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Funding Options

e Live-in Care and Nursing clientstendtobe* asset rich, cash poor’'; their
family home and Clients who wish to continue living in their homes whilst receiving Care &
Nursing should consider the various funding options available

e Consultus is not qualified to give advice about which funding option might be suitable for your
needs. Clients should seek advice from an Independent Financial Adviser such as NHFA Ltd., a
member of HSBC Group, which is regulated and authorised by the Financial Services Authority.
Consultus receives no fee, commission or other benefit from NHFA or from any other IFA or
provider of financial products - see Page 10 below for the NHFA contact details

e Many different financing schemes exist to fund Live-in Care & Nursing; each scheme needs to be
tailored to an individual ' s specific financi al circ

e Inheritance tax planning can reduce the cost of Ca
and other assets are worth more than £325,000 (IHT Nil rate band tax year 2009-2010)

e For such individuals, the net cost of Care & Nursing is 60% of the total fee; this is because the
cost of the Care service reduces the value of the estate and the related inheritance taxes
accordingly

e Clients’ chil dren and edtatetshouldebe induded i iany idiscussioassando f t h e
legal arrangements relating to Care funding

e Private Care funding schemes fall into two main categories — Equity Release and Annuity based
schemes, although there are other alternatives

e Equity release sche mes i ncl ude Reversion Plans (sale of one’
Home Income Plans (mortgage used to buy an Annuity), Roll Up Mortgages (the lender gives you
a lump sum, you pay nothing and the i nApprecaton i s ‘r o

Mortgages. The main advantages and disadvantages of each type of scheme are given below

e Annuity based schemes involve the payment of a lump sum of capital to the plan provider in
return for a guaranteed income for life. This income is used to finance the cost of the care.
Again, the advantages and disadvantages of each scheme are given below

e An alternative to Equity & Annuity based schemes might be a bank or building society loan. A
loan might be a solution to financing care or nursing in the short-term whilst longer term
measures are considered and put in place
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e Some Equity Release arrangements have given the financial services industry a bad name,
because the sale of one’'s house not only eté mi nat es
decision, once made, cannot be reversed. This emphasizes the need for Clients to obtain proper
professional advice from a specialist such as NHFA Ltd.

PRIVATE FUNDING

Equity Release Schemes

Home Reversion Plans

e You sell your home, or a share of your home, to a reversion company for a lump sum, but you
still retain the right to live there, either rent-free or for a nominal rent.

e When your home is subsequently sold the reversion company gets its payout

e If you sold 100% (full reversion) of your home to the reversion company, it gets 100% of the
proceeds of the subsequent sale prices, including any growth

e Alternatively, if you sold 50% (partial reversion) of your home to the reversion company, it gets
50% of the proceeds, again including any growth

e The reversion company will also only pay you a percentage of the current market value for the
share of your home it buys, because the reversion company may have to wait years for its
return, whilst you continue to live in your home.

e The actual percentages of the value of your home that the reversion company will pay are
typically between 30% and 60% of its current value, dependent upon your (and any partners)
age, gender and health.

Full Reversion Plans

Full reversion means that you sell your entire home to a reversion company.

Advantages

¢ No monthly repayments

e Family's share of the home is determined at outset

e Plan provides cash lump sum and/or partial payments

e The payment is larger if the applicant is suffering from impaired health

e House value is removed from the applicant's estate for Inheritance Tax purposes

e If death occurs shortly after completing the sale, the family may receive a possible rebate
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Disadvantages

e The home is bought at a discount, so may be less suitable for people in their 60's
e If death occurs soon after taking out a plan, it could be poor value for money

e Reversion companies may not buy unusual properties and/or in certain locations
¢ When the home is sold, the decision cannot be reversed

Partial Reversion Plans

Partial reversion means that you sell part of your home to a reversion scheme provider. At a later stage,
you may be able to sell another portion of your home and raise further funds if required.

Advantages

¢ No monthly repayments

e You share in any rise in the property's value. A further percentage of the property can be sold to
release additional cash

e The payment is larger if the applicant is suffering from impaired health

e Part of the house value is removed from the applicant's estate for Inheritance Tax purposes

e If death occurs shortly after completing the sale, the family may receive a possible rebate

Disadvantages

e The home is bought at a discount, so may be less suitable for people in their 60's
o If death occurs soon after taking out a plan, it could be poor value for money
e Reversion companies may not buy unusual properties and/or in certain locations

Interest Only Mortgages

A mortgage raised against your home where the capital borrowed is eventually repaid from the
eventual sale of your property, rather than from an independent savings vehicle.

Features

e You borrow a lump sum secured against the value of your home
e You pay interest each month, but you have a lump sum to spend how you wish
e The capital is eventually repaid out of the sale proceeds

Advantages
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e Amount owed is fixed so any increase in home equity is yours
e Fixed rate borrowing gives certainty to monthly payments

Disadvantages

e Interest payments must be made
e Part of the loan may have to fund the interest payments
e Variable rate loans can be risky if interest rates rise

Home Income Plans

These plans provide for a regular income, as opposed to a capital lump sum, and do not require
repayment of the capital until the home is sold.

Features

e You take out a mortgage against your home
e The money is used to buy an annuity which guarantees you an income for life
e Mortgage payments are deducted from this monthly income and the remainder is yours

e The mortgage is eventually repaid out of the home sale proceeds
Advantages

e Regular income for life
e Mortgage interest deducted automatically

e Amount owed is fixed
e Any increase in home value belongs to you
e Possibly purchase competitive annuity elsewhere

Disadvantages

¢ Not suitable for those looking for a substantial lump sum
e Fixed income is eroded by inflation

e Built-in annuities are not necessarily competitive
e Low annuity rates mean plans only suitable for elderly homeowners

Roll Up Mortgages

These are currently the most popular type of plan, accounting for some 60% of the Equity Release
market for older people.

Features
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e The lender gives you a lump sum or monthly income (or both)

e You pay nothing - the interest is 'rolled up' into the loan

e The amount borrowed plus this interest is repaid out of the proceeds from the sale of
the home after you die

e How much you can borrow depends on the value of your home and your age

e The older you are, the higher the percentage of your home's value you can borrow

e Generally, you will not be advanced more than 50% of the value of the home

Advantages

e No interest payments to be made
e Higher income pro-rata, compared to interest-only mortgage or home income plan

e Usually lower risk fixed-interest loans
e Mitigates Inheritance Tax for estates over the IHT threshold

e Plans for people aged 55 and above

Disadvantages

e Uncertainty about how much will have to be repaid at the end
e Uncertainty about how much equity will be left for your family
o Interest payments can mount up quickly reducing inheritance

e Interest rates can be high
e Top-up loans may not be available later

Shared Appreciation Mortgages

These plans are not widely available at present but have been popular in the past and may be again in
the future.

Features

e You borrow a lump sum based on the value of your home

e There are no repayments until you die or the home is sold

e Then the amount you originally borrowed is paid back plus an agreed percentage of the amount
by which the home has increased in value

Advantages

¢ No regular repayments to make
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The loan may cost nothing if home's value has not increased or fallen

Disadvantages

If house prices rise strongly, the effective cost of the loan could be very high
If house prices rise strongly, you may be effectively 'locked’ into your current home

Annuity Based Schemes

Immediate Care Plans

Features

A tailor made annuity-based product for those at the point of needing care

A lump sum of capital is paid to the plan provider in return for a guaranteed income for life

This product is used when you are already in need of care - either at home or in a
residential/nursing care home

The application will be medically assessed to see how much you will pay for your chosen level
of income

The policy only continues to pay income whilst long-term is required

This income can either be level or on an index linked basis to keep pace with inflation

Advantages
e The income is normally paid directly to the care provider (i.e. the Residential Care Home)
e The higher the care needs of the applicant, the higher the income payments from the plan
e Since the applicant must be assessed as needing care, a claim on the policy is almost certain
e The lump sum payable to the plan provider would reduce the value of your estate by an
equivalent amount, for Inheritance Tax purposes
Disadvantages

If death occurs soon after taking out a plan, it could be poor value for money

There is no payout to your estate or beneficiaries on death

You cannot normally cancel or get your lump sum premium back, except during the statutory
cooling off period after purchase

If you decide to move into a residential care home, but do not need care, this product is not
available to you

Most policies will only pay the income directly to the care provider, and not to the policyholder

Impaired Life Annuities

Features
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e An individual's accumulated pensions are transferred to an annuity office and converted into a
guaranteed income for life

e The amount of each payment is determined at outset, and can include various additional
'options', such as minimum payment periods, dependants' pensions, index linking, etc.

e Certain annuity companies provide special impaired life annuities. If an individual has certain
health problems, they may qualify for an impaired life annuity

e Impaired life annuities pay a higher than normal rate of annuity income

e The applicant is medically underwritten to determine the rate of impaired life annuity which
would be offered to them. This rate is guaranteed for life

e Income payments receivable from the plan are taxable under the PAYE system to UK Income Tax
at your highest marginal rate (i.e. 0%, 10%, 22% or 40%)

Advantages

e The annuity income payable from your pension funds is increased to take account of any health
problems which could reduce your lifespan (e.g. cancers, heart problems, stroke, etc.)

e The level of income payable will never reduce, despite the prevailing interest rates during the
remainder of your life

e Dependant's benefits can provide additional financial protection for your family after your own
death

Disadvantages

¢ Once established the annuity cannot be surrendered or altered, so you lose access to your capital

o If the annuity is not inflation-linked, the value of income payments during the term will be eroded
in 'real' terms

e Any additional 'options' included on the policy (i.e. dependants pensions, index linking, etc.) will
reduce the annuity rate available to you

Purchased Life Annuities

Features

e You pay a lump sum of capital (from funds other than your pension fund) to an annuity provider
in return for a guaranteed income for life

e The amount of each payment is determined at outset, and can include various additional
'options', such as minimum payment periods, dependants' pensions, index linking, etc.

e Income payments receivable from the plan are taxable under the PAYE system to UK Income Tax
at your highest marginal rate (i.e. 0%, 10%, 20% or 40%)

Advantages
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e Regular income for life

e Purchased Life Annuities are treated differently for tax purposes than normal pension annuities
(also known as 'compulsory purchase annuities'). This is because a significant proportion of each
income payment is treated as a 'return of capital' for income tax purposes, and therefore a lower
proportion of the income is taxable

e The basic rate of tax applicable to Purchased Life Annuity income is reduced from 22% (for a
pension annuity) to 20%

Disadvantages

e Once established the annuity cannot be surrendered or altered, so you lose access to your capital

e If the annuity is not inflation-linked, the value of income payments during the term will be eroded
in 'real' terms

e Any additional 'options' included on the policy (i.e. dependants pensions, index linking, etc.) will
reduce the annuity rate available to you

Trusts & Other Alternatives

Loan Trust

A Trust is set up with a nominal gift, usually £10, the beneficiaries of the Trust being the next generation.
You then give a substantial interest free loan to the Trustees to be repaid over a fixed term.

The Trustee invest this money to produce an income stream, which is paid directly to the you as loan
repayment s, each payment of ‘“income’ reducing the | oan
estate.

On death, the Trustees repay the balance of the loan outstanding to the estate, the remaining
investments in the Trust are owned by the beneficiaries.

Actuarial Life Expectancy / Equity Release
This is a roll-up mortgage that can give you an income as well as a lump sum payment.

The interest is rolled up into the loan but it is only levied on the capital outstanding. The whole of the
mortgage is repaid when your home is sold.

NHFA Ltd i Independent Financial Advice

We refer both Clients and potential Clients to NHFA to assist them with their financial planning needs and
to advise them on selecting the appropriate funding scheme(s) necessary to finance their Live-in Care
and Nursing requirements.

NHFA is a member of HSBC Group and is authorised and regulated by the Financial Services Authority.
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NHFA has helped thousands of families cope with long-term care problems since 1991. They provide
advice to individuals who have little or no capital on issues such as rights to Care services, local authority
charging procedures, obtaining Department for Work & Pensions (DWP) benefits or meeting the costs of
private Care & Nursing services.

The advice and information provided by NHFA is independent and entirely funded by income derived from
the financial advice given. Many families contact NHFA because a relative has to pay for their own Care
and they appreciate that the funding of Care fees is a complex and specialist area. Clients may be
unaware of the non-means tested State support available coupled the use of financial products
specifically designed to enable Care costs to be met with the potential of preserving capital.

It should be noted that Consultus receives no commission, fee or financial benefit of any kind for
referring its Clients to NHFA Ltd.

The contact details for NHFA Ltd. are:
St. Leonards House

Mill Street

Eynsham

Oxford OX29 43X

NHFA Care Advice Line: 0800 998833
Tel: 01865 733000
Fax: 01865 733001

E-mail: enquiries@nhfa.co.uk

STATE FUNDING

The Government and Local Authorities provide financial assistance, advice and other forms of support to
elderly, sick and disabled people who need help with their personal care or nursing.

If you want to move to a care home and receive financial support from the Social Services then your
Local Authority will means-test you. You will be asked about your weekly income, including pensions,
earnings and benefits, and about your savings and investments. The value of your home or car is not
considered.

The Council will work out your charge and will generally ignore any savings or investments if they are
less than about £14,000 (the figures vary from area to area).
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If you have savings or investments of between £14,000 and £23,000 they will ask you for a contribution
to the costs. If you have more than about £23,000 in savings or investments you will be expected to pay
for the full cost of your care.

The average weekly cost in England per person forolderpeo pl e’ s accommodati on i n
home was £450 — Source: Dept. of Health. However, according to a recent Saga Cost of Care report, the
average cost of accommodation in a nursing home in London is around £600 a week or £31,200 per year.

And in the Home Counties average fees can be much higher.

A small minority of people with life limiting and terminal ilinesses qualify for fully paid nursing at home
through the NHS Continuing Care scheme. Most people however are entitled only to a Registered Nursing
Care Contribution (RNCC) from the NHS of between £106 and £146 a week— the amount depends on how
much nursing care (as distinct from simple personal care) you need.

Attendance Allowance

Attendance Allowance is a tax free benefit for people over 65 who need help with personal care such as
getting in and out of bed, washing, eating, medication or mobility, or because they can become confused
and need to be watched over. Attendance Allowance is not affected by savings and is usually unaffected
by any other income you may have.

Telephone your Local Benefits Office or (0845) 712 3456; See leaflets DS702 and HB5 available from
Jobcentres, Pension Centres and Social Security offices.

Carerodos Al l owance

A taxable benefit for people such as friends and family members who look after someone who gets
Attendance Allowance or Disability Living Allowance. Extra expenses can be claimed for paying a third
party to provide care while you are out.

Telephone your Local Benefits Office or (0800) 882200; See leaflets DS700 available from Jobcentres,
Pension Centres and Social Security offices.

Community CarPaydmkinrt esdt

As an alternative to giving community care services, councils are obliged to offer Direct Payments (if you
meet certain conditions) to pay for your own private homecare arrangements and related activities such
as shopping services. If you are a volunteer Carer, you may also be able to get Direct Payments. You
cannot use Direct Payments to pay for permanent places in residential or nursing homes or to buy care
from the council but you could use it to help pay for a homecare service.

Social services can also suggest special equipment to make life easier, e.g., grab rails and bathroom aids.
Grants for adapting housing may be available from local Community Occupational Therapists, details
available through your GP. For more information, telephone local Social Services care managers.

Continuing Care (NHS)
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Your every nursing and care need +iacludinginiyaudowrdhommeo- be pai
if, following a short clinical assessment, your local health authority agrees your health needs meet their

criteria for funding. This may amount to more than £1,000 per week in aid which can be spent, for

example, on 24-hour live-in nursing, night nurses or daily respite. Continuing care funding criteria vary

from area to area, but for eligibility you must suffer from a serious life-limiting or terminal condition.

Phone NHS Direct (0845) 46 47
Disability Living Allowance

A tax-free benefit for children and adults with a disability or illness who need help with getting around or
personal care and who claim before the age of 65.

Phone your local Benefits Office or (0845) 712 3456

See leaflets DS704 (or DS706 for children) and HB5 available from Jobcentres, Pension Centres and
Social Security offices.

Independent Living Fund

The top-up fund that works in conjunction with Social Services. ILF pays grants to disabled people with
high support needs who wish to |live independentl!y. I LF
so you can earn without losing any funding.

Phone (0845) 601 8815
Senior Line

A welfare advice line run by Help the Aged for older people and their carers. Free, confidential and
impartial advice about benefits and community care. Phone (0808) 800 6565

Benefits Enquiry Line

A confidential telephone service for people with disabilities, their representatives and carers.
Phone (0800) 882200
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