











Charlie Palmer

SUMMARY OF
THE QUARTER

he state of the pension’s world which has been a significant part of my living for so many

years is reflective of the wider worldwide economic turmoil. | feel a great sense of

doubt about so many of the pension arrangements that | sold in the early 1990’s. These

plans have simply not delivered what was expected and in many ways | feel let down by

a government that for |13 years reduced those pension plans for their own benefit and
to prop up the public sector.

For a start the concept was “tax free savings”. Well that went in 1997 when Gordon Brown taxed

the dividends of pension funds for the first time, raising billions for the Treasury. This as a general

rule will reduce returns on the money by about 1% per annum. It is not as if you can vote with your

feet. You have already paid for the pension fund on the promise that it was tax free and it no longer

is tax free and unless you are retired now, you cannot just walk away from it. You
re locked in to the tax.

Secondly the benefits were traditionally taken at what was
assumed to be a lower tax rate, when your income
has reduced. But many saved 40% tax with pension
contributions, only to see the benefit taxed at the
uch higher rate of 50%. The rates of return we
were forced to quote, by law, were estimated,
y Government actuaries via both regulatory
odies FIMBRA, LAUTRO to be 8.5% to
13% per annum. This included inflation of
course which was confidently expected
to be a steady 5%-7%. Not true. The
benefit was an annuity that in 1992
famously bought one client of mine
an index linked return of 18% per
nnum with Eagle Star. Now you
Wwould be lucky to get one third
that return. And if you were really
taken in by the Government
nthusiasm to persuade people
o save, you might now find your
pension fund is over-funded, and
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therefore subject to yet more tax — the lifetime allowance. At the same time enforced changes to
final salary pension schemes in the name of fairness — to widows and orphans and same sex partners
and to protect against Maxwell style abuses, an avalanche of legislation defeated the original purpose
of these schemes which was largely charitable. All these changes were made by Government and yet
have been blamed by them on the financial services industry, which is carrying a burden of cost from
Government regulators that is unsustainable in the long term.

In this time period almost all private final salary schemes have been wound up. There is not a financial
adviser in the land who has not been approached for advice from some employee or other on the
options presented to them from the previous final salary scheme. Firms like British Airways have
their own pension fund as their number one creditor, the fund in itself even larger than the companies
own balance sheet!

The private sector has recognised the challenges of depressed saving returns, longevity, low inflation,
low treasury bond yields and higher taxes on pension funds. As a result only a tiny minority continue
to have access to final salary pension schemes.

The public sector is facing nationwide strikes merely on the proposal to ask members to pay
marginally more into their gold plated pension funds.The prospect of having their schemes closed to
new members is to them laughable. And the prospect of actually closing these schemes down, in the
same way as the private sector has largely already achieved? — well that is unthinkable too. But as the
Daily Telegraph (September 23rd, 201 I) has revealed, those of us in the private sector save more into
their pension schemes than into our own. The public sector pension scheme deficit is a scandal and
the wages and rewards of public sector employees is now out of line with the rest of the economy.

There are civil servants now being paid £1m per annum. The head of the Financial Services Authority,
Hector Sants has a salary of £800k when all benefits are taken into account. These high paid
Regulators stay in hotels at Canary Wharf paying, a freedom of information request has recently
discovered, over £400 per night, all funded by customers of financial services companies and in many
cases these amounts are in excess of their own rules. As a measure of the damage done by the
Labour Government you can take the “Fat Cat” scandal of 1997 as a case. Desmond Pitcher was
the first chairman of United Utilities and was named as the first and original “fat cat”. He formed
United Utilities from the formerly State Owned British Gas. He had his house burned down after
being named by the Daily Mail. And a quick check on history will show that his “fat cat” salary was
£300k per annum.

The reason this is relevant to the current financial turmoil is that the markets are punishing
governments for not taking the punishment that the private sector is feeling. A short history of
private sector pension funds since the Thatcher reforms mirrors so much of what has happened
since.

charlie.palmer@financial.ltd.uk
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ONS!
here tends to be some reluctance for individuals to discuss Inheritance Tax and the
implications it could have on their estate. Passing on wealth in a tax-efficient manner is
an issue affecting increasing numbers of households across the country and people are
aware of this. Changes introduced in Chancellor Alistair Darling’s pre-Budget report in
October 2007 have made it possible for couples and civil partners to combine their

individual IHT allowances, so that it is easier for them to protect their families’ inheritance. IHT

is currently payable at 40 per cent on any amount over £325,000 — the nil rate band (tax year

2011/12). The nil rate band is the term used to describe the value an estate can have before it is

taxed (£650,000 for married couples). So if you have a combined estate worth £500,000, £175,000 is

taxed at 40 per cent, meaning the IHT bill would be £70,000. It is unlikely that we will see any changes
certainly for the time being particularly in these times of austerity.

Trusts are a well-established and useful tool in estate planning.A trust allows someone (the settlor)
to make a gift of assets, without completely losing control of those assets, by placing them with a
third-party (the trustees) to administer on behalf of the t
IHT planning is that it enables you to reduce the
pay IHT without making a valuable outright gift
you might be reluctant to do if the potentia -
recipients are quite young or might take
irresponsible approach to a substantial s!
of money, for example. '

The trust allows wealth to be passed
a tax-efficient manner under the cc
of the trustees whom you are ge
able to chose and can include the s¢
An old adage is that it puts mon
the hands of those who need at a t
when needed most. Trusts can
very simple or complicated and i
thoroughly recommend that yo
speak to a competent individual
for their help and advice.

There are different types of
trust. Some give the trustees
very little discretion, but
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can be useful when the aim is to establish the future use of assets. For example, a Will trust could
give a widow the right to certain income, with the capital passing to any children on her death. Other
trusts, known as discretionary trusts, allow the trustees to retain control of the assets under the
terms of the trust, which set out when and what the beneficiaries receive. They can also allow the
trustees to react to changes in the beneficiaries’ circumstances. Again, the settlor can be named as
a trustee.

Bare (Absolute) trusts - a bare trust you name the beneficiaries at the outset and these can’t be
changed. The assets, both income and capital, are immediately owned and can be taken by the
beneficiary at age 18 (16 in Scotland).

Interest in possession trusts - is one where the beneficiary of a trust has an immediate and automatic
right to the income from the trust after expenses. The trustee (the person running the trust) must
pass all of the income received, less any trustees’ expenses, to the beneficiary.The beneficiary who
receives income (the ‘income beneficiary’) often doesn’t have any rights over the capital held in such a
trust. The capital will normally pass to a different beneficiary or beneficiaries in the future. Depending
on the terms of the trust, the trustees might have the power to pay capital to a beneficiary even
though that beneficiary only has a right to receive income.

Discretionary trusts - here the trustees decide what happens to the income and capital throughout
the lifetime of the trust and how it is paid out. There is usually a wide range of beneficiaries but no
specific beneficiary has the right to income from the trust.
dick@financialprivateclients.ltd.uk

FRIDAY, LUCKY OR NOT?

n pagan times Friday was the luckiest day of the week because it was ruled by the planetVenus,
the symbol of love and fortune. In fact, Friday is named in honor of Freya, goddess of Love.
But for Christians, Friday has not been a good day. Adam and Eve are said to have eaten the
forbidden fruit on a Friday and died on a Friday. Jesus was crucified on a Friday.

For centuries sailors refused to set sail on a Friday. It is told that when the reluctance of seamen to
set sail on a Friday had reached such proportions that it interfered with naval operations, the British
Admiralty decided to prove once and for all that it is a fallacy. They laid the keel of a new vessel on
a Friday, named her H.M.S. Friday, and launched her on a Friday. On her first voyage, setting sail on a
Friday, she was commanded by Captain James Friday. She left the harbor and nothing has since been
heard of her or her crew.The identical story has also found its place in American lore. But — fear
not — it is a myth.

The fear of traveling on a Friday continued until the early 20th century where in Europe bus and
train travel was lowest on a Friday. But before you say “Thank Goodness, it’s Friday!” consider that,
FBI statistics show, most robberies take place on a Friday.
dick@financialprivateclients.ltd.uk
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Dick Raby

na glorlous
summer’s
Sunday in

July | went to ¥

the Shelsley
Walsh “Speed Hill Climb”. | have never before
been to this type of event but | was most taken

with the whole proceeding and will certainly go P

again. Shelsley was founded by and has always
been run by the MAC.The Midland Automobile
Club is arguably the oldest motor club in the

world, certainly the oldest still using its original |

name although there are a few close rivals. The
track is 1000 yards, rising by 328 feet and has

a maximum gradient of 1.6.24.Whilst the track [}

is open to all types of vehicles | went on the
Vintage Sports Car Club Day.

Aside from the climb which was quite a
spectacle particularly when considering the age
of some of the cars, the paddock was also quite
an eye opener. All manner of old vihicles were

present, some in bits but all were there to make |

the climb.You could talk to the competitors and
look over their pride and joys, their enthusiasm
for their hobby and interest palpable.VWhen you
consider the ages some of the cars, tl was most
impressed.

ie.

e 1930 Morgan Super Aero 1096cc 45.40 secs (1999)

e 1928 Lea Francis 1496Scc 42.78 secs (2007

e 1908 Panhard-Levassor Gl 1283 1cc 48.13 secs (2006)
e 1939 Talbot-Lago T120C 2996cc 41.12 secs (2003)

SPEED HILL CLIMB

Fun Facts...

TIPSY.

was considered good camouflage.

President George Washington owned foxhounds named DRUNKARD, TIPLER and

The colour KHAKI was first used during the AFGHANWAR in 1880 because the colour
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Ken Baksh

Fourth
INVESTMENT

Global Backdrop
t the time of writing,
world economic growth is
slowing but still developing
at a healthy 4%, albeit
with considerable regional
variations. Macro concerns e.g. European
sovereign debt, US Congress impasse, as
well as corporate concerns in the shape
of the forthcoming ‘results season’ could
have a crucial bearing on near term market
developments. We do however, over
the long term, see considerable value in
selected equity investments on a total
return basis.

In much of the developed world, economic growth
estimates have been reduced over the last quarter. In
America, for example, relatively strong manufacturing
growth has been more than offset by a weak consumer
and still stagnant housing market. Congress “bickering”
over the Federal deficit,ahead of a crucial election year,
has also added to the uncertain mood. Continental
Europe has experienced slowing in both the “northern
power houses” of Germany, France etc as well as
the various debt-ridden southern peripherals, where
deficit reduction measures (actual or rumoured) are
taking effect. Within the UK, the analysts are waiting
to see if the third quarter has brought any cheer after
essentially a flat year. Global uncertainty, job insecurity
and price rises, continue to act as strong headwinds.
However, on the positive side, the stage is set for a long
period of low interest rates and much of Asia and the
emerging world is still growing at approximately 6%.

Commodities have retreated somewhat from the
heady levels of summer, which might bode well the
diminution of certain inflationary effects in months
ahead. Oil and various industrial commodities have
responded to weaker demand data and even the gold
price, moving more as a safe haven, has dropped over
20% from recent high levels.

UK Economy
After a flat first half of 2011, the jury is still out as
to whether there was much economic growth within
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the UK during the third quarter.
Figures for July and much of
August showed, for instance,
little progress in the area of consumer spending and
confidence, although September seemed to have shown
a slight uptick according to first indications. Within
the housing market, both the Halifax and Home track
indices showed a monthly and annual decline during
August. Industrial production remains patchy by region
and product,and at the time of writing, the restructuring
at BAE systems, is an unwelcome development within
one of UK PIc’s traditionally stronger sectors. Overall
growth estimates have been reduced to near |.0% for
the full year.Inflation is expected to remain between 4%
and 5% throughout much of this year, but could drop
quite sharply early in 2012, partly for the basis effect
and partly as a result of recent weakness in a variety
of commodity prices. Analysis by the OBR shows
that the budget deficit in 2010-2011 was £40 billion
lower than was expected two years earlier-largely on
the tax rather than spending side. This has led some
observers to suggest room for some infrastructure
spending or temporary tax cuts. Although the UK
situation is far from buoyant, there are some grounds
for relative optimism (certainly compared with much
of Europe),and there could be possible room for some
simulative adjustments ,without derailing the longer
term debt reduction.

UK Fixed Interest

We see few attractions in the conventional gilt market
and expect the recent strength, largely for global “safe
haven” reasons, to fade. The current ten year yield is
just 2.42%

Conventional corporate bonds have performed
relatively well in the fixed interest space so far in 201 |
rising by 3.02%, year to date (i-share corporate bond,
total return) but there are still examples where “the
company has been mispriced”, i.e. market attaching
a much higher probability of default than we believe
warranted. For example, the £ Corporate Bond ETF
(a basket of bonds) currently, yielding of 5.33% might
be expected to outperform conventional gilts
on a total return basis but investors should
prepare for more capital price volatility,
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especially in the longer maturities.

Conventional government index linked stocks
do not look particularly attractive at current
real yields of 0.18% and with the prospect of
inflation pressures easing as we enter 2012.

UK Equities

Looking at the main UK equity drivers, factors are in
place for a rise overall in the UK equity market and we
currently forecast a year-end FTSE value in the range of
5800-6000, a little lower than our end of June forecast.
Themes and sectoral mix will continue to be crucial as
they have over the most recent quarter. Between June and
September, defensive sectors such as utilities, telcos and
pharmaceuticals have substantially outperformed banks
and natural resource companies.At the global level it must
be remembered that a high % of FTSE earnings derive
from international sources (e.g. mining sector), while at
domestic level, the unbalanced GDP growth breakdown
could have large effects on sector and stock selection.

Short-term interest rates are set to remain low,
well into 2012.This rate scenario will simultaneously help
household and corporate balance sheets, help company
profit and loss statements, allow a somewhat higher equity
valuation (though long term interest rates will
rise) and encourage a search for yield, which many equity
vehicles currently provide (with varying degrees of risk).

The other key equity drive; corporate profits
growth, will be analysed carefully over coming weeks
as the third quarter reporting season unfolds. Both the
actual numbers and the accompanying statements will be
scrutinised. In recent weeks for example, shocks in the
high street, government sector and certain financial areas
have led to sharp price declines.

DISCLAIMER

On a valuation basis, UK equities (MSCI-UK index) stand
on approximately a PE of 9.5 for2011 (MSCI, Morgan
Stanley, IBES) and dividend yield of 4.0% rising to 4.5%,
both of these rest towards the lower half of a 20 year
range.The price book ratio has dropped to the 1.5 to 1.7
range while price/sales ratio is below 1.0 (well noted by
some corporate raiders). These ratios are not particularly
expensive either in absolute terms or relative to cash,
overseas markets or gilts.

On balance, considering the earnings growth
and interest rate picture described above
we believe that the UK equity market is
fair value on domestic considerations on
a medium term view. However, stock and
sector selection will become increasingly
critical, as domestic interest rates increase
and earnings momentum fades. It is also
important not to underestimate the effect of
income in total return calculations, as many
so called defensive stocks with high current
yields are actually increasing dividends and
many cyclical sectors are resuming payments
e.g. banks and mining and BP. Income based
investment trusts look especially interesting
at this time.

UK Property

Property has a place in a well diversified long-term
portfolio for its different return/risk and correlation
characteristics. Anecdotal evidence for quoted companies
reporting in spring 2011 would suggest that London, by
location, and offices, by type are outperforming national
averages. Rental demand in London and the Southeast
is relatively strong with overseas buyers quite active in
market.

Past performance is not a guide to future returns;

The realisable value of fixed interest securities may fluctuatehduring t zir lifetime as the market reacts to economic news, interest rate

changes, and etc;

Income generated within a portfolio may fluctuate and could dimiﬁish in real value over time due to the effect of inflation. This could resulg

in the income becoming inadequate to meet long term investment objectives;

Generally, equity prices will vary and dividend payments will also fluctuate in line with the fluctuating trading performance of the issuing

company;
Currency movements can impact positively on investments but theyaanyalso have a negative impact and profits can be eroded by a fall in|
the value of a particular currency;

Investing in “emerging” or “developing” markets or specialist sectors has the gotential for higher returns but is also likely to be more
volatile and higher risk. This is largely due to the fact that these markets an
economic change;

The tax laws currently in place may change in the future which could affect the value of investments;
The value of investments can go down as well as up, and as a consequence, upon withdrawal or transfer, the investor may not realise the
sum originally invested. Income from investments may fluctuate as part of the capital invested may be used to pay that income.

sectors can be more vulnerable to cultural, political of
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FINANCIAL

PRIVATE CLIENTS

INCOME TAX

INCOME TAX 11-12 10-11
Starting rate of 10% on savings income up to* £2,560 £2,440
Basic rate of 20% on income up to £35,000 £37,400
Higher rate of 40% on income £35,001- £37,401-
£150,000 £150,000
Additional rate of 50% on income over £150,000 £150,000
Dividends for: Basic rate taxpayers 10% 10%
Higher rate taxpayers 32.5% 32.5%
Additional rate taxpayers 42.5% 42.5%
Trusts: Standard rate band generally £1,000 £1,000
Rate applicable to trusts: dividends 42.5% 42.5%
other income 50% 50%
Pre-owned assets tax minimum taxable as income £5,000 £5,000
* Not available if taxable non-savings income exceeds starting rate band.

Main Personal Allowances and Reliefs

Personal (basic) £7,475 £6,475
Personal allowance reduced by 50% of income over £100,000 £100,000
Personal (65-74) £9,940 £9,490
Personal (75 & over) £10,090 £9,640
Married couples/civil partners (minimum) at 0% £2,800 £2,670
Married couples/civil partners (75 and over) at 10%t £7,295 £6,965
Age-related reliefs reduced by 50% of income over £24,000 £22,900
Blind person’s allowance £1,980 £1,890
Rent-a-room tax-free income £4,250 £4,250
Venture capital trust (VCT) £200,000 max. 30% 30%
Enterprise investment scheme (EIS) £500,000 max. 30% 20%

EIS eligible for capital gains tax deferral relief No limit No limit

1Where at least one spouse/civil partner was born before 6 April 1935

Non-domicile Remittance Basis Charge
For adult non-UK domiciliary after UK residence in

at least 7 of the previous 9 tax years £30,000 £30,000
INDIVIDUAL SAVINGS ACCOUNTS (ISAs)

Maximum Investment Components 11-12 10-11
Cash £5,340 £5,100
Stocks & shares (balance to) £10,680 £10,200

To talk to us about any of the issues raised in this quarterly newsletter or any other
financial enquires you may have please contact FPC.

Phone 01386 576553 — P O Box 59 CHIPPING CAMPDEN Gloucestershire
GL55 9AF
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