
JULY/AUGUST 2009

MoneyMatters

station financial:

station financial:
– Independent Financial Advisers –

Unit 2 Parkland Place, 39/41 Old Milton Road, New Milton, Hants BH25 6DS
T: 01425 611666 E: mail@stationfinancialservices.co.uk W: www.stationfinancialservices.co.uk

station financial: is a trading name of Station Financial Services Ltd which is a trading style of The Clarkson Hill Group plc which is authorised and regulated by the Financial Services Authority

September/October 2009

Consider a pension transfer...
Optimising your pots potential

Don’t rush when choosing
your annuity...
Hunt out the
best option

Does your portfolio
reflect your needs...
Your asset allocation checklist

Tax returns...
The deadline dates

draw closer





11

Your overall asset allocation needs
to reflect your future capital or
income needs, the timescales
before capital sums are required,
or the level of income sought, and
the amount of risk. 

The more assets you can add to
a portfolio using low-cost funds,
the lower the volatility and the
smoother the returns. 

Here we show some typical asset
allocations for different objectives,
and examples of the fund
holdings used to achieve them (for
illustration purposes only). 

1. Planning financial objectives 
Financial planning objectives can include,
paying for children’s education or property
deposits, providing additional pension
income or meeting care fees and you may
need to use different asset allocations at
different times, to match these needs. 

Building up a lump sum over 20 years will
require a higher allocation to long-term
growth investments, such as equities.
However, providing income will require
equities, high-yield bonds and gilts. 

You have to know your objective, is it
achieving a certain return, or matching a
liability stream? Liability-driven investment is
the same for an institution as it is for a
private investor when it comes to university
fees. 

2. Decide your strategic allocation
A strategic asset allocation is the mix of
assets to be held in a portfolio for the term
of the investment, to achieve a target level
of risk and return. 

For example, a simple strategic allocation
for a 20 year term might be 50 per cent
equities, 25 per cent bonds, 15 per cent cash
and 5 per cent in both commodities and
hedge funds. But, depending on how
actively you want to manage your portfolio,
you can also use tactical asset allocations in
the short term, to exploit temporary
economic or market conditions and boost
returns. 

3. Add assets to build up your
portfolio
If you already hold shares and equity funds,
you can simply buy exposure to the other
assets needed to achieve your target
allocation, and geographical spread. By
adding assets with low correlations to your
existing holdings, such as bond funds and
exchange traded commodities – you will
reduce overall portfolio volatility and
generate smoother returns. 

4. Regularly monitor your allocation  
An asset allocation may need to be changed
over time, for two reasons: rises in the value
of assets can increase the volatility of a
portfolio, and age can reduce the risk
tolerance of an investor – especially in the
years before retirement. 

To ensure higher-risk assets do not
dominate a portfolio, make sure you
rebalance your portfolio annually, or when
any one asset rises in value by, say, 20 per
cent. 

5. Rebalance your assets
Rebalancing simply involves selling some
assets that have risen in value and
reinvesting the proceeds into those assets
that have fallen below their target
allocation. It is all about making sure your
required percentages remain balanced
amongst your investments.

6. Reduce volatility by ‘lifestyling’
To ensure market volatility does not reduce
your portfolio’s value just before the money
is needed, for example, to provide a lump
sum, you should consider gradually moving
out of higher-risk assets, such as equities,
and into lower-risk assets, such as cash and
government bonds, before the money is
needed. 

This process, is known as “lifestyling”,
and aims to reduce the volatility in a
portfolio over a period of time. 

For example, investors in their 30s can
afford to hold more equities as they can ride
out price fluctuations over time – but
investors in their 50s cannot afford as much
equity exposure as they have less time to
recover from sharp falls.

They face rising university fees, house prices
out of reach, minimal interest on savings
and shrinking pensions.  Growing up and
moving through adult life has never been so
expensive, no wonder grandparents want to
give a helping hand through savings and
investments. 

It is estimated that around 1.8 million
grandparents are currently putting money
aside for their grandchildren. But in a low-
interest rate environment and with
investment returns patchy at best, what
options are available? 

Savings accounts 
Savings for children are not automatically
exempt from tax, and children have an
annual personal allowance. For this year,
that allowance is £6,475 and most children
are unlikely to reach that limit, so parents
can fill out an R85 form to ensure that
interest is paid gross. 

Several specialist children’s savings
products are available. Investing between a
minimum and maximum monthly sum,
withdrawals or missed payments will result
in the interest being reduced. 

Grandparents wanting to lock away a
lump sum can opt for a bond for a fixed rate
of interest over anything from six months to
five years.

Child Trust Funds 
Children born after 1 September 2002 will
already have a child trust fund (CTF) set up
in their name. Grandparents, as well as any
other relatives or friends, can jointly
contribute up to £1,200 into a child’s CTF
each year, and any interest is tax free
Cash CTFs operate as a standard savings
account, with no real risk and a steady, if
minimal growth whereby Stakeholder
accounts invest your child’s money in shares
in companies. The Government has made
certain rules for these accounts to reduce
the risk of investing in shares. The amount a
child would receive from a shares and
stakeholder account is dependent on the
performance on shares and bonds.
Stakeholder accounts are expected to
withstand any stock market volatilities and
offer much better returns than cash over
such a long period of time. 

One drawback with CTFs is the child gets
control of the fund at age 18, where
university fees or longer-term savings may
not be a high priority.

Share based investments 
Shares cannot legally be owned by under
18s but grandparents can save on their
behalf and identify their grandchild as a
beneficiary, or hold the investment in trust

for the child until they reach adulthood. 
Shares and trusts are an ideal form of
savings for the long term. Most provide the
option of regular monthly saving and they’re
tax efficient as any profit is offset against
the child’s capital gains tax allowances,
which is £10,100 this year or £5,050 if held
in a trust. 

Stakeholder pensions 
Grandparents can also set up a stakeholder
pension and invest up to £2,880 a year on
behalf of a child. The Government tops up
the contribution with tax relief.  The
extremely long investment timescale means
there is great potential for high levels of
growth.

Growing up
and moving
through adult
life has never
been so
expensive

Grandparents today are being told that the
financial future of their grandchildren is uncertain
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The value of your investment and the income from it can go down as well as up and you may not get back a significant proportion of your investment. Past performance is
not an indication of future performance. Please contact us for further information or if you are in any doubt as to the suitability of an investment.

Levels and bases of, and reliefs from, taxation are subject to change

Saving for future harvests

The value of your investment and the income from it can go down as well as up and you may not get back a significant proportion of
your investment. Past performance is not an indication of future performance. Please contact us for further information or if you are

in any doubt as to the suitability of an investment.

Does your portfolio
reflect your needs

Levels and bases of, and reliefs from, taxation are subject to change.
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You voluntarily choose to provide your personal details. Personal information will be treated as confidential by us and held in accordance with the Data Protection Act.
You agree that personal information may be used to provide you with details and products or services in writing or by telephone or email.

Financial wealth check

Tax efficient investments

Pensions

Tax planning

Critical Illness cover

Protection

Off-shore investments

Health care

Director and employee benefit schemes

Other (please specify)

Name

Address

Postcode

Tel. (home) Tel. (work)

Mobile Email

Please return to:

Station Financial, Unit 2 Parkland Place, 39/41 Old Milton Road, New Milton, Hants BH25 6DS

This magazine is for general guidance only and represents our understanding of the current law and HM Revenue and Customs practice.  We cannot assume legal responsibility
for any errors or omissions it might contain.  Level and bases of, and reliefs from taxation are those currently applying but are subject to change and their value depends on the
individual circumstances of the investor.  The value of investments can go down as well as up, as can the income derived from them.  You should remember that past performance
does not guarantee future growth or income and you may not get back the full amount invested.

Produced by M8trix Media Limited, Basepoint Business & Innovation Centre, Great Marlings, Luton, Bedfordshire, LU2 8DL

For more information on any subject that we have covered in this issue, or on any other subjects, please tick the
appropriate box or boxes, include your personal details and return this section to us.

Redundancy, illness and accidents are all
facts of life but they needn’t ruin your
finances. 

We are all seeing the symptoms of
recession with mass redundancies and
increased stress, but few have the cash
during these tough economic times to pay
out for insurance that would protect from
loss of income. 

In response, insurers have introduced
short-term income protection (IP) products
that are more transparent than traditional
short-term payment protection insurance
(PPI) and mortgage payment protection
insurance (MPPI) policies, but cheaper than
the long-term IP policies. Could these be the
solution for those on tight budgets?
IP insurance is designed to pay out should
illness prevent you from earning. The
definition of income protection is a plan that
will replace up to 60 per cent of your
income, tax free, if you are off work
because of things covered by the
policy. It will cover you until you can
go back to work or you retire.  Short-
term IP products are relatively new
to the market and offer this same
cover, simply for a shorter term;
anything from 12 months to 10
years. Generally the average
claim length for illness is only

three years. Despite the shorter terms on
these products, their cover can protect you
for the average claim length and will be
cheaper than a standard IP product. 
Short-term IP products are often difficult to
distinguish from accident, sickness and
unemployment insurance (ASU), which
encompasses payment protection insurance
(PPI) and mortgage payment protection
insurance (MPPI). These products have
received bad press due to mis-selling but
despite the shorter terms they shared, they
have little else in common.  PPI and MPPI
are restrictive and can be difficult to claim
on.

The main difference is ASU insures only
one specific debt
such as a
mortgage or

personal loan, whereas IP is designed to
ensure you have an income to meet all your
financial needs and daily living expenses. 

Another difference is the point at which
the insurance is underwritten. ASU is
underwritten at the point of claim, so when
you claim the insurer will then assess if the
claim is genuine. But with all income
protection, you disclose everything at the
point of sale. Unless you’ve deliberately lied,
you know you’ve got a policy that will pay
out, but with ASU, terms and conditions can
change and you won‘t know if you’ll get the
cash.

With IP you also have the option of
adding on involuntary unemployment cover
for a higher premium. However, the
unemployment add-on will only be for a
fixed term.

The cost of short-term income protection
insurance is based on your current salary,

the length of the policy, the period of
deferment and whether or not you
want to be covered for unemployment.
The longer the deferment, the cheaper
the policy. Short-term IP products often
offer a deferment period of 30 days. 

Short term
Income Protection

The alternative insurance
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Levels and bases of, and reliefs from, taxation
are subject to change.


