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The information contained within this newsletter
is for information purposes only and does not
constitute investment advice. It is not an offer to
purchase or sell any particular asset and it does
not contain all of the information which an investor
may require in order to make an investment
decision. Although endeavours have been made
to provide accurate and timely information, there
can be no guarantee that such information is
accurate as of the date it is received or that it will
continue to be accurate in the future.

T

he UK has experienced a lot of changes in recent months.
COVID-19 restrictions have been largely lifted, a supply shortage
has hit our shores, energy prices have surged, the “triple lock”
has been suspended and tax rises have been announced. In
this edition of Invested Interests, we take a closer look at these
developments - as well as other important issues - to show how
they could affect your financial plan, and what can be done.
We lead with our first article on the State Pension, why the “triple lock” system
has been suspended and how this could impact people in retirement. We
then turn to the Government’s other big announcement in our second article:
the coming tax rise for National Insurance and dividends. Article three then
examines the Government’s new Social Care Cap more closely, to explore how
this might affect your wealth and finances - particularly in later life.
Article four then dives into the “Buy-to-Let vs. Stocks” debate, and offers some
ideas on how to feature these in a portfolio. We then look at property investing
in article five by focusing on the Lifetime ISA, its benefits and drawbacks and
how to get the most from your allowance each tax year. Finally, we explore the
difficult question of whether parents should leave an equal inheritance to their
children.
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TRIPLE
LOCK
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STATE PENSION?
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The triple lock on State Pensions is regarded as the gold standard in
inflationary protection. So when it was announced that it would be
suspended, many pensioners are understandably concerned about
what this would mean for their retirement income. In this guide, we
look at how the triple lock works, why it is changing, and what this
could mean for your retirement.
What is the Triple Lock?

How Will the Suspension Work?

The State Pension triple lock was introduced in 2010.
This means that each year, State Pensions in Payment
will increase by the higher of:

The suspension will apply during the 2022-2023
financial year only.

• The Consumer Prices Index (CPI), which measures
the general cost of living,
• The increase in average earnings,
• 2.5%.
The measures were controversial, as they offered a level
of index-linking rarely available, even among the most
generous of final salary pensions.
There was no doubt a political element to the move,
as retired people are the group most likely to vote. As
recently as 2019, the government promised that the
triple-lock would be maintained.
The triple lock continued, even through periods of
benefit cuts and public sector pay freezes, despite many
State pensioners having other sources of income.

Why is it Changing?
The last 18 months have shown us that the economy
can be unpredictable. No one was expecting a global
pandemic. The impact on businesses, financial markets,
and consumer behaviour has been extreme, with little
sign of anything returning to full pre-Covid normality.
The suspension of the triple lock has been announced
not only to reduce the pressure on public funds.
The main issue is that since the worst point in the
pandemic, earnings have increased by 8%. A State
Pension increase at this level could be considered
unfair, particularly given the financial challenges that
many working-aged people have faced.
This is clearly an anomaly, and not representative of a
typical year when earnings could be expected to rise
at a fairly modest rate. However, it demonstrates one
of the flaws in the triple lock, as it does not account
for economic fluctuations. The State Pension benefits
from any upside that might occur, without having first
suffered the downside.

The State Pension will still rise by the higher of inflation
and 2.5%. As inflation is currently forecast at around
4%, this is still a reasonable increase. Even during the
suspension, the State Pension is still expected to keep
up with the cost of living.
The slight alteration is that average earnings will be out
of the equation for one year only. This is intended to
give wage levels some time to return to normality.

Will Your State Pension Keep Up with
Inflation?
Of course, having set a precedent, it is always possible
there will be further changes to the levels at which State
Pensions increase. Some possibilities are:
• The triple lock could be suspended again if any of
the measures deviate significantly from expected
levels.
• A cap could be introduced on the increase, for
example, 5%. This would allow the government
to maintain the triple lock, while making some
provision for extreme circumstances.
• The triple lock could be downgraded to a double
lock, with earnings being excluded from the
calculation altogether. Inflation tends to rise along
with wages, so pensioners would still have protection
against the increasing cost of living.
• Means testing could be introduced so that only
those on the lowest income receive the highest level
of increase. Of course, this would be complex to
administer and is likely to alienate voters.
In any case, it is highly unlikely that inflation protection
will be removed altogether. Any major changes to the
State Pension are usually announced years in advance,
so if this does change, the current generation of retirees
are unlikely to be the ones affected.
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Tips to Maximise Your Pension in Retirement
The State Pension is just one component of a sound retirement plan. While
it might cover your basic bills and expenses, it’s unlikely to fund your desired
lifestyle.
Here are our tips for making the most of your retirement:
• Check that your State Pension
record is up to date. Normally
this will be covered by National
Insurance contributions or credits.
But there are many reasons why
your record may not be complete.
In this event, you can usually
make voluntary contributions
going back up to six tax years.
You can find out more, and check
your record, at Check your State
Pension forecast - GOV.UK (www.
gov.uk)

• Invest your pension fund across
a wide range of assets, and don’t
be afraid to take a degree of risk.
Equity investing can be expected
to increase your returns over the
longer term, and is the asset class
most likely to beat inflation.

• Contribute to a private pension.
This is one of the most taxefficient investments available,
and will ensure that you have a
fund set aside to top up your State
Pension.

• This is even more important if
your workplace offers a defined
benefits scheme. This provides a
guaranteed income for life, based
on your earnings and years of
service. Inflation-linking is usually
included.
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The National
Insurance
and Dividend
Tax Hike:
WHAT IT
MEANS
FOR YOU

• Join your employer’s pension
scheme if you can. Not only will
you receive tax relief on your own
contributions, but your employer
will usually match these (up to
certain limits).

We cannot predict movements in the economy, or rely on government
policy always going our way. The earlier you take control of your
retirement plan, the less impact these changes will have on your future
lifestyle.
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Please don’t hesitate to contact a member of the team
to find out more about retirement planning.

E

arlier this month, it was announced that
National Insurance contributions and
dividend tax would increase to pay for the
spiralling costs of health and social care.
This has been a controversial move, as
the government promised, as recently as
2019, not to increase taxes.

But we live in a very different world to
pre-Covid times. While the pandemic is not responsible

for every failing in health and social care, it has pushed
already struggling services to their limits. It has also
drawn attention to the extent of underfunding in the
NHS and care homes.
Clearly, money needs to be found from somewhere,
and an increase in tax rates was deemed to be the best
option. It has been suggested that the move could raise
around £12 billion per year to help fund health and
social care .

7
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National Insurance
Currently, you pay National
Insurance on your earnings if you
are employed or self-employed,
and under State Pension age. The
rates are:
• 12% for employees on earnings
of between £9,569 and £50,270
per year.
• 9% for self-employed people on
the same band of earnings.
• 2% on earnings over £50,270.
Employers also pay National
Insurance, at a rate of 13.8% on
behalf of their staff.
While National Insurance is
separate from income tax, it is still
a form of taxation.
National Insurance mainly pays for
State Benefits. You need to accrue
National Insurance contributions
to qualify for the State Pension,
statutory sick pay, maternity pay, or
certain unemployment benefits.

Dividends
Dividends are a form of
withdrawing profits from a
company. You may receive
dividends from your own business
or from an investment portfolio
which includes shares.
Currently, dividend tax applies as
follows:
• 0% on the first £2,000 of
dividends received in each tax
year.
• 7.5% on dividends falling within
the basic rate income tax band.
• 32.5% on dividends subject to
higher rate tax.
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• ·38.1% on dividends above the
additional rate tax band.

Dividends are not subject to
National Insurance for the
company or the recipient. This
can make dividends an attractive
alternative to salary when deciding
how to draw your income.

What is Changing?
From April 2022, dividends and
both forms of National Insurance
(employee and employer) will
increase by 1.25%.
From April 2023, a new Health and
Social Care Levy will apply. This will
still be 1.25%, but it will be carved
out as a separate item. Unlike
National Insurance, it will also be
paid by anyone still working who is
over State Pension age.
The increase will not affect anyone
whose earnings are made up
entirely of pension income or
property rental.

How Much Additional
Tax Will You Pay?
The extra tax will depend on
how much you earn and how
your income is made up. Some
examples are shown below:
• Mike earns £15,000 per year as
an employee. He will pay an
extra £68 per year, as will his
employer.
• Caroline earns a salary of
£30,000. She, and her employer,
will each pay an extra £255 per
year.
• Tom receives dividend income
of £1,500 from a share portfolio,
£6,000 from his small business,
and £15,000 per year in property
rental, taking his total income to
£22,500. He won’t pay any extra
tax.
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• Alex is a company director, and
draws dividends of £75,000 per
year. The change will cost Alex
£913 per year.
• Jessica is 67, employed,
and earns £20,000 per year.
Currently she does not pay
National Insurance, so will
be unaffected when this is
increased in 2022. But in 2023,
when the new Health and Social
Care Levy is applied, she will pay
an extra £130 per year assuming
she continues to work.

Some Options to Reduce
Your Tax Bill
It’s unlikely that the new tax can be
avoided entirely, and the concept
of improving health and social
care (providing this is carried out
effectively, which is a whole other
question) is one that few of us
could argue with.
However, there are several ways
in which you can improve your tax
position:
• Make pension contributions.
You will receive tax relief on your
contributions and the fund will
grow free of most taxes. You can
take a 25% tax-free lump sum
on retirement, and your pension
income, while taxable, will
not be affected by the current
proposals.
• If you are employed or run
your own business, the
company can make pension
contributions for you, either as
an employer contribution or
deducted from your salary. As
well as offering tax advantages,
these contributions can also
reduce National Insurance
Contributions for you and the
company.

• Contribute to your ISA, as any
dividends produced are free
of tax. You can even transfer
in existing funds and shares,
providing this is within ISA
contribution limits (£20,000 per
year). Remember, transferring
in assets you already own is a
disposal for Capital Gains Tax
purposes, and could incur tax,
as well as stamp duty.
• If you are retired, think about
how you draw your income.
Drawing on cash first, and
preserving your pension for as
long as possible can be taxefficient and allow your funds to
increase in value.
• If you are reliant on your
investments to produce an
income, avoid seeking funds
with the sole objective of
producing a dividend yield.
This can limit the options,
and reduce the ‘total return’
achieved. It could be more
efficient to take carefully
planned capital withdrawals, or
to invest in a bond.
Tax is a fact of life. We must
accept that the rules will change
frequently, and sometimes mainly
for political reasons. The best way
of dealing with this is to ensure
that your own affairs are arranged
as efficiently as possible.

Please do not hesitate
to contact a member
of the team to find
out more about tax
planning.

9

AUTUMN 2021 ISSUE

AUTUMN 2021 ISSUE

accident, or disability. This means that
the costs will be covered in full by the
NHS. The decision to offer Continuing
Healthcare is complex, and is made on a
case by case basis. You can find out more
here.

You can’t simply give assets away (or
invest in bonds) to avoid care home
costs. This is considered to be ‘deliberate
deprivation,’ and will result in the
amounts given away being added back
into the means testing calculation.

If you don’t qualify for the full Continuing
Healthcare package, the NHS may still
pay a contribution towards the cost of
your care, based solely on need rather
than any financial factors.

Of course, sensible planning, such as
making gifts or setting up trusts to reduce
Inheritance Tax, are not considered to
be deliberate deprivation. It’s important
to obtain advice if you are considering
gifting large sums.

The weekly rates are a maximum of:
• £187.60 for England
• £179.97 for Wales
• £100 for Northern Ireland
In Scotland, the system is different, and
means that you may be eligible for up to
£280.60 per week towards your care costs,
paid by the local authority. £193.50 of this
is designated to provide ‘personal care’
rather than medically necessary nursing
care.

How Does Means Testing
Work?
Your income and assets will be taken
into account when deciding how much
you need to contribute towards your
care costs, after taking into account any
contributions from the NHS or local
authority.

THE NEW
SOCIAL CARE CAP
A SHORT GUIDE
10

The headline costs of long-term care can be eye-watering. Proposals to set a cap on these
costs have been floating around for some time. This has now been formalised, and will
come into force from October 2023. This places a lifetime limit of £86,000 on nursing
care costs for all individuals in the UK. The measures will be paid for by the planned
increase to dividend tax and National Insurance contributions. But are the plans as
generous as they seem, and will you be any better off under the new regime?

What Are the Costs of Long
Term Care?
The cost of care can vary, and will depend
not only on your level of need, but also,
where you are in the UK. Broadly, a place
in a care home costs around £600 per
week, while a bed in a nursing home can
be expected to cost over £800 per week
. Historically, care fees have increased
ahead of inflation.
If you require care at home, the costs can
vary more widely, particularly if family
members can help out for part of the
time. This can range from a support
worker visiting for a few hours a day, to
round the clock care involving a dedicated
team of people.

What Support is Available?
Some of the costs may be covered by the
NHS or local authority, depending on
your level of need.
Continuing Healthcare could be available
if care is required because of an illness,

How Will the New Social Care
Cap be Applied?
The new social care cap applies a lifetime
limit of £86,000 on nursing costs.
Means testing will continue to apply,
although the thresholds will increase as
follows:
• No contribution required if assets are
valued at under £20,000.
• Full fees payable if assets are valued at
over £100,000.
• A partial contribution will be payable
based on assets valued between these
thresholds.
The cap will only apply to nursing
costs required for a medical need.
Accommodation costs, such as food,
housekeeping, and bills, need to be paid
for separately, and are uncapped.

If you receive an income, for example
from a pension or some types of
investment, you will need to contribute
towards the cost of your care. If your
income doesn’t cover the cost in full, you
will need to contribute all of it, with the
exception of a small allowance to cover
personal expenses. This is currently £24.90
per week.

Care at home is counted towards the cap,
but many people requiring these services
have less complex needs. It could take
many years for the cap to be reached.

Some types of disability benefits are
excluded from means testing.

Additionally, any costs already paid before
October 2023 will not count towards
the lifetime limit. This means that the
majority of people already receiving care
will not derive any benefit.

In terms of assets, these are treated as
follows:
• If you have assets of under £14,250, the
cost will be covered in full.
• If you have assets of over £23,250, you
will need to pay the full fees.
• If your assets are between these two
thresholds, you must pay a tapering
contribution based on the value.
Your home is included in the means test
(and may need to be sold), unless you, or
your spouse, continue to live there. Other
exemptions are available if a relative or
child who is disabled, over 60, or under 18
will continue to live in the property.
Certain types of investment bond are
excluded from the means test as they
include an element of life assurance.

The sad reality is that the majority of
residents who require nursing care are
unlikely to live long enough to benefit
from the cap.

The new social care cap might make a
splashy headline and appeal to some
voters, but in reality, it’s unlikely to make a
real difference to the majority of families.
However, the increase in means testing
thresholds is likely to make more of an
impact, allowing people to keep, or pass
on, more of their money.

If you are worried about care costs,
either for yourself, or a relative, a
financial adviser qualified in this
area can help you make sense of
the options. You can also find out
more at Age UK.
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Taxation

BUY-TO-LET vs
STOCKS AND SHARES
Despite the Covid crisis, the property market has been booming in recent
months. This has partly been fuelled by the stamp duty holiday, which is now
being phased out. It has also been influenced by people re-evaluating their
post-pandemic lifestyle, and seeking out property that better fits their needs.
Buy-to-let has always been a popular investment choice, but is it still
worthwhile, and how does it compare to stocks and shares?

In recent years, tax measures have been
introduced that could only be intended
to discourage buy-to-let investing. For
example:
• If you buy a property in addition to
your main residence, you will pay
an extra 3% in stamp duty (or 4%,
based on the equivalent regimes
in Wales and Scotland). This is in
addition to the normal rates.
• You can no longer offset your higher
rate tax liability against mortgage
interest. Relief on interest is limited
to basic rate only.
• If you sell a rental property, you will
pay a higher rate of capital gains
tax than you would for other types
of investment. Basic rate taxpayers
will pay 18% on gains realised, while
higher rate taxpayers face a bill of
up to 28%.
On the other hand, stocks and shares
are subject to the following tax
treatment:
• Stamp duty of up to 0.5% in
total, depending on the type of
investments you buy.
• Dividend income is taxed at lower
rates than other investment income,
as the companies have already paid
corporation tax. You can receive
£2,000 in dividends before paying
any tax on this income.
• Capital gains tax is charged at a rate
of 10% for basic rate taxpayers and
20% for higher rate taxpayers. You
can also sell your investment over
a period of years, or transfer part
of it to a spouse, to reduce, or even
eliminate any tax liability.
• Additionally, you can wrap your
investments in a Stocks and Shares
ISA, which means that you won’t pay
any tax on income or gains.
Ultimately, buy-to-let investors will
normally pay significantly more tax
than those holding other types of
investments. Point one for stocks and
shares.

Borrowing
12

Property is one of the few investments
that you can (and in fact are encouraged
to) borrow to allow you to purchase.
Most rental properties are bought
with interest-only mortgages, which
means that the rental income covers the
interest, and you only need to repay the
capital at the end of the term.
As your property grows in value, your
mortgage will either remain the same

or reduce if you make overpayments.
When the property is eventually sold,
you benefit from the increased equity.
In a rising market, this can increase the
returns on your net capital investment.
But borrowing also incurs risk, and if the
property falls in value, you could find
that you owe more than the property is
worth.

Capital Growth
According to Nationwide’s House
Price Index Calculator, if you bought a
property five years ago for £200,000,
it would be worth £237,672 today. This
represents growth of 18.84% on your
investment. The figure is based on the
UK average, bearing in mind that some
areas have benefited more than others
from price increases.
To compare, the Mixed Investment 40%
- 85% Shares benchmark is made up of
over 4,000 mixed investment funds, and
could be considered a proxy for a typical
‘balanced’ investment portfolio. This
sector has returned 40% over 5 years
based on capital growth alone (without
re-investing dividends).
Out of the full range of funds in this
sector with a 5 year history, only 5 have
not beaten the average UK house price
index over this period .
Generally, a balanced portfolio will
produce a higher level of capital growth
than property over the longer term.
The ‘right’ property could outperform
the ‘wrong’ fund, but the odds are not
stacked in favour of this.

Income Yield
Of course, one of the main attractions
of property investment is that it
produces an income yield in addition to
the capital growth.
According to the Office of National
Statistics, the average purchase price
for a flat or maisonette in the UK was
around £225,000 in March 2020. The
median monthly rent during this time
was £725, which equates to a potential
rental yield of 3.86%.
This takes the ‘total return’ close to what
you could expect from a stocks and
shares portfolio.
But remember, you also need to cover
costs from the rental income, including
mortgage payments, insurance, and
maintenance. Any empty periods could
significantly reduce the income.
Finally, a stocks and shares investment
makes it easier to re-invest your
income. Dividends can be used to buy

more shares. ‘Accumulation’ funds do
this behind the scenes so you don’t
even have to think about it. On the
other hand, it could take many years
of receiving rental income to save a
deposit for your next property.

Liquidity
The main risk of a property investment
is liquidity. Even in a strong market, it
can take several months to complete
a property sale, which is difficult if you
need to access the money quickly.
The worst case scenario is needing to
sell in a depressed market. Not only
will this take time, but you may need to
accept a reduced price. One of the risks
of buying in a buoyant market is that
you never know when it has reached its
peak.

Risk and Volatility
As an asset class, property tends to
be more stable than equities. Share
prices can swing over the course of a
day, which can make some investors
nervous. The value of your property only
matters if you are trying to sell it.
Property can be a useful diversifier to
equities, as the prices don’t always move
in the same direction.
But when you consider any investment,
you should be prepared to hold it
for the long-term. This means that
you don’t need to worry about daily
fluctuations, as when you invest for long
enough, these tend to be smoothed
out.
As well as the facts and figures
surrounding the different investment
types, remember, a rental property
is effectively a business that you will
need to manage. This means dealing
with administration, tenants, and
tradespeople. This suits some people
more than others.
If you are considering a buy-to-let
investment,
• Research the property and the area
carefully.
• Seek proper advice.
• Make sure you have sufficient cash
set aside to cover emergencies.
• Invest in other assets so that you
have diversification.
• Avoid relying on property as your
only source of income.
Please do not hesitate to contact a
member of the team to find out more
about your investment options.
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Who Can Contribute to a Lifetime ISA?
LISAs are open to UK residents and crown servants
posted abroad.
You can set up a LISA at any time between the ages of
18 and 40.
Once the LISA is set up, you can contribute until age 50.
The government will continue to top up your savings
with a bonus until then.
After age 50, you can’t make any further payments into
the LISA, and you can’t withdraw the funds without
penalty for a further 10 years.

How Much Can You Pay in?
You can contribute up to £4,000 per year to your LISA.
The government will add a 25% bonus to your
contributions, up to a maximum of £1,000. This means
that your LISA can benefit from contributions of up to
£5,000 per year.
Your LISA contributions form part of your overall ISA
allowance, which is currently £20,000 per year in total.

Early Withdrawal
If you withdraw your savings, other than for one of the
intended purposes, a 25% withdrawal penalty will apply.

Getting the Best
FROM A LIFETIME ISA

T

wo of the most important financial goals
are getting onto the property ladder
and securing a comfortable retirement.
Sometimes these goals are in conflict with
each other, as the more you save towards
a deposit, the less you have available
to top up your pension. Additionally,
some investments are more tax-efficient
than others and different types of assets carry varying
degrees of risk. The right investment strategy can be
tailored towards your goals, but this relies on your goals
being clear.
The Lifetime ISA (LISA) was introduced in 2017 to bridge
the gap between saving for a property and funding
your retirement. So how can a LISA fit into your financial
plan?

14

What is a Lifetime ISA?
The LISA is effectively a hybrid of a pension and an ISA.
You can invest your LISA contributions in cash or
stocks and shares, or even a mixture of both. Cash is
best suited to a short timeframe, as it won’t fluctuate,
and there is virtually no risk of losing your money.
Stocks and shares are better placed for longer term

investments. While this incurs more risk, the capital is
more likely to grow and keep up with inflation.
Your LISA savings can be used to buy your first home,
subject to the following conditions:
• The property must cost £450,000 or less.
• The purchase needs to take place at least 12 months
after you start contributing to the LISA.
• The LISA can fund your deposit, but you must also
take out a mortgage in addition.
If you use the LISA to contribute towards the cost of a
home, the LISA provider will pay the money directly to
your solicitor or conveyancer, so you don’t actually see
the cash.
If you don’t use the LISA to buy a property, you can also
use the funds to provide a retirement income. After age
60, you can withdraw the funds without tax or penalty.
You can transfer your LISA to a standard ISA if you
wish, but if you are under 60, this is considered an
unauthorised withdrawal and penalties will apply.
Apart from the circumstances outlined above, the only
way you can withdraw your savings without penalty is if
you are terminally ill with less than 12 months to live.

While this is intended to reclaim the government
bonus, you will actually be penalised in terms of your
own savings as well.
For example, if you contribute £4,000, this will be
topped up by £1,000 and you will have £5,000 in your
account.
If you then opt for early withdrawal, the penalty will be
25% of £5,000, or £1,250. This means that you have lost
not only the government bonus, but £250 of your own
money as well.
If your investment has grown in value, the penalty
will also apply to the growth and not just the original
contribution amount.
You should think carefully before paying into a LISA as if
your circumstances change and you need to access the
money, you could end up worse off.

Pros and Cons
The main benefits of a LISA are:
• You receive a government top-up to your savings.
• All income and growth generated within your LISA
are tax-free.
• You don’t have easy access to the money so it is
less likely that you will be tempted to dip into your
savings.
• If you are unsure whether to prioritise property
purchase or retirement funding, a LISA allows you to
work towards both at the same time.
However, some potential downsides are:
• You will pay a penalty if you withdraw the money
early. This not only reclaims the bonuses paid, but
also cuts into your own capital.
• The contribution limits are relatively low, which can
mean it takes many years to save up a meaningful
deposit for a property. You might need to add other

funds to top up your deposit.
• The window of opportunity to set up and pay into a
LISA is limited.
• The LISA is a relatively new concept, and replaced
the previous Help to Buy scheme. Incentives change
frequently and there is no guarantee that the
scheme won’t be closed or replaced with something
else.

Who Can Benefit from a Lifetime ISA?
You may be able to benefit from a LISA if:
• You want to eventually buy a property and build up
a retirement fund, but are unsure which to prioritise
first.
• You are fairly young, as this will give you the longest
period to build up your savings.
• You have other money that you can access in an
emergency.
• LISAs can also offer a solution for parents wishing to
make gifts to their adult children, as it ensures that
the money will be used for an approved purpose.

Other Options
A LISA is not the only option if you would like to save for
a property and contribute towards your retirement. You
could also consider:
• A standard ISA. This offers tax-free returns and
penalty-free withdrawals. There is also no time limit
on your contributions. Of course, most ISAs do not
benefit from government bonuses.
• Help to Buy ISAs. These are no longer available, but
if you have an existing one, you can still contribute.
• Pensions are the gold standard in terms of taxefficiency. You receive tax relief on your contributions,
tax-free interest and growth within the fund, and can
even withdraw 25% of your pot without tax liability if
you are over 55 (although the minimum pension age
is expected to increase). Pensions can also be passed
on to the next generation without any tax if you die
before age 75. The main downside of a pension is
that there is no scope to withdraw funds early unless
you are terminally ill.
• If you are employed, it is worth joining your
workplace scheme as your employer will match your
contributions (up to certain limits).
A Lifetime ISA can form part of your financial plan, but
it works best when combined with other savings and
investments.

Please do not
hesitate to contact a
member of the team to
find out more about
your investment and
retirement options.

15

AUTUMN 2021 ISSUE

AUTUMN 2021 ISSUE

C
H
T
A
I
L
E
D
R
R
T
E
U
N
O
E
Y
Q
D
U
L
A
U
L
O
L
H
R
Y
W
U
I
O
L
Y
L
S
?
IN

W

hen you are writing your
will, the default option
is usually to leave your
estate to your spouse,
then to your children in
equal proportions.

But what if your family
situation doesn’t fit into
this neat template? There are a number of situations
where it is appropriate to treat your children
differently when it comes to your will. With careful
planning and plenty of communication, this can still
lead to a fair outcome.

The Circumstances of Your Children
If your children are in a similar age group, with
families, careers, and good health, the simplest,
and fairest option is probably to divide your estate
equally. But there are a number of situations where
an equal split doesn’t lead to an equal outcome. For
example:
• If one child is disabled and will need extra money set
aside for care.
• If there is a vast wealth disparity between your
children. Leaving more money to an adult child who
is already wealthy won’t help them, and could create
an Inheritance Tax issue.
• If one of your children lives at home to care for your
or your spouse, at the expense of their own career
and lifestyle.
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• If a child has a chaotic lifestyle, putting money
directly in their hands could be dangerous. A more
suitable option could be to leave someone else in
charge of the money to be used for their benefit.
• If one or more of your children is at risk of
bankruptcy or divorce.
• If you have grandchildren, you may wish to distribute
your estate in a way you feel will ultimately benefit
them.

How Much Support Have They Already
Received?
Making gifts during your lifetime is strongly
encouraged from an estate planning perspective.
Some gifts are immediately outside your estate, while
others drop out after seven years.
But many people make gifts to their children as
they need them, for example, to buy a house, pay
for a wedding, or to support grandchildren through
education. If one of your children has already
received financial support, should they receive an
equal share of your estate?
One potential solution is to make loans to your
children, so the outstanding amount is deducted
from their share of your estate. This is simple, fair,
and doesn’t require you to keep re-calculating the
share due to each child. You can write off the loan
(which effectively creates a gift) at a later date if you
wish.
Any outstanding loans will remain in your estate
for Inheritance Tax purposes, so this solution is not
suitable for reducing your IHT liability.

Age Differences
If there is a large age difference between your
children, it may not be fair to treat them equally in
your will.
If one child is in their 30s and financially comfortable,
while the other is 18 and still in education, it would
be reasonable to allocate more of your estate to
your younger child. They have not yet had the
opportunities which were available to their sibling
and may need a little more support to achieve
independence.

Second Marriages
Second marriages and blended families can be a
minefield in terms of estate planning.
For example, if you are married but have children

from a previous relationship, in most cases the
majority of your assets would pass to your spouse on
death.
When they die, the entire joint estate could pass to
their children, leaving your own children disinherited.
Even if you make wills to ensure this won’t happen,
your new spouse could easily change their will after
your death.
If you have children from both relationships, it can
be difficult to decide what is fair, particularly with the
added emotional baggage of divorce and second
marriages. It is reasonable to consider what each
child would inherit from their other parent in this
situation.
More importantly, if your situation is complicated,
you should seek advice and keep your plan under
careful review.

Your Estate
When your estate is made up of assets that are less
liquid, such as property, vehicles, and valuables, you
may wish to leave specific assets to each child rather
than an equal split.
This can be a good idea if the assets have sentimental
value, or if you do not want them to be sold after your
death.
If you do want to keep things equal, you could also
set up whole of life insurance to make sure each child
receives equal value.

When There is a Family Business
Involved
Many of the most difficult estate planning
conversations revolve around a family business. This
may be your most substantial asset, as well as being a
legacy that you want to continue beyond your death.
If your children are equally involved in the business,
the decision is easy. But if one of your children has
followed another path, should they be offered shares

that they have not worked for, or receive a lesser
portion of your estate? Neither seems entirely fair.
Advice is critical when you are considering business
succession. One option could be to gradually gift
shares to children working in the business as part
of their remuneration. It’s also worth building up
wealth outside the business (such as a pension) so
that you have another source of income should you
need it. Taking these steps can help to ensure a fair
distribution of your estate.

Consider a Trust
It may not be appropriate, or even possible, to make
these decisions now.
Setting up a discretionary trust is one way of
deferring the decision, and leaving the distribution of
your estate in the hands of your trustees. A trust can
be set up with:
• A gift made during your lifetime
• A life insurance policy
• The assets in your estate when you die
This means that the money is not directly in the
hands of your children, but can be distributed to
them when appropriate. This can protect your wealth
against divorce, bankruptcy, and poor decisions (to
an extent). Trusts can be complicated and there may
be tax consequences. Advice is always recommended.
Ultimately, you probably want to treat your
children fairly, but that does not necessarily
mean equally. Most families will understand this
if they are given enough time to process the
information. Unfortunately, many people leave these
conversations until it is too late, which can lead to
confusion and resentment.
Talk to your children, keep them updated about your
plans, and help them understand your decisions. And
remember, your will can be changed at any time, so
there is plenty of scope to review your decisions later.

Please don’t hesitate to contact a member of the team to find out more about estate planning.
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Need to be sure your
finances are a perfect fit?
Call us to talk to a member of the team
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