“Many of the big
name investment
management
companies have
at least one
ethical fund”

Environmental
iInvestment
comes of age

Protecting the environment and the
impact of climate change are no
longer matters of fringe interest to
a small handful of activists. ‘Carbon
footprint’ is a term that is now
widely understood, and
governments around the world are

introducing targets for CO;
reductions.

For example, the EU has set two main climate

change goals for 2020:

B A cut in greenhouse gas emissions to at
least 20% below 1990 levels, and

B 20% of energy consumption across the EU
to come from renewable sources.

These are challenging targets, a point

underlined by a report this July from EIRIS
(Ethical Investment Research Services). Over

a third of the world’s 300 largest companies
assessed by EIRIS were categorised as

having a high or very high climate change
impact.

Among the very high impact companies,

EIRIS found 84% had a corporate-wide

climate change commitment, but only 25%

had published a long-term target for

emissions reduction.

If you want to invest in companies that are

taking positive environmental action rather

than just issuing grand-sounding statements,
there is now a wide range of funds available:

Open-Ended Investment Companies
(OEICs) and Unit Trusts

The Investment Management Association lists
over 50 ethical funds, some of which are

focused solely on environmental issues, while

others adopt a broader socially responsible
investment approach. Many of the big name
investment management companies have at
least one ethical fund and several groups
offer a range of funds.

Pension Funds

Life company personal pension plans
normally offer environmental or ethical funds,
usually invested in the unit trusts or OEICs
mentioned above. If you have a self-invested
personal pension (SIPP) or are a member of
a small self-administered scheme (SSAS),
either arrangement will usually have the
power to invest directly in ethical unit trusts or

OEICs as well as the small number of
environmental investment trusts available.

Life Assurance Funds

The major life companies generally offer links
to environmental funds for their investment
bonds and other contracts. There is no
universal definition of ‘ethical’ or
‘environmental’, so do make sure you discuss
your objectives with us before investing.

If you are interested in environmental or other
areas of socially responsible investment, let
us know. Past performance is not a reliable
indicator of future performance. Investments
can go down as well as up and you may not
get back the original amount invested.

How much will
you get?

Have you ever wondered what your total
state pension benefits will amount to when
you reach state pension age? There could
be up to four components — basic state
pension, graduated pension, state earnings-
related pension (SERPS) and state second
pension (S2P).

The Department for Work and Pensions
(DWP) has just relaunched their state
pension forecast service to give you an
answer that takes account of the various
changes introduced by the Pensions Act
2007.

Log on to
www.thepensionservice.gov.uk/state-
pension/forecast/home.asp or ask your
local DWP office for form BR19.

For help interpreting your forecast, please
feel free to call us.



Investment ins and outs

Share markets around the world have seen substantial declines in 2008, with
the pace of falls accelerating sharply during September and October.

The spectre of recession meant that even
sectors that had been performing relatively well,
such as commodity producers, were pulled
down. It was all very gloomy.

However, to paraphrase a common warning,
investment values can go up as well as down.
There have been sharp rallies in the aftermath
of past stockmarket crises, such as the October
1987 crash and the post-2000 technology bust.
An investor who sold out in the darkest hours
had to be very quick to reinvest to avoid finding
themselves in a worse position than if they had
simply shut their eyes and held on.

The idea that you can time when to buy and
when to sell (or vice versa) looks very attractive
in theory. It also appears extremely easy when
you study a graph of share price movements:
buy in at the troughs and sell out at the peaks.

However, practice is somewhat different. Share
prices can move very fast — in either direction —
as has once again been proven by the last 12

months of dizzying swings.

One major investment group, Fidelity, looked at
the impact that missing just a few days of sharp
rallies can have on overall returns. It found that
over the 15 years to the end of September
2008, if you had missed just the best ten days
of performance, your annual return would have
been reduced by 3.25% (based on the FTSE
All-Share with net income reinvested). Similar
effects were observed for other major markets,
such as the US and Germany.

The major investment institutions, such as
pension funds, generally do not attempt ‘market
timing’. The professionals realise that market
timing is just too difficult in the real world, even
though they are watching the markets
constantly and can deal instantly.

Past performance is not a reliable indicator of
future performance. The value of your
investments can go down as well as up and you
may not get back the original amount invested.

“The major
investment
institutions, such
as pension funds,
generally do not
attempt ‘market
timing””’

Varying inheritance tax

liability
Strange as it may seem, for

inheritance tax (IHT) purposes,
death is not, in fact, final.

Your will or intestacy provisions can be altered
by your beneficiaries to change the destination
of your assets. For IHT purposes, these
changes are deemed to be made by you.

These post-mortem IHT benefits can be
achieved by creating a deed of variation,
sometimes called deeds of family
arrangements. The changes have to be made
within two years of your death and the process
is best illustrated using an example.

Geoffrey Jones died on 1 May 2008. In his will
he left inheritance taxable assets to the value of
£512,000 to his children. The residue of his
estate, £1million, was left to his widow. The nil-
rate band of IHT when Geoffrey died was
£312,000. Therefore IHT of £80,000 is payable
on his taxable assets (£200,000 @ 40%).

As long as his children agree to make a deed of
variation over part of their inheritances in favour
of their mother, Mrs. Jones, they could reduce
their inheritances to £312,000 and the IHT
liability on Geoffrey’s estate would be nil. The

deed would have to be made sometime
between 1 August 2008 and 30 April 2010 and
it would need to include a suitable declaration
that it is intended to be applied for the purposes
of IHT (and, if appropriate, capital gains tax as
well).

Mrs. Jones could then, for example, make
lifetime gifts of £200,000 to her children to
replace their part inheritances. Provided she
survives seven years after making these gifts,
there would be no IHT to pay, and the family
would have received the assets as Geoffrey
wished.

There could be a problem with making a deed
of variation if, for example, one of the children
is a minor. Strictly, the minor could not enter
into such a deed, but it is possible to make an
application to a court to obtain agreement on
behalf of a minor.

If someone in your family has died within the
last two years leaving an IHT bill to be paid, it is
well worth investigating whether a deed of
variation can reduce the liability.

The Financial Services Authority does not
regulate some forms of inheritance tax
planning.




A higher state
pension

The 5% annual increase in
the retail price index for
September is an important
number, because it is the
basis for next April’s
increases in most personal
tax allowances and bands.
It also determines the
annual rise in the basic
state pension. Next year’s
basic state pension should
be £95.25 a week for a
single person and £152.35
for a married couple.

The link between increases
in the basic state pension
and earnings inflation will be
re-established, probably
sometime after 2010/11.
However, this will do little to
reduce the importance of
private provision if you want
a comfortable retirement.

Time to file
online

If you received a paper tax
return for 2007/08 in April
and have not yet sent it
back to HM Revenue &
Customs, it is now too late
to do so. The final date for
submitting a paper return
issued in April 2008 was
31 October 2008.

Your only option now is to
file online. The cut-off date
for this is 31 January 2009.
However, given the
problems experienced in
January 2008 with last
minute filing, you would be
well advised not to wait until
the deadline is only hours
away to log on.
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Mortgage interest help

There is now extra help from the
government for mortgage interest
payments made by people who
lose their jobs and are buying their
homes with a mortgage.

The benefits system, known as Income Support
for Mortgage Interest (ISMI), is administered by
the Department for Work and Pensions (DWP).
ISMI is available to assist people who are
eligible for income support or job seeker’s
allowance.

The rules change from April 2009 and the
‘before and after’ position is shown in the table
below. The Government estimates the cost of
the new package for ISMI to be £100 million
and hopes that it will prevent a further 10,000
repossessions across the UK.

These new limits are more generous, but 13
weeks can still be a long time to pay full
mortgage interest if you are out of work. With
house prices having reached a very high level
before the economic downturn during 2008,
there are some extremely large mortgages out
there, with equally high mortgage interest
payments.

The fact that many cheap fixed rate mortgages
have come to an end and have had to be
rearranged, usually at a higher rate, has not
helped.

At the beginning of November, the Bank of
England cut the base rate of interest by 1.5% to
3%. Lenders have been under pressure to feed
the cut back to borrowers, which could serve to
ease some of the pain. However, the impact of
the cut across the mortgage market remains
unclear.

A word of warning. ISMI will not be of any
assistance whatsoever to people who have not
actually lost their job but are having to work
shorter hours for less pay because of cutbacks.

Also, those who are losing income because of
illness, together with those on incapacity
benefit, are not eligible for ISMI either. Nor are
people struggling to pay mortgage interest on a
second mortgage.

In addition to the changes to ISMI, as part of a
wider set of measures the government is also
going to help people to buy their homes through
a new shared equity scheme and a mortgage
rescue scheme.

First amount of mortgage on which ISMI
benefit paid

Period of unemployment after which ISMI
cuts in for new claimants

BEFORE APRIL 2009 FROM APRIL 2009
£100,000 £175,000
39 weeks 13 weeks

This newsletter is for general information only and is not intended to be advice to any specific
person. You are recommended to seek competent professional advice before taking or refraining
from taking any action on the basis of the contents of this publication. The FSA does not regulate
tax advice, so it is outside the investment protection rules of the Financial Services and Markets
Act and the Financial Services Compensation Scheme. The newsletter represents our
understanding of the law and HM Revenue & Customs practice as at 7 November 2008.





