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Live now, pay later – but how much?
There are mixed views about inheritance tax. 
Many people accept that if substantial wealth 
were to cascade unrestrained from generation to 
generation, imbalance between haves and have-
nots could widen further and the Government 
would have to look elsewhere to make up the lost 
revenue. On the other hand, people who have 
worked hard to accumulate assets that they hope 
to pass to children and grandchildren often feel 
aggrieved about IHT.

The impact of IHT can be mitigated. An obvious 
way of reducing the tax charge of 40% on estates 
above £325,000 (effectively £650,000 for married 

couples and civil partners) is to reduce the size of the estate by gifting assets to upcoming 
generations while you are still here. Decisions on this must depend on circumstances, as 
there are possible drawbacks.

A key issue is that IHT may still arise on gifts made within seven years of death. This risk can 
be averted by making gifts only within the annual exemptions permitted; gifts outside these 
limits are called ‘potentially exempt transfers’ as exemption depends upon the donor’s 
survival until the possible IHT liability falls away. Gifts or legacies from spouses or civil 
partners do not create a liability – but may do when the survivor dies. 

Plan has a Latin name
Making substantial gifts may raise other questions. Is the recipient mature enough not to 
squander a windfall? Should we hold on to our wealth in case we need care at a residential 
home of our choice? If these issues are dealt with and a large gift is to be made, a way to 
provide for an untimely IHT liability is a term assurance policy to cover the period until the 
‘potentially exempt transfer’ actually becomes exempt. Such policies are called ‘gift inter 
vivos plans’.

In many cases where the value of property and other assets well exceeds £325,000/£650,000, 
even after some divesting, an IHT bill may be inevitable and it makes sense to plan for this. 
Bear in mind that any IHT due must be paid before probate can be granted, which could be 
inconvenient for beneficiaries if the estate is tied up in property and other illiquid assets, 
perhaps necessitating a loan to pay the tax.

A whole of life policy can play a major part in ensuring that funds are available to pay IHT. 
A sole or ‘joint life second death’ policy, as appropriate, in trust for the beneficiaries (so 
that the proceeds are not part of the deceased’s estate) can provide the cash needed. The 
premiums are a cost, of course, but their payment does reduce the eventual estate and thus 
the IHT payable.

Not all schemes suit everyone and cover may depend on health, so do explore the options 
with your professional adviser.

To give or not to give?
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Worth studying school fees options
It is not unusual nowadays to hear about employers saying 
they cannot find suitable young recruits because the education 
system has not provided the basic skills required in the 
workplace, even for relatively low-paid jobs. This is very 
disconcerting for those parents hoping that their offspring will 
have every opportunity to gain the qualifications they need to 
land a satisfying job, develop a worthwhile career and enjoy the 
living standards that may go with that.

There are, of course, many good state schools that achieve 
excellent exam results and provide a rounded education, though 
demand for places may exceed capacity. Choice of schooling is 
a very personal issue for parents and this article is not so much 
about whether private education should be chosen, as about 
ensuring that the substantial cost is provided for if the private 
route is taken. Education is a long-term project and pulling 
a child from their school because funding has run out can be 
harmful to their education and development.

University is expensive, too
The total cost of private education depends, of course, upon 
whether it starts when the child is very young or not until the 
secondary school stage. Beyond that, with tuition fees and other 
bills now also a considerable cost, the university years must not 
be overlooked in the early financial calculations. Projecting total 
costs over two decades is difficult, because of unknowns such as 
inflation and additional charges for extra-curricular activities – 
and whether any bursary or scholarship will be granted. History 
suggests that education cost inflation outstrips the main price 
indices; this trend may or may not continue.

Families with substantial free capital or assured sources of 
income may feel confident about meeting future school fees but 
for many it is vital to start planning early to secure certainty 
about ongoing provision. Either way, meeting fees entirely from 
taxed income is not the most effective way to meet education 
costs, as alternative methods (including ISAs and Junior ISAs) 

may be more tax-efficient and spread the cost in a more 
manageable way, to a timescale not tied precisely to the period 
when education is provided.

A qualified professional adviser can provide guidance on 
investment strategies that may help to generate funds to cover 
future education costs, often with the aim of producing capital 
gains rather than income. They may also be able to structure 
a pension plan, with tax relief on contributions, that provides 
the facility to pay off education costs when a parent reaches 
55. Another aspect of securing continuity of funding is insurance 
against loss of income through accident, sickness or redundancy. 
If you are contemplating private education for children or 
grandchildren, study all the options in consultation with your 
adviser.

8%, 10% or more for pensions?
Under the pension auto-enrolment scheme, which begins this 
October for the largest organisations, both employers and 
employees (except when the latter opts out) must contribute 
specified minimum percentages of salary to eligible employees’ 
pensions. The minimum start is 1% each from both employee and 
employer but this will rise in stages to 4% and 3%, respectively, 
over the next few years. With tax relief on the employee’s 
contribution taken into account, this equates to 8%. 

Many experts believe that investment of a higher proportion 
of salary into a defined contribution scheme will be needed 
to ensure a really worthwhile income in retirement. In fact, 
there already exists a voluntary scheme that sets the bar rather 
higher – at a minimum 10% overall, with 6% contributed by the 
employer. The Pension Quality Mark scheme (PQM) was set up in 
September 2009 by the National Association of Pension Funds, to 
raise confidence in defined contribution occupational pensions, 
as final salary schemes faded from prominence.

PQM emerged three years after Government moves to help 
defined contribution arrangements, through changes to pension 

Have you done your homework?

Are you saving enough?



regulations. Those changes were designed to increase flexibility 
as regards amounts contributed, range of investment options, 
benefits provided and retirement age. They did not alter the 
fact that direct defined contribution pensions place investment 
risk upon the employee and make the eventual monthly pension 
value less certain.

Defined contribution can deliver
With all the change and uncertainty surrounding pensions, the 
major pension funds wanted to build belief in the ability of 
defined contribution schemes to deliver worthwhile income 
in retirement. There was no way to guarantee pension levels, 
which would depend on long-term investment performance and 
future annuity rates, but the NAPF decided that it could specify 
minimum contribution levels for PQM and set high standards for 
those involved professionally with occupational pensions, their 
set-up and their operation. 

Another ambition for PQM was that it should help to make 
pensions and the decisions people need to make about 
them more comprehensible. Many professional advisers 
were already playing a big part in this, when consulted by 
individuals or companies, but the NAPF felt that more could 
be done. PQM would include a requirement for clear and 
engaging communication with members about their scheme. 
Communicating and providing advice on pension matters often 
require external input as not all businesses have the resources 
for this. So, PQM also incentivises advisers to achieve high 
standards when involved in pension scheme development and 
employee communication on behalf of corporate clients. 

Part of the message to communicate may be that auto-
enrolment contribution levels should be regarded as the barest 
minimum, with PQM levels or higher as aspirations.

Can dripping fatten your 
portfolio?
There are still a lot of peope who remember the old National 
Savings Stamps of the 1950s and ‘60s. You could buy Princess 
Anne stamps for sixpence (2.5p) or Prince Charles stamps for half 
a crown (12.5p) at any Post Office. The purpose of the stamps 
was to encourage saving and boost Government coffers during 
post-war austerity. Stamps earned no interest, so there was 
an incentive to fill a page and get the money into a Post Office 
Savings Bank account paying sixpence interest on every pound. 

Many of the people who saved up that way half a century ago 
have now become quite serious investors, along with many 
younger individuals who have accumulated moderate wealth. 
Some, but not all of them, may have come across an added 

refinement to the idea of regular saving – one that reflects 
progression from interest-bearing accounts (which will always 
have a place) to equity-based investments.

The essential difference between the two, of course, is that 
equities can generate capital gains as well as potentially rising 
income in the form of dividends. Capital gains and rising income 
are not, of course, guaranteed. In fact, the opposite may apply, 
especially over the short term; and the impact of short-term 
variations in share prices has been amplified in recent years by 
periods of increased market volatility.

So, Investor A, who buys shares worth £48,000 in April might, if 
prices slump over the next six months, do less well in the long 
run than Investor B, whose £48,000-worth of shares bought in 
October would be cheaper. If only Investor A had foreseen the 
slump in a crystal ball, their purchase could have been delayed. 
On the other hand, prices could have risen between April and 
October; then the boot would be on the other foot.

Pound cost averaging
If, like many investors, both Investor A and Investor B really 
wanted to avoid the risk of putting a substantial lump sum 
into stock market investments just before a fall, they could 
have adopted an investment technique known as ‘pound cost 
averaging’. Rather than investing the whole lot at once, they 
would maybe put £4,000 per month into shares or units in a 
collective investment scheme.

This way, if share prices fell steadily during the first six months, 
they would get more shares for their £4,000 each month. If share 
prices climbed steadily, their £4,000 would buy fewer shares 
each time. So, by drip-feeding their investment, A and B both 
mitigate the risk of a big loss if shares fall, though gains may be 
less spectacular should prices take off during the early months.

Talk to your adviser about drip-feeding your investment to 
exploit the pound cost averaging method.

SIMPLY WEALTH

Regular investing can pay off
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It is important to take professional advice before making any decision relating to your personal finances. This publication 
represents our understanding of law and HM Revenue and Customs practice as at the date of publication. It does not 

provide individual tailored investment advice and is for guidance only. Some rules may vary in different parts of the UK, 
please ask for details. We cannot assume legal liability for any errors or omissions it might contain. Levels and bases of, 

and reliefs from taxation are those currently applying or proposed and are subject to change; their value depends on the 
individual circumstances of the investor.

The value of investments can go down as well as up and you may not get back the full amount you invested. The past 
is not a guide to future performance and past performance may not necessarily be repeated. If you withdraw from an 

investment in the early years, you may not get back the full amount you invested.

News in brief (data compiled by The Financial Marketing Department except where otherwise stated)

Insurers must observe gender 
equality
From 21 December 2012, insurers must not take gender into 
account when setting premiums, which will increase costs for 
some people. A ruling by the European Court of Justice means 
premiums for new insurance policies or renewals of existing 
cover must be set without regard to gender.

The Directive has implications for insurers’ long-held principle 
of setting premiums according to level of risk. Statistically, 
women live longer than men, which has meant they have 
usually paid less for life insurance than men of similar age and 
health. 

However, not only life insurance premiums will be affected. 
Gender has historically influenced claims levels, and thus 
premiums, for other forms of insurance. In some cases, as with 
life insurance, men are a higher risk; in others, women make 
more claims, statistically.

Impact on annuity rates
Future retirement income levels may also be affected. 
Retirement annuity rates have been lower for women because, 
in general, they can expect to receive their annuity income 
for more years. From 21 December 2012, it will no longer be 
possible for an insurer to offer a man of, say, 70, a higher 
annuity rate than a woman of similar age and health.

Whilst men in general may thus see rates for new pension 
annuities reduce, some may qualify for an enhanced rate if they 
are affected by a health issue that makes their life expectancy 
shorter than the norm. This is well worth exploring with your 
adviser, who will know which providers offer such ‘impaired 
life’ annuities, for both male and female clients, and in what 
circumstances. 

(The Directive only covers insurance and pensions that 
are private, voluntary and separate from the employment 
relationship. If an annuity is purchased by the employer/trustees 
then it is exempt from this ruling, but if an Open Market Option 
is used and the contract is purchased by the individual, it will be 
bound by the ruling.)

Fortunately, for someone planning to take out protection 
insurance that is not subject to periodic renewal, early action 
can help to lock-in to current premium levels and avoid any 
adverse adjustment expected to stem from equalisation. Other 
cover renewable annually or at longer intervals may be affected 
upon first renewal after 20 December 2012.

Whilst no single insurer will be able to quote different premiums 
for male and female policyholders, the competitive nature 
of insurance means that even the gender ‘disadvantaged’ by 
equalisation may avoid an increase. A professional insurance 
intermediary is often able to find an alternative provider on 
favourable terms.

Gender equality for insurance purposes will soon make some 
policies more expensive, but the rises may be avoidable.
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July mortgage lending at £12.7bn was 8% higher than June, the 
Council of Mortgage Lenders said. It was 2% above July last year 
and a 2012 high. Although the August figure was down slightly 
at £12.6bn, CML thinks the NewBuy and Funding for Lending 
schemes could soon encourage more buyers.

Retail sales rose 0.3% in July to provide a fillip for business 
sentiment, figures from the Office for National Statistics showed. 
However, consumer interest in the Olympics took minds off 
shopping and 0.2% decline resulted in August. Some retail 
segments gained a boost from the Games but others lost out.

The official estimate of UK economic shrinkage in the second 
quarter of 2012 was later revised downwards. New figures released 
in late summer showed the economy contracted by 0.5%, better 
than the 0.7% previously indicated. Most leading forecasters suggest 
UK growth will be roughly flat for 2012, recovering next year.

A positive but precarious jobs outlook was reflected in the latest 
Chartered Institute of Personnel and Development Labour Market 
Outlook survey of employers by YouGov. The survey showed that 
one-third of employers were hanging on to surplus staff, for now, 
to provide adequate skilled resources if business improves soon.


