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OPULENT

Remaining calm amid
stamp duty uncertainty

The cost of stamp duty is increasing for buy-to-let investors
but Sanjit Dhanjal, managing director of Opulent, remains
optimistic about the future of the UK property market

s of 1 April this year, anybody want-

ing to purchase a second home, ei-

ther as an investment or to inhabit,
will be hit with an additional 3 percentage
point premium in stamp duty land tax.
Thanks to the somewhat ambitious plans
put forward by the Chancellor, George Os-
borne, in his Autumn Statement, buy-to-
letinvestors are set to pay the price in order
to increase the availability of property for
first-time buyers. But is it all doom and
gloom for buy-to-let investors? Or could
the recent changes bring about opportuni-
ties for the more experienced investor?

There’s no doubt that the changes with
stamp duty will have a significant effect
on the buy-to-let market, particularly at
the amateur end. Anyone not seriously
committed to, or experienced enough in
buy-to-let investing will soon exit the
market, if they haven’t done so already.
But to understand the real effect of the
increase in stamp duty, we need to under-
stand whether or not the UK is still fertile
ground for property investment.

The UK economy is the strongest it has
been for some time, having shown eco-
nomic growth in each of the last quarters
since 2013. In the context of a darkening
global economic outlook, in recent months
the UK has posted steady growth, withlow
unemploymentand low inflation. So from
an economic standpoint, all seems well.
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Perhaps the most significant factor be-
hind property price growth in the UK is
the distinct undersupply of new homes
coming on to the market.

As a nation we are living longer, and
subsequently occupying our houses for
greater periods of time. With the popu-
lation of the UK expected to grow by ten
million over the next 25 years, demand for
property in the UK doesn’t look like cool-
ing off any time soon.

The National Housing Federation
(NHF) has estimated that approximately
240,000 new homes need to be built each
year to keep up with increasing demand.
Currently, we are building approximate-
ly 130,000 homes each year — nowhere
near the target number. The fact remains
that we are simply not building enough
houses, which is fuelling property price
growth. This problem is unlikely to be
rectified in the near future, meaning pric-
es look set to continue to rise for the next
seven to ten years. Mr Osborne can con-
tinue to penalise investors as much as he
wants: the truth is, without rectifying the
supply and demand problem, he is only
likely to be skirting around the issue with-
outactually resolving it.

Asaresult, rental yields will rise; and for
the so called “Generation Rent”, it means
that in some parts of the UK they will be
forced to rent for their whole lives. De-

mand for rental property will always exist
and it will continue to gain momentum,
thus creating good conditions for success-
ful property investment.

So while a three percentage point rise
in stamp duty is not ideal and could mean
a greater initial outlay for investors, giv-
en the current state of the UK economy
and the government’s inability to build
enough houses, we believe it won'’t take
too long for investors to make 3 percent-
age points up through increased rental
yields and greater capital appreciation.
With an increasing amount of volatility
currently surrounding the equities mar-
ket, it’s no wonder more and more people
are using property as a way to secure their
and their children’s future.

Opulent works with investors from all
over the world, helping them to navigate
around the recent changes introduced by
the Chancellor. Our fully qualified team of
advisers can help investors build a future
and create a high-yielding, high-growth
property portfolio.

Opulent takes property investment
seriously. For a consultation with one

of our experts about your existing
portfolio, or a portfolio you are thinking
of creating from scratch, get in touch
with us now at www.opulentinvest.com,
call us on 020 7205 4345 or email us at
info@opulentinvest.com
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Make the most of savings

International implications

Assessing your risk profile

On the money

You could be forgiven for
despairing of the world of
investments. People brought

up in the 1970s and 1980s had
the impression that they could
build up a reservoir of value in
their home and by accumulating
interest from the building
societies, and later banks. Then the
building societies demutualised
and started sending people
hundreds of pounds.

This was never going to last.
Recessions in the early 1990s and
more recently at the end of the last
decade disavailed people of the
notion that you were never safer
than when investing in “bricks
and mortar”. Not to put too fine a
point on it, this turned out to be
baloney. It was possible to become
more than a little disillusioned
with how money worked.

More positively, different
investments became more popular
and available to different sets of

people. Share ownership took
its first step towards becoming
widespread in the 1980s and its
offspring, crowdfunding, has
started to grow up. The internet
has facilitated this, justasit’s
allowed a broader range of other
financial services to emerge and
apply to more people.

Asaresult, investments of
various sorts have become more
widespread. Bullion, vintage
wines and other physical items are
all available to more than a narrow
band of people, even if they
remain a minority pursuit.

That’s in principle. In practice
there are gaps in the way people
are investing; the freedoms on
offer can lead to unwittingly poor
use of funds. In this supplement
we kick off with the different
forms of savings available, which
have changed since the Budget
last month. We also look at the
apparent clash between the risk

profiles associated with different
types of investment and how, in
certain cases, they appear poorly
matched. Given the number of
people who appear not to have
sufficient provision for a pension
this might seem doubly unwise
—and the tools to make those
errors are in front of us all.

Any investment will be
affected by external stimuli,
so we also look at the possible
impact that Brexit might have if
it happens. Our contributor takes
aview with which some readers
will no doubt take issue.

The field of investment doesn’t
feel as fraughtas it did when
it first sank, in that property
wasn’tan automatic winner.
More options are available, buta
greater understanding is needed
to get them to work properly.
We hope this supplement helps
make a start in that process. @
Guy Clapperton

This supplement and other policy reports can be downloaded from the NS website at: newstatesman.com/page/supplements
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SAVINGS

Saving — what’s
the point?

Over the past few years, the savings landscape has changed
so much that it is almost unrecognisable. Anna Bowes of

aving is supposed to be simple,
but following the devastation
that occurred as a result of the
introduction of the Funding for
Lending Scheme in 2012, the
government has been trying to appease
savers by introducing a series of incen-
tives to encourage more people to save.
To name justa few:
Lifetime Isa due to be introduced
in April 2017
Reducing the 10 per cent starting of
rate of tax for saving, to o per cent
Allowing the full Isa allowance
in cash
Allowing the transfer of stocks and
shares Isas into cash
Inheritance of Isa allowance
from spouse
Help to Buy Isa
Help to Save Scheme
Flexible Isas
Personal Savings Allowance
Isa allowance to increase to £20,000
from April 2017.
But as interest rates on savings ac-
counts continue to fall, many people are
simply asking: “What is the point?”

Banking crisis
The first blow to savers came in 2008,
when the full force of the financial cri-
sis made the Bank of England base rate
drop rapidly, until it hit its current level
of 0.5 per cent in March 2009.

Few would have predicted that we
would still be here, over seven years lat-
er,and worse still this wasn’t the biggest
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savingschampion.co.uk explains

issue for savers. Even after record falls in
the base rate, savers could still achieve
rates of about 3 per cent on easy access
accounts in 2012, which in the current
climate looks extremely competitive.
While industry commentators pre-
dicted that rates were at their lowest
levels, the government pulled out all
the stops to curb a potential lending cri-
sis, and in turn boost the housing mar-
ket, with the launch of the Funding for
Lending Scheme (FLS) in August 2012.
The knock-on effect was catastrophic
to savers. Rates on best buy savings ac-
counts dropped like a stone, shortly fol-
lowed by a tidal wave of rate reductions

Many savers leave their
cash with their personal
current account provider

for existing savers: a practice that was
very rare outside of a change in the base
rate. Now over 4,000 rate reductions
have been made to existing savings ac-
counts, even though the base rate is
unchanged and the best easy access ac-
count available to new savers is paying
1.45 per cent gross/AER — less than half
that of the rates available before the in-
troduction of the FLS.

Challenging times

The saving grace has come in the form
of so-called challenger banks. Savings
providers with unfamiliar names, tak-

ing advantage of this low-interest-rate
environment, now dominate many of
the best-buy tables — offering what lit-
tle competition there has been over the
past few years.

The good news is that these provid-
ers are becoming more prolific and are
doing an excellent job of raising their
profiles —which means that savers don’t
have to apply blindly. They can rest as-
sured that the press and experts such
as Savings Champion have done some
due diligence and at the very least con-
firmed that they are part of the Financial
Services Compensation Scheme, and
therefore up to £75,000 per person is
protected should the worst happen.

The market as it once was has gone.
But many savers are yet to catch on.

Most savers are loyal to their bank. A
study by the Financial Conduct Author-
ity into the savings market confirmed
that many savers leave their cash with
their personal current account (PCA)
provider, even though the savings rates
on offer are normally appalling. The
FCA’s data showed that for the largest
PCA providers, over 8o per cent of their
total balances in easy access savings ac-
counts is held by consumers who also
hold a PCA with the same provider.

The same study identified that there is
over £160bn in easy access accounts that
pay o.5 per cent or less. Indeed, shock-
ingly, many accounts pay no more than
0.1 per cent and this can fall to as little
as o.01 per cent. Even in this histori-
cally low-interest-rate environment,
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by switching into the best-paying easy
access savings account paying 1.45 per
cent, on £75,000, that could attract an
increase of over £1,000 gross per year.
That’s arise from £7.50 to £1,087.50 per
year, for doing virtually nothing but be-
ing aware of what is available.

It seems that convenience drives sav-
ers to use the same provider for their
current account and savings, which
makes some sense, but it plays into the
hands of these providers.

And with the rise of the challenger
banks and online savings accounts,
transferring from a competitive savings
accountinto your bank account has nev-
er been easier — so it’s time for savers to
become more modern! And the prize is
a higher return.

Saving just became less taxing

Where once choosing a savings account
was a fairly simple affair, recently it has
become a lot more complicated. The
biggest change in a generation came
into force on 6 April this year, with the

introduction of the new Personal Sav-
ings Allowance, giving all basic-rate
taxpayers the first £1,000 of interest
earned tax-free and higher-rate taxpay-
ers the first £500 tax free. But while
most savers won’t need to do anything
but choose the best-paying account,
some savers may be caught out. Any tax
that is due will come out of the PAYE
system, but given that codes are being
calculated now based on balances over
the past year, many savers are already
finding errors in their codes.

Or perhaps more taxing?

So, in theory, the Personal Savings Al-
lowance is great news for savers — but
it adds an extra layer of complication
when it comes to choosing the best ac-
count. For many, cash Isas were always a
go-to option every tax year, as any inter-
est earned is tax-free, regardless of the
amount and those who have saved the
maximum over the past 17 years could
now have kept over £100,000 out of the
taxman’s grasp.

There have been lots of changes to
cash Isas over the past couple of years to
make them more appealing.

Back in July 2014, the government
announced an increase to the overall
Isa allowance to take it to £15,000 and,
more importantly for savers, an over-
haul of the Isa rules, which means that
savers can now fully utilise their Isa al-
lowance even if they do not want to in-
vestinto the stock market. The whole al-
lowance can now be used to fund a cash
Isa, as opposed to just half the allowance
previously. Also, for the first time, un-
der the rule change, savers could trans-
fer their stocks and shares Isa into a cash
Isa if they wanted to reduce the risk of
their investment portfolio and still re-
tain its tax-efficient status. Next came
the ability for a spouse to inherit his or
her deceased partner’s Isa allowance and
the introduction of the Help to Buy Isa
in December 2015.

The recent spring Budget has seen
broughtanother savings incentive in the
form of the Lifetime Isa, due to be made
available by April 2017. This will be very
attractive to many, regardless of the in-
terest rates on offer, as a generous 25 per
cent bonus applied annually on savings
up to £4,000 per year will dwarf the in-
terest earned.

Ironically, after all of these improve-
ments to the Isa, the introduction of
the Personal Savings Allowance looks
certain to sound the death knell for this
once popular savings vehicle, as many
will fail to see the point in putting mon-
ey into an account which is now paying
a lower rate of interest than its non-Isa
equivalent.

It’s fair to say that the take-up of cash
Isas in the past has not been as high
as experts would have expected, one
reason cited being that people found
them complicated, which meant that
many would simply stay put in a poor-
paying account, paying tax they did not
need to pay.

The concern is that although these
new saving incentives should encour-
age more people to save, the complexity
that comes with all the new rules may
simply lead many to decide to do noth-
ing at all, for fear of making the wrong
choice. So once again is it our inertia —
and therefore the big banks — that are the
real winners? @
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IN PARTNERSHIP WITH ROYAL MINT BULLION
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Your weight

in gold

Historically the UK has not invested in bullion.
Chris Howard explores the challenge

one is “worth their weight in gold”.

Leaving aside that this would leave
most people in the western world with
more money than sense, it appears that
there’s a mismatch going on here: people
like gold, they like silver as well — but it’s
not the first thing that springs to mind
when people are considering an invest-
ment. Inhabitants in other countries such
as the United States, Germany, India and
parts of Asia have an appetite for bullion,
but not so much in the United Kingdom.
Why? And is this changing?

A historical factor affecting investment
in precious metals here is the British pre-
occupation with property. We tend to in-
vest in bricks and mortar in the UK, and
despite the odd blip and property crash,
people tend to do reasonably well out of
it. Add the importance of our financial
services sector and the predominance,
even post-crash, of paper-based invest-
ments, and you can see why.

The Royal Mint has a wide bullion
portfolio. Focusing on gold and silver,
investors can choose the popular Sover-
eign or Britannia coins or gold and silver
bars, from a SIM-card sized 1g gold bar to
a400 oz “Italian Job” gold brick, to a digi-
tal program called Signature Gold. This is
particularly relevant in getting the wider

| here’s an old expression that some-
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UK population to invest in gold and view
itasaviable investment option. With Sig-
nature Gold, for as little as £20, any inves-
tor can buy a fractional piece of physical
gold at live-market rates, and add to their
investment portfolio at any time. They
can also sell at any time. Signature Gold
bullion is stored at the Vault, The Royal
Mint’s on-site precious metal storage fa-
cility, which is protected by a specialist
high security unit. It’s not just the big in-
vestors who can buy into gold - Signature
Gold opens up bullion to everyone.

Values vary: in March 2010 the Daily
Telegraph published an article suggest-
ing that gold was the best performing in-
vestment of the decade. During the years
since then the price of precious metal rose
277 per cent, with silver and platinum in-
creasing 242 per cent. This averages out at
an annual return of 13.1 per cent, which is
the sort of return many investors can only
dream of. Offsetagainstany economy this
was good progress; set against the back-
drop of the financial crash of 2008 it can
be seen as quite remarkable. Obviously
nobody can offer any guarantee that this
will be repeated, but it happened. Metals
certainly outperformed property as an in-
vestment in that decade.

Earlier this year the World Gold Council
issued areport painting a slightly different

BULLION

picture; in 2015, gold fell 11 per cent in
dollar terms, although it held up in most
other currencies and moved up a little in
some territories. The council pointed to
high valuations of stock market flotations
worldwide and high global market risks,
from which the precious metals market
is insulated, as well as the importance of
emerging economies and their interest in
gold investments.

Gold is seen as a safe haven in times of
turbulence in the world — a solid rock. So
when times get difficult, interest in gold
rises. As Lehmann Brothers collapsed and
the world fell apart, gold forged ahead.
By 2015 the world was pulling out of re-
cession and all seemed buoyant in the
stock markets. Subsequently gold prices
fell. This abruptly ended in January 2016
when global stock markets were panicked
about China’s economic performance. In
the first quarter of 2016, gold was one of
the strongest investments around.

This was because, between the start of
2015 and the end of February 2016, the
gold price rose by more than 24 per cent
in sterling terms, prompted by falls in oil
prices and safe haven trading. The price of
silver, which is often forgotten when talk-
ing about precious metal investments,
also rose by more than 14 per cent in ster-
ling terms when measured over the same



period. Meanwhile, equity values fell by
2.3 per cent (FTSE 100) and 5.2 per cent
(Dow Jones Industrial Average), whilst
the pound lost 6 per cent of its value
against the dollar. What this displays is
that although gold is often seen as a long-
term investment, gains can also be made

over a relatively short period of time.

The tendency of bullion prices to
move contrary to other asset classes, as
evidenced by these recent movements, is
why many market commentators, includ-
ing the World Gold Council, recommend
thatholding up to 10 per cent of an invest-
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ment portfolio in gold can protectand en-
hance overall portfolio performance.

This inverse relationship can be ob-
served over an even longer time. If we
look at historical performance, invest-
ing £1,000 in gold at the start of the year
2000 would mean that that investment
now would be more than £5,000 in value,
an increase of 400 per cent and an annual
return of 10.6 per cent. If you had invested
that same £1,000 in the FTSE 100, your
capital investment would be less than
£900 now.

The lack of interest or dividend payouts
are commonly cited as reasons not to in-
vest in gold, but even with dividends re-
invested, the £1,000 invested in the FTSE
100 at the turn of the millennium would
be worth less than £2,000 today. And
with interest rates in the UK stuck at his-
torically low levels, many commentators
are identifying gold as an important asset
class that should have a much higher pro-
file in the UK.

Chris Howard is director of bullion at the
Royal Mint (www.royalmintbullion.com)
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PENSION POTS

How much do
you need to save
1N a pension?

People could benefit from better guidance on the amounts they need to put away,
says Chris Curry, director of the Pensions Policy Institute

n recent years the world of pensions

has been characterised by change.

A new state pension has replaced

the old system for people reaching

state pension age since 6 April 2016.
Automatic enrolment into workplace
pensions began to be introduced in Oc-
tober 2012, and will cover all employers
at the new minimum contribution level
by 2019. Since April 2015, people have
had much great flexibility in how they
use their pension saving to fund their
retirement, with many more expected
to keep the money as capital rather than
convertitall into an income. Even more
recently, in the last Budget, the Chancel-
lor announced the creation of new tax-
advantaged savings vehicle — the Life-
time Isa — designed to increase saving for
retirement.

But despite — or maybe because of —all
of these changes to the pensions sys-
tem, it is still very difficult to answer
one very obvious question: “How much
should I be saving for my retirement?”

The answer to this seemingly easy
question will depend on a wide range of
different things — most obviously, how
much money do you want in retire-
ment? But how much to save in a pen-
sion will also depend on what other as-
sets you might have, or expect to have in
future, and what you plan to use them
for. This will include things such as your
house as well as other savings that you
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might have. And finally, when do you
want to start relying on your pension
saving? When are you going to stop
work, and are you going to stop com-
pletely, or perhaps work part-time?

For many people, avoiding a drop in
living standards when they stop work
seems like a reasonable target when
thinking about how much money they
might need in retirement. This doesn’t
mean fully replacing your salary, as
some things are likely to be different.
The mortgage might be paid off; you
may no longer have to get to work every
day. And some of what you need will

Not everyone will work
and save continuously
for 46 years

be provided through the state pension
— although the new level of £155.65 is
unlikely to go very far for most people.
But saving enough so that you could,
if you wanted, have a total income of
somewhere between one half (for high
earners) and three-quarters (for lower
earners) of the amount that you earned
in work could avoid a significant fall in
the quality of life when you retire.
Then, when thinkingabouthow much
to save in a pension, the amount that
you save when you are automatically

enrolled into your workplace pension
scheme - increasing to 8 per cent of
“band earnings” by 2019 — might also
seem like a good starting point. But are
these two things — saving at automatic
enrolment levels and maintaining living
standards in retirement — consistent?

The answer is, unfortunately, prob-
ably not. Someone starting working and
saving now, aged 22, working and earn-
ing the median earnings for their age
and saving at the automatic enrolment
minimum for every year until they reach
the current projected state pension age
of 68, has roughly a 50/50 chance of
reaching the target. For a higher earner,
the chances are lower, at four in ten. In
order to have a three-in-four chance of
maintaining living standards in retire-
ment — not guaranteed by any stretch
of the imagination — a median earner
would need to increase their contribu-
tion level to 13 per cent of band earnings,
and a higher earner to 14 per cent.

There are some important consid-
erations here. The first is that the mini-
mum contribution level for automatic
enrolment is not collected over all earn-
ings — only on “band earnings”. Band
earnings are earnings between £5,824
and £42,385 (2015/16), so if you make
contributions on all earnings the head-
line contribution rate is a little lower.

A second consideration is that the size
of the contributions required is heavily
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dependent on what happens to the state
pension. The figures cited assume that
the new state pension is increased each
year by the “triple lock” — that is, the
highest out of three variables: growth
in prices, earnings, or 2.5 per cent. Al-
though this is the current policy of the
government, some are concerned about
the affordability of the triple lock. If
instead the new state pension was in-
creased each year in line with average
earnings growth, both median and high
earners would have less than a one in
three chance of not suffering a fall in liv-
ing standards in retirement, and would
need to contribute 17 per cent of band
earnings to have a three-in-four chance
of achieving their target.

Not everyone will work and save
continuously for 46 years. Contribu-
tion rates would need to be consider-
ably higher for those who have breaks in
either earning or saving, or start saving
later. For example, someone not start-
ing saving until they are 40 will need
to contribute between 25 per cent and

30 per cent of band earnings to have a
good chance of not seeing a fall in living
standards in retirement if they have no
other savings and still plan to stop work
at state pension age.

In the real world, of course, 40-year-
olds who don’t have any prior pension
saving are not going to be able to put
one-quarter of what they earn into a
pension. This is why automatic enrol-
ment has become such an important
savings policy. The earlier you start to
save, the less you need to save each year
to reach any given target. But, as these
figures show, automatic enrolment by
itselfis not likely to be enough for many
people. Either the minimum required
contributions will need to be higher, or
new ways must be found to persuade
people that they ought to be saving
more. That is easier said than done.

And any changes that help the young-
er generations are likely to be too late
to help those already halfway through
their career with few pension savings.
Many will have to look at alternative

options to complement the pension sav-
ing that they can do. This mightbe using
other assets (downsizing the house, or
using equity release), or accepting that
retirement isn’t going to be as comfort-
able as they’d hoped for. But for many,
depending on their health, the option of
not retiring at state pension age might
be one to consider. Delaying retirement
for three years can, through a combina-
tion of increased saving and less spend-
ing, increase income in retirement by 20
per cent each year.

So, as with so many questions, there
isnota single, easy answer to how much
money you should be putting into a
pension. The amount you should save
will vary depending on who you are,
what you are saving for, and how long
you have to save for. The amount is al-
most certainly higher than many people
think. But there are other things that can
be done alongside pension saving, such
as using other assets or working longer,
that can help people save enough for a
comfortable income in retirement. @
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Coining

it

The oil price may be fluctuating and affecting fortunes in the Middle East and worldwide,
but the market for rare coins - particularly rare Islamic coins - is stronger than ever.
By Keith Heddle, managing director of investments at Stanley Gibbons

ade from precious metals such as
I\/I gold, silver or bronze, coins have

been a store of wealth for thou-
sands of years.

However, while the metals them-
selves have a certain value, the worth of
rare, collectible coins extends far beyond
weight or sheen and they are increasingly
proving themselves as a potentially solid
alternative investment and an option for
portfolio diversification.

When divers saw gold coins glittering
among the sand and rock off the Israeli
coast last year, they initially thought they
had found something from a child’s game.
The coins turned out to be one of Israel’s
biggest treasure finds. More than 2,000
coins had been hidden in the seabed, close
to the ancient Mediterranean harbour of
Caesarea for 1,000 years.

Marine experts believe the coins came
from a wrecked ship — possibly a treas-
ury boat taking taxes back to Egypt, or a
merchant ship travelling between ports.
Most of the coins are from the Fatimid
caliphate, a Shia empire that ruled parts
of the Middle East and North Africa in
about 1000AD, however, the oldest coin
isa quarter dinar minted in Palermo in the
late gth century.

While treasure hauls on this scale are
rare, coins from this era and even earlier
are available to collectors; increasingly,
sophisticated investors are seeking diver-
sification from uncorrelated asset classes,
atauction or via specialist merchants.

One of the strongest markets for rare
coins at the moment is the Middle East,
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and demand for Islamic coins in particular
is growing, both from families across the
Gulf kingdoms who are reclaiming their
historic and cultural heritage, and global
investors who can see the potential of
these ancient treasures.

Stanley Gibbons recently offered two
extremely rare Islamic coins. These in-
cluded an Umayyad gold dinar, from the
Ifrigiya region (which encompasses mod-
ern Tunisia and parts of Algeria and Lib-
ya) dating from 740AD. This is thought
to have been struck in Damascus to sup-
port the first Muslim campaign against
the Byzantines in Sicily and is currently
worth £60,000.

The Abbasid al-Mu’tazz gold dinar is
even rarer. Struck in Mecca in 866AD, the
gold for the coin came from the covering
of the Magam Ibrahim, the stone behind
which the Prophet Muhammad prayed

while performing the circumambulation
of the Kaaba.

The stone ended up being braced with
gold around 777AD, to repair it after it got
damaged. The governor of Mecca, Ja'far
bin al-Fadl melted the gold from this
and from the Maqam’s roof to mint di-
nars, which he used to fund his campaign
against the rebel Isma’il bin Yusuf bin
Ibrahim (I suppose like a spot of personal
quantitative easing). The historical signif-
icance of coins like this add significantly
to their value, and today this dinar would
be worth £150,000.

In such a transient, “virtual” age, many
people are increasingly seeing the worth
of real assets thatare underpinned by sup-
ply-demand economics (rather than in-
vestor sentiment or market whimsy) and
which are uncorrelated to mainstream fi-
nancial markets. In an era of virtual “cur-
rency”’, many of our assets are only a click
or a tap away, but their liquidity and the
fact that they are all linked together can
adversely affect portfolios in times of high
volatility or a crash — as many investors
experienced in 2008-2009.

According to the World Wealth Report,
coins, which feature in the “other collect-
ibles” category, make up 17.1 per cent of
“Investments of Passion” by high-net-
worth individuals (HNWI) from the Mid-
dle East, compared to a global average of
24.4 per cent. With the number of ultra-
HNWTI in the Middle East expected to rise
40 per cent in the next ten years, demand
for stable, long-term investments such as
rare coins can only be expected to grow.
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INVESTMENT CLIMATE

The Brexit

conundrum
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Uncertainty around Brexit will damage overseas

Lancaster University Management School

he UK is currently the number-
one receiver of foreign direct in-
vestment (FDI) in the European
Union — it’s a major asset to our
economy. We are also the undis-
puted leader in Europe when it comes to
the value of FDI projects (UKTI inward
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investment report, 2014,/2015). Foreign
investors are keen on the UK because it
isamember of the EU.

Countries such as the United States,
the number-one UK investor, see us as
a platform from which to reach the rest
of the EU, which is our largest trading

partner. The rules of the single market al-
low them to operate from the UK with-
out facing any sort of barrier.

While pundits of every hue are happy
to chorus on the impact of Brexit or its
avoidance, it is very difficult to forecast
what the impact would be on overseas

SHUTTERSTOCK



If we leave Europe,
what will the terms bhe?

investment into the UK. In this case, we
don’t know the terms of the potential
departure because we don’t know what
agreement we’ll have with the EU if we
leave. And we don’t know how long the
UK and EU would take to finalise any
deal. What we do know is that firms do
not like uncertainty and that continuing
investor uncertainty during the nego-
tiations will drive investment away.

We don’t yet have the FDI data for re-
cent months, but some commentators
are already claiming that the uncertain-
ty of the Europe referendum will have
a negative effect even until June 2016,
as foreign investors postpone any new
FDI until the outcome of the 23 June ref-
erendum is known.

Uncertainty over Brexit can have neg-
ative effects on FDI decisions on multi-
ple grounds.

Being part of the single market means
free movement not only of goods, but
also of services, capital and labour.

To me, as a foreigner living in the UK,
movement of labour appears to be one
of the greatest issues over which Brit-
ish citizens wish to gain some sover-
eignty. If the UK regains this control
through leaving the EU, it’s true that it
will succeed in removing itself from any
decision-making in Brussels regarding
migration issues.

However, the UK will most likely
want to enjoy the benefits of the sin-
gle market for goods and services.
This will definitely require payments
to the budget of the EU, as is the case
for non-member countries such as Nor-
way and Switzerland.

It is unlikely that the EU will agree
on a deal for a single market that does
not also allow for free movement of
people, so it is not clear how the UK
could gain sovereignty over this domain
through a Brexit.

Staying outside the single market
would create huge difficulties for in-
ternational trade, especially where re-
cent globalisation movements have
led to segmenting of the production
process across countries (and hence an
increase in the extent of trade in parts
for assembling). In the absence of a trade

agreement, it would also mean that
all products (cars, for instance) manu-
factured in the UK would have duties
imposed when exported to France and
Germany, for example. Some firms are
likely to move their FDI from the UK
to continental Europe in order to jump
trade, and any other, barriers.

How a Brexit will affect the City of
London is the million-euro question. It
is likely that there are major cities in Eu-
rope that will want to capitalise on this,
but again, that will depend on the deal
thatis made.

There is bound to be some movement
away from London. Financial institu-
tions have considered relocation. For
example, HSBC has recently decided
not to move its headquarters from the
UK to Asia, but that doesn’t mean that
HSBC and others will decide to remain
in the UK for ever.

Inward FDI brings employment
opportunities, technological spillovers,
higher productivity and therefore a big
booster for GDP growth. Multinational

We've no idea about
what’s ahead of us if
we vote to leave

firms are among the most productive
and innovative, and that’s why any
country tries to encourage inward FDIL.
We know that when foreign firms come
to any country they bring with them
their managerial know-how and techni-
cal knowledge, which spills over to ben-
efit domestic firms. Multinational firms
also pay higher wages than domestic
firms, and that is why this has an im-
pact on workers in the UK. It’s not only
a financial transaction. Multinationals
are also looking for the right skills from
their workers.

Some politicians have stated that re-
gaining sovereignty over movement
could allow the UK to welcome more
migration from skilled workers from
outside the EU. This may be a greatasset
to multinationals; however, firms will
also calculate the costs of more difficult
movement within the EU.

While the UK is perceived as a riskier
place to invest (until June, or afterwards
in the case of Brexit), other countries in

the EU are likely to benefit. Germany is
an obvious example, because of its size
and industrial structure, but Ireland also
stands to gain. It already receives a lot of
FDI from the US because of cultural af-
finities and language.

Ireland’s legal system also has more
similarities to that of the UK than, say,
Germany’s. In this sense, it is seen as
similar in many ways, and it is an ob-
vious alternative destination for firms
wishing to relocate their UK FDI. It has
the potential to replace the UK as the
export platform from which to reach
the rest of the EU.

ncertainty is the keyword

when discussing the effect

of the referendum on inward

foreign direct investment. Part

of the reason that this uncer-
tainty prevails is that nothing like this
has happened in the same way before;
there is no direct precedent. The closest
comparison was at the peak of the crisis
of the euro in relation to Greece and its
possible exit from the eurozone, but this
was an economic rather than a political
decision. The same uncertainty did ap-
ply to the Scottish independence refer-
endum, as there was indecision around
many issues in the instance of Scottish
voters choosing to leave the UK.

In the same way as Scotland staying
in the UK, we know what will happen
if we stay in the EU. It will not be busi-
ness as usual because David Cameron
has negotiated some changes, which
are not merely nominal. But we have
no idea about what is ahead of us if we
vote to leave. The consequences of con-
tinuing uncertainty will be significant
for the UK and the EU, and will have
global repercussions.

That the world economy is not per-
forming at its best — considering the
slowdown of the Chinese economy in
particular — only adds to this fragility.

If it does make a Brexit, the UK needs
to strike a good deal with the EU, but I
suspect it will turn into a very nasty di-
vorce. It’s hard to see how this will be
arranged on amicable terms.

So far, the damaging effects of uncer-
tainty on overseas investment into the
UK are the only element about which
we can remain certain. Brexit is a risk
for everyone. @
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KILLIK & Co

Help for younger
generations

Money can be complex. Paul Killik calls for an intergenerational approach

tis an inescapable truth that the finan-

cial choices we make today affect the

lives we are able to live tomorrow. I
was born into the baby-boomer genera-
tion, where generous final salary pension
schemes were widespread, banks were
lending and property prices soared. The
reality for today’s younger generations is
that they are likely to change jobs every
few years and face an ever steeper ladder
to that first home, with property prices at
all-time highs.

The choices they make now will have a
far bigger impact than anything my gen-
eration faced. At the same time, headlines
are awash with recent banking scandals
and, frankly, it is no wonder so many of
the younger generation admit to feel-
ing such a disconnect with the financial
services industry in particular, and show
such support for emerging Fintechs who
seem to represent a new dawn.

Everyone, of whatever age and means,
should be given the opportunity to make
the wisest financial choices and provi-
sions for their own future. It is a simple
and enduring principle that has always
sat at the heart of my career in growing
people’s savings and investments and has
never been more pertinent.

The best place to start is with the fam-
ily. It is staggering to consider just how
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dramatically the modern family unit has
evolved in recent times. In the 19th cen-
tury, most families consisted of just two
generations. Fast-forward to the 21st cen-
tury and many families can proudly boast
of four consecutive generations alive at
the same time.

Despite this dramatic change, families
and wealth managers alike remain heav-
ily governed by this 19th-century way
of thought, treating family wealth as
if it were restricted to just two genera-
tions. In the same way that the family has
evolved, so too should the way we handle
assets between generations.

Small things now can make a very
big difference in the long term, such
as saving little and often alongside
reinvesting any asset growth. Passing
wealth a generation or two further down
the family tree makes much sounder fi-
nancial sense, if for no other reason than
the simple and extraordinary power of
compounding.

During the past 100 years, the UK
stock market grew at a real (that is post-
inflation) compound rate of 5.5 per cent
per year, according to Barclays research,
a figure widely quoted in the industry.
Using that as an example, let’s assume a
grandparent is able to invest two full jun-
ior Isa allowances of £4,080 on behalf of

their grandchild in the first years of their
life. Even with a more conservative re-
turn of 5 per cent, by the time the child
is 30, these two investments alone could
be worth about £35,000 in today’s mon-
ey, potentially enough for a deposit on a
first home and a saving that would take
an inordinate amount of time as a young
adult. The availability of the lifetime Isa
from April 2017 means that for every £1
you invest, you get 25p from the gov-
ernment at the end of the tax year, sig-
nificantly increasing the opportunities to
save more money.

Naturally, there are no cast-iron guar-
antees that investments will perform as
expected and you could get back less, so
I would always advocate seeking advice
before any decision. As an industry, [
believe we are failing to convince a new
generation that we are on their side when
it comes to growing their savings. Begin-
ning with the family is a timeless princi-
ple that can deliver tremendous benefit.

At Killik we are continuously find-
ing ways to evolve, using our 30 years of
expertise to design services around what
people truly need, building a better fu-
ture for our clients.

Paul Killik is a partner and senior
executive officer of Killik & Co
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Pitfalls and potential
of fine wine

Fine wine isn’t just a luxury or collector’s item; it's also an investible asset,
says Matthew Starr, co-founder and managing director of WineBourse

hile plenty of articles have been

published about wine invest-

ment opportunities, it isn’t as
straightforward as storing a few cases in
the basement in hopes of oversized re-
turns. Enthusiasts need to understand
what are best practices and how to avoid
risks that aren’t easily spotted in this
marketplace.

First of all, investible wines are gener-
ally not held in private cellars of people’s
homes, but in purpose-built storage fa-
cilities, licensed so that excise duty and
VAT are not charged while in these ware-
houses. Often referred to as “bonded” or
“in bond”, the term dates back to Robert
Walpole’s excise scheme of 1733: “Im-
porters were to give bonds for payment
of duties when the goods were removed.”
Wine investments are also largely kept
“in bond” because the warehouses are
typically temperature- and humidity-
controlled, and the governmental over-
sight gives added protection against po-
tential fraud. Furthermore, purchasing
your wine without having to pay VAT or
duty is a better use of capital, more bang
for your buck!

Storing wine directly with a warehouse
can be expensive; and while it is cheaper
to use a wine merchant’s “consignment
account”, this carries additional risks.
If the merchant becomes insolvent, the

consignee’s wine become subject to a lig-
uidation process.

WineBourse’s custodial company,
WineCustody, is only ever the nominee
owner of the wine in its consignment, not
the beneficiary owner of wine — meaning
liquidators would never have rights over
those beneficiary assets.

Another consignment risk is “com-
mingling”, where wines get mixed up
between consignees and even the con-
signment company itself. To avoid this,
fine wine investors should insist on con-
firmation online, and/or with invoices,
of the unique identifier assigned by the
bonded warehouse on each case of wine.
If the consignment company is unwilling
or unable to confirm the bonded ware-
house’s identifying numbers for your
wines, do not store your wine with them.
At WineCustody, all rotation numbers in
consignment are published on invoices
and available online, and users are in full
control of transfer in and out of the com-
pany’s consignment at all times.

What is most surprising about the fine
wine market is the high degree of stand-
ardisation, which createsanideal environ-
ment for trading. However, unlike most
other investment markets, it’s completely
unregulated, and recommendations and
investment advice can be subject to huge
conflicts of interest; there are no Chinese

walls. Often comparisons made between
returns on wine indices and traditional
investible markets, for example, publish
extremely favourable timeframes, with
no mention of the much higher transac-
tion costs. WineBourse charges only a 3
per cent commission to buyers and sell-
ers, which is a fraction of the double-digit
fees traditionally charged in this market.

Investible wines can last up to 50 years
or more, and will become more soughtaf-
ter as age improves quality. Additionally,
over time, steady consumption drives up
scarcity values, making the demand and
supply dynamic very positive.

However, one should never lose sight
of the most attractive reason for invest-
ing in fine wine: the chance to open a few
bottles of something special with friends
and family. This isn’tjusta financial com-
modity, such as gold, ora collector’s item,
like a painting; it’s also a wonderful expe-
rience that can be priceless.

WineBourse: Bringing Financial Mar-
kets Standards to the Trading of Fine
Wine.

Disclaimer: WineBourse is a low-cost
trading platform, open to everyone.

We do not offer investment
recommendations or promote any specific
wines. As a neutral exchange, we aspire

to create a transparent, fair, and inclusive
marketplace for fine wine trading.
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Yourinvestment,

your risk

Investors who use self-directed platforms need to understand the
chances they are taking, says Andrew Hagger of MoneyComms

he internet has radically changed

the way private investors manage

their money. With new technol-

ogy, they can now pick and man-

age their own investments us-
ing online “investment platforms”, also
known as fund supermarkets.

In the past, many people would have
gone to financial advisers to do this. But
changes in the industry, not least inter-
vention by the regulators and pricing
pressures, mean many advisers will ser-
vice only clients who have enough money
to make it worthwhile.

Although there are platforms that will
manage investments, there are many that
enable investors to do it themselves.

The prospect of millions of amateur in-
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vestors handling their own investments
raises enormous issues, not least of which
is whether they really understand the
risks involved.

It was with this in mind that one of the
online investment platforms, rplan.co.uk,
commissioned me to undertake one of the
most comprehensive mystery shopping
exercises ever carried out into platforms
that are “execution-only”, whereby the
investors make all their own decisions
about investment.

I estimate there are roughly 3.66 million
investors in the UK who construct their
own portfolios using platforms (analysis
of Platforum data, 2016). This is either
because they like to do so, or they have
no choice because of the lack of advisers

willing to service their small investments.

There were several surprises in lifting
the bonnet on these “direct to consumer”
investment platforms.

But one of the most striking — and con-
cerning — was that only ten of the 19 plat-
forms I assessed offered tools by which
investors could match funds to their ap-
petite for risk, or risk profile.

One of the primary roles that any pro-
fessional adviser usually undertakes for
clients s to assess their attitude to riskand
recommend investments to match it.

There are several ways to measure this
but one scale that is becoming increas-
ingly relevant is the Synthetic Risk and
Reward Indicator (SRRI), which was in-
troduced by the Committee of European
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Securities Regulators (CESR). Its aim was
to provide investors with a method of as-
sessing a fund’s risk. It rates investment
funds on a scale of one to seven, with sev-
en as the highest risk.

So how do UK investors rate their own
risk appetites? To find this out, rplan.
co.uk commissioned a survey of UK
adults. In total, 1,058 UK adults were in-
terviewed by Consumer Intelligence on
29 February and 1 March.

The survey revealed a strong aversion
to risk: only 4 per cent rated their appetite
as being six or seven. The vast majority
described themselves as four (medium-
risk) or lower.

However, further analysis by rplan.
co.uk shows there is a major mismatch
between UK investors’ appetite for risk
and how those investors actually invest:
70 per cent of the investments they have
made through Isas have top risk ratings
of five to seven - even though only g per
cent of UK adults rate their appetites for
risk as being this high.

While UK adults on average rate their
appetite for risk as 2.56 out of seven on av-
erage, the risk rating of the nation’s over-
all Isa portfolio is nearly twice as high as
that—at4.82.

Clearly some people invest more than
others and they may have bigger appetites
for risk. But the sheer weight of money
in higher-risk investments points to in-
vestors having little or no understand-
ing of the risks they are taking. And the
growing use of online platforms that lack
sufficient risk controls can only make the
situation worse.

It is especially vital that people who
are new to making their own investment
decisions —especially with so many finan-
cial advisers pulling out of the market —
should be able to filter their search for
investment funds by their risk tolerance
or attitude to risk and to monitor their
portfolio to ensure it remains within the
risk parameters they select.

Nick Curry, director at rplan.co.uk,
said: “The absence of risk analysis tools
from so many online platforms is quite
surprising.

“It is a fundamental part of the in-
vestment process and technically it is a
straightforward tool to implement.

“Platforms should be giving their cli-
ents straightforward explanations of how
to assess their own desired risk levels
and clear guidance on how to match their

investments to that. At rplan.co.uk we
regard that as one of the primary services
we give to our users.”

Although five of the nine platforms in
my survey that had no risk filtering tools
did offer “model” portfolios, these used
their own (rather than industry-accepted)
interpretations of risk, and four platforms
did not even have these.

There is quite a wide variation in the
terms used to describe the risk levels in
model portfolios — I came across terms
such as “cautious”, “positive”, “adven-
turous”, “aggressive growth”, “growth”,
“defensive”, “conservative”, “moderate”,
“balanced”.

This is unfortunate and misleading.
Surely a universal set of risk categories
used across the industry would be the
ideal to aim for?

Many investors in the UK are poten-
tially investing their money without un-
derstanding the level of risk posed to their
investments.

Portfolio costs can vary
wildly between cheapest
and most costly

Most providers do not display the risk
ratings when people are buying funds,
and even when they are, ratings and other
information can be hard to find.

All fund providers should be displaying
the risk levels of their funds clearly, both
before and after investing.

So what should investors look out for if
they are handling their own investments
online?

My research highlighted a wide vari-
ation in pricing, breadth of offering and
service levels that exists across the main
investment platforms.

This means investors must take a
good look at several online platforms be-
fore committing.

Price is often a primary consideration
for investors, who should be aware that
platforms usually target those with cer-
tain amounts of money to invest, and
price accordingly.

This leads to wide variations in cost
even for the same size portfolio. Research
I conducted last year, for example, showed
that the annual cost of a £30,000 portfolio
varied by as much as three times between
the cheapest and most expensive.

The personal finance pages of the na-
tionals sometimes run table comparisons
of charges for different-size portfolios and
these are a good starting point.

But going for the cheapest platform for
a particular portfolio size is notalways the
right strategy. Investors should look for
overall value, and a key part of that is the
range and quality of the investment tools
provided.

As a checklist, investors should ask
whether a platform:
© Helps them to assess their
risk appetite.
® Labels clearly the overall costs and
the risk levels of funds.
® Provides the tools to search funds
and construct portfolios according to
a desired risk level.

The ability for customers to set alerts
based on performance and risk, as well
as just price movements, in order to help
investors keep tabs on their investment
holdings, would also be of great benefit.
Unfortunately, it is another area where
the platform sector has much room for
improvement.

Investing in funds, particularly for first-
time or inexperienced investors, can be
daunting, with thousands of products to
choose from, particularly from websites
so cluttered, that it can make the journey
confusing and frustrating.

The real danger is that less experienced
investors may select their investments
based on previous returns or perfor-
mance, oblivious to the financial risk such
a strategy may entail.

But if investors persevere they can reg-
ister and purchase the funds they desire
with whichever self-service platform
they choose, although some will take far
longer than others.

Some of the providers I looked at con-
tained extensive levels of fund informa-
tion, reporting capabilities and tools.

These were suited to experienced
investors, but they would prove less
straightforward for a novice investor to
navigate when looking to build a portfolio
based on their requirements.

My overall view is that online DIY fund
investing may cater for the experienced
investor and those dipping their toe in for
the first time, but for the latter category,
failing to appreciate the associated risk to
their investment is a problem that could
come back to haunt them and the wider
investment industry. @
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IN PARTNERSHIP WITH QUIDCYCLE

QuidCycle

Opportuni

knocks

Why Isa holders should take a close look at the peer-to-peer sector.
Frank Mukahanana, founder and chief executive of QuidCycle, suggests taking
a closer look at the P2P market to boost return on investments

What changes come into effect on

6 April in the way Isas operate?

Up until the 2016 Budget, Isa (individual
savings account) holders in the UK were
able to put away £15,240 each financial
year without paying tax on any interest
accrued on those savings. Typically, they
had the option of putting their money
into two buckets — either a cash Isa or a
stocks and shares Isa.

One of the changes in legislation that
was announced by George Osborne es-
sentially created a third, new bucket: an
Ifisa (innovative finance [sa).

This means people can now hold P2P
loans within Isas, so lenders can en-
joy tax-free interest on loans arranged
through peer-to-peer platforms such as
QuidCycle.

In addition to the Ifisa, the Chancellor
announced the introduction of a personal
saving allowance, which allows individu-
als to earn tax free interest on savings of
up to £1,000. This sits on top of the Isa
allowance of £15,240.

Why did the Ifisa come about?

There are two key reasons for the change.
First, consumer demand. The banking
turmoil of 2007-08 forced the govern-
ment and the financial sector to consider
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a better way, which is where the alterna-
tive finance market really kicked in.

To enable the alternative finance mar-
ket to grow and become a credible alter-
native, the playing field needed levelling
somewhat to allow alternative finance
companies to compete with the big tradi-
tional institutions.

Second, it’s down to the huge changes
witnessed in the P2P industry in recent
years. The Ifisa would not have happened
if the industry were not regulated by
the Financial Conduct Authority (FCA),
which it has been since April 2014.

Equally, the P2P market has really
evolved with an increase in the number
of businesses, a growth in their aware-
ness and their ability to market them-
selves on a credible level.

The Treasury and HM Revenue & Cus-
toms have acknowledged this and driven
these changes in a progressive way, help-
ing to ensure the new legislation works
for everyone, especially the customers.

What do the changes mean for savers?
They open up other options to make your
money work for you.

There is around £450bn-plus sitting in
cash Isas and stocks and shares Isas in the
UK (60 per cent of which is in cash), with

interest on cash Isas typically between
0.5 per cent and 1.6 per cent. The P2P
marketand Ifisas give Isa savers an oppor-
tunity to earn tax free interest of between
4 per centand 6 per cent.

P2P platforms such as QuidCycle are
able to offer these rates because, quite
simply, we are more efficient than banks
as we do not require a large, expensive
branch network.

As online operators, we have em-
braced technology and innovation to cre-
ate even more value, which we pass on to
our customers.

There really is no barrier to people
switching their money to an Ifisa, simply
awareness and education as to the poten-
tial returns they gain if they do.

What other changes are being considered
by the government?

There is a strong probability we will see
the inclusion of crowdfunded debt-based
securities into Ifisa, allowing people to
invest in companies that raise finance
on crowdfunding platforms using debt-
based securities and enjoy the tax-free
benefits of Isa.

For more information on QuidCycle,

visit www.quidcycle.com or speak to

one of the team on: 020 3664 8625



4 BECOME AN ANGEL

Making start-up

investment sustainable

[nvestor education is key to a sustainable and profitable SME market,
says Sally Goodsell, chair of Become an Angel

he United Kingdom sits at the fore-

front of SME investment. As the

first country to regulate the online
equity industry in 2011, the market was
valued last year at £245m, placing the
UK firmly as the world’s online equity
capital. As a result of this rapid growth,
the UK has set the benchmark for others
looking to create a viable online equity
investment market.

As the industry leader, it is imperative
that the UK continues to set the example
and focus on the long-term opportunities
and challenges.

As the market matures, investor edu-
cation and a smart model of funding have
become all the more vital in maintaining
a sustainable SME marketplace.

A recentreport commissioned by anin-
dependent rating agency questioned how
investors are approaching the overall de-
cision-making process. The research ac-
cumulated extensive investor data from
UK-based online investment platforms,
concluding that investors had the requi-
site knowledge when vetting a good team
and product; however, this was often
undermined by their inability to analyse
a company’s financials properly when
making informed investment decisions.
This is why Become an Angel is focused
on investor training and education.

Through our free masterclasses we
want to help investors of all levels of ex-
perience, so they can better understand

investment opportunities and add value
going forward.

The Become an Angel campaign,
backed by key influencers in SME financ-
ing including RBS, Angels Den and Grant
Thornton, seeks to promote the ben-
efits of angel investing by highlighting
the benefits of educated investors com-
bined with the angel-led funding model
of online investment. This model places
experienced investors at the forefront of
funding rounds and encourages them to
ensure both the business and valuation
are sound, before opening the raise to
others, utilising their skills and networks
pre- and post-investment.

The campaign is looking to recruit a
new generation of educated angel inves-
tors by urging the 500,000 UK high-
net-worth individuals to attend a free
masterclass and invest their capital, net-
works and expertise into the UK SME
community. This is of the utmost im-
portance, because the UK has 5.2 million
small businesses that employ 15 million
people, contributing 5o per cent of the
UK economy. Investing in high-growth
start-ups can often be a thoroughly sat-
isfying process, and through investor
training, represents an opportune way to
stack the investment odds in your favour
by becoming involved and using your
skills to good effect.

Injecting capital and expertise into
growing businesses increases long-term

success rates, enables job creation and
opens up wealth for future generations.
Success rates for educated Angels, com-
bined with a highly curated deal screen-
ing process can significantly exceed the
industry norm. For instance, our partner
Angels Den reports that over go per cent
of its funded companies are still trading.
Typically, angels seek a high-return in-
vestment opportunity where losses can
be offset by generous SEIS and EIS tax
relief. The overwhelming feedback re-
ceived is that whether via their own in-
vestments or through a wealth manager,
working with and helping an exciting
business grow is a rewarding and fulfill-
ingjourney.

For the UK to hold on to its reputation
as a standard bearer for online start-up
funding and for sustainable start up in-
vestment to be viable, investor education
should become a priority.

SMEs need the extra knowledge and
expertise at a very crucial stage of their
development and passive investment
capital alone is not enough.

If you believe you have what it takes to
invest in and mentor SMEs, want to find
out what type of investor you are, invest
alongside like-minded individuals and
also to discover the benefits of SEIS/EIS
tax relief, then attend a masterclass and
become an angel.

For more information on Become an Angel,
visit: www.BecomeAnAngel.com
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PROPERTY

On location

London is impossibly expensive for some investors -
so where else should they look, asks Kate Chapman of

tis a telling time for the UK prop-

erty market. Headlines speak of

spiralling house prices, far out-

pacing the modest average wage

growth being seen across the UK,
and it appears that the current and fu-
ture prospects in the industry are a hot
topic for all. It seems that everyone has
an opinion on the UK’s housing mar-
ket, whether debated at the dinner party
table or spoken of on the school run. As
many questions are being posed as an-
swers put forward.

Emerging from a shifting econom-
ic backdrop, what is clear is that the
country is undergoing a period of great
change. With the once-long-held
dream of property ownership slipping
from the grasp of many, some are speak-
ing of the UK finally becoming more
like its European counterparts, where
home ownership rates are low and own-
ing property is not necessarily seen as
preferable to renting.

Many are finding the exceedingly
high deposit rates of buying their own
home unachievable, and this is result-
ing in growing numbers finding that
long-term renting is becoming their
norm. From this, therefore, the UK has
seen a buy-to-let boom take hold in re-
cent times, with savvy investors jump-
ing on the property bandwagon to ful-
fil this need and, in turn, to bolster the
country’s coffers.

A changing property landscape is be-
ginning to emerge, and for those look-
ing to cash in on this evolution, the
question of how best to do this - to an-
swer the shifting demand — is top of the
priority list.

Once the central focus of keen-eyed
investors, London as a whole continues
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to hold on to its reputation as a hugely
desirable location, with the prestige of
owning a home in the capital remain-
ing strong. However, for those crunch-
ing the numbers, it is clear that the
city’s situation is far more complex than
its purely international status would
have one believe.

Although overall there is a steady de-
mand for rentals, buyers need to pur-
chase with great care in order not to
be burnt by incredibly high property
prices. Primarily, this means choosing
a London location carefully.

According to the recent Land Registry
House Price Index, released at the end
of March, the average property price in
London stands at £530,368, far above
the national average of £190,275. Thank-
fully for those looking to buy, there re-
main untapped pockets of potential

Manchester is a
major focus of investment
and expansion

where the entry point is far lower, yet
which are still set to enjoy impressive
capital growth as prices rise, alongside
healthy rental returns. Knight Frank, for
example, is predicting central London
house price cumulative growth of 20.5
per centin the period up to 2020 but this
will be trumped further still by prices
on the city’s fringes and commuter belt,
where 23.4 per cent growth is predicted.

A major impact on the city’s fringes is
the nearly constructed east-west Eliza-
beth Line, the Crossrail link that will
run through the capital — which comes
into operation from December 2018

and which will in turn have a huge im-
pact on local house prices. One such
area sure to be affected is Ilford, already
popular and with a family focus, ample
shops and restaurants (Zoopla reports
thathouse prices here have risen 5.71 per
cent over the past year). With the Eliza-
beth Line passing through, Ilford is on
track for further increases.

Jonathan Stephens, managing direc-
tor of Surrenden Invest, a property con-
sultancy specialising in high-yielding
buy-to-let investments, explains more:
“We are working on the basis that key
areas around the new Elizabeth Line are
likely to see a minimum of 8 per cent
growth each year between now and
2020, and Ilford is one location that will
be central to this. The new route will re-
sult in large-scale gentrification of areas
that currently remain relatively afford-
able, meaning that now is the time to
get on board.

“The long-term result of this will
mean that Ilford will become an even
more desirable place to live, leading
to sustained future growth. This will
impact all property types, but we are
finding that new-build, modern prop-
erties are especially drawing great in-
terest within the Elizabeth Line catch-
mentarea.”

The impact of the rail development
shows how important it is for invest-
ment buyers looking in London to
choose their location carefully. The flip-
side of this is that, primarily because of
overpriced stock, the appeal of London
and the south in general may well be
on the wane overall. Under the govern-
ment’s wider economic plans, great fo-
cus hasbeen putin the pastyear on what
has become known as the Northern



SHUTTERSTOCK

Antony Gormley’s Angel of the North in Tyne and Wear, where there’s been a surge in tech start-ups

Powerhouse and this has led to growing
numbers of investors looking north.

Sitting at the centre of the Northern
Powerhouse, Manchester is a major fo-
cus of the investment and expansion
that is taking place, in part to redress
the north/south divide, and it is already
seeing the positive effects.

A central beneficiary of the HS2 rail
line, linking Manchester (and Leeds)
with London and cutting journey times
by an hour, the city is also undergoing
major improvements to its transport
network and also enjoying city-centre
regeneration, supported by the huge
amount of FDI pouring into the city.

Besides this, Manchester is witness-
ing a significant population expansion,
with growth significantly outpacing
that of the UK overall and ever more
businesses moving their operations to
the city. The recent Savills Spotlight: the
Future of Manchester report predicts
that the city will need to house an addi-
tional 36,000 office workers in the next
ten years, which, given the current av-
erage annual property shortfall of 5,100

homes and the city’s rising population
(it is forecast to grow by 20 per cent
between now and 2025), will be quite
some feat.

As Stephens explains, this is hav-
ing an unprecedented impact on hous-
ing demand and investment prospects:
“The young professionals flocking to
Manchester are going to want well-lo-
cated, high-spec homes with plenty of
amenities like secure parking and on-
site gyms. If Manchester is serious about
being the centre of the Northern Pow-
erhouse then its property sector needs
to be building homes that are worthy of
that position — and these are the prop-
erties that serious investors should be
snapping up today.”

Recent Budget measures by the Chan-
cellor have also encouraged investors
with their finger on the pulse to turn
their attention northwards. George Os-
borne alluded to the Northern Power-
house in his statement to the Commons
last month, saying the government was
“making it a reality” and adding infor-
mation about road improvements in the

region, announcements of a new tunnel
linking Sheffield with Manchester, and
the green light to the HS3 Manchester-
to-Leeds line, all playing into a growing
focus on the north-west. It is certainly
not grim up north!

Not only have the past 12 months
been witness to a great evolution in
the investment prospects of some of
the UK’s major cities, with London
and Manchester just two examples, but
there have been further major govern-
ment announcements that have opened
up debate within the industry on their
impact, too. Since 1 April, anyone pur-
chasing a second property in the UK
has had to pay an additional 3 per cent
stamp duty, causing murmurings in the
industry that this will stunt long-term
sector growth.

Short-term, in the run-up to the April
deadline, many agents reported a boom
time of investment sales, as many peo-
ple sought to beat the additional duty
payment. Whether figures will drop off
dramatically from pre-announcement
levelsas the marketbegins to settle again
remains to be seen. Stephens thinks
not, however. He says: “Compared to
the majority of international real-estate
markets, closing costs in the UK will
still remain comparatively low — some
overseas buyers are used to paying up
to 15 per cent to close a deal back home.
UK buy-to-let looks likely to continue
to be an attractive asset for those seek-
ing a savvy investment and residential
property is predicted to remain the
UK’s most profitable asset class long
after spring 2016.”

There is no denying that we are liv-
ing through a telling time for the UK
property market, as the government
seeks to balance the books while steady-
ing the market and enjoying economic
growth. What is clear is that the com-
pelling debate about the present state
of, and prospects within, the industry
both for those on the shopfloor and for
those putting their cash into the sector,
is set to continue. All eyes will remain
on the property sector for the foresee-
able future and the emerging results are
sure to be intriguing. @

For information on investing in the UK
property market, contact Surrenden
Invest on 020 3372 6499 or visit:
surrendeninvest.com
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Gaining real insight
on your financial future

We all wish we had a crystal ball when making important decisions
about our finances. Having a proper plan is the next best thing, says
Gareth Rees, partner at Epoch Wealth Management

he world of finance can be a con-

fusing one and its advisers often

seem to talk a different language.
Deciding on the best strategy to provide
you with the financial security you need
- and the future lifestyle you want — can
be daunting.

Record life expectancy and new pen-
sion freedoms have made these decisions
even more challenging and raise many
important questions for savers: when can
you afford to wind down and spend more
time doing the things you enjoy? Will
the financial choices you make now sus-
tain you into your twilight years? What
if you outlive the money you have? If you
could look into the future and see the im-
pact of your decisions, wouldn’t it be easi-
er to make plans?

In conjunction with a full assessment of
your attitude to risk, cash-flow modelling
can help you answer important questions
and see the possible future impact of your
present-day choices.

The process takes into account your
current financial situation — things such
as your income, expenditure, assets
and any liabilities you may have — together
with your personal aspirations. It then
projects all this into the future, taking
into consideration known future changes
(such as educating your children private-
ly, for example), and visually illustrates
whether you can achieve all you want to.
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Money runs out

e

You might discover that your goals
aren’tachievable unless you take more risk
than you’re comfortable with. You may
then have to reassess whether your goals
are realistic. Or perhaps the reverse is true
—you can achieve what you want by taking
less risk than you had previously thought,
so why risk more than you need to?

As well as showing whether you are on
course to achieve your goals, cash-flow
planning can also take into account “what
if?” scenarios and their effects on your
wealth. What if you fall ill, for example,
or die prematurely? Whatif you're offered
more money to do your job elsewhere, or
the value of your business falls?

There is no magic answer; however,
seeing a clear picture of your finances al-
lows you and your adviser to make far
reaching decisions which may have other-
wise been delayed due to not knowing the
possible consequences. In the above ex-
ample, a client downsized as they retired
and the resulting inflow of capital meant

Option 1

Maoney continues for life

Option 2

that they had sufficient funds to sustain
their lifestyle for life, ensuring assets
could be available for passing on to the
next generation.

Armed with a proper financial plan, you
may decide to postpone selling your busi-
ness by a couple of years to fund your life-
style without compromise. Or you may
find that you can’t afford to do what you
want without having to compromise on
something now or later on.

Only when you have visibility on your
financial future can you truly make in-
formed decisions that will enable you to
achieve your dreams in life, however long
you may live.

For more information, visit:
www.epochwm.co.uk/cashflow

Cash-flow modelling is not regulated by
the Financial Conduct Authority but advice
arising as a result may be regulated. Epoch
Wealth Management LLP is authorised
and regulated by the FCA (549980)
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Opportunity
everywhere

How Britain’s fastest-growing smaller companies can be
a force for regional revival. By Simon Rogerson

hen Octopus published the first

High Growth Small Business Re-

portin 2014, our goal was to draw
attention to a powerful but undervalued
engine of the UK economy: Britain’s high
growth small businesses (HGSBs). Often
overlooked, they make up less than 1 per
cent of UK companies, but they create one
in every three new jobs.

Working with the Centre for Econom-
ics and Business Research (Cebr), our
2014 and 2015 reports showed that HGSBs
have the power to improve dramatically
the communities that embrace them. In
particular, the 2015 report showed that
HGSBs have a disproportionately positive
impact on weaker-performing economies.
In other words, higher numbers of HGSBs
lead to more economically prosperous
communities. With around three out of
every five located outside London and the
south-east, HGSBs have the potential to
rebalance our economy, breathe new life
into the UK’s regional towns and cities
and help address the north-south divide.

Buttorealise the full potential of HGSBs,
weneed more of them. We need to encour-
age more people to set up more HGSBs
across the country, creating jobs and op-
portunities for regional towns and cities.

What makes a good place to locate and
grow an HGSB? To find out, we asked
them. Just as transport, schools and out-
door spaces might be important when
deciding where to live, HGSBs also share
common needs: finance, talent and con-
nectivity. We then used this information

to build a league table, highlighting the
most HGSB-friendly locations in the UK.

It may be no surprise that London tops
the table. London is not just a domestic
hub but a global centre of commerce, pro-
viding excellent transport links, a wealth
of skills as a talent magnet and demonstra-
ble economic strength. But London is not
the only UK capital to be recognised for its
HGSB-friendly characteristics. Both Ed-
inburgh and Cardiff make it into the top
five — flying the flags for their respective
nations and scoring well for connectivity
and transport infrastructure.

Northern cities are well represented in
the top half of the table for connectivity
and infrastructure, with Liverpool, Man-
chester, Leeds and Sheffield all in the top
ten. Factored into the table for economic

The Octopus High Growth Small
Business Urban Hub League Table
builds on the Octopus High Growth
Small Business Report 2015, which
quantified the huge economic value
of this tiny group of companies and
called on the government to increase
the number of HGSBs by 25 per cent
in every region of the UK.

For a copy of the league table

and to read the report visit
highgrowthsmallbusiness.co.uk
or find out more about Octopus at
octopusinvestments.com

performance is job creation forecasts.
Northern cities perform well here too,
with Liverpool, Manchester and Sheffield
allin the top ten and Leeds just outside.

The great news is that the league table
shows that HGSB-friendly locations -
“urban hubs” - are spread right across the
country. From Belfast to Bristol, untapped
opportunity is everywhere.

Of course, choosing where to start a
business isn’t a purely clinical decision —
there are many other factors, such as qual-
ity of life and proximity to family, to think
about. But for entrepreneurs who have the
flexibility to choose the location of their
businesses, our league table could help
to inform their decisions. Equally, those
who want to champion their local town or
city as a great place for HGSBs will be able
to understand where they are doing bril-
liantly (and celebrate this) and take action
in those areas where they can improve.

Starting an HGSB takes determination,
ambition and talent — and it’s essential we
give the people who start these businesses
every chance to thrive. We want every
community to be a great place to start a
small business. Our 2015 report made the
case for doing more to support HGSBs,
and it called on the Government to en-
courage 25 per cent more HGSBs in every
region by 2020.

With the right framework and support,
HGSBs can bring economic prosperity
and optimism to every part of the UK.
Simon Rogerson is a founder and chief
executive of Octopus
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HERON GLOBAL
PARTNERS

Investing with the
wind 1n your sails

[nvestments for cash are one thing but
ethics and environment play their part, too, says
Sami Raja of Heron Global Investments

eron Global Partners is working

exclusively with a company that

has recently launched on the renew-
able energy scene in a very bold fashion.
It has issued a series of mini-bonds that
pay a fixed rate of 8 per cent per annum
for four years. The bonds are fully se-
cured over the assets of the company via
adebenture held by the security trustee in
London. This fully protects capital against
the assets of the company.

The proposed changes to the renewable
obligation (RO) and the FIT (feed-in tar-
iff) has no effect on the projects in ques-
tion, offering investors safety and secu-
rity. All the sites have gone through the
process of environmental tests, planning
permission, approval for access roads,
grid connection and receiving the FIT
subsidy, once a wind turbine is erect and
functioning. The subsidies offer a guaran-
teed revenue stream for the next 21 years
under the FIT scheme.

The reason the bonds have been so pop-
ular is because of the transparency. Once
investors check the rates that have been
pre-accredited on the sites tied to the
bond, they can clearly see that the gener-
ous interest payments being offered are
more than viable.

Harnessing wind power is one of the
cleanest, most sustainable ways to gener-
ate electricity. Heron Global Partners is
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very excited to be doing its partin leading
the UK towards a greener future.

Like all investments, the bonds do carry
risk. One of the main risks would be a
turbine developing a fault and therefore
not generating an income. The bond is-
suers believe they have mitigated this by
taking out a full insurance policy with a
house hold name which covers them for
loss of income.

However the government has made so
many changes to the banding, degression
intervals and tariff rates that the opportu-
nity to take advantage is limited.

Generating electricity from renewable
energy sources, rather than from fossil
fuels, offers significant public health ben-
efits. Wind energy produces no toxic pol-
lution or global warming emissions. It is
also abundant, inexhaustible and afford-
able, which makes it a viable and large-
scale alternative to fossil fuels.

The air and water pollution emitted by
coal and natural gas plants has been linked
to breathing problems, neurological dam-
age, heart attacks and cancer. Replacing
fossil fuels with renewable energy has
been found to reduce premature mortal-
ity and lost workdays, as well as cutting
overall health costs.

Wind generates electricity without
emitting pollution. Moreover, wind ener-
gy requires virtually no water to operate

and so doesn’t pollute water resources or
strain supplies by competing with agri-
culture, drinking water systems or other
important water needs. In contrast, fossil
fuels can have a significant impact on wa-
ter resources.

Both coal-mining and natural gas drill-
ing can pollute sources of drinking water.
Natural gas extraction by hydraulic frac-
turing (fracking) requires large amounts
of water and all thermal power plants,
including those powered by coal, gas and
oil, use water for cooling.

Heron Global Partners is aware of the
environmental concerns associated with
wind turbines. The company appreciates
that there may be worries regarding the
environmental impact that wind turbines
can have on the land. But recent survey
reports show that less than one acre per
megawatt is disturbed permanently and
less than 3.5 acres per megawatt are dis-
turbed temporarily during construction.
The remainder of the land can be used for
a variety of other productive purposes,
including livestock grazing, agriculture,
highways and hiking trails.

Looking to the future is key, as Heron
Global Partners is well aware. The com-
pany appreciates the contribution that
each and every one of its clients has made
towards helping fund new renewable en-
ergy projects.
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Update your options

The Budget has done its work for better or worse. Lee Robertson, CEO of Investment
Quorum and a chartered wealth manager, assesses the changes

oanother Budget has passed with the

usual pre-Budget leaks and rumours

surrounding pension savings and
how the tax reliefs available and tax free
cash entitlements are to be curtailed or
even withdrawn. Yet again these rumours
which swirl around the financial press
have proven to be unfounded.

Or have they? The Chancellor appears
to have heeded warnings from within his
own party of massive opposition from the
prudent within middle England to any
further meddling on pensions. However,
he did manage to introduce the Lifetime
Isa, a variant of which was mooted as a
replacement for pensions as we currently
know them. Only time will tell but it may
just be that we have seen something of a
Trojan horse introduced more of which
will come later when the Chancellor feels
a little more confident about changing the
tax treatment of pension savings.

I mention this as I think it highlights the
need for ongoing constructive dialogue
with your wealth manager. The objectiv-
ity that a good wealth manager will bring
as well as being continually up to date
with the rumours as well as the facts and
bringing planning experience to bear on
your finances should be of real benefit to
your financial well-being.

The result will almost always lead to
better-informed financial decisions.

The planning process helps you to fully
understand your existing financial situ-
ation, assess the suitability of any new
investment opportunity, and give you

a clearer idea of what you need to do to
achieve your objectives.

An efficient use of your money, both
from income and capital.

Effective planning is the key to allocat-
ing your available resources in the most ef-
ficient way possible and identifying ways
to save money.

Potential tax savings.

A wealth manager can suggest tax stra-
tegies that will help you to reduce poten-
tial income tax, capital gains tax and in-
heritance tax liabilities. Any tax treatment
mentioned is based on personal circum-
stances and current legislation, which is
subject to change.

Assisting you understand your risk
tolerances and ability to endure market
volatility.

By working with you and your loved
ones on a regular basis to understand, en-
dure and overcome market movements
and filter out many of the natural emo-
tions associated with these times a wealth
manager will assist you stay the course for
better investment outcomes.

Ensuring that you have a plan for any of
life’s uncertainties.

Ensure you have access to the right
amount of money at the right time. Your
wealth manager will ask you to consider a
number of “what if?” questions to ascer-
tain whether you have planned adequately
for the future. For example, have you re-
ally thought about what your retirement
lifestyle will be like if you continue doing
what you are doing now?

Finally and perhaps most importantly,
peace of mind and security.

Your financial affairs will be organised
and kept up to date through regular re-
views with your wealth manager.

As the personal financial world be-
comes more complex, particularly around
pensions and taxation, lifetime allowanc-
es, annual contribution allowances, pen-
sion input periods, optimum withdrawal
strategies, legacies for loved ones and our
potential for living longer continues to
grow we really do need to ensure that we
give ourselves the optimum chances of fi-
nancial success.

As you move into retirement your cu-
mulated capital may have to provide in-
come security for decades and how your
money is managed and the way in which
you withdraw income will be absolutely
crucial to a secure retirement.

Having professional guidance and
counsel in this period will be crucial. De-
pending on how, when and from which
investments you withdraw capital can
dramatically affect your levels of personal
taxation, which will obviously lead to bet-
ter outcomes for those seeking and acting
upon professional advice.

[ am not saying that much of this can-
not be achieved by individuals without
advice, butI do advocate, for those who do
not have the time or inclination to learn
and understand the constantly changing
rules and nuances of investment and taxa-
tion, that advice is one of the best invest-
ments which might be.
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Message
in a bottle

[nvesting in wine is a serious business.
Peter Lunzer explains how it works

he 2000 vintage in Bordeaux will

go down in history as being a truly

glorious year for the finest red wines
of the region.

Only three or four harvests per decade
have the right climatic conditions to pro-
duce the perfect fruit which, in the right
hands, can create truly great wine. Many
adjectives are used to describe wine, but
in this context the word “great” implies
a wine which has formidable power in its
youth and the ability over time, to devel-
op depth of flavour and aromas.

Complexity of flavour cannot be
achieved by any short cuts. The quality
of a vintage really depends on a balance
between fruit, carefully extracted tannin
and acidity. All are important in a wine,
butin general it is the acidity which is the
lifeblood of wine and those wines lacking
the required balance will fade away long
before their more acidic siblings.

The 2000 vintage has the three ingre-
dients in abundance and as the wines ap-
proach their 16th birthday, the qualities
are really beginning to show.

There are plenty of delicious Cabernet
Sauvignon blends created in the world,
but wine makers have notall followed the
Bordeaux tradition of packing the juice
full of extract, which for Bordeaux wines
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makes them almost undrinkable for the
first decade of their lives.

New World wines can be consumed
when young, and some wine buyers do
not have the patience required to buy
something and then pay for its storage for
years before pulling the cork. However,
those who are prepared to wait are un-
doubtedly rewarded. Prices for 2000 Bor-
deaux have been flat for three years, and
although some wines will benefit from
more ageing, now is an incredible time to
pick them up.

The reality for investors today is that
while prices for young vintages hover in
a fragile state, there is not enough of the
2000 vintage to supply any tangible in-
crease in demand. The core reason for
this is that when the wines were released
in 2001, the buyers were almost entire-
ly an old-fashioned, traditional bunch
who bought wines because one day they
would drink them.

Compare this to the buyers of the 2009
harvest who, we believe, were almost en-
tirely speculators. It means that owner-
ship of the 2000s is truly fragmented and
aswine enthusiasts, hotelsand restaurants
across the world look at replenishing their
stock, finding any volume is becoming in-
creasingly difficult. Thisis the time to buy.

Not all wines are down on their luck.
In terms of anomalies, the Mouton Roths-
child 2000 shows a dogged resistance
to price softening. This has partly been
attributed to the Golden Ram stencil on
the bottle rather than the intrinsic qual-
ity of the contents. Whatever the reason,
Mouton is not making any more of the
wine and so we believe it should feature
in collections.

In summary, 2000 Bordeaux has the
quality and fragmentation of ownership
which should make the prices fly with
just a hint of new demand. In the mean-
time, they are all about to taste delicious,
which should be sufficient motivation to
buy them.

The traditional approach in the UK has
been to buy three collections and then
sell two of them in the future — leaving
the third for free drinking. Alternatively,
people may take a 35 to 40 per cent in-
crease over the next three years and put
the profits to other uses.

We feel strongly that this wine in-
vestment opportunity will not last that
much longer.

Peter Lunzer is a wine trader and
principal of Lunzer Wine Group
For more information visit:
www.lunzerwinegroup.com
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ASSET MANAGEMENT

he Long

lew

[n recent months, markets have experienced short-term volatility.

Taking a longer-term view, writes David Saunderson, chief executive
of Cantab Asset Management, is appropriate for many investors

finvesting in the market is to be attrac-

tive, it is an obvious statement that it

should offer good returns. The returns
could be good in two ways: in absolute
terms or relative to alternatives. [ believe
investing in the market potentially offers
good returns in both senses.

The FTSE 100 has slipped over the past
year. However, investors should not fall
prey to the cognitive bias which leads
individuals to take more notice of recent
events than returns in the long run. The
Black-Litterman analysis of investment
returns from 1991 to 2012 demonstrates
that the stock market gives a typical aver-
age return! of 7.9 per cent per annum for
developed market equities, much higher
than the return on cash of 1.5 per cent.

By investing in a variety of assets in-
cluding developed and emerging market
equities and government and corporate
bonds, a spread of risk is achieved with
generally low volatility. At Cantab Asset
Management, this approach has proved
successful, giving an average return on
our medium risk portfolio of 9.6 per cent
per year over the past six years2. Our suc-
cessful strategy means that we would be
placed in the top quartile of wealth man-
agers in the FT Wealth Manager Compar-

ison over one, three and five years.

For many people, their biggest invest-
ment other than their house will be their
pension. The recent pension freedoms
mean that on retirement, individuals can
choose between taking an annuity and
remaining invested in the market. Let us
consider the returns offered by these op-
tions. A level single life annuity taken at
age 65 purchased for £100,000 will pay
£5,300 per year?.

Assuming average life expectancy and
using a redemption yield calculation,
this is equal to an investment return of
0.7 per cent for a man and 1.2 per cent for
a woman. This is lower than the returns
offered by an investment portfolio (as
outlined above).

Not only that, but such an annuity will
cease payment upon death, while an in-
vestment portfolio can be bequeathed to
successors (in the case of a pension in a
very tax efficient manner).

Sometimes, individuals are tempted
to see buy-to-let property as their “pen-
sion”, preferring bricks and mortar to
shares. However, property does not ben-
efit from diversification, which means
it can be comparatively higher risk than
shares. Secondly, residential property can-

not benefit from the tax shelter offered by
a pension, which (as well as being tax-ex-
empt when paid in) allows assets to grow
tax free. Even outside a pension, resi-
dential property is at a tax disadvantage:
it suffers a capital gains tax rate which is
8 per cent higher than shares (28 per cent
for higher-rate taxpayers versus the new
20 per cent rate for shares) following the
2016 Budget.

Itis clear that while volatility mightbe a
concern, in the long term the investment
markets have provided a good return over
many years. They are also likely to be the
best option for turning your defined con-
tribution pension into your retirement
income. It is important, therefore, to take
a long term view with your investments,
as you may contribute to a pension for
30 to 40 years and draw from it for just
as long. It is important in developing
and managing your investments to take
advice from a professional independent
firm of financial advisers, such as Cantab
Asset Management.
1This is the forward-looking
equilibrium return.

2 Complete calendar years 2010-2015.
3 Based on the FT Annuity Best Buy table,
retrieved on 1 March 2016.
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What does your
money get you?

Alternative finance platforms are the future, explains Ayan Mitra

lternative finance platforms are

changing the face of investment

and, as a result, traditional routes
to profit may not necessarily be the most
fruitful. This is the first real financial in-
novation enabled by technology since the
advent of the ATM. The upshot? Investors
need to consider their options more care-
fully than ever before.

At CrowdBnk, itis our view that broad-
ly there are eight options for investors to
consider in today’s market:

Property

Public equities

Bonds

Cash holdings in a bank

Pensions

Venture capital

Mezzanine funds

SME credit (blended)

Generally speaking, property and pen-
sionsare considered the most obvious and
low-risk of the options, while SME credit
is frequently overlooked. This could well
change, given the rise of the Fintech revo-
lution, which provides investors with the
necessary platforms to invest in SME op-
portunities directly.

Not convinced? Here’s our reckoning,
which shows how SME credit (blended)
could offer higher returns than the same
investment made in bricks and mortar.

If you had invested £100,000 in 1996
into UK property and exited that holding
in 2015 you would have made a 100 per
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cent profit in real terms, before tax. This
would net you a not-to-be-sniffed-at re-
turn of 3 per cent per year net of inflation.

However, if you had of invested that
same £100,000 into secured, convert-
ible and mezzanine credit you would
have generated a return of 7 per cent year
net of losses and fees.! That is more than
double the return made on the traditional
property investment — which is especially
poignant, given the current macroeco-
nomic climate of low interest rates.

Of course, no investment is without
risk. But there are key things to consider
in each of those channels:

Tax at the time of investment
and at the time of exit

Minimum amount of investment

Fees (commitment, management,
performance)

Control and choice - transparency

Effective return based on the risk
you are taking

So how can you minimise risks when
investing? The most important thing
you should do is focus on diversification.
This technique aims to create a portfo-
lio that includes multiple investments
in order to reduce risk. A simple analogy
is this: if you put all of your investment
funds into one company and that compa-
ny’s stock experiences a downturn, your
whole portfolio will suffer. If you had in-
vested in multiple companies, it wouldn’t
be such an issue as the risk is spread. That

said, general market risks tend to affect
most stock, so you should also diversify
with different asset classes, too.

It’s also a wise idea to have a good bal-
ance of direct and managed funds. You
should check the returns of your port-
folio too (net of tax, losses and fees) and
use that to guide your future investment
decisions. Alternative finance platforms
provide much needed access to the better
yielding asset classes, opening up a world
of opportunity that has so far been avail-
able only to institutions. However, good
opportunities should still be approached
with appropriate caution and risk assess-
ment. And no matter how diversified
your portfolio, risk can never be fully
abolished. You need to find a happy me-
dium between risk and return so that you
will achieve your financial aims while not
being kept up all night with worry.

As with all investing, it matters who
you invest through, and whether or not
you beat the market by getting the right
return. It is for this reason that we at
CrowdBnk subject every new client to 60
hours of rigorous due diligence. Our team
of finance professionals structure and
price every deal we send live. Ultimately,
this is why we invest alongside our inves-
tors, aligning our interests with theirs.
Ayan Mitra is chief executive
of CrowdBnk
@CrowdBnk
1 According to IPE
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MANAGING DEBT

From borrower
to investor

When Frank Mukahanana set up QuidCycle he had distinct ideas about
what he wanted to achieve, as he tells Guy Clapperton

he classic picture of a debt spiral-

ling out of control is of someone

completely swamped. Frank

Mukahanana, the founder of

QuidCycle, was a financial ad-
viser who perceived another issue: people
he knew on reasonable, middle incomes
getting involved in a number of financial
products over the years and ending up
working for their money rather than the
other way around.

“These are really intelligent people,
clever people with good jobs,” Mukaha-
nana says. “They ended up with a whole
lot of products they didn’t understand.”
The other thing people were doing was
taking on a little debt —a bit of credit card
here and there to finance something, a
car loan there, and they were becoming
accustomed to owing and making repay-
ments. “What started off as an unnotice-
able thing coming out of their account
ended up taking up all of their monthly
income and stopping them, for example,
starting an investment.”

These people were working hard to stay
still. Mukahanana’s training as a financial
adviser allowed him to work out ways
of helping — but as a small employee in a
larger company, he was unable to make it
happen at scale. He worked to raise capi-
tal and called on friends and family, too,
starting up properly in 2013.

“We did a beta test and the feedback
was phenomenal,” Mukahananassaid. OK,
so how does this offering from this risk-
averse entrepreneur work? It takes advan-
tage of the new world of finance that has
been emerging over the past few years.
Essentially, as our headline suggests,

Many clients are overburdened professionals

it turns borrowers into investors over a
period of time.

The company takes a three-step ap-
proach. First, where necessary, it helps
people release their cash. “We find that
one of the biggest expenditure items is
servicing credit; if they didn’t have to do
that they’d be able to do more with their
money.” So the first step is to examine
the client’s expenditure and refinance it
at lower rates, consolidating it into a sin-
gle payment agreed as manageable be-
tween QuidCycle and the client. There
are safeguards, though. “A lot of the time,
money for refinancing debts from other
companies goes into the client’s current
account and it might take a busy profes-
sional weeks before paying them off —
meanwhile the kids’ bikes need repairing
or whatever, and by the time it gets to pay-
ing the creditors off there isn’t enough.”

So QuidCycle pays the creditors direct
and offers busy professionals a turnkey
solution. “One of our clients is a medical

doctor with two teenage kids at private
schools — he can afford that but he had
around £65K on credit cards. We refi-
nanced and it’s gone down really quickly
— our clients are people who’ve got their
heads down.”

The other thing QuidCycle does is take
the credit cards away to prevent people
ending up with further debt. “It costs us
money to call these credit-card companies
but we think it’s the right thing to do.”
The advisers work with the client and of-
fer cash back as long as all payments are
met. The debt goes down each year. The
client also has to go through a minimum
two-hour web seminar on financial hints
and tips and make an appointment to con-
sulta financial adviser.

Once the debt is paid and the financial
education is complete, the client can start
putting money back in —and the money is
loaned to other new clients, paying higher
rates than typical high street investments
would achieve, butlentat lower rates than
credit-card companies offer.

There are criteria for becoming a client
and only a few are accepted. “We look at
the way they’ve handled their credit over
the last three to five years and that’s very
telling; it’s not just a credit score,” Muka-
hanana says.

The scheme resembles a mutual ac-
count with a few extra bells and whistles —
but Mukahanana is convinced it will help
a great many people. Debts are cleared
earlier than otherwise possible, and then
the client has the option to save the mon-
ey they’re accustomed to setting aside.
There should be minimal impact - and a
lot of better-off savers, in principle. @
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FINTECH

The multibillion
dollar question

Simon Briskman and Kirstene Baillie, partners at the legal firm Fieldfisher,
examine establishing a growth platform for fintech

he UK is Europe’s leading finan-

cial technology (fintech) centre.

Research for London Fintech

Week shows UK investment in

the field to be greater than the
rest of Europe combined. London & Part-
ners estimates venture capital investment
in the UK technology sector at roughly
£6.96bn since 2010.

Given these figures, it may be hard to
understand why the UK’s success in fin-
tech is dwarfed by that of the US. The
UK has one of the world’s largest finan-
cial centres, a strong pool of technology
workers and established hubs for start-
ups such as Tech City and Level3g in
Canary Wharf. Yet KPMG says that US
fintech investment was over £5.29bn last
year while Europe attracted just £1.05bn,
with over half of that invested in the UK.
While the tap is running in America, cap-
ital in Europe trickles through.

America has the infrastructure for
start-ups to flourish. Not only is Silicon
Valley awash with talent, it is overflow-
ing with entrepreneurs who follow a long
tradition of hard work, clever innova-
tion and pursuit of the American dream.
Talent and hard work create opportunity.
Capability is hotly pursued by the mon-
eymen. Thus, access to capital is far more
easily obtained in Silicon Valley.

Of course, Europe also has experienced
entrepreneurs and innovative ideas.
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Across Britain and Europe new compa-
nies often display the discipline required
to prototype and perfect a product and
the hard work needed to sell it. Yet the fig-
ures show that London financiers focused
on fintech are more reluctant to commit
money than their US counterparts.

One rational explanation is that start-
ups in the United States are more likely
to show extraordinary growth than their
EU counterparts. The investment re-
search firm CB Insights reported 11 new

To free capital we must
also free our markets from
undue regulation

tech European unicorns valued in excess
of a billion dollars for 2015, while the US
produced 22. Though there are many rea-
sons for Europe’s lower success rate in
fintech growth, one clear problem has to
be addressed. To free the flow of capital
we must also free our markets from un-
due regulation. European fintechs are tied
up in red tape.

Financial services regulation is of pri-
mary importance to activities from mo-
bile money to peer-to-peer lending.
Good regulation instils consumer con-
fidence and ensures well-run markets.
There are, in fact, some fine examples of

regulatory innovations designed to sup-
port fintech companies. The UK Financial
Conduct Authority (FCA) is actively en-
couraging fintech enterprises to approach
the FCA and develop new models, for in-
stance through its “regulatory sandbox”
initiative, which allows for the testing of
new technology without the risk of regu-
latory action.

However, despite the occasional good
initiative, Europe has a significant prob-
lem with financial services regulation.
Getting things right in one EU country
does not automatically mean getting it
right across the whole of Europe. It is
notable that the FCA recently announced
a fintech initiative in tandem with the
Australian regulators. Yes, that’s Austral-
ia—not Austria, nor Germany, nor France.
Europe remains fragmented in practice.

Despite financial services regulation in
EU member states being largely governed
by EU-driven regulation, it is behind the
times on fintech. The FCA in the UK and
regulators in a few other European coun-
try may be beginning to take the initiative
individually in this area. However, scal-
ing up in the US in its primarily single
market is faster than on this side of the
Atlantic.

The EU also sets privacy laws thatapply
across Europe. The coming EU General
Data Protection Regulation should pro-
vide more uniformity than at present but
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Level39 in Canary Wharf is only one of several centres for fintech

raises other barriers to fintech growth.
With further controls on storing and us-
ing personal data and purging it when
not needed, big-data analytics projects
require a regulatory assessment and may
hit the rocks if privacy barriers cannot be
overcome. Europe also has rules that turn
exporting personal data between Europe
and the rest of the world into a bureau-
cratic process, and make it harder to put
cloud solutions in place.

While these and other regulatory is-
sues can be addressed, many projects hit
them very early. This can distract or even
derail start-ups, which must spend time
and money seeking regulatory-compliant
approaches from an early stage. Unduly
burdensome regulation acts as a brake on
growth. Some entrepreneurial ideas sim-
ply never make it through.

US companies, by contrast, grow big-
data and cloud solutions more rapidly,
hitting a market of over 300 million peo-
ple before worrying about picking off
detailed EU rules. Regulation is impor-
tant but getting the balance right between
business needs and protection for our

communities and economic well-being is
absolutely vital.

There are other legal problems with the
European market being fragmented. Al-
though we should say vive la différence to
our diversity there is no doubt that local
legal issues, from advertising to consum-
er information, can seem very different
and impenetrable to the outsider.

When London suffered the Great Fire
of 1666, Sir Christopher Wren was com-
missioned to draw up grand designs for
long boulevards and beautiful buildings.
But by the time the scheme was approved
by officials, entrepreneurial Londoners
had already rebuilt their shops and hous-
es. Only St Paul’s Cathedral matched the
original plans. In Europe fintech devel-
opments are happening in any case, but
without practical plans from the regula-
tors we badly need.

Unfortunately, it takes time for pri-
mary EU legislation to be agreed, and
then time to trickle down changes to local
markets. Change takes years or decades.
Fundamental regulatory change is glacial
compared with changes in the market.

Abandoning the pan-European approach
cannot be the answer. Fintech needs con-
sistent regulation across Europe. Even
with the possibility of a Brexit ahead,
growth of UK fintechs depends on access
to sizeable and uniform markets, as we
see from the US model. But we also need
that regulation to allow for a more flexible
response to rapid technological change.
We have in Europe a great deal of co-
operation between regulators both in the
field of financial services and in privacy.
Should the UK vote to remain in Europe
in June, the European Commission, the
European Parliament and the European
regulators must exercise their might and
judgement to build a regulatory frame-
work that is clear and simple. Europe
must allow businesses to grow — through
whatever channels may be demanded by
consumers. Of course, our financial and
privacy regulation must protect consum-
ers properly and ensure confidence in
the markets. But with faster and better
responses from the government and the
regulators, we may be able to give fintech
in Europe the backing that it deserves. @
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