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UK Financial Services 7 Edition 1

BOOK ONE

Chapter 2

Page 71 - Compensation limits
The entire page is replaced by:
The FSCS can only pay compensation for financial loss with maximum levels of

compensation being set. The basis of the calculations and current limits, along with
those applicable from 1% January 2010 are as follows:

DEPOSITS
Amount covered: Up to £50,000 per person (100% of the first £50,000)

1% January 2010No change

INVESTMENTS

Amount covered: Up to £48,000 per person (100% of the first £30,000 and 90% of
the next £20,000)

1° January 2010£50,000 per person (100% of the first £50,000)

MORTGAGE ADVICE AND ARRANGING (for business conducted on or after 31°
October 2004)

Amount covered: Up to £48,000 per person (100% of the first £30,000 and 90% of
the next £20,000)

1° January 2010£50,000 per person (100% of the first £50,000)

LONG-TERM INSURANCE (e.g. PENSIONS AND LIFE ASSURANCE)

Amount covered: Unlimited (100% of the first £2,000 plus 90% of the remainder of
the claim)

1% January 2010Unlimited (90% of the claim)




GENERAL INSURANCE
Amount covered: Unlimited
Compulsoryinsurance e.g. third party motor (100% of the claim)

Non-compulsory insurancee.g. home (100% of the first £2,000 plus 90% of the
remainder of the claim)

1% January 2010Unlimited cover with no change to compulsory insurance
calculation basis. Non-compulsory insurance calculation basis is 90% of the claim.

GENERAL INSURANCE ADVICE & ARRANGING (for business conducted on or after
14™ January 2005)

Amount covered: Unlimited

Compulsory insuranc€é00% of the claim)
Non-compulsory insuranc€l00% of the first £2,000 plus 90% of the remainder of
the claim)

1% January 2010Unlimited cover with no change to compulsory insurance
calculation basis. Non-compulsory insurance calculation basis is 90% of the claim

Page 74 - Complainant eligibility — the 1* paragraph is replaced by:
The FOS is available for any complaint which is made by, or on behalf of:

e a private individual
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extended to include businesses with an annual turnover of up to 2m euros and fewer
than ten staff)
w I OKINARGE gAGK | &8SINIeé& AyO2YS 27F dzy RSNJ
w I GNXzAG 6AGK ySi aaSda 2F dzyRSNI ymyYo

Page 74 - the sub-heading “Time limits” is amended to “Time and
Compensation Limits” — a new first paragraph is added and reads:

The maximum compensation payable by the Ombudsman is £100,000.



Chapter 3

Pages 93/94 - Business cycle phases — the following two sub-sections are
replaced by the following:

Slump

This is typified by high unemployment and a lack of investment in an economy, with
firms disposing of excess stocks and not replacing depreciated machinery. Output and
employment fluctuations tend to be most severe in the capital goods industries, such as
steel and engineering, due to the collapse in investment in new productive capacity.
Less severe slumps are sometimes referred to as a recession.

Recession

A recession is a downturn in economic activity and is broadly defined as at least two
consecutivelj dzF NI SNB 2F RSOt AYyS Ay | ylILiA2yQa D5t @

During 2007 and 2008, GDP growth slowed sharply reflecting the cumulative impact of
the succession of shocks that hit the global economy. As credit conditions tightened and
commodity prices squeezed real incomes, the UK economy entered recession. GDP
contracted 0.7% in the third quarter of 2008 and then by 1.6% in the final quarter of the
year, this due to the intensification of the global financial crisis and a further reduction
in the availability of credit. Overall, GDP growth slowed from 3% in 2007 to just 0.7% in
2008.

Prior to the current recession, the last deep recession in the UK was in 1991-92. Then,

high interest rates (e.g. 14.875% for most of 1990) which were necessary to contain
inflation, contributed to that specific economy slowdown.

Page 98 - Income Support Mortgage Interest (ISMI) — this section is
replaced by the following:

Support for Mortgage Interest (SMI)
Where a person is in receipt of certain benefits, such as income support or income-
basedW2 6 aSSTSNRa !'fft26llyOST {alL YI& 6S LIeroftsS

interest on their mortgage payments.

The rules for payment of this benefit changed dramatically on 2" October 1995.



Those who took out their mortgage loan prior to this date receive benefit after only
eight weeks and are then paid half the allowable mortgage interest for the next 18
weeks of a claim. Thereafter, all the allowable mortgage interest is paid.

For those who took out their mortgage on or after that date, benefit now normally

commences 39 weeks after the person started claiming income support or income-
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interest is paid. However, for claimants who are over 60 and who are claiming pension

credit, it is payable immediately.

Loans of up to £100,000 are covered, with the claimant having to pay the interest on
any amount over that sum. It is also possible to receive benefit to help pay the interest
on loans taken out for essential repairs or improvements to the home, such as for
insulation, repairing dangerous faults or adapting the home for the ill or disabled, but a
further advance for a new conservatory or garage would not attract assistance.

From 5™ January 2009, a temporary package of measures was introduced to provide
extra help to new claimants in light of the economic downturn, with the changes to be
reviewed when the housing market recovers.

For customers making a new claim to benefit from 5™ January 2009:

T There is a waiting period of 13 weeks before help is provided at 100% of eligible
mortgage interest

T The limit up to which mortgage interest can be met is £200,000

T There is a two year time limit on payment of mortgage interest but only for new
Jobseeker's Allowance claims.

The interest payments are calculated with reference to the Bank of England base rate
and so claimants should be aware that the rate paid may not be the same as the interest
rate being paid to their lender.

SMl is usually paid directly to the lender every four weeks.

Page 100 - State Pension — the 2™ paragraph is replaced by:

The full rate of basic state pension is currently payable if the claimant has qualifying
years of about 90% of their working life ¢ this equates to about 39 years for a woman
and 44 years for a man. However, the introduction of the Pensions Act 2007 means that
anyone reaching state pension age on or after 6™ April 2010 needs only 30 qualifying
years to receive the full state pension, with those with less than 30 years entitled to a
proportion of it for each qualifying year they have built up.



The 2007 Act also means a change in the state retirement age which rises to age 68 by
2046, this being phased in.

Pages 101/102 - National Insurance Rates — this section is replaced by the
following:

The following apply for the 2009 / 2010 tax year:

Employees
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week, they will pay 11% of this amount. These are called Class 1 NICs. Additionally, they

pay 1% of any earnings above £844 a week.
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scheme, a lower percentage rate, currently 9.4%, is payable.

SelfEmployed

The self employed must also pay NICs, the actual amount being dependent upon the

level of their taxable profits.

The rules and rates are as follows:
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weekly amount of £2.40
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Class 3 Voluntary Contributiongsthe first sentence of the "8 paragraphnow reads as
follows:

Class 3 NICs are paid at a flat weekly rate which is £12.05 in 2009 / 2010.

Chapter 4

Page 117 - Credit unions — the 1* bullet point has a change of amount as
follows:

£10,000 (replaces £5,000)
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Page 121 - ISAs — Cash element — the 1% bullet referring to mini and maxi
ISAs is deleted and the 2" bullet is replaced by:
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6! April 2010, although this date is brought forward to 6™ October 2009 for those
aged 50 or over

Chapter 6

Page 186 - Enterprise Investment Scheme (EIS) — Investment terms and
conditions — the limits noted in the 2™ paragraph are amended to:

£500,000 (previously £400,000)

Page 204 - ISAs — Introduction — a further paragraph is added as follows:

Until 5™ April 2008, there were two distinct ISA types, known as Mini and Maxi ISAs,

each with their own investment limits. These however disappeared and a simplified

structure of cash and stocks and shares ISA remain. We have already looked at the cash

elementanR &2 fSiQa y2¢ 221 G GKS aiz201a IyR

Page 204 - the sub-section heading “ISA limits and types” is amended to
“Stocks and shares ISAs — limits”, with the existing text replaced by:

The limits for ISAs were changed with effect from 6™ April 2008, with individuals able to
subscribe up to £7,200 per tax year to a stocks and shares ISA, subject to the new
overall ISA annual subscription limit of £7,200. As such it is possible for an individual to
invest the maximum £3,600 in a cash ISA and a further £3,600 in a stocks and shares ISA.

Further announcements in the 2009 Budget mean that the overall limit will be increased
to £10,200 effective from 6™ April 2010, although, if preferred, £5,100 can be put into
the cash element. Additionally, from 6 October 2009, these same increased limits will
be available for people aged 50 or over.

Importantly, if for example an investor withdraws £1,500 from their fully subscribed
stocks and shares ISA, they cannot reinvest that money again later in that tax year as
their limit has already been used up.

ax



Page 205 - the sections Mini & Maxi ISAs are deleted and replaced by:
Stocks and shares ISAs — other features
A number of important changes have been made over the last few years in order to
simplify the regime and to encourage investors to take up this investment type. Here
are a few of the key changes:
1 For those investors who are not risk-averse, it is possible to transfer from an ISA cash
component into the stocks and shares component for past tax years without
FFFSOGAYI GKIFG OdzZNNByYy G &SI NRa AygSadySyda

9 PEPs are obsolescent and are now included within the ISAs wrapper

{1 Child Trust Fund accounts can rollover into ISAs when they start to mature from 1%
September 2020 onwards.

Page 206 - Budget 2007 changes — the entire section is deleted and need
not be studied

Page 208 - PEPS — the entire section is replaced by:
PEPs were also a tax-free equity savings scheme, being launched on 1*! January 1987.

Until new investment in PEPs was stopped on 5™ April 1999 after the introduction of
ISAs, investors were free to invest £6,000 per year into a general PEP (these held an
assortment of approved securities, for example, authorised unit trusts, OEICS and
investment trusts which met specific investment criteria). Additionally, investors were
allowed to put £3,000 per year into a single company PEP, which, as its name suggests,
invested in the shares of one company.

All PEPs automatically become stocks and shares ISAs on 6™ April 2008.

Chapter 7

Page 242 - Pension term assurance — the final paragraph is amended to:

From April 2006, there has been a lifetime allowance that limits the value of benefits
which can be received free of income tax in respect of all types of pension
arrangements.



The limitin 2009 / 2010 is £1.75m, rising to £1.8m in 2010 / 2011, where it will be
frozen until 2015 / 2016. This amount includes the benefits of any pension term
assurance policies with any amount above the lifetime allowance subject to a tax charge
of 55% if paid as a lump sum.

Page 247 - ISAs — the 6" bullet is amended to:

1 as the investment limit for an equity ISA is £7,200 until 5™ April 2010 and then
£10,200, this may be inadequate for those with larger mortgages

Page 248 - Personal pension — the 2" bullet is amended to:

1 contributions are subject to an annual allowance ¢ for the 2009 / 2010 tax year, this
is £245,000, increasing to a limit of £255,000 in 2010 / 2011 where it will be frozen
until 2015/ 2016.

10



BOOK TWO
Chapter 1

Page 36 - Retirement — the 2" paragraph is replaced by:

Tax planning is still important and whilst maximising income may be vital, those over the
age of 65 must take care. If, for example during the tax year 2009 / 2010, their income is
over £22,900, their higher age-related allowance reduces by half of the amount they
have over that limit (a reduction of £1 for every £2 of income over the limit). The
allowance will never be less than the basic allowance of £6,475. For example, someone
aged 67, with an income of £23,400 (E500 over the income limit) will see their
allowance of £9,490 fall by £250 to £9,240.

Chapter 2

Page 57 - Apply Allowances — the Income Tax Allowances table is replaced
by:

Income Tax Allowances 2009 / 2010
Personal allowance £6,475
Personal allowance for people aged 65-74 £9,490
Personal allowance for people aged 75 and over £9,640
Income limit for age-related allowances £22,900

al NNASR O2dzJ SQa | f&7246l yOS F2N L
Claimants in this category become 75 at some point in the tax year and are N/A
therefore entitled to the age 75 and over allowance

al NNASR O2dzJ SQa ftft2gly0OS ¥F2NJ L{£6965

Minimum amountofage-NB f I § SR YI NNA SR 02 dzLJ §£2,670
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The amount of the allowance will be reduced by £1 for every £2 above the income limit.
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Page 57 - the “Apply the tax rates” paragraph and table are replaced by:

Having established the information in steps 1, 2 and 3, we can now calculate the actual
tax payable by referring to the current tax bands. The rates for 2009 / 2010 are noted
below, but of course these change each Budget, usually rising in line with inflation, so
you should keep yourself fully acquainted with the latest data. In the Budget 2009, for
example, it was announced that from 2010 / 2011, there will be an additional higher
rate of 50% for taxable income above £150,000.

Taxable Bands 2009 / 2010
Starting rate for savings only 10% | £0 - £2,440
Basic rate 20% | £0 - £37,400
Higher rate 40% | Over £37,400

Page 58 - the Case Study is replaced by:

Case Study
Claire Soutar, a 34 year old social worker, is employed by the local council.

During a fact find interview, you establish the following financial information, relevant
to the fiscal year 2009 / 2010 and are now required to establish how much tax Claire
should be paying.

Basic Salary £28,960
Overtime £1,450
Professional body fees £ 60

@ F2fft26Ay3 GKS LINRPOSaa ¢S t221SR I {

liability.
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Step 2 Less her professional body fees £ 60

Net Statutory Income £30,350
Step 3 Less the basic personal allowance £ 6,475

Taxable Income £23,875

12
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Step 4
All her income is charged at the basic rate of 20% £4,775.00

Tax Payable £4,775.00

Page 59 - the Case Studies are replaced by:

Case Study
Mary and Charlie are married and their financial and income tax positions are as follows:

al NBE KIFa o0SENBIRYQ WOZ NSISNy dzYo SN 2F &St
higher rate tax, as he earns a salary of £53,000 and has bank and building society
accounts in his own name which produce £2,000 gross per annum. Both enjoy only the
personal allowance of £6,475 in 2009 / 2010.
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still be well below the personal allowance figure. On the assumption that she completes
HMRC form R85 (allowing interest to be paid gross), she will receive the £2,000 and pay
no tax. Charlie meantime, will not have to pay 40% of £2,000, i.e. they will save £800.

Case Study

Charlie runs his own business. In order to reduce his tax bill, he could employ Mary and
deduct the salary she earns from his business income. As Charlie is paying tax at the
higher rate, the more business income he transfers to Mary, the more they will both
benefit overall.

Charlie pays Mary a salary of £6,475 in 2009 / 2010.
Mary pays no tax as her new income is matched by her personal allowance.

CKI N ASQa LINPFA(GA gAff NBRdzZOS o6& mMcZIn
£2,590
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Page 60 - Tax codes — the final paragraph is replaced by:

The standard tax code for the 2009 / 2010 tax year is 647L, indicating the basic personal
allowance of £6,475. For Claire however, her personal allowance is added to the
allowance in respect of her professional body fees of £60, giving a total allowance of
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Pages 64/65 - Treatment of bank/building society interest — Basic &
Higher Rate Taxpayers sections including example are fully replaced by;

Treatment of bank/building society interest

Most taxable income, up to the higher rate threshold, is taxed at the basic rate of 20%,
except that there is a 10% starting rate for savings income only, with a limit in 2009 /
2010 of £2,440.

The rate at which savings income is taxable depends on how much earnings a person
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plus £2,440, then some or all of the savings income will be taxable at 10%.
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any of the savings income can be taxed at 10%. Any savings income above £2,440 will be
taxed at 20%.

Natasha, aged 53, has earnings income of £4,000 and savings income of £6,000 and her
LISNE2Yy It | fft26Fy0OS A& mMcIntpd | SN GBI
allowance is firstly used against her earnings of £4,000, so none of her earnings are
taxable ¢ all of her taxable income is savings income.

(@]
~h
w

The first £2,440 of taxable income is taxed at the special starting rate for savings of 10%
and the rest is taxed at 20%.

£2,440x10% = £244
£1,085x20% = £217
Total Tax Due = £461
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deducted £1,200 ¢ as she is only due to pay £461 tax, she can claim a repayment of tax
from HM Revenue & Customs of £739 (£1,200 - £461).

14
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Devinder, aged 61, has income of £6,600 from his part-time job and savings income of
£4,000, with his personal allowance being £6,475. His taxable income is thus £4,125.

QX
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of his earnings (£6,600 - £6,475) is taxable. The rest of the starting rate limit, i.e. £2,315
(£2,440 - £125) can be used against savings income.

Taxable Earnings £125 x 20% = £ 25.00
Savings £2,315x 10% = £231.50
Savings £1,685 (£4,000 - £2,315) x 20% = £337.00
Total Tax Due = £593.50

His employer has already deducted £25 income tax from his earnings through Pay As
You Earn. His bank has taken tax off all of his interest at 20%, so they will have taken off
£800 (£4,000 x 20% = £800). So Devinder has paid a total of £825 tax at source, but he is
only due to pay £593.50 tax. This means he can claim a repayment of tax from HM
Revenue & Customs of £231.50 (£825 - £593.50).

Please note that norsavingsincome (earnings from employment, pensions, etc.) is
always taxed before savings income.

LT I LISNBR2YyQa 2yftée GFElFIofS AyO2YS Aa &l GgAy 33
personal allowance is taxed at 10%, with any savings income above the limit taxed at
20%.
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interest before it is paid to them, this being charged at a lower tax rate of 20%. So if any

savings income is due to be taxed at 10%, it is possible to claim some tax back from HM

Revenue & Customs.

Higher rate taxpayers
Higher rate taxpayers will already have paid tax on their interest at the lower rate of

20%, but they are still liable for a further tax payment of 20% so that in total the charge
is equivalent to the higher rate.

15



Page 66 - Higher rate taxpayers — an additional paragraph is added as
follows:

From 2010 / 2011 there will be an additional rate of tax for dividends to reflect the new
top rate of tax. The extra dividend rate of 42.5% will be introduced for those with
incomes of over £150,000.

Page 67 - the Rates table is replaced by:

Rates Tabzlgggr/'l'zaoxligg Income Starting Rate || Basic Rate || Higher Rate
Non-savings income, e.g. wages, salary. N/A 20% 40%
Savings income 10%* 20% 40%
Dividend income N/A 10% 32.5%

F LT Yy AYRA @AvRgidhcon® i abdve £2,44@ theS10%savinys rate
does not apply.

Pages 67/70 - Higher rate taxpayers — calculation of tax liability is
replaced by:

If we now return to our increasingly wealthy Claire, we find that she has received

dividends of £7,200 and also savings income of £6,400 directly into her bank account

during 2009 / 2010. Previously, her employment income amounted to less than the

KAIKSNI N GS GFIE GKNBSakKz2fRX o6dzi LQY FFNIARI /
stock market and your bank and building society interest has now put you into higher

rate tax territory!
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Case Study

Claire gives you the following financial information, relevant to the tax year 2009 / 2010
and asks you to establish how much tax she should be paying.

Basic Salary £28,960

Overtime £ 1,450
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Interest from bank / building society (gross) £ 8,000
Dividend income (gross) £ 8,000

Remember ¢ she is entitled only to the basic personal allowance and pays £60 per year
for professional body fees.

Prior to moving on with this more complicated calculation, we need to refer to the
HMRC rules!

We have already noted that HMRC always tax the employment income first before
looking at other income sources. HMRC also stipulate in which order these other
sources will be taxed ¢ this is important, as getting them in the wrong order will give you
the wrong calculation!

The order then, in which the allowances are used up, is:

1. Non-savings income, e.g. employment income

N

Savings income, e.g. bank interest
3. UK dividend income.
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Non-Savings Savings | Dividend
Income Income Income TOTAL

STEP 1
Income from employment £30410
Building society interest £4000
Bank Interest £4000
UK Dividends £8000
TOTAL GROSS INCOME £30410 £8000 £8000 | £46410.00
STEP 2
Les<LCharges on Income £60
STATUTORY TOTAL INCOME £30350 £8000 £8000 | £46350.00
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STEP 3

Les<ersonal Allowance

£6475

TAXABLE INCOME

£23875

£8000

£8000

£39875.00

STEP 4

Income tax due

Non-savings income

£23875 @ 20%

£4775.00

£4775.00

Savings income

£8000 @ 20%

£1600.00

£1600.00

Dividend income

£5525 @ 10%

£552.50

£2475 @ 32.5%

£804.37

£1356.87

TOTAL TAX LIABILITY

£7731.87

Less tax already paid

PAYE ¢ tax on salary

£4775.00

Tax on building society interest

£800.00

Tax on bank interest

£800.00

Tax credit on dividends

£800.00

(£7175.00)

TAX PAYABLE

£556.87
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STEP 1

Firstly, we need to calculate her total gross income, which we can see is £46,410, made
up of:

9 Non-Savings Income ¢ her salary and overtime
1 Savings Income ¢ interest from bank and building society accounts

i Dividend Income.

STEP 2

LiQa (KSy ySOSaalNkE (2 RSRdzZO0 KSNJI LINRPFS&aaArzy
statutory income is £46,350.

STEP 3
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from non-savings income (if any) first. Claire has a salary and so the personal allowance

of £6,475 is deducted from that amount. This now leaves a total taxable income of

£39,875 ¢ we now know she is definitely a higher rate taxpayer, as this figure exceeds

the higher rate threshold of £37,400.

So far, so good? Excellent ¢ we can now look at how the tax rates will be applied.

STEP 4

For the last of our steps, we must work out how much tax liability Claire has, i.e. how
much tax she is actually due to pay this year. For this, we now require to apply the tax
rates ¢ just like before!

We can see from the table how the first £23,875 of income, her taxable salary, is taxed
at the basic rate of tax, 20% ¢ remember she can have a total taxable income of £37,400
before paying higher rate tax.

Next, the savings income is assessed. A total of £8,000 additional income, but as this
only takes her total taxable income up to £31,875, this is still below the higher rate
threshold ¢ the calculation is therefore at 20%, the normal charge for savings.
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Finally, the dividends are assessed. The gross dividends are £8,000 and we know that
Claire can only earn a further £5,525 (£37,400 - £31,875) before she enters the higher
rate tax zone ¢ she has in fact earned £2,475 in excess of that figure.

This means that the first £5,525 can be taxed at 10% (the basic dividend tax rate). The

remaining £2,475 of her dividend income must suffer the full brunt of a 32.5% charge. A

straight-forward addition letsussSS G KI G / f 1 ANBQa G2aGF€ G E 06 dzN
respect of her total income.

In order to establish if Claire has any additional tax liability this year, we need to do just
one more calculation. We know how much Claire must pay, but remember, she has
already paid tax on her earnings via the PAYE system, she has had tax deducted at
source in respect of her savings and she also has a tax credit in respect of her dividend
income.

All we do now is add these up, £7,175, and deduct the total from the Total Tax Liability
amount, £7,731.87. The difference is £556.87 ¢ this is the additional amount of tax that
Claire must pay.

Page 71 - Gift Aid — the 2" paragraph and the Case Study are replaced as
follows:

The charity can reclaim the basic rate tax on the donation from HMRC. Donors who are
higher rate taxpayers can personally claim the difference between the higher rate of tax
and the basic tax rate, i.e. currently 20%, of the grossed up donation.

Shall we take a look at an example? This Case Study is based on charitable donations
made by Raj during 2009 / 2010.

Case Study

Raj had a salary of £48,500 and paid £130 each month to a local charity ¢ a total of
£1,560 in the tax year. He had no other income and only had the basic personal
allowance of £6,475.

He is deemed to have paid basic rate tax on this gift and so the grossed-up Gift Aid
payment is equal to £1,560 x 100 = £1,950.
80

In this case, the charity receiving the donations can claim the difference between the
gross amount, £1,950, and the actual cash amount they received from Raj, £1,560.
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This equates to an additional £390, the charity will receive ¢ this time from the taxman.

As for Raj, as a higher rate taxpayer he can reduce his tax bill by personally reclaiming
the remaining 20% of the grossed-up amount, i.e. 20% of £1,950, or £390.

Additionally, for donations between 6™ April 2008 and 5™ April 2011, the charity will
also get a separate government supplement of 3p on every pound donated, this being a
transitional payment to offset the reduction in basic rate income tax from 22% to 20%.

Page 72 - Pension contributions — the 2" paragraph is replaced by:

How does this work in practice? Very simply, any payments made out of taxed income
to personal or stakeholder pension plans are immediately topped-up by the taxman at
the basic rate of tax, 20%.

Page 72 - the Case Study is replaced by:

Case Study — Self Employed

Karen is self-employed as a registered child minder. She is a basic rate taxpayer and has
just set up a £100 per month personal pension.

P
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9 Her pension fund will be credited with £100

9 The pension provider will reclaim the tax relief of £20 from HMRC.

Had Karen been a higher rate taxpayer, she would still pay £80 per month from her bank
account ¢ she would then have to advise the taxman of those contributions, who would
ensure that the additional £20 relief per month was made available to her.

Had Karen been employed and contributing to her company pension scheme, the tax
advantages are the same.

Case Study — Employed

1 Karen is employed by the local council and has joined the Local Government Pension
Scheme ¢ she earns £20,000 per annum

9 Sheis required to pay 6% of her salary towards her pension scheme

21
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1 She thus sees £100 as a deduction on her pay slip each month ¢ the net reduction in
her pay each month is only £80 however, as tax relief is given automatically via
payroll (the £100 is deducted from her gross salary before her tax is calculated).

Page 72 - Pension contributions — the final paragraph and table on page
73 are replaced by:

As we have already seen, from6™! LINAf Hnnc oW! Q 5F&80% ySgs ary
both personal and company (occupational) schemes. Tax relief is now available on

contributions up to 100% of annual earnings up to an annual allowance which was

originally set at £215,000. This limit has risen each year and will reach £255,000 in April

2010; thereafter it will be frozen at that level for the next five years.

Tax Year Annual Allowance
2009 / 2010 £245,000
2010/ 2011 £255,000

In the 2009 Budget, the Chancellor has intimated that higher rate income tax relief is
being restricted from 6™ April 2011. The current 40% higher rate relief will be tapered
away for those with taxable incomes of between £150,000 and £180,000, with those
earning above £180,000 only benefiting from basic rate tax relief on their contributions

Chapter 3

Page 84 - Annual exempt amount - the 2" paragraph is amended to:

For 2009 / 10, the annual exempt amount is £10,100, this amount normally being
increased each year broadly in line with inflation.
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Investment 7 Edition 1

BOOK ONE
Chapter 1

Pages 13/14 - Aims of the UK Government - the final paragraph and
bullets are replaced by:

In the Pre-Budget Report of November 2008, the Chancellor reiterated that both fiscal
rules had been met over the previous economic cycle.

However, against a backdrop of global economic shocks, including the fallout from the
US sub-prime mortgage market which intensified into the worst global financial crisis for
generations, he stated that seeking to meet the golden rule and the sustainable
investment rule in the face of these shocks would not be appropriate.

/ fSENI &z gAGK GKS 'Y Ay NBOSaaAirzys GKS D2@SN
economy through the difficult times, with fiscal policy playing a more important role in

supporting monetary policy to limit the extent and duration of the downturn. For

example:

I the VAT rate was temporarily reduced to 15% from 1% December 2008 to 31°
December 2009
1 £3bn of capital spending is being brought forward from 2010-11.

Page 14 - Economic cycles — the final sentence of the 3" paragraph is
replaced by:

Since 1970 (ignoring the current recessionary period), there have been only five full
8SIFNE 2F GUSOKYAOIfT NBOSAaA2YdnehBinlORYRAGAZ2Y &E
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Page 15 - Business cycle phases — the following two sub-sections are
replaced by the following:

Slump

This is typified by high unemployment and a lack of investment in an economy, with
firms disposing of excess stocks and not replacing depreciated machinery. Output and
employment fluctuations tend to be most severe in the capital goods industries, such as
steel and engineering, due to the collapse in investment in new productive capacity.
Less severe slumps are sometimes referred to as a recession.

Recession

A recession is a downturn in economic activity and is broadly defined as at least two
02y aSOdziA@S ljdzk NISNE 2F RSOftAYyS Ay |

During 2007 and 2008, GDP growth slowed sharply reflecting the cumulative impact of
the succession of shocks that hit the global economy. As credit conditions tightened and
commodity prices squeezed real incomes, the UK economy entered recession. GDP
contracted 0.7% in the third quarter of 2008 and then by 1.6% in the final quarter of the
year, this due to the intensification of the global financial crisis and a further reduction
in the availability of credit. Overall, GDP growth slowed from 3% in 2007 to just 0.7% in
2008.

Prior to the current recession, the last deep recession in the UK was in 1991-92. Then,
high interest rates (e.g. 14.875% for most of 1990) which were necessary to contain
inflation, contributed to that specific economy slowdown.

Pages 29/30 - Recent GDP performance — both paragraphs and the graph
are replaced by:

In 2008, GDP growth was just 0.7%, a decrease from the 3.0% growth achieved in the
previous year.

This slowing of growth reflected the cumulative impact of the succession of shocks that
hit the global economy during 2007 and 2008 and, as credit conditions tightened and
commodity prices squeezed real incomes, the economy entered recession.

Preliminary data from the Office for National Statistics confirmed that the UK economy
contracted by 1.9% in the first quarter of 2009, this continued regression being one of
0KS YIFI22NJ FIF OG2NBA O0SKAYR GKS .lLyl 27
5.5% to just 0.5% between December 2007 and March 2009.
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Chapter 2

Page 57 - the paragraph prior to the Income Tax Allowances table and the

table are replaced by:

¢KS SEGNI +3S tt26ly0Sa o208 GKS
allowances are reduced by £1 for every £2 where total income is more than the age
allowance threshold, which is currently £22,900. Any reduced personal or married age
allowance can never be less than the basic personal allowance of £6,475.
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Income Tax Allowances 2009 / 2010

Personal allowance £6,475
Personal allowance for people aged 65-74 £9,490
Personal allowance for people aged 75 and over £9,640
Income limit for age-related allowances £22,900

al NNASR O2dzJ SQa |ftt72461 yOS F2N L
Claimants in this category become 75 at some point in the tax year and are N/A
therefore entitled to the age 75 and over allowance

al NNX SR allovwroz fifr (2@ aged 75 or more £6,965

Minimum amountofage-NBS t I § SR YI NNAR SR 02 dzLJ §£2,670

CfAYR LISNE2YQa [tt26FyO0OS £1,890
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The amount of the allowance will be reduced by £1 for every £2 above the income limit.

Pages 57/58 - the “Apply the tax rates” paragraph and table are replaced
by:

Having established the information in steps 1, 2 and 3, we can now calculate the actual
tax payable by referring to the current tax bands. The rates for 2009 / 2010 are noted
below, but of course these change each Budget, usually rising in line with inflation, so
you should keep yourself fully acquainted with the latest data. In the Budget 2009, for
example, it was announced that from 2010 / 2011, there will be an additional higher
rate of 50% for taxable income above £150,000.

Taxable Bands 2009 / 2010
Starting rate for savings only 10% | £0-£2,440
Basic rate 20% | £0-£37,400
Higher rate 40% | Over £37,400
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Page 58 — the Case Study is replaced by:

Case Study

Claire Soutar, a 34 year old social worker, is employed by the local council.

During a fact find interview, you establish the following financial information, relevant
to the fiscal year 2009 / 2010 and are now required to establish how much tax Claire

should be paying.

Basic Salary £28,960

Overtime £1,450

Professional body fees £ 60

@ F2if26Ay3 GKS LINROSaa ¢S t221SR
liability.

Stepl/ f F ANBQa (G201t &3GgLHRYS Aa

Step 2 Less her professional body fees
Net Statutory Income

Step 3 Less the basic personal allowance
Taxable Income

Step 4

All her income is charged at the basic rate of 20%

Tax Payable

£ 60

£30,350

£4,775.00

£4,775.00

I d
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Page 59 - the Case Studies are replaced by:

Case Study
Mary and Charlie are married and their financial and income tax positions are as follows:

al NBE KlFa o0SENBRYQ WO2NMBISNYdzYo SN 2F @SFHINA | yR
higher rate tax, as he earns a salary of £53,000 and has bank and building society
accounts in his own name which produce £2,000 gross per annum. Both enjoy only the
personal allowance of £6,475 in 2009 / 2010.

O
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still be well below the personal allowance figure. On the assumption that she completes
HMRC form R85 (allowing interest to be paid gross), she will receive the £2,000 and pay
no tax. Charlie meantime, will not have to pay 40% of £2,000, i.e. they will save £800.

Ay

Case Study

Charlie runs his own business. In order to reduce his tax bill, he could employ Mary and
deduct the salary she earns from his business income. As Charlie is paying tax at the
higher rate, the more business income he transfers to Mary, the more they will both
benefit overall.

Charlie pays Mary a salary of £6,475 in 2009 / 2010.
Mary pays no tax as her new income is matched by her personal allowance.

CKINY¥ ASQa LINPFA(GA oAff NBRdAzZOS 06& mMcInftp YR
£2,590.

Page 60 - Tax codes — the final paragraph is replaced by:

The standard tax code for the 2009 / 2010 tax year is 647L, indicating the basic personal

allowance of £6,475. For Claire however, her personal allowance is added to the

allowance in respect of her professional body fees of £60, giving a total allowance of

McZpopX a2 /[/flANBQa GFIE O2RAy3 gAft 0SS cpol d
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Pages 64/65 - Treatment of bank/building society interest — the Basic &
Higher Rate Taxpayers sections including the case study are fully replaced

by:
Treatment of bank/building society interest

Most taxable income, up to the higher rate threshold, is taxed at the basic rate of 20%,
except that there is a 10% starting rate for savings income only, with a limit in 2009 /
2010 of £2,440.

The rate at which savings income is taxable depends on how much earnings a person

NEOSAGS&ad {2 F2NJ SEFYLXSET AT | LISNBER2YQa SI Ny
plus £2,440, then some or all of the savings income will be taxable at 10%.

lfthereAd | O2YOoAYylFdA2y 2F SINyAy3a yR al @gAay3a
any of the savings income can be taxed at 10%. Any savings income above £2,440 will be

taxed at 20%.

Natasha, aged 53, has earnings income of £4,000 and savings income of £6,000 and her
LISNE2Ylf | ff26ly0OS A& mMcZntpd | SNIGIFIEFO6ES Ay
allowance is firstly used against her earnings of £4,000, so none of her earnings are
taxable ¢ all of her taxable income is savings income.

The first £2,440 of taxable income is taxed at the special starting rate for savings of 10%
and the rest is taxed at 20%.

£2,440x10% = £244
£1,085x20% = £217
Total Tax Due = £461

blidlFakKlQa olyl 6Aff KIGS (11Sy (eE 2FF | ff 2
deducted £1,200 ¢ as she is only due to pay £461 tax, she can claim a repayment of tax
from HM Revenue & Customs of £739 (£1,200 - £461).

Devinder, aged 61, has income of £6,600 from his part-time job and savings income of
£4,000, with his personal allowance being £6,475. His taxable income is thus £4,125.

QX
(0p))
0«
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of his earnings (£6,600 - £6,475) is taxable. The rest of the starting rate limit, i.e. £2,315
(2,440 - £125) can be used against savings income.
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Taxable Earnings £125 x 20% = £ 25.00

Savings £2,315x 10% = £231.50
Savings £1,685 (£4,000 - £2,315) x 20% = £337.00
Total Tax Due = £593.50

His employer has already deducted £25 income tax from his earnings through Pay As
You Earn. His bank has taken tax off all of his interest at 20%, so they will have taken off
£800 (£4,000 x 20% = £800). So Devinder has paid a total of £825 tax at source, but he is
only due to pay £593.50 tax. This means he can claim a repayment of tax from HM
Revenue & Customs of £231.50 (£825 - £593.50).

Please note that norsavings income (earnings from employment, pensions, etc.) is
always taxed before savings income.
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personal allowance is taxed at 10%, with any savings income above the limit taxed at
20%.

As a general rule, banks and building societies must take income tax offa O dza G 2 Y S N &
interest before it is paid to them, this being charged at a lower tax rate of 20%. So if any

savings income is due to be taxed at 10%, it is possible to claim some tax back from HM

Revenue & Customs.

Higher rate taxpayers

Higher rate taxpayers will already have paid tax on their interest at the lower rate of
20%, but they are still liable for a further tax payment of 20% so that in total the charge
is equivalent to the higher rate. In determining this, the general rule is that savings
income will be subject to top-slicing, where HMRC tax your salary first and then look at
the income you may be getting from other sources.

Page 66 - Higher rate taxpayers — an additional paragraph is added as
follows:

From 2010 / 2011 there will be an additional rate of tax for dividends to reflect the new
top rate of tax. The extra dividend rate of 42.5% will be introduced for those with
incomes of over £150,000.
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Pages 66/68 - the existing Case Study is replaced by the following:

If we now return to our increasingly wealthy Claire, we find that she has received

dividends of £7,200 and also savings income of £6,400 directly into her bank account

during 2009 / 2010. Previously, her employment income amounted to less than the

KAIKSNI NI GS GFrE GKNBakKz2fRZ o0dzi LQY FFNIARZ /
stock market and your bank and building society interest has now put you into higher

rate tax territory!
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Case Study

Claire gives you the following financial information, relevant to the tax year 2009 / 2010
and asks you to establish how much tax she should be paying.

Basic Salary £28,960
Overtime £ 1,450
Interest from bank / building society (gross) £ 8,000
Dividend income (gross) £ 8,000

Remember ¢ she is entitled only to the basic personal allowance and pays £60 per year
for professional body fees.

Prior to moving on with this more complicated calculation, we need to refer to the
HMRC rules!

2S KIF@S |t NBlIRe yaX(AOR yiHES [HKNIKE S aomi 2 WIf o &8 &
employment income first before looking at other income sources. HMRC also stipulate

in which order these other sources will be taxed ¢ this is important, as getting them in

the wrong order will give you the wrong calculation!

The complete order then, in which the allowances are used up, is:
1. Non-savings income, e.g. employment income
2. Savings income, e.g. bank interest

3. UK dividend income
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Non-Savings
Income

Savings

Income

Dividend
Income

TOTAL

STEP 1

Income from employment

£30410

Building society interest

£4000

Bank Interest

£4000

UK Dividends

£8000

TOTAL GROSS INCOME

£30410

£8000

£8000

£46410.00

STEP 2

Les<Charges on Income

£60

STATUTORY TOTAL INCOME

£30350

£8000

£8000

£46350.00

STEP 3

Les<ersonal Allowance

£6475

TAXABLE INCOME

£23875

£8000

£8000

£39875.00

STEP 4

Income tax due

Non-savings income

£23875 @ 20%

£4775.00

£4775.00

Savings income

£8000 @ 20%

£1600.00

£1600.00
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Dividend income

£5525 @ 10% £552.50
£2475 @ 32.5% £804.37 £1356.87
TOTAL TAX LIABILITY £7731.87

Less tax already paid

PAYE ¢ tax on salary £4775.00

Tax on building society interest £800.00

Tax on bank interest £800.00

Tax credit on dividends £800.00 | (£7175.00)

TAX PAYABLE £556.87

STEP 1

Firstly, we need to calculate her total gross income, which we can see is £46,410, made
up of:

1 Non-Savings Income ¢ her salary and overtime
1 Savings Income ¢ interest from bank and building society accounts

9 Dividend Income.

STEP 2

LiQa GKSYy ySOSaalNB (2 RSRdzOG KSNJ LINPFSaaarAzy
statutory income is £46,350.
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STEP 3

b2¢ ¢S Ydzad RSRdzOG /f I ANBQa LISNE2Y! f

WSFSNNAY3I o6 01 G2 GKS G EYIl ¢roral allbacs & =
from non-savings income (if any) first. Claire has a salary and so the personal allowance

of £6,475 is deducted from that amount. This now leaves a total taxable income of
£39,875 ¢ we now know she is definitely a higher rate taxpayer, as this figure exceeds

the higher rate threshold of £37,400.

So far, so good? Excellent ¢ we can now look at how the tax rates will be applied.

STEP 4

For the last of our steps, we must work out how much tax liability Claire has, i.e. how
much tax she is actually due to pay this year. For this, we now require to apply the tax
rates ¢ just like before!

We can see from the table how the first £23,875 of income, her taxable salary, is taxed
at the basic rate of tax, 20% ¢ remember she can have a total taxable income of £37,400
before paying higher rate tax.

Next, the savings income is assessed. A total of £8,000 additional income, but as this
only takes her total taxable income up to £31,875, this is still below the higher rate
threshold ¢ the calculation is therefore at 20%, the normal charge for savings.

Finally, the dividends are assessed. The gross dividends are £8,000 and we know that
Claire can only earn a further £5,525 (£37,400 - £31,875) before she enters the higher
rate tax zone ¢ she has in fact earned £2,475 in excess of that figure.

This means that the first £5,525 can be taxed at 10% (the basic dividend tax rate). The
remaining £2,475 of her dividend income must suffer the full brunt of a 32.5% charge. A
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respect of her total income.

In order to establish if Claire has any additional tax liability this year, we need to do just
one more calculation. We know how much Claire must pay, but remember, she has
already paid tax on her earnings via the PAYE system, she has had tax deducted at
source in respect of her savings and she also has a tax credit in respect of her dividend
income.
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All we do now is add these up, £7,175 and deduct the total from the Total Tax Liability
amount, £7,731.87. The difference is £556.87 ¢ this is the additional amount of tax that
Claire must pay.

Page 70 - the Case Study is replaced by:

David invested £20,000 in an investment bond with the Really Secure Insurance Co. plc
on 8th December 1999. During the period until encashment, he withdrew £1,000 on 27™
August 2001 and a further £1,000 on the 5™ January 2005. He encashed the remainder
of hisinvestmenton24™"Wwdzf & wnnd ' yR NBOSAGSR (KS
income during the tax year 2009 / 10 (having deducted all available allowances) was
£36,000.

2KlFG 6Aftf 5F@OARQa AyO0O2YS GlE tfAlLOoAfAGER

Firstly, we need to determine the profit element of the transaction.

On encashment, he received £31,500
Previous withdrawals amounted to £ 2,000
£33,500
Less initial investment £20,000
Plus any excesses over 5% annual withdrawal limit Nil
Gain on investment £13,500

Now we are required to apply the top-slicing calculation.

Total gain on investment £13,500 divided by
Total number of whole policy years 9
Profit slice £ 1,500 is added to

5 GARQa GlFEF6tS AyO2Y£536,000

Total income for 2009 / 10 £37,500

Amount falling into higher rate tax bracket £ 100

Taxed at 20% £ 20 multiplied by
The number of years investment held 9

Total tax due in respect of gain £ 180
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Page 73 - Enterprise Investment Scheme (EIS) — the limits / date set out in
the 3™ paragraph are amended to:

£500,000 (previously £400,000) for shares issued on or after 6™ April 2008 (previously
6" April 2006).

Pages 75 /76 - Gift Aid — the whole section is replaced by:

Gift Aid was introduced by the Government to encourage more people to donate to
charity. Donors can make payments, large or small, regular or one-off, to UK charities
under Gift Aid. The donor gives the charity a declaration which can be in writing
(including e-mail) or orally. The charity will normally provide a declaration for the donor
to complete, which requires the donor to confirm that they will pay an amount of
income tax or CGT equal to the tax the charity claims on their donations. The charity can
reclaim the basic rate tax on the donation from HMRC which means that the donation is
effectively worth an extra 25% to the charity.

Donors who are higher rate taxpayers can personally claim the difference between the
higher rate of tax and the basic tax rate, i.e. currently 20%, of the grossed-up donation.
This tax relief for the higher rate taxpayer is obtained by simply advising HMRC who will
use the concept known as the Extended Basic Rate Band Scheme to calculate the revised
tax liability. As the terminology suggests, this means that the level from which income
tax at the higher rate of tax applies is effectively increased, with the increase being
equal to the gross amount of the Gift Aid payment.

The effect of extending the basic rate band means that the 20% rate applies to this
extension rather than the 40% rate which would normally apply, resulting in a tax saving
of 20% (i.e. 40% minus 20%) on this extra amount or extension.

Case Study

Raj had a salary of £48,500 and in the tax year 2009 / 2010 he paid £1,600 to his
favourite charity. He had no other income and only had the basic personal allowance of
£6,475. The higher rate threshold is £37,400.

He is deemed to have paid basic rate tax on this gift and so the grossed-up Gift Aid
payment is equal to £1,600 x 100 = £2,000.
80

In this case, the charity receiving the donations can claim the difference between the
gross amount, £2,000, and the actual cash amount they received from Raj, £1,600.

This equates to an additional £400, the charity will receive ¢ this time from the taxman.
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As for Raj, as a higher rate taxpayer he can reduce his tax bill by personally reclaiming
the remaining 20% of the grossed-up amount, i.e. 20% of £2,000, or £400.

Additionally, for donations between 6™ April 2008 and 5™ April 2011, the charity will
also get a separate government supplement of 3p on every pound donated, this being a
transitional payment to offset the reduction in basic rate income tax from 22% to 20%.

The calculation is computed as below. To prove the calculations, we will also consider

wkaQa LRaAlAz2y KIR KS y2d YIRS lFye& DATI
Gift Aid No Gift Aid

Income £48500 £48500

Less Charges on Income (Gift Aid) £ 2000 Nil

Statutory Total Income £46500 £48500

Less Allowance £ 6475 £ 6475

Taxable income £40025 £42025

Tax Computation Tax Due Tax Due

Basic rate tax @ 20% £ 37400 £ 7480 £37400 £ 7480

Remainder at 40% £ 2625 £ 1050 £ 4625 £1850
£8530 £9330

Add tax already retained £ 400 Nil

Total Tax Due £8930 £9330

¢CKS WIaINRP&aaSR dzLJQ DAFO ! AR FY2dzyd KI &

extending the basic rate band by £2,000 from £37,400 to £39,400 and reducing the tax
charge from 40% to 20% on the £2,000. In this way an extra 20% of tax relief is obtained
on the gross payment of £2,000, i.e. £400.
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Note however, that we have had to add back the £400 (deemed to have been paid at
source when the gift was made) ¢ otherwise, double-relief would have been given.

For basic rate taxpayers, there is no financial incentive in making Gift Aid payments,
although you will have that warm, satisfying feeling of having helped others!

Page 77 - Pension contributions — the whole page is replaced by:
In practice, this means that any payments made out of taxed income to personal or

stakeholder pension plans are immediately topped up by the taxman at the basic rate of
tax.

Case Study - Self Employed

Karen is self-employed as a registered child minder. She is a basic rate taxpayer and has
just set up a £100 per month personal pension.

P
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9 Her pension fund will be credited with £100

1 The pension provider will reclaim the tax relief of £20 from HMRC.

Had Karen been a higher rate taxpayer, she would still pay £80 per month from her bank
account ¢ she would then have to advise the taxman of those contributions, who would
ensure that the additional £20 relief per month was made available to her.

Had Karen been employed and contributing to her company pension scheme, the tax
advantages are the same.

Case Study — Employed

1 Karen is employed by the local council and has joined the Local Government Pension
Scheme ¢ she earns £20,000 per annum

9 She is required to pay 6% of her salary towards her pension scheme

1 She thus sees £100 as a deduction on her pay slip each month ¢ the net reduction in
her pay each month is only £80 however, as tax relief is given automatically via
payroll (the £100 is deducted from her gross salary before her tax is calculated).
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If Karen was a higher rate taxpayer, the same £100 would be deducted, but as all tax
NEfAST O FNRY IDA @Y SWdzfJ2 8 SNE OALF LI @NREfX GfF
worse off each month.
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in the 40% tax bracket. After all, where else could you get an immediate return on your
money of almost 67%!

As we have already seen, from6™! LINAf Hnnc oO0W! Q 51 &0% ySé5 ary
both personal and company (occupational) schemes. Tax relief is now available on

contributions up to 100% of annual earnings up to an annual allowance which was

originally set at £215,000. This limit has risen each year and will reach £255,000 in April

2010; thereafter it will be frozen at that level for the next five years.

Tax Year Annual Allowance
2009 / 2010 £245,000
2010/ 2011 £255,000

In the 2009 Budget, the Chancellor has intimated that higher rate income tax relief is
being restricted from 6™ April 2011. The current 40% higher rate relief will be tapered
away for those with taxable incomes of between £150,000 and £180,000, with those
earning above £180,000 only benefiting from basic rate tax relief on their contributions.

Finally, the 25% tax free lump sum rule which previously applied only to personal
pension schemes was extended to company schemes ¢ provided of course that the
company scheme rules permit this.

Chapter 3

Page 92 — the Annual exempt amount is changed as follows:

For 2009 / 2010, the annual exempt amount is £10,100 (previously £9,600).

Page 107 - ISAs — the 1* paragraph is replaced by:

One of the big advantages of ISAs is their tax efficiency and certainly no adviser would
fail to consider utilising the current annual allowance of £7,200. This limit rises to

£10,200 effective from 6" April 2010 for all investors, with those aged 50 years and over
able to take advantage of the increased limit six months in advance of everyone else.
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Chapter 4

Page 118 - Interest rates and real returns — the 2" paragraph and table
are replaced by:

In times of low interest rates, inflation does not exactly have to be rampant in order for

this to happen. At present, the UK remains in a comparatively low-inflation and low-

interest rate phase and indeed, in March 2009, the UK base rate stood at 0.50%, an all-

time low, whilst the CPI inflation measure stood at 2.9%. Given the inflation rate at that

level, cash investors needed to have earned somewhat more than that on their

deposits, dependent on their taxstatus¢f SG Q&4 4SS K2¢ YdzOK GKS@
to break-even.

Inflation Rate of 2.9% — Break-even Interest Rate Required
Non-tax payer 2.90%
Basic rate taxpayer 3.62%
Higher rate taxpayer 4.83%

Page 119 - FSCS - the first two paragraphs are replaced by:

The maximum level of compensation payable had been increased with the introduction
of the FSCS, with the maximum claim for a deposit being raised to £31,700, calculated
on 100% of the first £2,000 and then 90% of the next £33,000. The scheme was then
upgraded twice by the FSA who changed the rules as a direct result of the crisis of
confidence in the financial services sector. The current position is that should a bank,
building society or credit union go into default, the FSCS will pay compensation up to
100% of the first £50,000 per person.

The compensation limit applies to each depositor and covers the total of all their
deposits held with that firm. Each individual in a joint account is eligible to receive
compensation up to the maximum limit in respect of their share of the deposits (FSCS
will assume the split is 50/50 unless evidence shows otherwise). This means that each
account holder in a joint account would be eligible for compensation up to the
maximum limit, so that joint account holders with a deposit of £100,000 would be fully
recompensed.
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Amounts owed to the failed firm, e.g. loans, mortgage or credit card debts, are taken
into account before any compensation is paid. So for example, if a depositor had a
mortgage of £200,000 and savings of £150,000 with the same bank, set-off may be
applied by the Insolvency Practitioner dealing with the bank failure. As a result, the
depositor may end up owing the bank £50,000, so there would be no positive balance
and no claim for compensation.

Page 125 - Credit union regulation — the final paragraph is replaced by:

Membership of the Financial Services Compensation Scheme (FSCS) means that in the

event of a credit union failing, savers will be compensated by up to 100% of the first

£50,000. Credit union members also have the option of complaining to the Financial

hYodzRaYly {SNBAOS:I AF G(GKSe& R2yQi 3ISG aldraTl
procedure.

Page 126 - Credit union regulation — the 1* bullet is amended to:

1 the maximum savings allowed is £10,000 or 1.5% of the total shareholdings,
whichever is greater

Page 127 - ISAs — the 4™ bullet referring to mini and maxi ISAs is to be
deleted and the 7" bullet is replaced by:

w YFEEAYdzY RSLRA&AAG 2F MoScnn LISNIFAa0FE ol

April 2010 ¢ this date is brought forward to 6" October 2009 for those aged 50 or
over

Chapter 6

Page 188 - Market Sentiment — the final paragraph in this section is

replaced by:

Another factor is confidence. The collapse of Enron in December 2001, one of the

g2NI RQa f I NBHSald SySNHe& GNIXYRSNEX GNAIISNBR |
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course stop on that side of the Atlantic. In addition, many investors were hurt by the
bear run which saw UK equities tumble free-fall style between 2000 and 2002, losing
almost half of their value.

More recently, the beginning of the credit crunch, estimated to have started in mid
2007, arose when problems with the repayment of sub-prime mortgages in the US
triggered a tidal wave of concern about lending around the world. In September 2008,
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the collapse of Lehman Brothers shook confidence further, with the FTSE 100 falling 212
points on the day that the giant US investment bank fell. Meanwhile in the UK, house
prices fell and there was continued turmoil in the financial services sector, leading to the
part nationalisation of both RBS and the merged Lloyds Banking Group.

During the period mid August 2007 until mid April 2009, the FSE 100 lost a staggering
one third ofitsvalue,soA 1 Q& Sl aé (2 aSS ¢Ké AyodSailzNa
more of their savings to the markets.

Page 204 - Higher rate taxpayers — an additional paragraph is added as
follows:

From 2010 / 2011 there will be an additional rate of tax for dividends to reflect the new
top rate of tax. The extra dividend rate of 42.5% will be introduced for those with
incomes of over £150,000.

Page 219 - Enterprise Investment Scheme (EIS) — Investment terms and
conditions — the limit referred to in the 2" paragraph is changed to:

£500,000 (previously £400,000) for shares issued on or after 6™ April 2008.
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BOOK TWO
Chapter 1

Page 19 - Taxation - Individuals — a new paragraph is added after the
bullets:

From 2010 / 2011 there will be an additional rate of tax for dividends to reflect the new
top rate of tax. The extra dividend rate of 42.5% will be introduced for those with
incomes of over £150,000.

Chapter 2

Page 42 - Individual Savings Accounts (ISAs) — the 3" and 4™ paragraphs
are amended to:

When the government launched ISAs, they guaranteed that they would be available for
at least 10 years and that a review of the operation of ISAs was to be conducted in 2006.
The result of the review is that ISAs will now be around indefinitely.

When ISAs first went on sale, investors were able to hold a wide range of savings and
investment products, including cash, stocks and shares, and life insurance. The life
insurance element was however removed in April 2005. In terms of being tax effective,
saving through an ISA account used to provide tax free income and growth from savings
and investments, i.e. returns free of income tax and CGT. Again however, subsequent
amendments to legislation have meant that dividend income is no longer tax free.

Until 5th April 2008, there were two distinct ISA types, known as Mini and Maxi ISAs,
each with their own investment limits. These however disappeared and so now there
are simply Cash and Stocks and Shares ISAs which we cover shortly. Investment limit
changes are usually announced in the Budget and we shall outline the recent changes.

ISAs are a very popular means of saving, with more than 18m people having opened
accounts since they were first launched.
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Page 42/43 - “ISA limits and types” — the whole section is deleted and is
replaced as follows:

Stocks and shares ISAs — limits

The limits for ISAs were changed with effect from 6™ April 2008, with individuals able to
subscribe up to £7,200 per tax year to a stocks and shares ISA, subject to the new
overall ISA annual subscription limit of £7,200. As such, it is possible for an individual to
invest the maximum £3,600 in a cash ISA and a further £3,600 in a stocks and shares ISA.

Further announcements in the 2009 Budget mean that the overall limit will be increased
to £10,200 effective from 6" April 2010, although, if preferred, £5,100 can be put into
the cash element. Additionally, from 6™ October 2009, these same increased limits will
be available for people aged 50 or over.

Importantly, if for example an investor withdraws £1,500 from their fully subscribed
stocks and shares ISA, they cannot reinvest that money again later in that tax year as
their limit has already been used up.

Page 43 - Budget 2007 changes — this section is deleted and is replaced by:
Stocks and shares ISAs — other features

A number of important changes have been made over the last few years in order to
simplify the regime and to encourage investors to take up this investment type. Here

are a few of the key changes:

1 For those investors who are not risk-averse, it is possible to transfer from an ISA cash
component into the stocks and shares component for past tax years without
FFFSOGAYI GKFG OdzNNByd &SIFNRa AygSadaySyid f7

9 PEPs are obsolescent and are now included within the ISAs wrapper

{1 Child Trust Fund accounts can rollover into ISAs when they start to mature from 1%
September 2020 onwards.

Page 47 - Taxation — the 4" paragraph is amended to:

For higher rate tax payers, dividends received from investments held within an

ISA are subject only to the 10% reduction and are not liable for the additional 22.5% tax
(32.5% effective from 6 April 2010 if taxable income exceeds £150,000) which would
be levied on gross dividends held outwith an ISA.
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Page 49 - PEPS — the text in this section is replaced by:

PEPs were also a tax-free equity savings scheme, being launched on 1* January 1987.
Until new investment in PEPs was stopped on 5™ April 1999 after the introduction of
ISAs, investors were free to invest £6,000 per year into a general PEP (these held an
assortment of approved securities, for example, authorised unit trusts, OEICS and
investment trusts which met specific investment criteria). Additionally, investors were
allowed to put £3,000 per year into a single company PEP, which, as its name suggests,
invested in the shares of one company.

All PEPs automatically become stocks and shares ISAs on 6™ April 2008.
Chapter 3

Page 79 - a new section is inserted prior to the Pensions Ombudsman
The Pensions Act 2007

This Act provides measures for improved security in retirement for this, and future,
generations. Included within this legislation are the following key elements.

Basic State Pension

For anyone reaching state pension age on or after 6" April 2010, the number of
qualifying years needed to qualify for the full basic state pension will be reduced to 30
for both men and women. Anyone with less than 30 qualifying years will be entitled to a
proportion of the full basic state pension for each qualifying year they have built up. We
touch on this again a little later on.

Uprating of the State Pension

In 2012, but in any event at the latest by the end of the next Parliament, the state
pension will be increased (uprated) annually in line with earnings rather than prices.

Increase to the State Pension Age (SPA)
The state pension age will increase to age 68, this being phased in by one year per

decade between 2020 and 2050. Those born before 6™ April 1959 will not be affected
by this change.

45



Personal Accounts

The Personal Accounts Delivery Authority is to be set up to undertake the preliminary
work necessary for the establishment of a personal accounts scheme in April 2012.

Personal Accounts will provide a straightforward opportunity to contribute to a high-
quality, low-cost savings vehicle. The scheme will have the following key features:

T Automatic enrolment for employees into either the new personal accounts scheme
ortheir2 6y SYLX 28 SNNa 200dzLJ GA2yt+f &aOKSYS
standard

1 Employees will contribute 4% of a band of earnings of between around £5,000 a year

and £33,000 a year
T Employers will make minimum matching contributions of 3% on the same band of
earnings.

1 A further 1% will be contributed in the form of normal tax relief.

Page 85 - Lifetime allowance — the sentence after the text box is changed
to:

The 2010/ 2011 limit of £1.8m will be frozen until 2015 / 2016.
Page 87 — Annual allowance — the 1* and 3" paragraphs are changed to:

For higher earners, tax relief is available for contributions up to the new annual
allowance. In the 2009 Budget however, the Chancellor intimated that higher rate
income tax relief is being restricted from 6™ April 2011. The current 40% higher rate
relief will be tapered away for those with taxable incomes of between £150,000 and
£180,000, with those earning above £180,000 only benefiting from basic rate tax relief
on their contributions.

The annual allowance limits have been set until 2010 / 2011, with the £255,000 limit
then frozen at that level for five years.
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Pages 93/94 - NICs — the entire Classes and rates section is replaced as
follows:

There are four classes of NICs, each with different rates of payment. These are noted
below and apply for the 2009 / 2010 tax year:

Class 1 (Primary) — Employees

If an employee earns above £110 a week (earnings threshold) and up to £844 per week,

they will pay 11% of this amount. Additionally, 1% of any earnings above the upper

earnings limit of £844 a week are also paid. However, if earnings are between the lower

earnings limit of £95 per week and the earnings threshold, the employee still qualifies

for certain National Insurance benefits. If an employeeisamS Yo SNJ 2 F G KSANJ SY LI
contracted-out pension scheme, a lower percentage rate, currently 9.4%, is payable.

Class 1 (Secondary) — Employers

Secondary Class 1 contributions are paid by employers and are calculated at 12.8% of an
SYLJX 2 @& S &afwiags ab®dithe tarnings threshold, including all earnings above the
upper earnings limit. Employers who have their own occupational pension schemes and
are thus contracted out of the State Second Pension Scheme are given a rebate and pay
at 9.1% for final salary schemes and 11.4% for money purchase schemes.

Class 2 — Self Employed

The self employed must also pay NICs, the actual amount being dependent upon the
level of their taxable profits. For anyone whose profits exceed £5,075, they must pay at
a flat rate weekly amount of £2.40.

Class 3 — Voluntary Contributions

The concept of paying taxes voluntarily may seem strange, but some people may have
gaps in their NIC payment records. This may occur, for example, if they had been
unemployed and not claiming benefit, if self employed and earning less than the profits
threshold, or perhaps living abroad. Consequently, if they retire after 5™ April 2010 and
have less than 30 qualifying years, they will not receive the full basic state pension, so it
may be worth making voluntary contributions to make up the difference.

Voluntary contributions can be made for the previous six tax years, although from 6

April 2009, individuals who satisfy certain conditions will be able to pay Class 3 NICs for
up to an additional six years back to 1975. The new measure applies to individuals who:
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1 reach State Pension age between 6 April 2008 and 5™ April 2015
1 already have 20 qualifying years.

Contributions are paid at a flat weekly rate which is £12.05 in 2009 / 2010. Where a
shortfall exists on state pension contributions, the Pension Service may advise a
voluntary NIC at a different weekly rate.

Class 4 — Self Employed

The self employed must also pay this Class of NICs if their profits are between £5,715
and £43,875, at a flat rate of 8% of their profits. Where profits exceed £43,875, an
additional 1% is payable on the excess. These contributions do not count towards state
benefits.

Page 95 - State Second Pension Scheme — the 2" and 3" paragraphs are
replaced by:

S2P gives employees earning up to a certain amount (£31,800 in 2009 / 10) a better
pension than SERPS, with most help going to those on the lowest earnings (up to around
£13,900).

As previously mentioned, S2P is earnings-related, with a principal aim of the
Government being that low and non-earners receive a greater benefit.

l'a LI NI 2F GKS D2@SNYYSyadQa NBTF2NY 2F adl ds
to S2P and contracting-out took effect on 6™ April 2009. Previously, people built up S2P

benefits on earnings between the lower earnings limit (LEL) and the upper earnings limit

(UEL), £4,940 and £43,875 in 2009 / 2010. From 6™ April, an upper accrual point (UAP)

replaced the UEL as the higher threshold for earning S2P. Although the UEL, the upper

limit for paying national insurance contributions, is £43,875, the UAP is set at £40,040.

This means that people who earn above £40,040 and contract-out, say via a personal

pension, will pay extra national insurance contributions, yet see no increase in the

rebate paid into their pension scheme.

The Government anticipate introducing a simpler, flat rate S2P by around 2030.

Page 95 - State Second Pension Scheme — the text within the box is now
deleted
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Page 95 - Contracting out — the 1* paragraph is replaced by:

Employed earners with annual earnings above a certain amount (£4,940 in 2009 / 10)
cannot leave the basic state pension scheme although they can choose to leave S2P and
join a private pension scheme instead ¢ this is contracting out.

Page 96 - Pension credit — the last two paragraphs are replaced by:

The Guarantee Credit gives those on low incomes at least £119.05 a week if single and
at least £198.45 for those with a partner or civil partner. It is a top-up benefit, so the
level of existing income determines the level of benefit ¢ income includes state and
other pensions, most state benefits and savings. In connection with savings, if there is
less than £6,000 (£10,000 for those in care homes), these will not affect entitlement,
whilst amounts in excess of this threshold are treated as the equivalent of £1 of income
for each tranche of £500 savings above £6,000. The £6,000 capital disregard level is
raised to £10,000 in November 2009.

The Savings Credit is for people aged 65 and is intended to reward people who have

saved for their retirement. Tobel 6 £ S G2 3ISG GKAa ONBRAGIZ | &Ay
not exceed £181, with a couple (one of whom is over 65) having to have income below

£266 to qualify. Income includes any savings income as with the Guarantee Credit. This

credit provides extra money of up to £20.40 if single, or £27.03 a week for a couple.

Page 107 - FSAVCs - the 2" paragraph is replaced by:

Contributions are not deducted from salary, with the policy premiums being paid to the
FSAVC provider by direct debit. This has tax relief implications, as only the basic rate
relief can be given immediately. Higher rate taxpayers must reclaim the additional tax
relief of 20% via their self assessment tax return.

Page 108 - Personal pensions — the last two paragraphs are replaced by:
Now, the maximum contributions payable into a personal pension and which attract
income tax relief is equal to 100% of earnings subject to the new annual allowance,

these contributions being paid net of basic rate tax. Higher rate taxpayers can claim the
additional 20% via their tax return.
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Contributions paid in excess of the annual allowance, even if contributed by an
employer, give rise to a tax charge of 40% on the pension scheme member. Even if a
person has no earnings, up to £2,880 each tax year can be paid in by them or by

someone else on their behalf. When basic rate tax relief is added, this equates to the

HMRC contribution limit of £3,600.

Chapter 5

Page 138 - Property — the 1* paragraph is replaced by:

Over the last 25 years, despite the recession of the early 1990s and the current

economic downturn, property has still been one of the best performing asset classes,

with both residential and commercial property prices proving buoyant.

Housing market conditions are likely to be tough during this recessionary period due to
increased unemployment, low consumer confidence and the limiting effects of the
reduced availability of mortgage finance. Moving forward however, many investors will

remain attracted to bricks and mortar ahead of equities because of the extra security

that property offers. This trend, post-recession, is likely to continue, as investing in the

sector became even easier following the introduction of real estate investment trusts

(REITs) in 2007.

Page 139 - Low borrowing costs — the whole section is replaced by:

Linked to growth, the low cost of borrowing is likely to continue over the medium term.
Recent forecasts provided to HM Treasury by independent city institutions suggest that
as the UK emerges from recession and the effects of the credit crunch, that the base
rate will rise from the all-time low of 0.50%. This is evidenced by the following table:

Average Base Rate Forecasts

City Institutions — February 2009

2009 2010 2011

2012

2013

0.77% 1.20% 2.72%

3.75%

4.35%
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(1990) that the average building society mortgage rates over that year were 14.34%.
Nevertheless, we still appear to be in a relatively low inflation / low interest rate
environment and not since 1998 have we seen building society mortgage rates average

in excess of 7% over the year.
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Page 150 - CGT - this section is replaced by:

When an investor sells their investment property, any profits made may be subject to
CGT, remembering that each individual has an annual CGT exemption.

To reduce a capital gain, the allowable costs should be maximised, i.e. all costs involved
with the purchase, ownership period and sale of the property that fall within the
definitions stated by HM Revenue & Customs. These could legitimately include
solicitor's costs, stamp duty and the cost of any major changes to the property while it
was owned, for example an extension or a re-fitted bathroom.

Any capital gains are calculated by deducting the annual exemption and allowable costs
from the sale price, with the resultant gain being charged at a flat rate of 18%.

Page 155 - Unit-linked life and pension funds - Tax — this section is
replaced by:

Since A-Day, 6™ April 2006, investors can obtain tax relief on pension fund contributions
Fd GKS GFELI @SNNa KAIKSad YFENBHBAYLFE GFE NI GSS
£245,000 for the year 2009/ 2010, rising to £255,000 in 2010 / 2011.

The amount of tax-free lump sum available is limited to 25% of the fund value which
itself would be subject to a £1.75m lifetime allowance limit during 2009 / 2010 and
rising to £1.8m by 2010 / 2011. Both the annual contribution and lifetime limits are
frozen at the 2010 / 2011 levels until 2015 / 2016

In terms of unit-linked life policies, provided a policy is a qualifying policy, benefits paid
are not subject to tax.
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