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Scorchio !!

In February I started the newsletter by reminiscing 
about 2012 and the contrast between the fantastic 
achievements of our athletes and golfers and the truly 
awful weather we had suffered. Six months on it’s the 
British and Irish Lions, Andy Murray, Chris Froome and 
a promising start by our cricketers who have done us 
proud but this time the sun has also been shining. 
Not to be outdone, investment markets have also had 
an encouraging six months and the general outlook 
for the economy is an improving one with increased 
confidence being reported across a range of industries. 
Let’s hope that this continues.

Back in the office we have been absorbing the changes 
introduced by the Retail Distribution Review which, as I 
had anticipated,  has proved both time consuming and  
frustrating but I think that this should settle down over 

the next half of the year. I am conscious that this has 
resulted in isolated cases of slow responses to queries 
and questions and I am sorry for any inconvenience this 
may have caused and  assure you of our commitment 
to provide a continually  improving  professional and 
efficient service.

Over the last six months we have seen an increase 
in client referrals particularly from our professional 
legal and accountancy connections who are looking 
for our advice and guidance in reviewing both their 
private client and trustee  investment portfolios and for 
many businesses, explaining the implications of auto 
enrolment both to them and their employees. To help 
with this we have updated and improved our website 
which we hope you find more informative and easier 
to navigate. 

Jim Collier



As we bask in temperatures that were last witnessed 
way back in 1976 and those of us who booked our 
foreign summer holidays back at the turn of the year 
start to question our decision, the climate in the World’s 
stockmarkets remains ever-changing. “Sell in May and 
go away.....” is an often quoted maxim but, so far in 
2013, that would have been the right call. May 21st, to 
be exact! That is when the FTSE 100 Index of leading 
UK company shares peaked in the current cycle, at 
6,803 points. So will May 2013 see the end of the bull 
run that only started last July? 

The answer is no-one knows and commentators and Fund Managers 
are divided and the jury is out. In truth, it is dangerous to make strong 
predictions at this time of year as many in the City head off on holiday, 
trading is quieter and so any news, good or bad, tends to be exaggerated 
in terms of the effect it has on the main indices. We will probably only 
have a clearer picture in the early autumn, once the third quarter results 
season gets underway but with interest rates looking set to remain low 
for some time and appreciation that to beat inflation over the long term 
you have to invest in riskier assets, we think support for the market may 
well continue.

There are of course significant forces at work in the Global economy 
which will ultimately determine the way forward over the next year or 
two. The FTSE 100 has increased by some 11% since our January 
newsletter although arguably, nothing much has changed.  So why the 
healthy return? The reason is that central banks around the World have 
continued to pump money into the system to stop the Global economy 
going into reverse. However, as one fund manager said to me, the 
“credit crunch” is a process not an event, and sooner or later the capital 
injections will stop. 

This process needs careful management to avoid sending everything 
backwards again and, as we saw in June, when comments made 
by Chairman of the Federal Reserve in the US, Ben Bernanke, were 
misconstrued (or were they?!!) and markets took fright. It was only when 
the minutes of the meeting of the Fed were published later in June that 
nerves were calmed and markets breathed a sigh of relief. But this is, of 
course, only short term and inevitably there will come a point at which 
monetary easing will stop. It remains to be seen how markets react when 
this happens but our view, and that expressed by many investment 
managers, is that the US will wean itself off monetary easing first and 
the rest of the World will watch and wait. Whilst signs of recovery appear 
to be increasing  in the UK it is still fragile and monetary support  is still 
required so interest rates are likely to remain low, which helps those with 
mortgages linked to Bank Base Rate but hinders savers, of course. 
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Institutional investors are again starting to look at the property sector for 
a better return than cash and a lower level of risk than fixed income or 
stock market investments. The traditional “bricks and mortar” property 
fund is just starting to make a bit of a comeback after six years in the 
wilderness, with many managers who aim to provide a positive return 
for investors over a full cycle in all market conditions, starting to buy 
low levels of property fund investments. However, we have spoken to 
several of the largest managers of UK property funds in the last couple 
of weeks and they have all warned that an investment in this area is all 
about the income yield (typically 4% to 5% per annum) and any capital 
appreciation will be a bonus. So we are very unlikely to see a return to 
the days of double-digit returns from UK property funds anytime soon.

Savings rates in the UK continue to react to the low interest rate 
environment. It is easy to forget but Bank of England Base Rate has 
been at 0.5% for over four years now. At first banks and building societies 
were using money earned from borrowers to prop up savings rates but 
because of the Bank of England providing cheap money to the banks, 
they have dropped the deposit rates for savers as they do not need to 
attract new funds from us. However, they don’t seem to have dropped 
their lending rates by as much, especially for businesses. There are 
alternatives to traditional savings accounts for those investors looking to 
eke out a better rate, but one has to be prepared to lock money away, 
potentially for a long period so it would only be appropriate for some 

long term savings that you are unlikely to need to touch. 

Mark Fletcher    
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Enhance your Retirement –  
Advice when you need it most !!
 

For those who have recently reached retirement age 
you may recall the plethora of paperwork you received 
from your insurance company explaining the range of 
options you have in how you take your pension. Do you 
want tax free cash, a level annuity, drawdown, index 
linked, guaranteed periods, open market option, single 
or joint life to name just a few. There are over a dozen 
different options at retirement and selecting the right 
options for you is critical.  

With so many options, it is not surprising that many people generally 
take their Tax Free Cash and Annuity (pension)  from the pension 
provider they have been building up their funds with. A smaller number 
do exercise their right to use the Open Market Option. This is the industry 
equivalent of “go compare” for annuities. On average, we have been 
able to increase clients income by around 20% simply by researching 
who is offering the most competitive terms. However for those who 
don’t seek advice we have found that very few check to see if they 
qualify for an “enhanced annuity.”

An enhanced annuity takes into account your prevailing health and 
resulting life expectancy. Where an individual has some form of medical 
condition, has been a regular smoker or is overweight, an enhanced 
annuity can provide them with a higher income on the premise that the 
company will not be paying it for as long.   If you contact us for advice in 
this area, please do not be offended if we ask about your health because 
as a matter of course we will always want to find you the best annuity 
rate possible, in addition to helping you with other options that may be 
appropriate.  For one client recently, by using the open market option we 
were able to increase his annual pension by 38% but because he had 
type 2 diabetes, he qualified for an enhanced annuity that increased it 
by a further 24%. This meant that instead of having an annual pension of 
just under £3,900 from the insurance company with whom he had built 
up  this part of his pension, he actually receives a pension of slightly over 
£6, 700. This is equivalent to a 72% increase. 

Not every open market option or enhanced annuity will make such 
dramatic improvements and pleasingly, some companies, but certainly 
not all have now increased their existing rates to their own pensions. 
However, this example clearly demonstrates the need to seek advice at 
retirement as the difference it can make is enormous.
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Retirement                   Changes to unit classes

Clean, Super Clean and Discounted !! 
 

You may have read in the press recently about changes to the 
way in which the investment fund industry levies its charges 
to investors. Whilst I do not anticipate major changes for you 
now I felt it would be useful to try and explain this in more 
detail and suggest how it might be relevant to you. Its sounds 
a bit complex and please don’t be concerned. I have done 
a summary at the end of the article but here goes anyway!
When an investment fund is purchased the investment carries an annual 
management charge (AMC). The AMC is usually deducted within the fund 
and  the valuations you receive are after the AMC has been deducted.  
Typically an AMC of, for example 1.5%, consists of three elements; the charge 
for fund management, fund administration and ongoing financial advice.   
Following the introduction of the Retail Distribution Review (RDR) on 31st 
December 2012 and the removal of commission within investment products, 
pressure has been growing to separate out the three elements clearly to 
provide greater transparency for investors and increase competition.

This pressure has led to many investment fund groups to launch new 
versions or  ‘share classes’ for their products which are referred to in 
the industry as ‘clean’ ‘super clean’ or ‘discounted’.  Clean share 
classes remove the adviser charge and any platform or administration 
charge from the AMC so that investors can see exactly the cost of fund 
management.  Some investment platforms are negotiating a ‘super clean’ 
share class directly with the investment fund management groups. A 
super clean share class is effectively a clean share class with a negotiated 
discount to the fund management charges paid by the investor. Many 
of you who invested on our investment platforms with Standard Life 
and others will see “fund management” rebates stop when a switch to 
super clean shares classes happens but should benefit from a lower fund 
management charge applied to the new share (unit) class. One of the 
reasons why some companies will favour super clean to clean is because 
HMRC was looking to tax clients on the rebates they received. HMRC 
have recently confirmed that switching between share classes in the 
same fund is not a chargeable event for capital gain tax (CGT).  

In our view this will initially create more confusion and complexity for clients 
as various new versions of existing funds are launched. In general we think 
that your costs will be neutral but that increasing transparency next year 
may result in an overall small reduction. Time will tell! It is also very likely that 
you the investor will receive communications from investment groups about 
the launch of these new share classes.  Fraser Heath will continue to monitor 
the emergence of clean and super clean (also known as discounted) share 
classes and review whether any action should be taken when we carry out 
client reviews.   We will try and suppress any unnecessary paperwork for 
you but if you receive any notifications regarding this issue directly from 
an investment fund group that you find confusing, please get in touch so 
that we can discuss the situation and explain which options best suit your 
personal circumstances. Jim Collier

Alan Loomes



These rates are not only rather disappointing when you consider 
inflation, as measured by the Consumer Price Index (CPI) is running 
at 2.9% in June but also rather adds to the view that interest rates will 
remain low for some time. One still needs to hold cash deposits for 
emergencies but also to allow you to invest in higher risk assets where 
the capital value is not guaranteed. Naturally, for any advice in these 
areas, please do not hesitate to contact us. 

Workplace Pensions  – Auto Enrolment 
You may be aware of the current television and radio campaign that is 
telling us that our employer has to provide a pension scheme for their 
employees and pay into it. This is a new piece of legislation designed to 
make sure that we have a better income in retirement and are therefore 
less reliant on the state. In principal this is a great idea and started last 
year for the big companies and will roll out over the next 4 years for 
medium then smaller companies.  

The problem is how the employer is going to implement it.  There are 
so many rules, regulations and definitions of a “qualifying employee” 
that the legislation has become a bit of a minefield and falling foul of 
these rules may result in significant fines. Also, pension providers are 
struggling with the demand, so you need to act much earlier than 
you thought. For those clients of ours that are either employers or 
responsible for implementation of such schemes, we have put together 
a simple process to help guide you. We have a free report that will 
outline your responsibilities and give you the key dates you need to be 
working towards   
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Mortgages 
The housing market is currently somewhere between stabilising and 
strengthening. House prices over the last 12 months have increased 
between 2% and 4% depending on your preferred source of information 
and whether you include London in the statistics. Interest rates used 
by banks to lend to each other (Swap rates) have increase by 0.5% 
over the last month prompting warnings about increases in mortgage 
rates. Whilst that is a possibility, most lenders are still making use of the 
Government’s Funding for Lending Scheme and are able to keep rates 
at all-time lows. Sub 2% fixed mortgage rates are still available in some 
circumstances. Current forecasts are that the next Bank of England 
base rate increase is between 2016 and 2018, so rates should stay 
historically low for some time yet. 

Mortgage and equity release activity at Fraser Heath has never been 
higher and with news headlines not always giving the full picture, it 
is more important than ever that potential borrowers seek reliable 
qualified advice; ending up with the wrong mortgage can be a costly 
mistake. If you have any situations you would like to discuss please 
speak to Shaun Smith or Chris Howard on 0117 932 9797.

National Savings
Many of the three year National Savings Index Savings Certificate are 
now reaching their maturity and NS&I will be writing to you asking what 
it is you would like to do. If you do not need the funds, our advice would 
be to opt for the follow on option and renew for a further term. Whilst 
the rate of return over inflation is not as high as on the original offer, it 
is still beating inflation and no other very low risk investment provides 
this level of return. Additionally, there is little prospect in the short term 
of  NS&I issuing any new Index Linked Savings Certificates so it’s either 
use it or lose it.

Fixed Term Accounts and ISAs
In similar vein to the maturing Index Linked Savings Certificates, many 
clients will have fixed rate accounts reaching maturity and will be 
disappointed with the new rates currently available. The follow on rate 
that banks pay if you fail to act at the end of the term is usually very 
low so do look around for the best rates or contact us for advice. 
With little prospect of interest rate rises, the best rates available now 
tend to come from NS&I who currently offer 1.5% on the Direct Saver 
with instant access . Cash ISAs offer 2.25% until September and then 
1.75% and if you tie up your money for 5 years, Virgin Money will pay 
2.75%. 


