Family Matters

Welcome to
‘Family Matters’
Thinking about long-term care, making
a will and inheritance tax when we die is
something that many of us are happy to
put off until a future date, often because
of the difficulty of raising the subject with
loved ones. Similarly, retirement and the
education of our children require forward
planning and in many cases, will also
involve other family members.
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Recent changes to the way pension funds
are taxed on death will also be helpful in
terms of financial planning for the family.
This guide is intended to highlight those
areas that we feel will be important to you
and your family. At Investec Wealth &
Investment, we have a long established
team of experienced and highly qualified
Financial Planners, in various locations
around the country, who are able to help
your family with these important decisions.
We would be delighted to help further if
you would like to discuss any of these
issues in more detail.

Putting your children first
Many parents find there is an important
decision to make about where and how
they educate their children from nursery
school right through to university. Whilst
parents are generally aware that these fees
can represent the single greatest cost of
being a parent, they may not as yet have
quantified the likely cost or thought about
how they are going to fund it. If you have
decided you would like your children to be
educated privately, it is important to think
about the financial arrangements and
plan ahead.
The Independent Schools Council (ISC)
puts average annual school fees in the
order of £13,000, while boarding school
can cost as much as £30,000. The cost of
sending children to private school has
been increasing far more quickly than
wages and inﬂation. Figures from the ISC
showed that fees rose on average by
3.9 per cent last year and 3.9 per cent
the year before that. Add university costs,
and the total price tag can run into
hundreds of thousands of pounds.

Unfortunately, there are no specific tax
breaks available on schools fees, so it
makes sense to plan ahead carefully; while
you can choose to pay your children’s
school fees out of your ‘after tax’ income,
it might not be the most efficient way to
manage the payments.
Families often use grandparents as a key
financial source when funding school fees
encouraged by the benefits of potential
inheritance tax (IHT) savings.
IHT is not incurred by those who contribute
a regular amount from their income,
assuming the money donated does not
affect the lifestyle of the donor and thus
force them to use savings.
Alternatively a lump sum is free from IHT
if the person making the gift survives for
seven years. If grandparents provide a
lump sum then parents have the luxury
of deciding how it should be invested.

Pension & Retirement –
Planning is key
Saving for a comfortable retirement
doesn’t need to be complex; it’s just that
ever changing pension legislation seems
to make it that way!
Of course, saving for retirement
doesn’t necessarily mean you have
to have a pension – other forms of
saving and investments, such as ISAs,
property, and possibly the sale of a
business, amongst others, are entirely
legitimate ways of providing income
after work ceases.
However, a pension arrangement will
still form the cornerstone for most
people’s retirement planning, which
is quite appropriate given the very
generous tax benefits afforded to it.
To summarise, any personal pension
contributions receive income tax relief
at your highest marginal rate – a £1,000
contribution for a 40% tax payer would
therefore only cost £600 net, giving an
instant 67% return!

Contributions paid by an employer
receive full corporation tax relief and
most of the investment within a pension
can grow free of income and capital
gains tax. In addition, upon drawing
benefits up to 25% may be taken as a
tax free lump sum.
But why do we need to put aside money
for our retirement?
Well, primarily because we can no
longer rely upon the State to provide a
comfortable retirement pension for us, and
on average we are living much longer and
therefore spending more years in retirement.
To put the second point into some
context, when Queen Elizabeth came
to the throne in 1952 she issued just
255 telegrams congratulating individuals
who had attained age 100. Last year,
this has risen to around 10,000, but
incredibly, forecasts are that by 2050
this will have grown to 250,000!

Similarly, approximately 30 years ago a 65
year old male could expect to be retired for
14 years. This has now risen to around 20
years, and is predicted to increase to 26
years by 2050.
So, assuming that we wish to take
advantage of some of the generous
tax breaks afforded to saving through
a pension, where do we begin? It really
depends upon what stage of life we are at.
Let’s consider retirement planning as a
three stage process:
1. Input of pension contributions
2. Investment of pension contributions
3. Drawing pension benefits.
For individuals who are not yet at the stage
of drawing a pension, deciding what level
of contribution is required (and affordable)
for a comfortable retirement is the key
starting point. Currently, the maximum
annual contribution is £40,000. Clearly, for

younger savers, this is likely to be beyond
an affordable level, but for individuals
nearer retirement, there is also the facility
to “sweep up” up to three previous years’
unused allowances to give one last boost
to their pension before retiring.
Starting early really is the key, however.
For example, a 30 year old saving £1,000
per month into a pension plan would have
a pot of £1.13m* by age 65. However, if
they were to delay starting their pension
until age 45, the same £1,000 per month
would only achieve a pension pot of
£411,000* at age 65.
Of course, pension arrangements, like any
other form of saving, are ultimately only as
good as the underlying investments, and
it is pleasing to know that there is a great
variety of investment choice, ranging from
cash and fixed interest securities, through
to the stock market and property in any
combination.

*based on 5% per annum return net of charges

Many individuals may choose to buy a
commercial property directly through their
pension arrangement and use it as their
place of business, effectively paying rent
back into their own pension plan!
Whatever you choose to invest in however,
it is always wise to take expert advice and
have a diverse spread of investments that
meet with your objectives and the level of
risk that you are comfortable with.
Turning now to an individual at retirement,
most arrangements still allow withdrawal of
the 25% tax free lump sum, but generally
this no longer has to be taken in one go,
and can be phased out gradually to top-up
income if required.
The residual fund historically had to be
used to buy an annuity, if not at outset,
certainly by age 75. However, pleasingly,
the requirement to buy an annuity has now
been removed and individuals can look at
many other options in terms of taking an
income in retirement and still retain control
over the pension fund rather than handing
it over to an insurance company.

There have never been more options
available in terms of drawing retirement
benefits from your pension arrangements
– too many to go into here. Furthermore,
recent changes announced confirm a
more beneficial tax treatment of pension
funds on the death of the member. How
beneficial depends on the age at date
of death. These changes could, in turn,
impact upon the income strategy that is
adopted. If you or any member of your
family would benefit from a discussion with
one of our financial planners then please let
your usual contact know and they will be
happy to arrange this.

The ins and outs of
inheritance tax
Investec Wealth & Investment (IW&I) has
conducted various research regarding
issues around inheritance tax and some
interesting observations have arisen.
Our research has found that many people
find it hard to talk to family about the
sensitive topic of inheritance and what
plans they intend to make with regards
to the passing down of any assets. Three
quarters of those questioned have never
discussed what they stand to inherit
financially citing reasons such as concerns
they would appear money grabbing or the
fear of upsetting their parents by raising it.
This has major implications if measures
are not taken to mitigate the impact of
inheritance tax, it can lead to assets valued
over £325,000 being taxed at 40%.
The UK has one of the highest divorce
rates in the world and this is a major
concern for parents who have married
children, but don’t believe these marriages
will last a lifetime. Many people are
unwilling to engage in inheritance tax
planning or gifting assets for fear that
their child’s divorce would mean inherited
assets leaving the family.
Against this backdrop, three quarters
of those questioned said they were in
favour of a prenuptial agreement to ensure
family assets are protected in the wake of
any divorce.

Other research relates to people who have
extended families, including step children.
These children have no natural entitlement,
regardless of how long they have been
with their new family, so inheritance tax
planning is vital. Many people put off this
planning as they are unable to decide
how best to divide assets amongst natural
family and those children they are legally
responsible for. Writing a will should be the
first step to ensure that assets and funds
are distributed according to your wishes
so that those left behind are properly
provided for. Please see the specific article
in this brochure on the importance of
having a will.
In all of these issues, it is clear that
each scenario could be avoided by the
early use of inheritance tax planning. It
is helpful if the issues are discussed
within the family but also very important
that a trusted professional adviser is
also consulted as they are best placed
to take a clear and unbiased view and
can provide sound advice based on the
financial circumstances of the individual
or family.

The importance of
making a will
A will is one of the most important
documents you will sign, yet over two
thirds of the UK adult population do not
have one. Having a will ensures that your
estate will be distributed in accordance
with your wishes on your death.
Why should I make a will and when?
There are many reasons why most people
should have wills in place but here are
some examples of ‘trigger points’ that
might prompt you to make a will:
• When you get married or have children.

When do I need to review my will?
You should consider reviewing your will
every 3-5 years to ensure it is up-to-date,
but other circumstances you should
consider are:
• Any significant change in your financial
circumstances such as an inheritance, a
lottery win or retirement.
• On the birth of children or grandchildren
that you might want to include in your will.
• On the death of people already included
in your will.

• To stipulate cremation or burial wishes.
• To make bequests to charities or specific
individuals on death.
• If you buy a foreign property.

• If you get married, remarried or divorced
(existing wills are revoked on marriage).
• If there are significant changes to tax
legislation.

What happens if I don’t make a will?
Apart from the increased cost and delay
in administering your estate, your assets
will pass in accordance with the law.
They won’t necessarily pass to those you
consider closest to you such as a partner
who you live with but are not married to.
No assets will be passed to those who are
not directly related to you such as step
children.
If you are separated, but not divorced,
your estranged spouse could still inherit
your assets.

You will have no say about who will look
after any children under age 18 when you
die and you won’t have any control over
the age that your beneficiaries inherit.
In conclusion, the law relating to will
making is very complicated and you
should take specialist advice before you
make any decisions. IW&I will be able to
recommend a suitably qualified solicitor to
help you so please do get in touch should
you need our help.

Long-term care –
Staying one step ahead
In this age of increasing life expectancy,
more and more of our mature clients are
concerned about future long-term care
options and, more importantly, how much
they and their family may have to pay
for this. Advances in medical care along
with healthier lifestyles mean that people
are living longer, resulting in more people
eventually requiring some form of care.
To highlight this, it is expected that the
number of people aged over 85 will more
than double between 2010 and 2030*.
Additional care is usually required when
individuals are unable to carry out basic
self-care tasks such as dressing or bathing
unaided. This can vary between minimal

* Source Office for National Statistics projections following
2011 Census

assistance being required in a person’s
home, to full residence in a registered
Nursing Care Home. Choosing to go
into care can be a very difficult decision
to make for both personal and financial
reasons and is a concern to many
individuals and their families.
There has been a lot of press surrounding
the funding of care costs proposed by the
current government in response to the
report by the economist Andrew Dilnot.
The March 2013 Budget announced a
cap on care costs with a figure of £72,000
being introduced in April 2016, adjusted
annually thereafter.

What is not as widely publicised is that this
cap only applies to care costs, and any
extra costs will still have to be personally
funded, even after the care cap has been
reached. These can include items such as
food, accommodation and personal care
costs (chiropody, hairdressing, help with
dressing etc).
If this applies to you, or a member of your
family, a specialist financial adviser can
help to explain all the various funding
options which may be available such
as attendance allowance, registered
nursing care contributions and even NHS

continued care funding, all of which could
potentially reduce your payments by
thousands of pounds a year.
Once all available benefits are claimed,
there are various options to assist with
paying any excess which can include
reviewing your investments, advising on
long term care funding annuities and
potential opportunities using your family
home.
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