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T he Government’s 
latest savings 
product, the 
Lifetime Isa, 
is launching in 
April. But is it 
better than a 
pension? The 
“Lisa” – an Isa 

that works in much the same way 
as a pension – is one of the most 
controversial �nancial vehicles to 
be launched in decades.

Critics claim ordinary savers will 
be confused, stung by hidden exit 
penalties and likely to give up 
valuable employer pension 
contributions. The Lisa is a long-term 
saving product, locking up cash until 
the saver buys their �rst home or 
takes the pot as a pension. Any 
contributions are boosted by a 
government bonus, but unlike a 

The controversial Lifetime Isa arrives 
in April. Sam Brodbeck looks at when
it should be part of your savings strategy

Is this new 
Isa really 
better than 
a pension?

pension, it is not eligible for employer 
contributions. 

For �rst-time buyers, the Lisa is far 
better than the Help to Buy Isa, which 
is being phased out by 2019 and has 
been beset by problems. For the self-
employed, who do not get workplace 
pensions, there is obvious appeal. 
But with the standard cash or stocks-
and-shares Isa allowance rising to 
£20,000 as the Lisa launches, is it 
worth other groups investing 
signi�cant sums?

How it works
To be eligible you must be over 18 and 
under 40 – anyone born before 7 April 
1977 is excluded. Contributions 
receive a 25pc government bonus on 
any sum up to £4,000 a year – making 
a total maximum annual investment 
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of £5,000. This continues until 50. 
After this age no further contributions 
can be made, and the Lisa pot will 
only grow because of investment 
returns. As with all Isas, contributions 
are made out of post-tax income but 
returns and withdrawals are tax-free.

Withdrawals are penalty-free to buy 
a �rst property, at age 60, or because 
of terminal illness. Anyone wanting 
their money early for any other reason 
will pay a 25pc penalty. This may look 
like the Treasury simply taking back 
the bonus it paid but that is not the 
case. The 25pc penalty comes o the 
entire value of your savings, including 
your contribution and any investment 
growth. It’s  a 6.25pc cut in your 
original investment – the only time the 

exit penalty does not apply is 2016/17, 
due to an administrative quirk.

Savers can make contributions into 
either a cash or stocks-and-shares 
Lisa. The choice depends on how 
much risk you want to take and what 
your goal is. If you are funding 
retirement, a strategy focused on 
investing in stock markets is probably 
most appropriate. But for a short-term 
boost to your house deposit, a safer 
cash account might be better.

Anyone under 40 should open a 
Lisa. You only need to put £1 away to 
secure the option of investing for the 
following decade. Once you have 
passed your 40th birthday you lose 
the chance to open an account. Given 
it will be 2037 before the �rst Lisa 
savers draw a retirement income, it is 
likely a future government will 
change the rules. Experts predict the 
penalty-free withdrawal options will 
be expanded beyond property 
purchase and terminal illness. 

Adrian Boulding, of Tisa, which 
promotes tax-e�cient saving, said 
“life events” such as moving to a 
bigger house or getting married may 
also be included in the future. So 
make sure you give yourself the 
chance to use any future bene�ts. If 
the exit penalty worries you it 
shouldn’t, at least not in the �rst year. 

We looked at four case studies and 
assessed if the savers’ cash should be 

PENSIONS & ISAS
SPECIAL REPORT

How should you invest in a changed global 
landscape? James Connington reports

L ast year investors were 
subjected to political 
uncertainty and markets 
taking a rollercoaster 
ride. As a result, people 
attempted to diversify 

their investments across many regions 
and sectors. Data from Fidelity, the 
fund shop, on the most popular funds 
purchased in 2016 saw Terry Smith’s 

Fundsmith Equity top the list, as 
investors �ocked to a fund that invests 
in companies across the globe.

This year has already seen Donald 
Trump’s inauguration and sterling fall 
amid speculation about how the UK 
will exit the European Union, and 
more uncertainty is on the way.

Later this year we will see the 
impact of Mr Trump’s policies, further 
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Top funds 
for the age 
of Trump

Which savers 
does the Isa 
work for?

C O N T I N U E D  F R O M  PA G E  1 in a Lisa, or if it could be put to work 
better elsewhere.

1The �rst-time buyer
Anyone yet to buy a property 
should open a Lisa on 6 April. 

Telegraph Money’s Lisa calculator 
(available online) projects that an 
18-year-old saving £100 a month into 
a stocks-and-shares Lisa using a cheap 
stock market “tracker” fund would 
have £40,000 by the age of 35.

Until now the Help to Buy Isa, 
launched in December 2015, has been 
the go-to scheme for those saving for 
a deposit. Yet its fundamental �aws, 
exposed by this newspaper in 2016, 
dented its reputation. Unlike the Lisa 
– where the bonus is paid monthly – 
Help to Buy Isas get their top-up at 
the point of buying a property. But 
problems emerged around when 
exactly in the sale process savers 
received their money.

Guidance was unclear, with some 
solicitors and lenders assuming it was 
at exchange of contracts, while others 
said it was on completion. Also, Help 
to Buy bonuses are capped at £3,000 
in total, while a Lisa bonus is only 
capped when the saver is 50.

Note that for 2016/17 only, the Lisa 
bonus will be paid at the end of the 
year. This means savers wanting to 
use their Lisa money for a property 
before the end of the 2016/17 tax year 
will run into the same problems that 
befell Help to Buy Isa customers: their 
top-up will not arrive in time.

2The basic-rate taxpayer
The Lisa’s main rival is a pension. 
Both give a boost to money, 

either in the form of a bonus or tax 
relief, in return for locking money 
away for a long time. At �rst glance 
it appears that for a basic-rate, 20pc, 
taxpayer, the Lisa’s 25pc bonus oers 
more money. In fact, the bonus is 
exactly the same. 

A basic-rate taxpayer only has to 
pay £4,000 to make a £5,000 pension 
contribution (the total is higher with 
“salary sacri�ce”) while £4,000 put in 
a Lisa also becomes £5,000. Lisa 
withdrawals are tax-free, while 
pensions are taxed as income. But 
you can cash in a pension at 55, �ve 
years earlier than a Lisa.

3Higher-rate taxpayer, aged 20
Here there is a clear tax 
advantage for pensions. A 

higher-rate taxpayer only needs to pay 
£3,000 to put £5,000 into a pension, 
thanks to tax relief. If the same person 
is a basic-rate payer in retirement, the 
pension is more tax-e�cient, as they 
can make withdrawals and only be 
charged 20pc tax, despite the Lisa’s 
tax-free withdrawal. Both basic and 
higher-rate case studies ignore the 
other advantage of a pension: 
employer payments. From 2018 all 
employers will have to add at least 1pc 
of an employee’s salary to a pension, a 
perk that is not available with the Lisa.

438-year-old higher-rate 
taxpayer
By 38 you should have built up 

a far more substantial pension. If you 
have a “de�ned-bene�t” pension, 
which promises a guaranteed income, 
you may be near breaching the annual 
or lifetime allowance. These restrict 
pension savings to £40,000 a year, or 
£1m in total. The older you get, the 
more likely you’ll break a limit. So a 
Lisa is an excellent alternative option.

First-time buyers should open a Lisa
elections across Europe, the 
developing relationship between 
Russia and the US and the triggering 
of Article 50 for Britain. 

There is a bewildering choice of 
funds and only a small proportion are 
worth considering. To help you, 
Telegraph Money has compiled a list of 
the top funds across every sector to 
help navigate you through 2017. 

These are based on expert 
recommendations, funds we have 
tipped in the past, and funds relevant 
to particular trends this year. Both 
“active” funds, run by asset managers 
taking calls on the companies that will 
outperform, and “passive” funds that 
track the market, have been included. 
Within “active” funds we look at both 
funds and investment companies, 
while in “passives” we look at trackers 
and exchange-traded funds.

This is not a list of recommended 
sectors, or a list of funds we think are 
guaranteed to go up. These tips are 
best used to help construct a 
diversi�ed portfolio. Charges are the 
ongoing charge �gure: the investment 
shop through which you buy the fund 
will levy an additional fee. We 
consulted Mark Dampier of 
Hargreaves Lansdown, Darius 
McDermott of Chelsea Financial 
Services, Gary Potter of F&C Asset 
Management, Andy Parsons of the 
Share Centre, Brian Dennehy of Fund 
Expert, Ben Willis of Whitechurch 

Securities, Simon Evan-Cook of 
Premier Asset Management, Ryan 
Hughes of AJ Bell, Adrian Lowcock of 
Architas, John Husselbee of Liontrust 
Asset Management, and Winter�ood 
Securities. 

UK shares
� Man GLG Undervalued Assets – 
0.9pc charge
This fund invests in assets that have 
fallen out of favour, seen stock price 
falls and appear undervalued. It was 
tipped by seven of the experts. With 

‘In future, Lisas may 
cover life events such 
as getting married’

* * *

* * * * * *
* * *
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investing across the globe, for a very 
low cost. There are versions with 
20pc, 40pc, 60pc, 80pc, and 100pc 
exposure to shares, to cater for 
di�erent risk appetites. 
� Artemis Global Income – 0.81pc 
charge This fund has a 3pc historic 
yield but has also grown capital by 50 
percentage points, more than the 
average of its peer group over the past 
�ve years. Roughly 45pc of the fund is 
invested in America and Britain, with 
the rest spread around the world. 
� RIT Capital Partners – 0.97pc 
charge This investment trust is a 
“wealth preservation” fund, set up to 
manage some of the Rothschild’s 
wealth. It invests in assets including 
shares, gold and property. It is trading 
at a 5pc premium, meaning you are 
paying more than the value of its 
assets, but this �uctuates between 
0pc and 7.5pc so timing when to buy 
would be wise. 

Japan
� Man GLG Japan CoreAlpha – 0.9pc 
charge Japan CoreAlpha was 
recommended by several of our 
experts. Japan is having an investment 
revolution, with a new culture moving 
towards rewarding shareholders. This 
fund takes a value approach. 
� Baillie Gi�ord Japan Trust – 1.2pc 
charge This investment trust has 
delivered signi�cant long-term 
outperformance. It is trading at a 
slight discount at present. 

America
� BlackRock North American 
Equity Tracker – 0.07pc charge
America is one of the world’s best- 
researched markets, so very few 
active managers outperform it. This 
fund tracks the FTSE World North 
America Index for broad exposure. 
� Fidelity American Special 
Situations – 0.95pc charge
For those who want to take an active 
route for the American market, a trio 
of the experts recommended this 
fund. Over the past three years, it has 
returned more than any other fund in 
the North America sector. 

Europe
� Crux European Special Situations 
– 0.86pc charge Manager Richard 
Pease has decades of investment 
experience. This top fund is 
concentrated, with 35 to 50 
stocks, focusing on �rms with 
pricing power. 
� BlackRock European 
Dynamic – 0.92pc charge
Manager Alister Hibbert is 
backed by a 20-strong 
research team, and 
BlackRock’s signi�cant 
resources. French, German 
and Danish shares account 
for around half of the fund, 
which is in the top 10 
European funds for 
performance 
over �ve years. 

Asia and emerging 
markets
� Hermes Global 
Emerging Markets – 
1.14pc charge The 
fund is more 
concentrated in 
certain sectors 
when compared 
to the index. It 
picks �rms 
using
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Trump card
The Republican 
candidate’s 
election has led 
to predictions 
that interest rates 
will rise. Bottom 
left, could 
investing 
in India be the 
answer?  

‘Further 
elections 
will be 
held 
across 
Europe’

PENSIONS & ISAS 
SPECIAL REPORT

America having increased interest 
rates and expected to make further 
rises, and global growth likely to rise, 
a “value” approach such as this is 
poised to do well. 
� Old Mutual UK Dynamic Equity – 
1.1pc charge Luke Kerr has managed 
this fund since 2009, and it invests 
in 40 to 60 medium-sized British 
companies. The fund has the ability 
to “short sell” – pro�ting from a 
share price fall – which the manager 
said is used to protect against large 
falls in the market. 

� Marlborough UK Micro Cap 
Growth – 0.8pc charge This fund 
invests in many smaller British �rms. 
The theory is managers can hunt out 
businesses whose share price will rise 
where others have not spotted them 
in this less-researched area of the 
market. Manager Giles Hargreave has 
many decades of experience. 

UK equity income
� JO Hambro UK Equity Income – 
0.81pc charge This fund places an 
emphasis on buying stocks that 
deliver more income than the market. 
The managers have a strict discipline 
of selling when the yield falls too low. 
It has a historic yield of 4.5pc. 
� Majedie UK Income – 0.77pc 
charge Majedie’s fund targets 
undervalued companies that it 
believes are priced too cheaply and 
can provide a growing income. The 
fund has a historic yield of 4.6pc. 

Global shares
� Scottish Mortgage Investment 
Trust – 0.51pc charge Scottish 
Mortgage is an investment trust that 
can invest a signi�cant amount in 
unlisted companies. Fund manager 
James Anderson hunts globally for 
�rms he expects to grow signi�cantly. 
� Vanguard LifeStrategy range – 
0.22pc charge Vanguard’s 
LifeStrategy range provides a ready-
made portfolio of tracker funds 

environmental, social and governance 
factors. It is in the top �ve of the 
global emerging markets sector for 
three and �ve-year performance.
� Stewart Investors Asia Paci�c 
Leaders – 0.9pc charge
This fund invests in large companies 
in emerging regions, and is now 
managed by David Gait after veteran 
manager Angus Tulloch stepped 
down. India, Taiwan and Hong Kong 
stocks take up around 60pc of the 
fund.
� Schroder Asian Income – 0.93pc 
charge Three of our experts tipped 
this fund, which invests in 60 
dividend-paying stocks. It has a 
historic yield of 3.5pc. 

Bonds
�TwentyFour Dynamic Bond – 
0.8pc charge TwentyFour is a 
specialist bond asset manager. The 
fund has a historic yield of 4.6pc and 
is predominantly invested in Britain 
and Europe. Investors should be 
aware of the challenges facing bonds 
if in�ation starts to rise, as bond yields 
are not linked to in�ation and so could 
look less appealing.
�L&G Emerging Markets 
Government Bond – 0.29pc charge
This index tracker o�ers exposure to 
the government debt of various 
emerging markets. It provides 
valuable diversi�cation for a low fee. 

Property
� F&C Commercial Property Trust – 
1.18pc charge The crisis faced by 
property funds after the EU 
referendum has shown an investment 
trust structure works better for 
investing in property. The sector faces 
major headwinds, but F&C’s trust is 
back to trading at a slight premium 
after falling to a more than 20pc 
discount following the vote. 

Alternatives to diversify your 
portfolio
� JPM Global Financials – 0.93pc 
charge Insurers and banks stand to 
gain from rates heading back up. This 
fund holds shares in many of the 
world’s largest banks, with 50pc of the 
fund in American companies. 

� Jupiter India – 1.09pc 
charge
It is easy to see India’s long-

term growth prospects, 
although investors will need a 
stomach for the wild rises and 
falls in markets that come 
with investing in this 
country. 

Commodities
� EFT Securities All 
Commodities – 0.54p 
Commodity prices have 
recovered strongly but are 
still well o� their highs of 
a few years ago. This 
exchange-traded fund 
o�ers broad access to a 

range of commodities at a 
reasonable charge. 
� Smith & Williamson 
Global Gold & Resources 
– 0.72pc 
This fund focuses on gold 
miners, and its share 
price tends to move more 
than the spot price of 
gold itself. 

If you think the price 
of gold is heading up, 
this is one way to 

magnify returns. 

D E A D L I N E S 
F O R  YO U R 
D I A RY

Two deadlines relating to 
pensions are looming.

Both are important: they 
relate to ensuring that when 

you invest in a pension you get every 
penny of tax relief possible.

Deadline one
This arrives in seven days: it’s the 
31 January deadline for �ling your 
tax return relating to the year ended 
5 April 2016.

Did you make a pension 
contribution within that tax year 
for which you have not yet claimed 
higher-rate tax relief? If so, do not 
forget to claim now. Even if you’ve 
submitted your return you can still 
amend it online.

Hundreds of millions of pounds 
of tax relief goes unclaimed every 
year because investors forget their 
pension contributions, or don’t 
realise they have to claim.

Remember, basic-rate (20pc) tax 
relief is claimed for you by your 
pension company. So this issue only 
a�ects higher-rate (40pc) taxpayers.

Those who make pension top-ups 
via work schemes are also unlikely 
to need to claim separately: the 
employer or scheme provider has 
almost certainly done it for you. 
If in doubt, check.

Deadline two
This isn’t really a �xed deadline 
– but it’s the date of the spring 
Budget, 8 March.

If you are considering making 
further contributions to your 
pension in this tax year – ending 
5 April 2017 – you might as well 
get on and make the investments 
ahead of the Budget in case the 
Chancellor takes the unexpected 
but not impossible step of cutting 
back relief for higher earners.

There has been a long rumble 
of news indicating that many 
people in or close to the Government 
believe that a reduction in pension 
tax relief for higher earners 
would be a fair way to cut Britain’s 
de�cit.

Whatever your view on that 
point, if you are a higher earner 
then you should claim the bene�t 
while it lasts.

And do not think that because you 
make the pension investment now, 
you cannot claim the higher-rate tax 
relief until the �ling date for this tax 
year (31 January 2018). 

You can get the bene�t almost at 
once.

Say you are a higher-rate taxpayer 
with spare capital to invest. If you 

are in a company scheme, �rst see 
whether any further top-ups you 
make there would attract additional 
contributions from your employer.

If not, paying the money in to a 
self-invested personal pension (Sipp) 
operated by a well-known broker 
such as Hargreaves Lansdown, 
Barclays Stockbrokers or Interactive 
Investor might be the cheapest and 
easiest option.

This is what happens: you set up 
the account, pay in the money and 
your Sipp company collects the 20pc 
basic-rate tax relief. Shortly after, it 
should issue you a “contribution 
certi�cate”.

You don’t need to produce the 
certi�cate unless required by HMRC. 
But what you do need to do as a 
higher-rate taxpayer is tell HMRC 
that you’ve made the payment. Do 
this by letter or email, so as to keep 
a record.

One of two things will then 
happen. You will either get a 
one-o� payment from HMRC, 
which you can request be made 
straight to your bank account; 
or you will get the extra relief 
factored in to your tax code.

When the latter happens, in 
e�ect your personal allowance 
(the amount of income you can 
earn before any tax is taken) is 
increased. So your monthly 
take-home pay will rise.

For me, and I reckon most people, 
a lump sum is always preferable. 
Psychologically, there’s something 
more satisfying about one larger 
sum than regular, smaller payments 
that vanish among all the other 
monthly outgoings.

Richard Dyson

It’s tax return time. And 
make any extra pension 
contributions before the 
March budget

‘It’s possible that the 
Chancellor could cut 
higher-rate tax relief  
in the Budget’
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All eyes are on new 
government policy 
from Chancellor 
Philip Hammond

* * *

* * ** * *

* * *
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would be worth considering – 
remembering that it has dipped as 
low as 5,260 over the past year.

2Know your markets 
Most professionals warn against 
over-reliance on movements of 

the FTSE 100, because of its 
domination by a few big companies. 
So if you are checking the FTSE 100 
every day, then also look at the FTSE 
250 index.

Mr Dampier looks at his own 
existing portfolio as a measure of 
markets, and if that has come back by 
10pc then he puts more money in.

Jason Hollands of the fund shop 
Tilney Bestinvest is sceptical about 
the bene�ts of tracking short-term 
share price or fund movements, as 
these can be cyclical. He prefers a 
measure of valuing how expensive 

companies are, the cyclically adjusted 
price-earnings ratio, or “Cape”, 
available on the internet.

In the same way that the measure of 
a company’s share price against its 
earnings re�ects the value of speci�c 
shares, the Cape measure divides the 
price by the average of 10 years of 
earnings, adjusted for in�ation. It 
claims to indicate likely future returns 
from shares over 10 to 20 years. 

Cape puts the US S&P 500 index 
on a 28.45 ratio, which is above the 
long-term average of around 16.  
Mr Hollands said: “On this basis, 
the US market looks expensive. 
Investors have to learn to ignore all 
the white noise and jitters around 
the market. It can be easy to get 
blown o� course. That is why it 
helps to have a strategy to hold 
on to.”

PENSIONS & ISAS SPECIAL REPORT

Buying when all 
others are selling 
often pays o but it 
takes planning, says 
Teresa Hunter 

Timing it right in 
a volatile market

‘To buy on the 
dips you must do 
your homework’

FTSE 100 performance over the past year

Not for the faint hearted: timing markets is risky, but can deliver large returns
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Awall of money is 
patiently watching 
from the sidelines as 
both small and 
professional investors 
wait to inject 

potentially hundreds of billions 
of pounds into the stock market
– when the time is right.

So when does that magic moment 
arrive? Most investment managers 
will tell you it is impossible to time the 
market, and they would be right. But 
modern markets are volatile in the 
extreme. The holy grail of getting in 
on a dip is no longer beyond the reach 
of ordinary investors.

Over the past 12 months, for 
example, the UK’s index of the largest 
companies, the FTSE 100, has traded 
between 5,260 and 7,337 – dipping 
below 6,000 on �ve occasions.

You do not need to be a rocket 
scientist to predict that as Brexit 
unfolds, the Trump presidency bites 
and more European elections occur, 
there will be more bumps – or rather 
potholes – in the road.

Justin Urquhart Stewart, managing 
director of Seven Investment 
Management, the investment �rm, 
said: “When you hear Huw Edwards 
sucking through his teeth on the 
news, saying sorrowfully that the 
market is down again, that is your 
signal to get in. There are one or two 
moments every year when it is 
signi�cantly cheaper to buy.”

 Mark Dampier, research director at 
Hargreaves Lansdown, the fund shop, 
agreed: “You may have to be patient, 
but looking back over 30 years, it is 
evident that every year the market 
will dip by 10pc at some point, and 
every other year it will fall by 20pc. 
These are all buying opportunities.”

Buying when everyone is selling 
takes courage. Investors usually wait 
for a sell-o�, but then lose their nerve. 
Professional fund managers are less 
bothered about timing, because they 
often build options into their 
investment strategy that limit the 
amount a fund or stock can fall to 
reduce potential losses. But this 
requires specialist knowledge, so is 
out of reach for most small investors.

There are simpler methods of 
getting money into the market, while 
minimising the risk of putting it all in 
at the peak. These include only 
investing money you will not need for 
at least �ve, preferably 10, years; 
injecting cash in over a period, 
possibly via monthly instalments; and 
always spreading your risk between 
various managers and asset classes.

If you want to buy on the dips, you 
must do your homework, said Darius 
McDermott, managing director of 
Chelsea Financial Services, the fund 
shop: “You need to monitor market 
movements on probably a daily basis, 
accept you won’t buy at the bottom, 
and always hold back some �re power, 
so you have something to inject 
should prices tank.”

Telegraph Money has devised �ve 
tick boxes to help you invest with 
con�dence. If you can tick them all, 
then it will be worth taking a punt.

1What is cheap? 
Set aside a time each day for 
checking the level of the FTSE 

100. You will develop a feel for the 
way it moves, and for value. This will 
help you decide where you will be 
comfortable buying.  Everyone will 
hold a di�erent view about when they 
are prepared to start buying. 
Professionals agree that when the 
market comes back by 5pc or 10pc, it 
is worth topping up your holdings. 
That would mean that the FTSE 100, 
which closed on Friday at 7,198, 
trading between 6,500 and 6,800 

3Focus on your ‘known 
knowns’
While nasty shocks come from 

nowhere, other potential panic points 
are predictable so be ready to buy into 
any short-term slides. The next 
�ashpoint could be the Budget in 
March or elections across Europe. Any 
surprise result could unnerve 
markets. Be ready to buy.

This year has already brought 
Donald Trump’s US presidency. Any 
sudden changes of strategy in the 
coming weeks could frighten the 
horses. Keep some money handy.

The spring brings a slew of 
uncertainty in Europe with Dutch 
elections in March, the month the UK 
intends to trigger Article 50. French 
elections follow in April with the 
Germans going to the polls in the 
autumn. All of these could be 
potential buying points.

4Watch the news
When tumbling stock markets 
make it to the top item of the 6 

o’clock news, then buy, buy, buy.

5Pick your fund in advance, 
and know its price and 
timing

Always plan in advance as to the funds 
you want to invest in and when they 
are priced. For example, many unit 
trusts price at noon. If you hear 
markets have tanked on the 6 o’clock 
news you must have your order in 
before 10.30am or 11am the next 
morning to secure that price. Markets 
can bounce as quickly as they fall.

You should also do your homework 
so you know your favoured funds’ 
trading price range. Rob Burgeman, 
investment director at stockbrokers 
Brewin Dolphin, said: “If the price has 
veered between say £1 and £1.20 then 
try and buy in at £1.10 if you can.”

Another option is to buy investment 
trusts, where you know the price at 
which you are buying. 
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months. A typical lender will now 
insist that the rental income Mr 
Patterson receives is equal to at 
least 145pc of any mortgage payment 
at a rate of 5.5pc. This would mean he 
would need rental income of 
£1,595 per month as a minimum 
to make this work. As he expects 
to be able to obtain £1,800 this 
might work.

Conservatively, and not taking 
account of the actual interest rate he 
might pay, which could be lower 
than 5.5pc, Mr Patterson might then 
have net monthly income of around 
£700 before any costs, such as 
letting agent fees, which would both 
cover his excess income requirements 
and allow him to save towards a 
pension, for example.

If Mr Patterson’s priority is to travel, 
then he might have to sacri�ce saving 
while he is away and make up for lost 
time later on.

Sebastian Hurst, chartered 
�nancial planner at Plutus 
Wealth, said:
Like all people, Mr Patterson wants 
ample income to live a comfortable 
life, su�cient capital to fund his 
short and medium-term goals and 
a large nest egg to retire on.

before in�ation. This would not yield 
more than about £8,700 in annual 
income, assuming a 4pc annuity rate.

The pension he has built up as 
teacher is currently very small and 
if he does not plan to work in the 
United Kingdom for a while, there 
are no guarantees that he will continue 
to grow this.

To save for the future, sacri�ces do 
have to be made when you are earning 
money in earlier years. In this case, a 
long period abroad not earning very 
much and with limited pension 
contributions could cost him dearly in 
the long run. However, it seems that 
another of Mr Patterson’s priorities is 
to own a property in London. The 
only way to guarantee this is to 
keep his current property. This 
might be di�cult if he can’t �nd a 
suitable lender, even though the 
numbers stack up.

A standard residential mortgage 
would typically have a ‘‘consent to let’’ 
option, permitting the property to be 
let for a short period for, say, a year of 
travelling. If Mr Patterson wants to go 
travelling for any extended period, it is 
likely that he would need to sell the 
property or remortgage.

Buy-to-let mortgage rules have 
become much stricter in recent 

Pensions do�or
T ony Patterson is at a 

crossroads. At 32, the 
newly quali�ed primary 
schoolteacher has “itchy 
feet” and is considering 
selling his £500,000 

two-bedroom �at in Shadwell, east 
London, and working abroad when 
his mortgage expires in August.

Mr Patterson does not know how 
long he will be away for – it could be 
two years or 10 – but he wants to think 
long-term about his �nancial future. 

He wants “security” when he’s 60 
and does not want his desire to travel 
to get in the way of a “decent pension”. 
He says his current teacher’s pension 
is “tiny” at £1,000. He continues to 
contribute £203 a month towards it.

Mr Patterson earns £28,000 a year 
and has £5,000 in cash savings. 
His only investment is his property, 
which he bought nine years ago 
as part of the Government’s Help 
to Buy scheme. 

He bought a 35pc share at 23 while 
he was working in insurance. When 
his salary increased �ve years ago he 
bought the remaining 65pc. In total 
the �at cost him £265,000, and his 
mortgage has £240,000 outstanding.

If he sells his property he believes 
he will have around £250,000 to 
invest. Ideally this will be income-
yielding to supplement his salary 
when he �nds teaching work in 
Europe or Asia.

When Mr Patterson eventually 
returns to the UK he wants to have 
enough saved for a “decent deposit”, 
of 30pc to 40pc, to buy another 
London property. So he wants his 
investment to grow in line with 
property prices. He also wants to 
ensure he has not hampered his 
future retirement.

Mr Patterson has considered letting 
out his property for £1,800 a month, 
as he did when he taught in Japan for 
18 months, although he said the 
experience was quite stressful. He 
is also unsure if a lender would 
consider him for a buy-to-let 
mortgage if he is travelling.

Hayley North, chartered 
�nancial planner at Rose & 
North, said:
Mr Patterson needs �rst of all to 
determine his priorities. He would 
ideally like to be saving for the long 
term towards his pension, own a 
London property and build some 
capital while topping up 
his income. These are con�icting 
priorities and he certainly cannot 
achieve all of them at once.

If his key priority is pension 
income, he needs to make the most of 
his opportunity to contribute more 
now while he is earning in the UK. Mr 
Patterson’s current pension is 
extremely small and will in no way 
support him when he retires.

Once he stops earning in the UK his 
annual allowance for tax-relievable 
contributions will reduce from his 
current salary of £28,000 gross to 
£3,600, which will make retiring at 
60 very challenging.

If we assume a mid-range attitude 
to investment risk is taken and a 4.8pc 
annual growth rate on pension 
investments, net of charges, then over 
28 years, if Mr Patterson invests the 
minimum £3,600 into a pension each 
year, he might end up with £217,706 

His short-term goal is income and 
his medium-term goal is capital. His 
ability to achieve these goals is a 
decision between either renting out his 
current property or selling and 
investing the proceeds.

The situation regarding Mr 
Patterson’s pension savings is much 
clearer. 

If he moves abroad, he won’t have 
any “relevant UK pensionable 
earnings” and he will thus only receive 
tax relief to a maximum of £3,600 
gross or £2,880 net.

While he may still have an income 
in the UK from his buy-to-let or 
other investments, these do not 
constitute “relevant UK earnings” 
and he thus will not receive any tax 
relief on this income.

Mr Patterson’s pension is alarmingly 
small and he is extremely unprepared 
for potential retirement at age 60. 

If he does decide to sell his property, 
it would be prudent for him to make a 
large one-o� pension contribution 
with some of the proceeds. The idea 
would be to make a pension 
contribution that matches his gross 
income for that �nancial year.

For example, if he sells in April 2017 
and his gross earnings for the �nancial 
year are £28,000, he can make pension 
contributions of £22,400.

This would give him tax relief of 
£5,600. He could repeat this exercise 
when he is back in the UK. However, 
this will a�ect his deposit amount for a 
future property purchase.

Mr Patterson should carefully weigh 
up the experiences he wants to have 
while abroad, and the length of time 
he will be overseas. 

Property will be a limiting factor, as 
it may not generate a steady income, 
due to interest rates and other 
variables. But this may also provide 
�nancial discipline not to deplete 
his capital.

If Mr Patterson can secure a 
competitive �xed-rate mortgage and 
rent out his property, he should adopt 
this approach. 

If, however, he is forced to move on 
to the lender’s standard variable rate 
(SVR) he should sell the �at, invest the 
proceeds into a diversi�ed portfolio 
of funds such as Standard Life My Folio 
Managed 3 and consider making 
large ad hoc pension contributions.

Mr Patterson will struggle to get a 
buy-to-let mortgage as most lenders 
require applicants to own at least one 
other property. 

Moving abroad will complicate 
matters further.

He may want to consider keeping his 
current standard residential mortgage 
and apply for a “consent to let” from 
his current lender. 

Lenders may keep the rate as it is, 
add an additional 1 percentage point to 
the current residential mortgage rate 
or charge the SVR for doing so.

Mr Patterson should look for a good-
quality letting agent, which will 
typically charge around 10pc to 15pc 
of the rent received.

On the lender’s SVR, at a rate of 
say 4.5pc, Mr Patterson’s net pro�t 
from the property will be around 
£7,470 a year. 

On a more competitive �xed rate, 
of say 2.25pc, his net pro�t will be 
£12,532. Both scenarios o�er 
su�cient income as he intends to 
work while away.

Can this teacher sell 
his �at, work abroad 
and return to a 
secure future and 
a good pension? 
Amelia Murray 
�nds out
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Tony Patterson, a 
32-year-old 
teacher, wants to 
travel, but he still 
wants to ensure he 
has su�cient 
pension savings for 
the future

‘The 
teacher’s 
pension he 
has built 
up is very 
small’
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Property and diversi�cation have proved key to the 
brewing dynasty’s success, says Laura Suter

“uncorrelated” was tested in the 
most recent nancial crisis, 
when assets moved in sync, but 
there is still thought to be value 
in holding “alternative” sources 
of returns.

Among these alternative assets 
was 5pc in private equity, which is 
investing in companies that are at 
an early stage and have not yet 
been listed on the market. Another 
3pc of assets was invested in gold, 
with 1pc in commodities. 

The fund then had 8.5pc invested 
in property, which was a key 
cornerstone of the Guinness 
family’s investing. The remaining 
8pc was in infrastructure, such as toll 
roads and bridges.

 T here are few 
families as famous 
as the Guinness 
family, who made 
their money with 
the eponymous 
brewing empire 
and are still 
thought to be 

worth more than £850m.
Arthur Guinness founded Guinness 

Breweries, having bought a 900-year 
lease on St James’ Gate brewery in 
Dublin in 1759. The business was 
subsequently �oated on the stock 
market, raising £6m at the time. In 
1886 Edward Guinness used this 
money to set up what is thought to be 
the rst ever “family o�ce” – Iveagh 
Trustees. The family o�ce was used 
to run the money for all family 

members who had a stake in the 
brewing business, and so had made 
money from the stock market listing.

The Guinness family continue to 
appear among the richest families in 
the world, but what can we learn from 
how they invested their money?

Property features heavily in the 
family’s rst investments. They 
invested in brewery buildings and 
other property in Ireland. The 
family owned a number of mansions 
in Ireland, including Iveagh House, 

By 2006 the original family trust set 
up in 1886 was running money for 
more than 100 members of the family. 
In practice it was di�cult to 
accommodate the needs and views of 
all family members so it was broken 
up. After this, one segment of the 
Guinness family opened up its books, 
in 2010, giving a rare insight into how 
the family ran their nancial a�airs. 

Lord Iveagh joined up with a hedge 
fund company to manage his and 
some other family members’ money. 
They also later opened up 
the family o�ce to external nance, 
launching funds in which the man 
on the street could invest.

The funds stated they were “built 
on the same foundations as the 
investment philosophy which 
has served the Guinness family 
for six generations”.

These portfolios highlight the main 
priority of the Guinness family: 
wealth preservation. The family were 
concerned with ensuring the value of 
the money remained, in order to pass 
it down through generations, rather 
than making outsized returns.

This meant that the portfolios were 
intended to rise when markets rise, 
but not fall as much when markets 
plummeted – a goal most investors 
would aim for.

The family were also focused on 
spreading their money across many 
di�erent assets, in order to protect it 
from large moves in some markets. 

“Spreading or diversifying our 
investments remains the best way 
to mitigate risk in our individual 
portfolios, whether we prefer a 
cautious approach to investment 
or we can take higher risk for higher 

PENSIONS & ISAS SPECIAL REPORT

How to invest 
like ... the 
Guinness family

Above, the 
Lions Gate Bridge 
in Vancouver. 
Below, Elveden 
Estate in Su�olk

‘The 
family’s 
aim is to 
preserve 
their 
wealth’

returns,” the marketing information of 
the funds stated. 

The family used both “active” 
management, run by fund managers 
making stock selection decisions, as 
well as “passive” management, which 
tracks an index or the market 
at a lower cost. 

Factsheets on the funds from 2014 
show around 50pc of the core Iveagh 
Wealth portfolio was invested in 
stocks of companies across the 
world. These were sometimes 
invested directly in companies and 
sometimes through investment 
funds run by asset managers. 

The fund then had 6pc allocated to 
“absolute return” strategies. These 
strategies invest in a range of assets, 
including stocks, bonds, cash and 
some alternatives. They aim to reduce 
the “volatility” of the market, or 
the large swings between rises 
and falls.

Another 18pc of the fund was 
invested in di�erent types of bonds, 
including those issued by government 
and by companies. Just 0.5pc of the 
fund sat in cash. 

The portfolio then had a 28pc 
allocation to so-called “alternative” 
assets. These are assets that are not 
in the traditional stocks, bonds or 
cash asset classes. 

The aim of investing in alternatives 
is often to have a source of returns 
that are not likely to rise and fall in 
sync with the stock and bond 
holdings. By being “uncorrelated” 
to the other investments, alternatives 
can help to protect assets in 
large market falls, as they would not 
be expected to fall by as much. The 
premise of these assets being 

which was donated to the state in 
the 1930s; Ashford Castle, which 
is now a luxury hotel in Co Mayo; 
and the Farmleigh mansion in 
Castleknock, Dublin.

The family did not stick to just 
buying property in Ireland, and 
were early buyers of land in Canada, 
before it became built-up. Inside 
sources say that the family saw the 
rush to property in the United States 
but instead chose to invest in 
the “emerging market” at the 
time in Canada.

One of the family’s grandest 
projects was building of Lions Gate 
Bridge in Vancouver. The move 
opened up land in West Vancouver 
that the family owned. 

British Pacic Properties was the 
development company set up to 
manage the family’s 4,000 acres of 
land in the Canadian city. It has 
worked to develop much of the 
land the family owns into housing, 
and is still operating today.

The trend to invest in property and 
land continues, with Ned Guinness, 
who is the current Earl of Iveagh, 
owning the Elveden estate in Su�olk. 
Owning the 22,500-acre farmland 
business makes Lord Iveagh 
one of the largest private landowners 
in the United Kingdom. 

The Elveden estate was bought in 
1894 by the rst Earl of Iveagh. Today 
the farmland is used to grow 
vegetables, with around 6pc of the 
UK’s onions being grown at Elveden.

The family also has a large 
investment in a UK company, 
following the merger of Guinness 
with Grand Metropolitan in 1997. 
The merger formed Diageo, which 
has become a drinks giant. As a 
result of this, the Guinness family 
received Diageo shares. 

The stake is thought to be worth 
around £200m today. Since the 
creation of Diageo in 1997, the 
company’s stock price has risen 
by 561pc. This is compared to a 
162.5pc return from the FTSE 100 
index of blue-chip UK companies 
during the same period.
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Helping the young
My husband and I are pensioners in our 
70s and would like to use some of 
our disposable income to contribute, on 
a regular basis, to pensions for our 
two grandchildren. They 
are aged 21 and 19 and 
will be in full-time education for the 
next two years. Is this a reasonable 
thing to do and, if so, how do we go 
about it? 
EM, VIA EMAIL

Pensions are a good way to set some 
money aside for your grandchildren, 
but bear in mind that they will not be 
able to access this money until they are 
in their 50s – meaning that 
it will not be available to help pay for 
university or their �rst home. 

Younger people are unlikely to 
enjoy the gold-plated pension bene�ts 
their parents and grandparents had, so 
creating a pension for them at an early 
stage is likely to be a great help.

The main bene�t of a pension is that 
the money receives a 
20pc uplift in the form of 
tax relief. Even if they are not earning 
an income, you can add £3,600 a year, 
including tax relief. 

In practice this means you adding 
£2,880 a year, or £240 a month, with 
£720 a year in tax relief automatically 
claimed by the pension provider.

Lee Clark, chartered �nancial 
planner at the investment company
Brewin Dolphin, said: “Assuming that 
you make contributions for 15 years, 
then your older grandchild could 
have a pension pot of around 
£220,000 at the age of 57 even 
without any further contributions 
being made.

“If the funds are left until age 67, the 
pension pot could grow to somewhere 
in the region of £340,000, assuming a 
net growth of 5pc a year after charges.”

There is also an inheritance tax 
bene�t to making gifts in this way. 
Normally gifts are subject 
to the “seven-year rule”, meaning that 
they are only free of tax if you live 
for seven years after making them. But 
if you make the gifts out of income, 
this may not be the case. 

“If you use disposable income, a gift 
to another person may not be included 
in your estate if it is part of your 
‘normal expenditure’, is made out of 
your income and making it does not 
a�ect your normal standard of living,” 
Mr Clark added.

Lost allowance?
I need help with a query about 
pensioners who are over 75. Everyone 
has a tax-free personal allowance of 
£11,000 per year. But it is 
my understanding that pensioners lose 
part of their tax allowance if they have 
pensions over £27,000, by losing a 
pound of allowance for every £2 of 
income?

This seems most unfair. Do you have 
an answer? 
FJ, VIA EMAIL

You are referring to the age-related 
personal allowance, which meant 
taxpayers had an increased personal 
allowance if they were born before 
April 6 1938 or, to a lesser extent, 
between 1938 and 1948. You may be 
considering the age of 75 as key 

Olivia Rudgard 
answers queries 
about �nancial help 
for grandchildren, 
the age-related 
personal allowance 
and reinvesting an 
RAF pension

because before April 6 2013 the 
allowance was age- dependent, rather 
than date-of-birth dependent.

This additional allowance was 
means tested. If your total income – 
not just that from pensions – was 
above a certain income limit – it was 
£27,000 in the 2014/15 tax year – then 
the additional allowance was reduced 
by £1 for every £2 of income down to 
the level of the general personal 
allowance.

This allowance now no longer 
applies – it was last relevant in the 
2015/16 tax year, though only to those 
born before April 6 1938 and then only 
at a marginal level. 

Lucy Brennan, partner at the 
accountancy �rm Sa�ery Champness, 
said: “Since the 2015 Budget, the 
personal allowance of £11,000 
outstrips the advantages that the age 
allowance provided.

“Now everyone has a personal 
allowance of £11,000 if their income 
is under the £100,000 threshold. 

“At that threshold it is reduced by £1 
for every £2 received, whether 
the income is derived from a pension, 
employment, or other sources.

“Therefore, you won’t su�er a 
loss of the personal allowance 
provided your income is below 
£100,000, but you will have lost the 
additional age-related allowance that 
you might have received in previous 
tax years.”
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Do you have a financial 
question and need an answer? 
Email us at: moneyexpert@
telegraph.co.uk or write to: 
Telegraph Ask an Expert, 111 
Buckingham Palace Road, 
London, SW1W 0DT. If you 
would like a more in-depth 
analysis of your whole 
financial situation, please 
write to the above addresses 
marking your correspondence 
as “Pensions Doctor”, if you 
would like a pensions plan, 
or “Money Makeover” for a 
full money plan.

Contact us

This would be made up of £8,800 
out of your own pocket, with £2,200 
tax relief at 20pc, reclaimed by the 
provider from HM Revenue & Customs 
and paid into your pension fund. 

It will then be possible for your 
company to pay in employer 
contributions to make up the 
remaining £29,000. 

Watch out for tax rules on this bit 
though. 

Claire Trott, head of pensions 
strategy at consultant Technical 
Connection, said: “The company will 
be able to get corporation tax relief on 
the contribution if it is deemed wholly 
and exclusively for the purposes of the 
business by the local inspector of 
taxes.”

However, she said that the way of 
determining this is usually by looking 
at another employee’s pay package and 
ensuring that it is comparable. 

In your case that is probably not 
possible, which Ms Trott warned 
meant that the contribution could be 
“deemed excessive”. 

“Even if tax relief isn’t payable to the 
company, the contribution could 
still be paid into the pension scheme at 
no detriment to you, as the recipient,” 
she added.

Once you have started to draw on 
income from the pension, your 
contributions will be limited to 
£10,000, or £4,000 from April 
this year.

Ask an expert

£18,000 question
I am 55 and my RAF pension kicked in 
this year, paying around £18,000 a 
year. 

I am still working as a company 
director and programme manager as a 
day-rate contractor for my own 
company, which charges my services to 
a variety of client companies (outside 
IR35 tax avoidance rules). 

I would like to reinvest my £18,000 
RAF pension income into my personal 
pension scheme with Royal London and 
continue to pay myself an £11,000 
salary, plus dividend. 

I also want to pay myself further 
pension contributions from the 
company to meet my £40,000 limit.
Am I allowed to do this?
TM, VIA EMAIL

You can use your entire £40,000 
annual pension allowance, though you 
will be restricted on the amount you 
can personally pay into the pension 
and get tax relief on. 

The rest would have to be made by 
your company as an employer 
contribution. 

This is because you can only claim 
tax relief on contributions worth up to 
the value of your earnings. 

This does not include dividends or 
pension income so you would be 
limited to paying in £11,000 gross, as 
this is the value of your salary. 

These readers 
want to help out 
their 
grandchildren, 
who are still in full-
time education
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