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What a difference a year makes...
or does it!?
The most recent set of growth figures for the
UK economy showed that Britain’s economy
grew by 0.8% in the first quarter of 2014.
This has some significance given that a
year ago there were fears the UK was about
to descend into a triple-dip recession. The
chancellor, George Osborne, said it was a
sign that “Britain is coming back”.
There are economists who say the UK is
in a good position where growth is strong,
inflation is low and there is considerable
spare capacity to be used up before the
economy overheats. A recovery of sorts does
appear to be happening and there is no
imminent sign of a slowdown. Whether the
recovery is sustainable over the longer term
remains to be seen.

The need for co-operation
rather than competition,
ethics and fairness were all
felt to be vital in building a
successful and sustainable
economy.
The economist Dhaval Joshi recently stated
that whilst the UK’s gross domestic product
(GDP) has increased by 7% since the
recession ended over the same period, the
UK’s population has risen by 5%. Joshi says
these figures explain why many people still
feel they are struggling financially. The key
measure is GDP per head and based on this
people are actually no better off.

Is there something more
fundamentally wrong with
how the economy is run?
Neil Woodford, one of Britains’ most
respected fund managers, has said that
the UK’s economic recovery is ‘based on
shallow and weak foundations’. According to
Woodford, exports are low and investment is
falling, and without investment, wages won’t
grow.

If you have an idea for an article of something
you would like us to investigate, please email the
Holden & Partners Review team at:
review@holden-partners.co.uk
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Woodford continues to shun investing in
banks as he did in the run up to the banking
crisis. He argues that in the main, bank
balance sheets have yet to be repaired and
that banks have not yet adequately repaired

the damage from the past. Government
backing has only succeeded in masking the
real issues.
The Guardian economic commentator Larry
Elliott has noted that UK current account
deficit is still more than £100bn per year.The
last time the UK had a current account deficit
of more than 5% of GDP was in the late
1980’s just before another boom went bust.
This all leads us to ask whether there is
something more fundamentally wrong with
how the economy is run. Is there adequate
emphasis on sustainability and the long
term from governments and policy makers?
At Manchester University, students are
going back to one of Adam Smith’s original
works – “The Theory of Moral Sentiments” in
which the need for co-operation rather than
competition, ethics and fairness were all
felt to be vital in building a successful and
sustainable economy.
Time will of course tell whether this
particular recovery is any more sustainable
than those of the past. In the meantime,
the disagreements between economists,
politicians and analysts will continue.
In this edition of H&P Review, Amelia Sexton
focuses on sustainability and profitability,
Stefani Rogers considers the potential
forthcoming changes to pensions, whilst
Mark Dodd looks at how ISAS can be used
in retirement planning. We also examine
the issues around investing in oil and in
particular those oil companies with interests
in the Arctic.

Finally, we are delighted to
announce that Mark Hoskin has
been awarded the Unbiased
Responsible Investment Adviser
of the year and Andrew Johnston
has just been shortlisted for the
Retirement Planner & Forum
Award 2014.

Steven Pyne
Partner

Inheritance
Tax
According to recent research
carried out by the Institute
of Fiscal Studies (IFS), the
number of estates that will be
liable to inheritance tax (IHT)
will quadruple from 2.6% in
2009/10 to 10% in 2018/19.
The nil rate band has remained static at
£325,000 since 2009/10 and is likely
to remain so until 2017/18. It appears
from the study that this eight-year freeze
represents a cut of 22% or £70,700
relative to inflation, as measured by the
Consumer Prices Index. As a result, the
IHT take will increase to £5.8 billion
in 2018/19. In that year, IHT liabilities
will take a bigger share of the national
income than at any time in the past 45
years, says the IFS – unless the tax is
reformed.
With the nil rate band being frozen for
so many years, clients ought to consider
whether or not they are maximising
use of all available IHT exemptions and
planning options where possible given
their individual circumstances.

1 in 10 estates
will be liable to
inheritance tax
by 2018/19.
Institute of Fiscal Studies

Andrew Johnston
Partner
Stefani Rogers,
Financial Adviser and Paraplanner at Holden & Partners
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The US government has
estimated that there is a
40% chance of a large
spill during the lifetime
of exploration and
extraction of oil
in the Arctic.
oil investors

beware!
I recently attended an enlightening
seminar run by the UK Social
Investment Forum, WWF-Norway
& the pressure group Shareholder
Action. The topic discussed was
the oil industry and in particular
drilling for oil in the arctic.
It is clear that many oil companies now
find themselves at a strategic crossroads.
For example, Shell’s response to the
reserves scandal in 2004 has been a
global oil “replacement” hunt funded
through a programme of significant capital
expenditure. This search included a massive
investment in US Arctic leases in the mid2000s that dwarfed other companies’
spending. However, Shell’s US offshore
Arctic plans have been a failure despite
capital expenditure in excess of $5bn.
Steven Pyne
Partner

continued over
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Many analysts believe that
the US Arctic Ocean presents
almost a “perfect storm”
of risks for oil company
shareholders.
The fear of financial loss
It seems that attitudes towards drilling in
the Arctic are continuing to change. Several
major oil companies, Statoil, Conoco-Philips
and Total have all moved away from drilling
for oil in US Arctic waters for reasons of both
cost and regulatory uncertainty. Total has
announced that it will not drill for oil at all in
the Arctic Ocean due to the reputational risk
of any spill in the region. Even non ethical,
unscreened investment funds, mindful of
the increased environmental risks posed by
drilling in remote waters, are now beginning
to scrutinise oil companies and the risk
reward ratio more closely.

Many oil companies’
spending on capital
investment is at a record
high.
Many analysts believe that the US Arctic
Ocean presents a “perfect storm” of risks
for oil company shareholders. These risks
include a requirement for huge long-term
capital investment with uncertain return, a
remote and uniquely challenging operating
environment, ongoing court challenges and
a lack of spill response infrastructure. All of
these risks can and would be exposed in
the full light of the world’s environmental
organisations, US political community and
international media.

Uncertain long-term profitability
Many oil companies’ spending on capital
investment is at a record high, while at
the same time companies such as Shell
have experienced a steep drop in profits.
Even with an oil find, companies such as
Shell would depend on high oil prices to
justify extraction from the Arctic. These
prices will be determined by the oil market
in the 2030’s, which in turn depends on
both highly unpredictable technological
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changes in transportation efficiency and
whether government policies will continue
to fail to address global climate change.
Effective climate regulation would involve
reducing oil demand and result in lower oil
prices, thereby making Arctic oil extraction
unfeasible.

BP has now paid billions of
dollars in fines, damages
and legal costs.
Litigation risk
Corporate and government decisions to
move forward with oil and gas activities in
the US Arctic and in the developing world
continue to generate substantial opposition
and litigation by conservation organisations,
local government and community bodies. In
the Artic, native groups have been successful
in opposing many drilling applications. BP
has now paid billions of dollars in fines,
damages and legal costs following the Gulf
of Mexico oil spill. In order to address the
longer lasting financial impacts, BP has sold
assets worth $38bn in the past three years.

Inadequate oil spill response

According to Shareholder Action, the US
government has estimated that there is
a 40% chance of a large spill (over 1000
barrels) during the lifetime of exploration
and extraction of oil in the Arctic. Significant
concerns remain regarding preparedness
and capability for responding to a major
incident. Essential safety equipment has
not been tested in appropriate real-life
conditions. Even if response efforts can
be mounted, the usual techniques for
controlling a spill (booms, skimmers, and
dispersants) are of questionable efficacy in

icy waters. Less than 10% of spilled oil was
recovered using these techniques after the
Deepwater Horizon and Exxon Valdez spills.
The infrastructure to mount a large-scale
response to an oil spill in the Arctic does not
exist. Significantly, the nearest major road
system is more than 500 miles away as the
crow flies.

Management risk
There are risks associated with the
contractors on which oil companies depend
on for the sophisticated drilling equipment
required to drill in extreme conditions. How
do oil companies ensure that the safety
and environmental protection policies
to which they adhere are implemented
by their contractors? The Gulf of Mexico
experience has shown that oil companies
do not always have the necessary means of
vetting contractors’ work.

Conclusion
It seems that oil companies and their
investors stand in unchartered territory. The
risks from new drilling projects, especially
those in areas such as the Arctic are many
and identifiable, whilst the potential returns

from such projects are highly uncertain.
Doubts persist over the level of commercially
recoverable oil in these locations and it
could be up to twenty years before investors
see any return on reserves present in the
Arctic. Even then the capital expended
would require unsustainably high oil prices
to be justified. All investors, ethical or not,
must question whether an investment in oil
now represents an appropriate risk/return
matrix.

will power
the
importance
of wills and
powers of
attorney

It is natural that you should wish your
property and assets to pass on your death
to those that you love, care about or feel
a duty to provide for. By making a will you
can ensure that your assets go to those
you wish should have them. However, by
nature, we tend to find it difficult to think
about the implications of our death, and the
inability to make a decision about any one
particular detail can lead to an inability to
commit to make or review a Will at all. The
consequence of failing to make a Will is that
your estate will pass in accordance with the
Intestacy Rules, which for many people do
not provide, either in nature or substance,
for those that they would wish to benefit. An
out of date Will may be no better.
Likewise, it is natural that when we lack
mental capacity to make decisions for
ourselves, we would like to have chosen
who should act on our behalf and make
decisions for us. However, it is rarely the case
that people have done so, leaving it to the
Court of Protection to determine who is best
suited to take on this role, which can have
unwanted and expensive consequences. By
putting in place Lasting Powers of Attorney,
we are able to predetermine exactly who
should make decisions on our behalf, and
in what circumstances, when we are unable
to do so for ourselves.

The making of such
decisions can be made
easier with the guidance of
a professional advisor...
Making a Will, or reviewing an existing Will,
might seem like a task to be confined to
the very bottom of the ‘to do’ list, and while

some might think that they are too young to
make a Will or lack sufficient assets to do so,
it should be remembered that by making a
Will, you are making positive choices about
what is to happen on your death – not only
who will inherit your assets and in what way,
but who will act as guardians for any minor
children, and who will act as executors of
your Will and trustees of any ongoing trusts.
The making of such decisions can be made
easier with the guidance of a professional
advisor who will be able to advise you of
the decisions you ought to make in the
form of your Will bearing in mind the nature
and size of your estate, the implications of
your not making a Will, any tax planning
opportunities, and any recent changes in
the law which may apply.

“By making
a will you
can ensure
that your
assets go to
those you
wish should
have them.”

Lasting Powers of Attorney (‘LPAs’) come in
two forms:
(a) Property and Financial Affairs, and
(b) Health and Personal Welfare.
The paperwork to be completed in order to
put either or both types of LPA in place is
designed to be user friendly so that it should
not require professional assistance. Whilst
for the most part this is true, the documents
are extensive, a number of decisions have
to be made before they can be completed,
and the LPAs have to be registered with the
Office of the Public Guardian before they can
be used. Registration can take considerable
time (sometimes many months), and not
infrequently LPAs are rejected due to errors
made during completion.
For these reasons, many people do seek
professional advice and assistance to
guide them through the LPA completion
and registration process.

Lara
by
Mark
Barton
Hoskin
Partner
Partner,
Hunters Solicitors
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& sustainability
In the past few years ‘Sustainability’
has become the newest buzzword
on the block. So much so, in fact,
that it is hard to find a FTSE 100
company which does not possess
a sustainability agenda of some
kind, as part of its overall business
strategy.

is crucial; companies which limit their focus
to short-term results may not be sustainable.
The financial markets can be full of
uncertainty at times, and there is little doubt
that resource scarcity, climate change, and
further demographic shifts, will continue to
influence their movement to an even greater
extent in the future. Identifying companies
which account for environmental, social and
governance factors (ESG), provides investors
with exposure to the fast-growing industries
of tomorrow, helping clients to preserve, and
ultimately, increase their wealth.

Diageo, Unilever, BSkyB and Vodafone are all
big-name companies which have embraced
the notion of corporate social responsibility
(CSR) in order to secure the long-term viability
of their businesses. If being sustainable is
so important to companies and consumers
alike, then why is it rarely considered as a
factor in investment decisions?

In the 12 months prior to
August 2013, the average
sustainable fund returned
24 per cent, 6 per cent
more than its non-ethical
equivalent.

According to a recent survey by Ecclesiastical
Investment Management, two thirds of
all investors now class themselves as
‘ethical’ or ‘sustainable’ consumers: a
more environmentally and socially aware
class who think carefully about what goods
and services they buy, and where they buy
them from. It appears, however, that the
same attitude is not exercised with regard
to investments. At the end of 2013, the
assets under management in sustainable
investment funds totalled £9bn, just 1.2% of
the industry total.

This view contrasts significantly with the
performance ‘myth’ which has plagued the
investment industry for so much of its life;
the idea that commitment to sustainable
principles and good performance cannot
be combined is an out-dated concept, albeit
one which continues to frighten potential
investors. In the 12 months prior to August
2013, the average sustainable fund returned
24 per cent, 6 per cent more than its nonethical equivalent. We believe that the moral
or ‘ethical’ argument is no longer the only
incentive to invest sustainably; it also makes
compelling financial sense.

Part of the reason for this may be the fact
that ‘sustainable investment’ is a relatively
subjective term, which can confuse, and
potentially deter, some investors. What does it
actually mean? There is certainly no accepted
definition of ‘sustainability’ nor are there any
set rules on how a ‘sustainable investor’
should behave. However, most would agree
that avoiding controversial areas, such as
tobacco and arms, whilst including positive
criteria, is a feasible start.
At Holden & Partners we believe that
sustainable investment simply means
investing in a way which recognises future
threats and opportunities over the longterm. The emphasis on the long-term trends
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And we are not alone. The UN Principles for
Responsible Investment strongly encourage
companies to develop sustainable business
practices, reflecting a greater realisation
that poor corporate governance, and a
lack of environmental discipline, can lead
to underperformance. Just as sustainable
investment should help investors to achieve
superior risk-adjusted returns over the
long-term, investing unsustainably involves
accepting higher risk. There is no guarantee
that industries which have experienced
steady but unsustainable growth, up until
now, will continue to do so in the future.
Take the tobacco industry for example; despite
its reputation as a defensive sector which is

able to deliver consistent sales and dividend
growth, greater public health awareness and
tighter regulation in the developing world,
has meant that tobacco companies are
actually losing value. In the short-term they
have been able to maintain profitability by
increasing prices to compensate for falling
sales, but it is doubtful whether this can be
sustained in the long-term.
Collective funds in the UK Equity Income
sector are typically highly exposed to the risks
surrounding mega-cap tobacco companies,
due to their heavy weighting in the FTSE
100 Index. Sustainable investors avoid such
risks by diversifying away from industries
which are not well-placed to benefit from a
changing global economy.
But there is more to sustainable investment
than simply excluding specific companies.
More recently, sustainable funds have
adopted a broader remit, focusing on
global themes which will have a positive
consequence, and also be profitable. WHEB
Sustainability and Pictet Environmental
Megatrend Selection are just two of the
funds we regularly use in all client portfolios,
not exclusively those with specific ethical
criteria. We believe these funds will generate
superior returns that can be sustained for the
long term.

In short,
sustainable
investment equals
sustainable
prosperity, which is
why we, at Holden
& Partners, remain
so committed to it.
Amelia Sexton
Investment Assistant

Amelia Sexton and Stuart Ryan,
from the Investment Team at Holden & Partners

Two thirds of all
investors now
class themselves
as ‘ethical’ or
‘sustainable’
consumers.
According to a recent survey
by Ecclesiastical Investment Management,

Sustainable September is a
month long event that will
bring together investors,
consumers, businesses,
thought leaders, policymakers
and the finance world for four
stimulating evening debates
and an inspiring all-day
conference.

The Investment Debate:

“The purpose of investment is maximising
financial return, nothing else”

w/c 22nd September 2014
Register today to reserve your place:

Visit svy.mk/1rOu3uS
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ISA’s
for
retirement
planning

The recent Budget announcement to
increase the annual individual savings
account (ISA) allowance to £15,000, along
with the removal of existing limits, on both
the amount that can be held in cash, and
the ability to move between cash and stocks
and shares, has put ISA’s as a retirement
savings tool, back on the agenda.
Whilst with an ISA, there is no tax relief on
the money you pay in; the interest you earn
on cash is tax-free. Where you have stocks
and shares in your ISA, there is no reduced
tax on dividends, and no capital gains tax to
pay, as well as allowing greater freedom of
access to your savings at a time that best
suits your situation.
Although pension contributions are tax
relievable, they are less flexible, as you
cannot access your money until you reach
55, so most advisers are likely to recommend
the use of both as a means of providing
for future retirement income. With poor
annuity rates affecting the level of income
through a pension where drawdown is not
appropriate, more basic-rate taxpayers are
now looking at ISA’s instead of pensions
as a more attractive source of retirement
income.

Add to this the fear that the ability to release
up to 25% of your pension tax free may be
removed in the future, for some, the appeal
has already swung in favour of ISA’s. Driven
by low annuity rates and annuity inflexibility,
which for many conflicts with modern life
and the need for a better income, and added
to the fact that ISA income is tax free whilst
pension income is not (unless the security
of a conventional annuity is important to
you), investing in an ISA is more flexible and
gives greater scope for ongoing tax efficient
investment growth.
Pensions do though have certain
advantages, particularly with tax relief on
contributions and the ability for employers
to save on your behalf. Based on prevailing
annuity rates, even for those able to
accumulate a pension fund of £1.25 million,
the current lifetime allowance will only be
able to buy an annuity income of just under
£40,000 a year.
Looking purely at the tax benefits, pensions
are far more attractive to ISA’s for higherrate taxpayers, where someone paying
income tax at 40%, receives a further 20%
tax rebate as well as basic rate relief.

Many pension savers
consider the ability to
withdraw 25% of the pot as
a tax-free lump sum as the
most important feature
of a pension.

Income drawdown through a pension
offers an alternative to purchasing an
annuity, though unless your pension is
called at £200,000 or more, the costs
and risks associated with this option will
often outweigh the benefits where there is
an ongoing need for advice, both for the
underlying investments, and the approach
to drawing income and/or tax free lump
sums.
In his recent Budget, the Chancellor
confirmed that from next April, rules
allowing far more flexibility as to how much
income can be taken from your pension
will be introduced, perhaps swinging the
pendulum back towards pension saving.
ISA’s, however, remain a more flexible way
of generating additional income and your
money is always accessible. We would
warn our clients to think carefully before
dismissing pensions, which in our view
should still form the basis of retirement
planning - because of the tax relief available,
the ability for employer’s to contribute and
the introduction of auto enrolment into a
workplace pension for all employees, as
well as the possibility of any uncrystallised
pension funds falling outside your estate for
inheritance tax on death.

Whilst deciding how best to save
for retirement can be difficult,
a combination of ISA’s and
pensions, allowing flexibility
as to the way in which income
and/or capital is provided, has
never been more important, to
accommodate modern lifestyles
and income needs.

pensions
ISA’s
10

Mark Dodd
Partner

budget
2014

Those who continue to want the security of
an annuity will be able to purchase one and
people who want greater control over their
finances can draw down their pension as
they see fit.

pension reform

How will the changes
impact you?

On 19 March 2014, the Chancellor
announced significant changes to
pension legislation in the Budget.
Some of these came into effect on
27 March 2014, and a further set of
more radical proposal are to be
introduced in April 2015, following
consultation.

to their pension pots, with the ability to take
an income or lump sum as and when they
chose to do so.
There is much debate as to whether the
retired can be trusted with this increased
choice, with fears of pension savings
being depleted too quickly (to pay off their
mortgage or splashing out on a lavish
holiday).

On the face of it, it’s really good news for
those approaching retirement. Pensioners
will now have a much greater degree of
flexibility and control over their retirement
benefits. Assuming the proposals are
implemented in April 2015, individuals over
the age of 55 will have an unfettered access

However, there are significant benefits
associated with the changes, as individuals
can continue to use pensions as a tax
planning wrapper, by saving monies in a
tax-free environment and only pay tax when
income is required, preferably, at a time
when their marginal rate of tax is lower.

What are the changes?
Since March 2014

Summary of the pros and cons

•

Advantages:

Disadvantages:

•

•

Pensioners who take large ad-hoc
payments, or indeed draw their
entire pension pot, could be left with
inadequate income to meet their
expenditure requirements.

•

By taking lump sums all at once or in
smaller segments, pensioners will pay
more tax earlier than what would be
payable taking a regular income.

•

Subject to the way in which lump sums
are invested, unlike an annuity, any
ongoing income is not guaranteed for
life.

•

Those who do not seek financial advice
and opt to buy an annuity now, may
have lost out on the advantages of the
changes, post April 2015.

•

Those who want the additional flexibility
of flexible drawdown, but are riskadverse could leave cash invested in
poor-yielding cash funds, which could
be worse than current annuity rates.

•

•

•

•

The level of guaranteed retirement
income needed to enter flexible
drawdown was reduced from £20,000
per year to £12,000 per year.
The maximum amount you can
take out each year from a capped
drawdown arrangement increased
from 120% to 150% of an equivalent
annuity.
Pensioners over the age of 60 now
have the ability to draw a lump
sum from their pension, if their total
pension savings amount to £30,000
or less (up from the previous figure of
£18,000).
The size of a small pension pot
that you can take as a lump sum,
regardless of your total pension
value, was increased from £2,000 to
£10,000.
The number of small personal
pensions you can take as a lump sum
was increased from two to three.

•

Flexible drawdown will be made
available to a greater number of people
this tax year, and made available to
all next. This will allow pensioners to
take ad hoc sums of money from their
pensions (although taxable at the
highest marginal rate) as and when
it suits and use the money to repay
mortgages or buy a holiday home.
The requirement for those with small
pension pots to buy a Compulsory
Annuity (pension annuity), from which
all of the income is taxable. If you
continue to want a guaranteed income
for life, you could opt to buy a Purchase
Life Annuity, which is deemed to include
an element of return of capital and
therefore the taxable element could be
smaller.

From April 2015
From age 55, you will be able to take your
pension benefits how you want, subject to
paying your marginal rate of income tax on
75% of the value of the pension funds, in
that year. The remaining 25% of the value
will continue to be tax free.

Stefani Rogers
Financial Adviser
and Paraplanner
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Student
loans
and nonrepayment

The report’s main findings are:
1.

2.

children and financial
planning

Shortly before Easter the Institute for
Fiscal Studies published a report entitled
‘Payback time? Student debt and loan
repayments: what will the 2012 reforms
mean for graduates?’ The IFS has updated
some earlier number crunching, using a
new model of graduate earnings and loan
repayments to examine the pattern and size
of loan repayments made by different types
of graduates.

The IFS’s work does not
make very pleasant reading
for the Treasury.

Under the new system introduced in
2012/13, the average student debt on
graduation (tuition fees, maintenance
loans plus interest) will be more than
£44,000 against about £24,750 under
the previous system.
Student debt will hang around longer
than under the pre-2012/13 regime
because of:
• The greater size of the debt;
• The interest of up to RPI+3% (previously
loan interest was RPI only); and
• The higher repayment starting point of
£21,000 earnings.
• The write off period is 30 years rather
than the previous 25 years.

Compared to the old regime, under which
the IFS calculates that nearly half would
have repaid their debt in full by the age of
40, only about 5% will achieve that under
the 2012/13 system.
3.

The slow repayment of debt means that
the IFS expects 73% of graduates will
not earn enough to pay back their loan
before reaching the point 30 years from
the April after graduation when their
debt is written off. The average write-off
will be around £30,000.

The IFS gives the example of an ‘average’
teacher who under the old system would
have cleared their graduate debt by 40, but
in the new system will reach their early 50s
with £25,000 of debt that is written off.
The IFS numbers pose an interesting
dilemma when it comes to funding for
university fees. For the graduate employee
with more than £21,000 of earnings (in
2016 terms), the combination of tax, NICs
and student loan repayment means a
combined marginal rate of 40% (20% +
12% +9%) until they hit real higher rate tax,
when the marginal rate rises to 51% (40%
+2% +9%).
That is not a pleasant prospect, especially
as the IFS numbers suggest that it will cover
most of the family-raising period. On the
other hand, repaying the loan early could
mean in about three quarters of cases
removing the benefit of the 30 year loan
write-off.

Perhaps, rather than funding
to meet student loan costs,
the idea should be to fund to
meet graduate living costs.
Peter Holden
Partner
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