“2012 may seem
a long way away,
but these reforms

will need
considerable
planning.”

Time to get personal

One of the biggest changes to pensions will be introduced later this year
when the Pensions Bill 2007 becomes law. The new Act will create the
legislative framework for ‘personal accounts’, and will create new

responsibilities for all employers.

Starting from 2012, employees will be
automatically enrolled into a personal accounts
scheme if their employer does not already offer
most employees access to a pension scheme
with certain minimum standards. For example,
an existing money purchase pension scheme
must have an annual employer contribution of
3% and an overall minimum contribution of 8%.

The main features of personal accounts are
as follows:

0 The new rules will apply to all employers, unlike
the current stakeholder pension employer
access rules, which have an exemption for
employers with fewer than five employees.

0 Employees without adequate pensions who
are aged between 22 and state pension age
will automatically become members unless
they choose to opt out. But their employers
must re-enrol them at prescribed intervals
that must be at least every three years.

0 Employers will have to contribute to their
employees’ personal accounts. This will be
phased in over three years. At present, there
is no compulsion to contribute to stakeholder
pensions. Broadly speaking, the employer
contribution will be 3% of qualifying earnings
— basically earnings on which employees pay
the full rate of class 1 national insurance

contributions (currently between £5,460 and
£40,040). Employees will have to pay 4% of
qualifying earnings and the government will
add a further 1% in tax relief.

Checklist

2012 may seem a long way away, but these
reforms will need considerable planning.

If you are an employer, here is a personal
account checklist:

0 Will your existing pension provision satisfy
the minimum standards?

0 Should you set up provision before the
government scheme is imposed on you and
your employees?

0 What impact will mandatory contributions
have on your business?

0 How proactive will you need to be in
communicating the impending changes to
your employees?

To start the ball rolling, why not arrange an
employee pension review meeting with us?

The value of tax reliefs depends upon your
individual circumstances. Tax laws may change.
The Financial Services Authority does not
regulate tax advice.

Beware the Footsie

The FTSE 100 Index (the ‘Footsie’) is the most commonly quoted index for the
UK stock market. Broadly speaking, the index tracks the performance of the
100 largest companies listed on the London Stock Exchange (LSE).

The Footsie’s constituent shares represent about
81% of the UK market by value and are subject
to a quarterly review to take account of price
movements. However, the Footsie may not be
the measure that you think it is. For example:

0 A surprising number of the shares in the
FTSE 100 have only a tenuous link with the
UK. A good example of this was the arrival in
the index in June of Ferrexpo.This is a Swiss-
headquartered Ukrainian iron ore miner that
only listed on the LSE about a year ago.

0 There is now a bias towards mining shares,
although only a limited amount of mining
takes place in the UK and the resultant
commodity sales are mainly abroad. The
FTSE’s top dozen shares include four miners
— Rio Tinto, Anglo American, BHP Billiton
and Xstrata.

0 Oil and gas also figure in the Footsie top
dozen, with BP, Royal Dutch Shell and
BG Group.

0 There are two companies based in
Kazakhstan in the FTSE — EurasiAn Natural
Resources (ERNC) and Kazakhmys. The
Kazakh government has significant stakes in
both companies.

0 The difficulties that banks have experienced in
the credit crunch have reduced their weighting
in the FTSE 100. Alliance & Leicester,
Bradford and Bingley and Northern Rock have
all left the Footsie.

The current composition of the FTSE 100 is a
direct consequence of the LSE’s success in
attracting foreign companies to list their shares in
London. The United States has helped by
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introducing legislation that, by accident rather
than design, has encouraged companies to
avoid a New York listing.

An important consequence of the
internationalisation of the LSE and the Footsie
is that if you choose a UK index tracking fund,
your investment is similarly global in nature.
Put simply, investment in

a Footsie tracker now implies a substantial
exposure to far-away holes in the ground.

If you want to invest in UK companies and
businesses, you now need to look beyond the
FTSE 100 to the next index down, the FTSE
250, which has a higher weighting of
UK-based and less internationally oriented
companies. We can advise you on funds that
focus on this domestic area of the market.

Past performance is not a reliable indication of
future performance. The value of investments
and the income from them can go down as
well as up and you may get back less than you
invested.

An OEIC for Christmas?

If you have ever scratched your head in despair about what to give your
children or grandchildren for Christmas, then consider making an investment
for them that will long outlast the Christmas tree.

There are a number of different investments that
can be made for children which could be useful
in the long term towards buying a first car or
contributing to university costs to stop them
getting into debt.

A unit trust, or shares in an open-ended
investment company (OEIC), is one option. Any
realised gains would be taxed on the child and,
of course, he or she would have his or her own
capital gains tax annual exemption, which may
mean there is actually no tax to pay. Even if
there were, under current legislation the rate
would only be 18%. Any income arising through
dividends would also be taxed on the child
unless the present is from a parent and that
‘grossed-up’ income (plus the income arising
under other gifts from the same parent)
exceeded £100.

Alternatively, it could be a good idea to invest in
stakeholder pension arrangements for your
children or grandchildren. Even if they are non-
taxpayers, they are not prevented from obtaining
tax relief on the arrangement, boosting the sums
given towards the investment. If you could
actually give a reasonably large amount every
year, there is the potential to build up a
substantial fund to use in the future. Of course,
even modest contributions may also reap long-
term rewards. Under the current rules, children
will not normally have access to the funds until
they are aged 55 and the way they draw
benefits will be subject to HM Revenue

& Customs rules at the time.

Other investments which may be worth
considering come from National Savings &
Investments, or an ordinary bank deposit
savings account or, within limits, even one of
the friendly society bonds on offer. And don’t
forget the Child Trust Fund.

As with all gifts, inheritance tax has to be
considered, but there are useful exemptions that
could well serve to make such gifts worthwhile.

Past performance is not a reliable indicator of
future performance. The value of investments and
the income from them can go down as well as up
and you may get back less than you invested.
The value of tax reliefs depends upon your
individual circumstances. Tax laws may change.

“If you could
actually give a
reasonably large
amount every
year, there is the
potential to build
up a substantial
fund to use in the
future.”




University
fees rise

The new academic year will
be marked by a further
increase in maximum
student tuition fees to
£3,145 in England and
Wales. Although the student
is automatically lent the
money, usually it still has to
be repaid with inflation-
linked interest. Planning to
meet education costs may
now need to include funding
for university unless you
want your child to graduate
into debt.

More CGT
payers this
year

While the rate of capital
gains tax (CGT) has fallen,
the latest statistics from
HMRC show that the
number of CGT payers is
expected to rise by over a
third this tax year. One likely
reason is the loss of taper
relief, which will mean larger
taxable gains.

Working for
longer

There has been a rise in the
number of people working
beyond state pension age.
National Statistics say that
in the three months to April
2008, over one in nine men
over age 65 and women
over age 60 were in work.
Without adequate pension
provision, you might have to
join them one day.

Happy old year end

Many private limited trading companies have accounting periods ending on
31 December. If there is to be any major tax saving on company profits, the
time to start planning is now.

It might be wise to retain some profits within the
company after corporation tax, but it is probably
also prudent to extract a proportion of profits for
your own benefit. There are three ways in which
you can do this:

B Salary
B Dividends
B Company pension contributions

Each option has its own corporation tax, income
tax and national insurance contribution (NIC)
implications, and an understanding of these could
help you make the right choices and save tax.

Salary is, in most instances, deductible from
profits before corporation tax is levied, but of
course, there are the following costs to
consider:

B Employer’s NICs up to 12.8%
B Employee’s NICs up to 11%
B Income tax up to 40%

Dividend payments are not deductible from
company profits, so corporation tax is payable
on the amounts involved. NICs are not levied on
dividend payments and the corporation tax paid
gives a 10% tax credit against income tax. This
credit satisfies your basic rate income tax
liability. But if the amount received plus the tax

credit (the ‘grossed up’ amount) pushes you into
a higher rate of tax, there is a 22.5% income tax
liability on the grossed up amount over the
basic rate tax threshold.

Company pension contributions, within
generous limits, are deductible from profits for
corporation tax purposes, provided:

B They can be made wholly and exclusively for
the benefit of the trade;

B They create no immediate NIC or income tax
liabilities; and

B The amount paid is invested in a fund that
pays little or no tax. In many instances, you
can select the fund’s investments.

If profits are to be extracted, then the most tax-
efficient way may be through company pension
contributions. And when the benefits are
actually taken, a quarter of the pension fund at
that time can be taken with no tax or NIC
payments. The ultimate pension payments also
do not suffer NICs.

Why start planning now? Because the company
pension contribution, to be deductible from
profits before corporation tax is calculated, must
actually be paid before your 31 December year
end. The Financial Services Authority does not
regulate tax advice.

This newsletter is for general information only and is not intended to be advice to any specific
person. You are recommended to seek competent professional advice before taking or refraining
from taking any action on the basis of the contents of this publication. The FSA does not regulate
tax advice, so it is outside the investment protection rules of the Financial Services and Markets
Act and the Financial Services Compensation Scheme. The newsletter represents our
understanding of law and HM Revenue & Customs practice as at August 2008.






