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over £1m.

THE government’s pre-Budget proposal
to allow married couples’ estates the full
beneyt of their A300,000 individual nil rate
band, without needing to make speciyc
plans, will not protect the family home
from Inheritance Tax (IHT) if its worth
considerably more than £600,000.

This is likely to continue to present
problems for many families as already,
according to the Halifax, nearly 100,000
UK residential properties are now worth

Recent experience has shown that there
are always likely to be unsuspected pitfalls
in attempting to remove property from the

Life policy can settle your house IHT

reach of IHT and the retrospective zealotry
of HMRC in collecting the tax.

Probably the simplest and safest way
to deal with the potential problem of
protecting a high-value family residence
from IHT is through a joint whole of life,
second-death insurance policy, written in
trust which will produce a sum of money
sufycient to meet the anticipated IHT

liability.

Depending on the sum needed to be raised
the monthly premiums for middle-aged
applicants in good health are likely to be
within the annual £3,000 gift exemption
allowance for IHT.

WHILE the soaring prices
of oil and gold have taken
all the recent headlines the
less fashionable star of the
commodity markets which,
could overtake them in the
future, is food — otherwise
known as “agricultural
products”.

The recent surge in demand
for wheat, grains, soyabeans,
corn and rice has driven the
price of food toitshighest level
in more than 30 years.

Agricultural commodities
have outperformed the FTSE
All-Share in recent years,
reportinga55.3pcreturninthe
past three years against 36.6pc
by the index.

Dietary habits are now
more sophisticated throughout
the world and shortages of
food across China, India and
Japan are increasing with
farmers struggling to respond.
Droughts and soil erosion are
also hampering production.

As the demand for oil and
gold seems likely to continue

Food,
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unsatisfied and for other
commodities as long as the
feverish industrial expansion
inemerging markets continues
there are clearly numerous
opportunities for investors to
participate proytably.
Conventional advice is
emphatically in favour
of allocating a significant
weighting of commodities to
any investment portfolio.
Most private investors will
achieve this through one or
more of the many commaodities
funds available.
Alternatively, investing
in the actual commaodi-
ties, which has been made
much easier recently by the

establishment of exchange
traded commaodities (ETCs)
is potentially more proytable.

Investing in a commodity
producing company, like
any other, means accepting
additional risks involved
with management and other
uncertainties.

ETCs (www.etfsecurities.
com) with charges as low as
0.49pc, compared withl.5
to 2pc for funds, have been
traded in London since
September 2006, enabling
private investors to trade in
base and precious metals as
well as “soft” agricultural
commodities.

The recent publication
of the respected Barclays
Equity & Gilt Study 2008
advised investors to “put
the majority of their assets
into the natural resources
sector and invest in emerging
industries that will be spurred
by higher commodity prices
and increased scarcity”.

MONEY PLANNER is published by
HB Dobbin Financial Planning Ltd

Aston House, York Road,

Maidenhead, Berks, SL6 1SF

Tel: 01628 785050 Fax: 01628 785051

email: mail@hbdobbin.com

Website: www.hbdobbin.com

Authorised and Regulated by the
Financial Services Authority.

© MONEY PLANNER 2008

NM

INFLATION Many people
have noticed that the ofycial
estimates, expressed as CPI
(Consumer Price Index)
currently 2.2pc or RPI (Retail
Price Index) currently 4.1pc,
do not match their own
experience of rising prices.

This is partly explained
in the ONS website (www.
statistics.gov.uk) which
reveals that high technology
goods (computers, cars etc)
often have signiycant quality
improvements compared with
previous models so that, even
if their prices are higher, the
improved quality reduces
inpation.

Official estimates are
adjusted to allow for such
“hedonic regression”.

(cf Gr hedone — pleasure)
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UNOPPOSED successor
to Anthony Bolton as the
market’s top fund manager,
whose Fidelity Special
Situations has now split in
two, is Ashton Bradbury,
whose £860m Old Mutual
UK Select Mid Cap fund has
returned 77.8pc over the last
three years. This compares

with Bolton’s 63.4pc.

Bradbury specialises in
medium-sized UK companies,
often to be found in the
FTSE 250 index heading for
promotion to the FTSE 100.

Clients will appreciate that life assurance
and pension plans are generally long-term
investments and there may be penalties for
terminatingsuch plansprematurely; that past
investment performance is no indication of
future prospectsandvaluescan yuctuate; that
in relation to house purchase their home is at
risk if they do not keep up the payments on a
mortgage or other loan secured on it. Some
of the products and services mentioned in
Money Planner might not be among those

regulated by the Financial Services and
Markets Act 2000.

The information in Money Planner is for
guidance only and our expert advice should
be obtained before any action based on it
is taken.
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Personal
priorities
INDIVIDUAL investors,
while readily acknowledging
the relevance of such major
financial topics as the
current credit crunch and
the need for managing
interest rates, can be
excused for thinking that
there are otherswhich are of
at least as much immediate
interest to them.

One major event, for
instance, will be the merger
of ISAsand Pepswhich takes
place on April 6.

Simultaneously, the future
of I1SAs will be guaranteed
without any time limit.

These changes will
provide important planning
opportunities for existing
and new ISA investors.

As we have maintained
on previous occasions, we
do not consider that the
present situation calls for
any fundamental changes
in investment strategies
provided they continue to
be based on sound asset
allocation and rational
investment criteria.

Capital gains

THE government’s Pre-
Budget proposal to reform
Capital Gains Tax (CGT)
by imposing a flat rate
18pc and abolishing the
10pc taper relief for small
businesses has been partially
withdrawn.

As we report in this issue,
a new relief will be given to
some “entrepreneurs” but
the delay in announcing it,
after the opposition to the
original proposal has not
silenced the criticism and
many taxpayers will pay
more.
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Interest rates
expected to be
down to 4.25pc

by year’s end

THE Bank of England’s quarterly inflation
report, introduced by the governor Mr
Mervyn King on February 13, carried a
warning of worsening conditions over the
next two years but provided some relief for
the immediate future.

Without offering specific confirmation
Mr King allowed the attending economic
analysts to conclude that interest rates will be
gradually reduced during the rest of this year.

The consensus of opinion accordingly was
that interest rates would be reduced to 4.25pc
by the end of the year, though there was also
support for the view that the rate would be as
low as 4pc.

In fact, the recent weakness of sterling has
already had the same effect as at least one point
off the interest rate.
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Mr King was able to dismiss fears of the “R”
word, the euphemism for economic recession,
by indicating that growth this year will be of
the order of 2pc, with similar growth in 20009.

A firecessiono is deyned as two successive
quarters of negative growth.

The prospect of lower interest rates, whichwe
forecast on the front page of our winter issue,
should be seen as good news for holders of
bonds and other yxed interest securities bec-
ause prices will rise to bring yields into line.

All investors will take some justified
satisfaction from the forecast of economic
growth this year but this should be diluted by
the governorés warning of rising inpation
ahead.

The period of uncertainty, which we
are clearly entering, will not require any
adjustment in investors’ objectives which
should remain:

Security of income and preservation
of capital with realistic expectations of
growth.

Annual management charges can often be
ignored in a bull market but in today’s cond-
itions investors should develop an interest
in exchange traded funds which are more
cost efycient than mutual funds.

Take the trading route to reduce IHT

ALTHOUGH the two-year
qualiycation holding period
is one of the more obvious
attractions of the Alternative
Investment Market (AIM) in
planning to mitigate inher-
itance Tax (IHT) the new
capital gains tax rules after
April 6 will be a deterrent to
some.

These can be avoided
by opting for another of
the exemptions relating
to investments in trading
companies offered by the
Business Property Relief
(BPR) rules under ss 105 and
106 of the IHT Act 1984.

BPR allows 100pc IHT

exemption for personal
holdings in unquoted trading
companies which have been
held for at least two years at
the time of death but with
specific exclusions for
businesses engaged in dealing
in securities, stocks or shares
and land and buildings.

One of the pioneers of
this form of IHT avoidance
is Close Investments (www.
closeinvestments.co.uk), part
of the investment banking
group, Close Brothers, which
has been offering schemes
successfully since 1996.

Investors achieve the IHT
exemption by placing an

initial investment of £100,000,
the minimum stake, in a
new trading company of
which they become the sole
shareholder.

The investor’s capital
becomes the share capital in
a brand new trading company
which has a small interest
in a number of property-
backed trading activities
which, typically, might
include residential and
commercial property
development, owning and
managing public houses,
commercial forestry and self-
storage.
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