


Income protection

Many Britons have no insurance policy in
place to protect them in the event that
they become injured or suffer an illness
which places their income in jeopardy.
So what happens in these instances, will
you still receive a sufficient monthly
income to accommodate the most of your
outgoings, especially the essential ones?

An income protection insurance policy
would make the difference between
ensuring you could continue a normal life
whilst you recovered or up until you
retired, whichever came first. Completely
bespoke solutions are currently offered by
insurance companies who provide an
excellent range of solutions based on the
information you provide. Whether you are
looking to cover your income of up to
£20,000 or £30,000 which is the average
figure for income protection insurance
policies, or more, the possibilities to do so
are available depending on how much you
want to spend.

With any income protection insurance
policy, you need to be thorough and look

at all the different points of a particular
policy, as each one can and will offer
different levels of cover and benefits.

For example when arranging Income
Protection, you need to choose the type of
protection best for you and a very
important point to mention is the choice of
something called the ‘occupation class’ of
a insurance policy.

It is this factor that many insurers will
use to reach a decision on whether to pay
out your claim or not. Obviously validating
your claim is important, what would be the
point of taking out insurance in the first
place otherwise? Different insurers will
offer various ‘occupation class' definitions
depending on the types of insurance that
they offer.

The main choices are as follows:

Own Occupation Class — this type of
income protection insurance is often the
best as an individual can claim if he or she
cannot do their stated job or occupation
due to illness or injury or any other specific
reason. This means that if you are unable
to complete your normal duties such as a
physical job, you can receive a successful

payout and still consider a job that
involves working from home for example.

Any Occupation Class — this one is the
trickier option and one that can leave you
in a vulnerable position with insurance
providers. Any occupation’ relates to being
unable to work at any job whatsoever.
With "any occupation’ class insurance, you
would not be paid out if you were to do
anything that can be classed as working.

Suited Occupation Class — A plan using
the "suited occupation’ provides a lesser
degree of cover than a policy with the
‘own occupation” definition. Under this
definition the insurer may require you to
return to work in an occupation for which
you are suited. The insurer will determine
what is a suited occupation based on your
skills, training, qualifications and
experience.

Ensuring that you understand all the
policy details and the benefits you would
be entitled to receive in the event of
having to make a claim is important and
you should familiarise yourself with all the
various conditions of a particular insurance
policy before making your final decision.



Pensioners tax

A Government appointed body is
considering radical reforms to the
way pensioners are paying tax,
after thousands were hit with
shock bills in the past year.

The Office of Tax Simplification
(OTS) has been set up with the
specific purpose of making the UK
tax system easier, it is collecting
evidence on the chaos that has
engulfed pensioners since HM
Revenue & Customs began
aggressively chasing tax it had
previously failed to collect. Most
pensioners are innocent victims of
a complicated and intimidating tax
system.

Some pay too much as they do
not claim allowances and reliefs
which they are entitled to. Others
pay too little because they do not
understand tax forms and are then
presented with large bills.

Pension “Accountant”
problems
One of the major problems with
tax for pensioners is that many
spend their entire working life
having their tax organised and
deducted from their salary by thei
employer through the PAYE
system.

Many people check their tax bill
every month and then trust it is

right. Yet at age 65, pensioners are

expected suddenly to understand

complex tax forms as if qualified in
accountancy.

Pensioners who only ever had
one job, will suddenly have several
sources of income, such as the
state pension, one or more private
pensions, a part-time job and
savings income.

They also receive higher tax
allowances, but as they must claim
these some miss out. Some of the
pitfalls of pensioners’ tax are:

e Pensioners with incomes over
£24,000 lose their higher tax
allowance at the rate of £1 for
every £2 of income

e Many pensioners receive a
married couples tax allowance,
but this is even more complex
as it is only given at 10p in the
£1

¢ Some benefits such as the basic
state pension are taxable, but
others such as war widows
pension are not

e The state pension is taxable, but

aid untaxed

- .-

e Savings products that pay
income may be taxable at seven
different rates - 0, 10, 20,
32.5, 40, 42.5 or 50 per cent.

e Some investments, such as
building society accounts, can
be taxed at source, but
pensioners may be able to
reclaim some tax. Others, such
as some National Savings &
Investments products, are paid
without tax being deducted, but
pensioners must work out the
tax and pay it later

Pensioner Tax Allowances
e The personal allowance for
those aged 65 to 74 is £9,940
for this tax year (April 6, 2011,
to April 5, 2012).Personal
allowances for those aged 75
and over are £10,090.
¢ Once taxable income exceeds
£24,000 a year, these higher
personal allowances are
removed at the rate of £1 for
every £2 of income. Pensioners
aged 65 to 74 with an income
over £28,930 and those aged
over 75 with incomes of more
than £29,230 receive the basic
personal allowance of £7,475.
e Those who are certified blind
and on a local authority
register (or who live in
Scotland or Northern
Ireland and are unable
to perform work for
which eyesight is
', essential) are entitled to
"1/ an extra £1,980 on their
personal allowance. Non-
taxpayers can transfer
this allowance to

partner.

their spouse or civil

e The basic state pension is
taxable and should be shown
on your Coding Notice.
Someone on the single person’s
basic state pension of £102.15
a week will have their personal
allowance reduced by £5,312 to
account for this. This should
reduce the tax allowance of
someone aged 65 to 74 to
£4,628 and make their tax code
462P.

e Someone receiving the full
married couples’ pension of
£163.45 (which is paid only to
those whose wife or civil
partner does not have their own
state pension) would see their
personal allowance reduced by
£8,499. This should leave a
married 65 to 74-year-old a tax
allowance of about £1,441.

What is HMRC doing to help?
HMRC says it is trialling a new way
of handling phone calls. It says it
has streamlined its administration
of extra-statutory concession A19
claims. An A19 form covers the
situation when HMRC delays in
using information and this results /
in an underpayment of income tax
by an individual. _ r

It is also reviewing how tax
calculations are set out on its
notorious P800 forms, Whi(ﬁsk
for tax owed and an impro
version should be ready s00D.
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To discuss how you can get the
most out of your retirement
planning, please contact us for

further information



You can gift money to your chll'. I
to your heart’s content, but while
there’s no limit to how mug
can give there are tax imp

to consider.

Inheritance tax

The main concern for many parents
when gifting money is that their children
will face an inheritance tax bill should
the parents pass away.

Inheritance tax gives the Government
a piece of your estate before you pass it
on to your loved ones. It is also applied
to any monetary gifts you give in the
7 years preceding your death.

The first £325,000 of everything you
own is exempt from inheritance tax
(it is referred to as the nil rate band), but
any amount over this is taxed at 40 per
cent.

The exception being, if you are married
or in a civil partnership then you can pass
your full estate to your spouse in the event
of your death without paying any
inheritance tax.

By doing this you pass on your
£325,000 inheritance tax exemption, so
£650,000 of your combined estate would
remain free from inheritance tax on
second death.

The inheritance tax threshold was frozen
at £325,000 in 2010 and it will not
increase again until at least 2014.

Annual allowance

Everyone gets an annual gifting
allowance which allows you to gift a
certain amount of money to anyone you
choose each year without needing to pay
inheritance tax.

ou
tions

The annual allowance for the 2011/12
tax is £3,000, which means you can gift
up to £3,000 to anyone. This £3,000 is a
total sum regardless of how you choose
to split it between your chosen people.

Additionally, if you have not used last
year's allowance you can gift £6,000 this
year and still avoid inheritance tax
issues.

Special occasions

Parents can currently give their son or
daughter up to £5,000 as a wedding or
civil partnership gift, tax free. Lower
limits apply to grandparents and friends
who wish to make gifts on this special
occasion.

Small cash gifts are also exempt and
each year you can give up to £250 to as
many people as you like, providing it is
not part of your annual exemption
allowance.

Regular payments

Regular payments are excluded from
inheritance tax liability, as long as they
come from your income (not your
savings) and do not affect your lifestyle.
So you could pay your children a regular
monthly amount.

Selling your house

It is likely that any value in your home
will be the main asset that will put your
estate into the inheritance tax bracket.

However, selling your home and gifting
the money to your children, moving in
with your children or even pooling your
resources to purchase a new home
together could see them face an
inheritance bill later on, even beyond the
seven year exemption rule.

This is called ‘gifts with reservation of
benefit’, and works like this; if you give
your home to your children but continue
to live there, or move in with them, they
are no longer exempt as you will
continue to benefit from them.
Consequently the seven year exemption
does not apply and the gift will still be
liable for inheritance tax on your
passing. The exception is where you pay
a market rent for use of the property.

Income tax

Gifts are not eligible for income tax as
they are not classed as source of income
by HMRC. Therefore you do not need to
worry about your children’s income tax
liability when gifting money to your son
or daughter, providing they are over the
age of 18.
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Caring long term

The need for nursing care in old age is a real
worry as it can wipe out a lifetime’s savings
but experts hope that proposed reforms will
encourage more insurers to offer suitable
cover

With state help currently at a bare minimum
and nursing home costs running at an average
of £36,000 a year, many people are facing the
burden of these costs from savings or by using
their assets, like their home.

The Dilnot Commission report, recently
recommended capping the amount an
individual has to pay to meet adult care at
between £25,000 and £50,000, with £35,000
selected as the ideal figure.

Having a figure makes planning clearer,
experts say, without the uncertainty of having
to sell the family home. The Dilnot report is
saying that if you are requiring care you will
only need to fund the first £35,000, rather
than providing an open ended cheque which
could run into hundreds of thousands.

Once an individual has reached this £35,000
ceiling the state would then help out.
However, this ceiling does exclude “hotel
expenses” such as accommodation and food,
with annual contributions of between £7,000
and £10,000 deemed appropriate.

For those with few assets or wealth to meet
their personal contribution, it has also been
suggested that the upper threshold on assets
a person can keep to qualify for means-tested
state help should be raised from £23,250 to
£100,000.
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Presently, local authority support is based on
an individual’s income and savings, and if low
the state may help you to pay for your long-
term care costs, but because this assessment
includes property, savings, investments and
pensions, you could have to cover care costs
on your own.

If you have assets worth over £23,250 and
live in England you will have to pay for
everything.

The report states that while under the
present system if you had lifetime care costs
of £150,000, you could lose up to 90 per cent
of your accumulated wealth. With the
introduction of a £35,000 cap and extended
means test, you would spend no more than 30
per cent of your assets on care costs.

Having a visual cap has encouraged insurers
into the market, something that is really
needed. Current insurance premiums are
based on your health, age, sex and, of course,
the amount of income you want, which is
typically designed to cover part of your care
costs with the rest met by state benefits and
your income.

It is hoped that if these current insurance
policies could be adapted to cover a limited
sum, like the first £35,000 that individuals are
expected to pay without state help, they could
become more affordable. Those in the industry
believe that Dilnot is creating a climate which
makes it easier for financial products and
insurance to grow.
This target of £35,0
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