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Green shoots?!!!
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When we look at what the Prime Minister’s and the Chancellor’s plan is now I am astounded by it.
Essentially, here’s what they are trying to do: we’ve got the consumer (70% of the economy), with no
savings and little equity left in the house due to the 20% fall over the last nearly two years (and
there’s a lot more falls to come over the next two years) but still massive debts. On top, the
consumer’s pension and other long term savings are down ¢ 25 percent. So, this consumer has few
savings; his assets have shrunk, and the Prime Minister, and everybody else, has an economic policy
which, for the most part, is trying to force banks to lend money to that consumer, so he can go out and
buy another TV set or another car or an investment property (sic!).

The banks, on the other hand, have acted entirely recklessly as they were broadly unsupervised, and
the previous huge profits were private yet the emerging super losses are nationalised (you couldn’t
make it up!).

So, the taxpayer will be footing the bill for many years from after the next election, next year. On top,
there will be huge public sector cuts — from the sector of the economy that broadly kept us going
during the last 10 years. There is NOTHING holding us up. The foundations of our economy are
built on shifting sand. Be under no allusion — this is not political.

Whichever party is in power makes no difference. Thatcher and Reagan developed the easy credit
system of funny money and Major then Blair and Brown continued it. The system is ‘vote for us and
we’ll give you something for nothing’ and your children will pay for it. The funny money system was
built up over some two generations and it will need a generation to come back to equilibrium.
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Thus, YOUR WEALTH AND FINANCIAL SECURITY ARE AT RISK. In the short term you still
need to preserve capital, due to generally falling asset prices. In the medium to long term, you will
need to preserve purchasing power in an increasingly inflationary world. Preserving capital will be
useless if, for example, petrol were say £5 a litre.

The amount of money printing (see tax payer — government — liabilities above) will inevitably mean
inflation. However, it does not mean economic growth. Thus, there will still be high unemployment,
high taxes, (much) higher interest rates, lower public spending. Long term, the old ways of providing
financial security will not help you — given the long term wider perspective, we cannot see how house
prices or the stock market will rise faster than inflation. In the short term we stick by our continuing
forecast of house price falls of 40-50% off the September 2007 highs by 2011/12. Have you seen
unemployment?

Thus, if you aren’t already doing so, speak to us first about preserving your, your family’s and/or your
clients’ capital (if you are a professional adviser), then speak to us about preserving purchasing power
given the future challenges before us. There ARE ways to make money in this environment and we
are achieving that. Most of our portfolios are up in excess of 10% during the last 6 months or so
(some more so) — combined with lower volatility than the stock market. Remember, while the stock
market fell some 50% from October 2007 to March 2009, our clients preserved their capital.

As the economy turns down sharply, as we forecasted it would, can your friends and family be sure
they have planned appropriately? If you are a professional adviser, such as a private client lawyer or
an accountant, can you be sure that your clients are well looked after by their financial and investment
advisers and stockbrokers?

Please remember investments can fall as well as rise. And they will!
At Armstrong Davis we provide impartial, quality advice. Advice that works.

With the bounce in markets — stock and residential housing — the ending of spring 2009 is a great
opportunity to lock in what you have. Maybe the last opportunity before the next huge leg down.
The government has sorted the problem? The housing market is recovering sustainably? The
stock market is on its way back up? Don’t believe what you see in most of the media. They have
their own agenda. They sell advertising or they have to achieve government agreed targets of
viewers and listeners.

Call me on 0845 862 2919 to discuss how we could help you or your clients during the period of the
biggest destruction of mass wealth in three generations (yes, before The War to the 1 930s).

With kind regards
S (e —

Jonathan Davis BA MBA FCII ATFP FPFS
Chartered Financial Planner
Managing Director

vE idavis@ArmstrongDavis.com
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Welcome to the economics of the madhouse!

Joe owns a bar in Kuala Lumpur. In order to increase sales, he decides to allow his loyal customers — most of whom

are unemployed alcoholics - to drink now and pay later.
: He notes the drinks consumed on a ledger
(thereby granting the customers loans).
Word gets around and as a result
increasing numbers of customers flood
into loe’s bar. Taking advantage of his
customers’ freedom from immediate
payment constraints, Joe increases his
prices for wine and beer, the most-
consumed beverages.

His sales volume increases massively.
A dynamic account manager at the
bank recognizes these customer
debts as valuable future assets and
increases Joe's borrowing limit. Joe sees no reason for undue
concern since he has the debts of the alcoholics as collateral. At the
bank’s corporate headquarters, expert bankers transform these
customer assets into DRINKBONDS, ALCBONDS and VOMIBONDS.
These securities are then traded on markets worldwide. No one
really understands what these abbreviations mean and how the
securities are guaranteed. Nevertheless, as their prices continuously
climb, the securities become top-selling items.

Jonathan Davis samsa roi e prs
Chartered Financial Planner
Managing Director

One day, although the prices are still climbing, a risk manager of
the bank, (subsequently of course fired due to his negativity),
decides that slowly the time has come to demand payment of the
debts incurred by the drinkers at Joe's bar. However they cannot
pay back the debts. Joe cannot fulfil his loan obligations and claims
bankruptcy. DRINKBONDS and ALCBONDS drop in price by 95 %.
VOMIBONDS performs better, stabilizing in price after dropping by
80 %. The suppliers of Joe's bar, having granted him generous
payment due dates and having invested in the securities are faced
with a new situation. His wine supplier claims bankruptcy; his beer
supplier is taken over by a competitor. The bank is saved by the

In this issue:

Government following dramatic round-the-clock cansultations by
leaders from the governing political parties.

The funds required for this purpose are obtained by a tax levied on
the non-drinkers.... We hope you understand the above is a
metaphor for property and mortgages and the economic situation
in which the UK put itself.

Some interesting statistics to consider:

1. There are now as many homes for sale in Spain as there are in
The USA. Spanish unemployment is now 17%, and rising.
(Source: Variant Perception) Do you think the Spanish property
market will carry on falling for years? Yes so do we.

2. Since 1900 to 2009, the real rate of return on equities (above
inflation) is 0.4% pa. (Source: Credit Suisse) Did you expect it to
be 5 or 10% pa? OK, it doesn't include dividends. Still, it's
unsurprising when most people believe what the marketeers
have told them — invest in stocks and you’ll be OK. [Didn‘t they
say that about housing too?]

3. Prof David (Danny) Blanchflower, retiring member of the interest
rate setting Monetary Policy Committee, expects 100,000 extra
unemployed PER MONTH between now and the rest of the year.
Estimates of unemployment by next year lie at around 3.5
millions. Do you believe house prices will recover soon? No,
neither do we. [No trend follows a straight line]

4. The US stock market shot up ¢ 40% from early March to end
May 2009. Of course it fell by more than a half from the end of
2007 to March 2009. Do you think the worst is over? No, neither
do we. Green shoots? Have you seen government debt?
Household debt? Banks loans?

If you have any queries, as ever, please contact me at
jdavis@ArmstrongDavis.com or call me on 0845 862 2919
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Caught by the Budget tax trap?

Alistair Darling’s second Budget
contained more than the usual share
of surprises. Although last
November's Pre-Budget Report (PBR)
had seemingly trailed most of the
spring Budget's content, the
deterioration in the UK's economic
condition since last autumn forced
the Chancellor to strengthen some of
his tax-raising measures.

The major surprises revolved around the
new top rate of income tax. This was set out
in the PBR as 45% for income above
£150,000 from 2011/12. The Budget proper
increased the rate to 50% (42.5% for

dividends) and brought forward its start to
next tax year. In parallel with this, the
Chancellor revealed restrictions on higher
rate tax relief for some pension
contributions — so 50% relief will never be
obtainable - as explained below in ‘Higher
rate relief melts away’.

From 2010/11, the new 50%/42.5% rates
will also apply to all income of discretionary
and accumulation trusts above the standard
rate band.

The phasing out of the personal allowance
for high income individuals was another PBR
proposal that was amended to provide more
revenue for the depleted government
coffers. From 2010/11, your personal
allowance will be reduced by £1 for each £2
by which your total income exceeds
£100,000. The example at right shows how
this will operate in practice.

Now is the time to start reviewing your
affairs if you could be caught by these
changes to income tax. For example, it
could make sense to increase this year’s
income because the top tax rate is still 40%
in 2009/10. You may also want to consider
rearranging investment holdings to move
income between you and your spouse or
civil partner — independent tax planning
now matters even if you are both higher
rate taxpayers.

ISA limits finally on the rise

The value of tax reliefs depends on your
individual circumstances and may be subject
to change in the future.

Losing the personal allowance

In 2010/11, Stephen has a total
income of £108,000. Assuming the
basic personal allowance is £6,475,
Stephen allowance will be:

£
Basic personal allowance 6,475
_ Reduction: 4,000
Remaining allowance 2,475

If Stephen receives another £2,000 of
income during the year, he will pay tax
on an additional £3,000 because he
will lose another £1,000 of his
personal allowance.

The effect is to increase his marginal
tax rate by half, to 60% - higher than
the new top rate. Only once his
income exceeds £112,950 and his
personal allowance is fully
extinguished will he return to being a
40% marginal rate taxpayer.

One welcome surprise to emerge from the Budget was
the increase to individual savings accounts (ISA)
investment limits. When ISAs appeared in April 1999, the
initial maximum total contribution was £7,000 per tax
year. It was not until 2008/09 that this was improved - to
£7,200. The increase announced in the 2009 Budget was a
more useful £3,000, bringing the maximum total ISA
investment to £10,200 per tax year. The corresponding
limit for the ISA cash component has also risen, to £5,100.

The way in which the new limits will operate is not straightforward.
Unless you were born before & April 1960, the new £10,200 ISA
ceiling will not apply to you until 2010/11. The higher limit will be
available from 6 October 2009, if you are aged 50 or over by the
end of this tax year.

At a time when the taxes are increasing, I1SAs offer oné of the
easiest ways to reduce the taxman’s slice of the return from your
investments.

There is another non tax-saving ISA feature that can be valuable in
terms of time (and accountancy costs): nothing to report on your
tax return.

Past performance is not a reliable indicator of future performance.
The value of investments and income from them can go down as

well as up, and you may not get back the original amount invested.
Levels and bases of, and reliefs from, taxation are subject to change
and their value depends on individual circumstances.
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