secured

e Acceptable sources for this are Lifetime Annuities,
State Pensions and Scheme Pensions

Uncrystallised funds can
be taken without suffering
a tax charge as cash.

e Any excess fund left after securing this can be
taken at any time with no limit, but will be taxable
as income at your highest possible rate

e The tax charge on death benefits post 6th April
when taken as a cash lump sum from crystallised
funds will be 55%, regardless of age

e Uncrystallised funds can be taken without
suffering a tax charge as cash. If death occurs
post 75 the 55% tax charge will apply

e From 6th April 2011 the annual allowance will
reduce from £255,000 to £50,000. Contributions
of the lower of the annual allowance or earnings
will receive tax relief at the client’s applicable rate

e From 6th April 2012 the lifetime allowance limit
will be reduced from £1.8 million to 1.5 million

e If no protection exists on the pension you
will have until 6th April 2012 to applyto H M
Revenue & Customs for fixed protection and once
confirmed will be permitted to use the lifetime
allowance level of £1.8 million

e Once this has been granted, no further
contributions can be made to any defined
contribution arrangement, either new or existing

e The limit of £18,000 for cases under triviality will
still remain and is effectively de-linked from the
lifetime allowance level in future.

We will contact all our clients if these
rule changes effect their current
contracts.

If however, you require any further
information, please don’t hesitate to
contact us.
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Pensions/Annuities and
a bit of common sense

You decide it’s time to retire and you have a pension
fund - what normally happens? - your Pension
Provider will contact you and offer you a Lifetime
Annuity i.e. they keep the pension fund and pay
you an income for life - sounds good doesn’t it - it
may have been 40 or 50 years ago, but now you had
better think again! - why:

It may, therefore, be a
good idea to consider
an alternative form of

annuity, which has the
opportunity to increase
and so off-set inflation.

Your Pension Provider, because they know they may
have to pay an income for many years, will invest
your money in low risk funds such as Government
Gilts & Corporate Bonds etc. and they will use these
returns to pay your pension. What makes things
worse is that people generally are living far longer
than they did even 20 years ago, so income from
these low returns will need to be paid even longer.

The obvious result is that Annuity rates (Pensions)
have fallen dramatically over the last 10 years or so
- 0.K. you are offered an Open Market Option, which
means that you can go to any Annuity Provider to
obtain your pension and not just stick with the
company which holds your pension fund, but it is
unlikely that you will receive a much higher option.

However, if you are in poor health, or smoke, you
could get a higher annuity, because the provider
doesn’t expect to pay it for so long. If you are in
good health then and opt for a lifetime annuity you
might well see your standard of living fall every
year as inflation eats into your low pension. It may,
therefore, be a good idea to consider an alternative
form of annuity, which has the opportunity to
increase and so off-set inflation. There are products
available, such as Asset/Investment Backed
Annuities, which can help combat the effects of
inflation on your pension. However, these need very
careful consideration, because there could be some
risk attached that are not faced by standard Lifetime
Annuities.

If you want more information, or wish to discuss
your retirement options, please give us a call.

Investment that makes sense

With everyone seeming to be moaning about

the price of fuel at the pumps, soaring gas and
electricity and how oil and utility companies are
cashing-in and making huge profits at our expense -
it makes sense to get on the band wagon if possible
and get a slice of the cake and icing!

A new fund is to be launched which will concentrate
on a 30 stock portfolio, investing in listed
companies in the oil and gas, energy transmission
and generation and renewables sectors. It is
considered that supply and demand dynamics for
energy will become increasingly more favourable.
People may say the oil price is high, perhaps we
have missed the boat, but in fact, the timing of the
launch of this fund is excellent.

The troubles in Egypt and latterly in Libya have
caused oil prices to dramatically increase and
unrest in more countries of North Africa is quite
possible, with even greater consequences for the
price of oil. This could be one way to ensure oil
price increases work for you!

il —

The timing of the launch
of this fund is excellent
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Aaron Tawny’s Financial

Planning Service

Aaron Tawny is pleased to announce the launch

of our Lifestyle Financial Planning Service. As
previously mentioned in Wise Words we have been
planning to launch this service for sometime. One
of the main drivers has been to provide our existing
and new clients with an improved Lifestyle Planning
Service, which will allow us to assess, if they are on
track or what is required, to achieve their goals and
objectives.

This new service will be based on a six step process,
detailed below:-

An initial meeting at our cost to explain the type and
levels of service we can offer. We will listen to what
you want from us as professional Advisers and with
your guidance identify your goals and objectives. If
we believe we can deliver value for money we will
explain how we can help you and a guide to the cost
of the most beneficial level of service. If we reach

a mutual agreement on working together we can
quickly move to the next stage.

At this stage we will gather as much information as
possible about you including:-

e Your financial goals and objectives

Detailed Recommendations and Advice Report

Our evaluation enables us to create a written
recommendations report for you. The report

will highlight the opportunities to organise

your arrangements to more readily achieve your
stated goals. Recommendations regarding your
investments will take into account your attitude
towards the relationship between risk and reward
inherent in choosing investment options. We will
meet to discuss our recommendations with you and
agree an action plan, if any, needs to be taken.

If you decide to take action as a result of our report
and recommendations, we can arrange all necessary
steps to ensure your decisions are implemented
thoroughly, accurately and in a timely fashion.

We will:-

1. Deal with all the necessary paperwork
2. Deal with changes to existing arrangements

. Meet you after arrangements are completed in
order to confirm what has been done, emphasise
documentation you need to retain.

e Your current financial position, including income Step 6

and expenditure
e Valuation of assets and liabilities
e Insurance policies
e Types of assets held in your investment funds
e Your attitude towards investment risk
® Your priorities
e Any other relevant data, affecting your plans.

Analysis of the data we have gathered, to enable us
to evaluate opportunities for

1. Making your resources work most effectively

2. Taxation and other implications of any change or
recommendations

3. Lifetime Cash Flow Plan. Incorporating a forecast
of income from investments and pensions and
other assets you may have.

As financial Planning is not a one-off event we will
arrange regular review meetings to make sure you
remain on track. Also to ensure we are keeping
each other up to date with developments in your
circumstances and other factors influencing the
progress and performance of you Financial Plan.

Our fees for the Financial Plans will range from £295
to £595, depending on which level of service, you
will benefit from the most. We feel this completely
generic Financial Planning Service will enable us to
continue to build and develop client relationships
anchored on the areas in which we can add

genuine value to clients, such as strategy, advice
and service. If you require any further information
regarding this new service, please don’t hesitate to
contact us.
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European Madness?

Gender Based Underwriting Banned from 21st December 2012

In its infinite wisdom the European Court of Justice
(EC)) has outlawed the use of gender underwriting
from the above date, so what are the consequences
and what effect/s will this have?:

e Women will face increased premiums for car
insurance, health insurance & life assurance;

e Figures from MGM Advantage show that men
stand to lose 4.73% of their annuity income,
whilst women, whose annuity rates are generally
lower than men’s due to greater longevity, could
see their income raised by 7.77%

Women are
likely to suffer
with men, as
many women

are dependent
on joint life
) annuities

e However, women are likely to suffer with men,
as many women are dependent on joint life
annuities, purchased by their husbands, or
partners and have no private income of their own
(source: Burrows & Cummins)

What conclusions can be
drawn from the above?

¢ Anyone contemplating Life Assurance, Health
Insurance or purchasing an annuity, would be
advised to act before the 21st December 2012
deadline;

e Women could see their car insurance premiums
rise by 25-30% - this could equate to an increase
of £400 per year, for a young woman.

Living Time Fixed Term Annuities have always
provided excellent value for money for those
looking to secure a guaranteed income in the
primetime retirement years. Now they are even
better!

Women could see their car
insurance premiums rise by 25-
30% - this could equate to an
increase of £400 per year, fora
young woman.

With immediate effect, female rates will be
INCREASED to match those of the equivalent male
rates, meaning that female clients will get a better
deal in terms of benefits paid over the chosen term
of their Living Time Plan.

Why is Living Time doing this?

The ruling as previously mentioned has made the
concept of male and female Annuity rates a thing of
the past.

Whilst there is some speculation as to what will
ultimately happen to Annuity rates as a result of
this ruling — male rates could come down, female
rates could go up or a mixture of the two to a point
somewhere in the middle — Living Time, the pioneer
of the middle market in the UK, has decided to act
now in the best interests of its customers.

This is great news for clients who are about to
retire, or those already retired and considering an
alternative approach to your retirement planning.
Other great reasons for Aaron Tawny recommending
a Living Time Plan, inclues:

e A guaranteed income for the term of the Plan
(within GAD limits)

e A guaranteed maturity amount at the end of the
term to reinvest in another appropriate pension
product

e Guaranteed death benefit options at outset,
including Value Protection

e Absolutely no investment performance risk
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Let the Taxman help
pay for your life Insurance

It is not often that you get something for nothing,
but we have an opportunity regarding tax efficient
Life Insurance, called a Relevant Life Policy (RLP). A
RLP is a way of providing a death in service benefit
on an individual basis, no matter how small a
business is without the need to set up a Group Life
Scheme.

The company is the policy owner and the employee/
Director is the life assured. The premiums are

paid by the company, but the death benefit is paid
to beneficiaries that the life assured stipulates

- usually family, under a Discretionary Trust.

Previously, this action would have been taxed as
a Benefit in Kind, but under an RLP the premiums
are not usually assessable against the employee
as the plan is aimed at Ltd companies, and the
contributions are offset against Corporation Tax
and treated as an allowable expense. Having the
benefits paid through a Trust ensures that they
cannot be taxed as part of the company’s trading
income nor do they form part of the company’s
assets.

As the premiums are paid by the employer rather
than from the individual’s post tax income, this
could represent a substantial saving and form part
of a tax efficient strategy.

The concept would work well for Company Directors
of their own company as the company can pay the
premiums on their behalf and for employers wishing
to reward important employees or perhaps put
provision in place in lieu of a pay rise during these
challenging economic times.

Mr Ais a shareholding director of LBD Ltd. He
currently pays for his life assurance personally
at a cost of £200 per month out of his post tax
salary. As Mr A'is also a business owner, | will
look at both his personal and business costs and
the effect of taxation of providing this cover.

Mr Ais a higher rate taxpayer, he pays 40%
Income Tax on the higher part of his salary. He
also pays the additional 1% rate above the upper
earnings limit for National Insurance. | have
assumed the policy premiums for his plan are
taken from his higher marginal rate of tax and
have used these rates in the calculation. LBD Ltd
pay employer’s National Insurance contributions
at the “contracted in” rate of 12.8%. In this
example salary, National Insurance contributions
and Relevant Life Policy premiums are all treated
as allowable deductions for the purposes of
Corporation Tax.

Mr A paying personally for life assurance

Monthly premium paid

LBD Ltd paying for a Relevant Life Policy
Monthly policy premium paid

from his post tax income. = f200pm by LBD Ltd. = f200pm
Pre-tax income needed

to fund £200 at Income Tax

rate of 40% and employee No Income Tax, employee’s

National Insurance at 1% or employer’s National Insurance

additional rate. =£338.98 payable. =f200
Employer’s National Insurance

contributions at 12.8% on this No employer’s National Insurance contribution
amount of salary paid by

LDB Ltd. =£43.39

Total cost to LBD Ltd and Mr A =£382.37

Less Corporation Tax at 21% as an allowable
deduction. Salary, Income Tax and National
Insurance are allowable expenses against
Corporation Tax.

Total cost to Ali and LBD Ltd = £302.07

Less Corporation Tax at 21% as the planis an
allowable deduction.

Total cost to LBD Ltd = £158.00
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Your financial needs:

How we can help

All of our advisers are trained to offer unbiased,
jargon-free advice on any of these areas:

¢ Pensions

e Inheritance Planning

® Pre & Post Retirement Planning

* Equity Release/Home Reversion Schemes
e Life Assurance/Income Protection

® [nvestments

* Mortgages/Re-Mortgages/Buy to Lets

e Commercial Mortgages

¢ Business Protection

e Financial Planning

Simply call us on 01536 512724 or email us
your enquiry at: enquiries@atawny.co.uk

We hope you find this a useful and informative
read. With our constant strive for excellence in
customer service we always appreciate to hear
your feedback, whether good or bad.

Aaron Tawny Mortgages Ltd is Authorised and Regulated by the Financial Services Authority.
The Financial Services Authority does not regulate: Some forms of Buy to Lets, Commercial Loans & Tax Advice.

If you would like to receive the
newsletter via email, please email us
@ enquiries@atawny.co.uk

6 Market Place

Kettering

Northants

NN16 oAL

T: 01536 512724

F: 01536 312232

E: enquiries@atawny.co.uk
W: www.atawny.co.uk

Aaron E
Tawny
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