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How do you measure the 
value of financial planning?

When someone is new to a professional 
financial planning service, they don’t 
always know what to expect in terms 
of fees. If their only previous experience 
of financial advice was from someone 
who sold them a pension, it takes a shift 
in perception to understand the value a 
good financial planner can bring.

It’s not uncommon to meet people 
who think they’ve not been charged for 
previous advice and that’s usually because 
they were not told how. They may not 
have written out a cheque to the adviser 
but of course they were paying through 
the charges taken off their investments or 
through commission payments added to 
their product fees.

Anyone under the impression they’re 
not being charged for financial advice, 
is probably not being given financial 
advice at all but being sold products.

There’s an element of education needed 
to raise awareness of how a good financial 
planner can be worth their weight in gold 
(don’t worry we’re not moving to a new 
charging model!).

When you’re paying an annual fee or an 
hourly rate for financial advice, you’re 
paying for the expertise and service you 
receive. Just as you’d pay a lawyer for 
legal advice or a doctor for their expert 
opinion. The team at LIFT are amongst 
the highest qualified in the country. Their 
level of attainment sets them apart from 
most advisers but that doesn’t mean 
we charge more than other firms. Our 
approach has always been to be open 
and transparent with charges and we 
have processes in place to make sure 
clients pay a fair fee. For every client we 
track the time spent on their account and 
review this every year to make sure fees 
reflect this.

What price do you put on peace 
of mind?

Financial good health is an important 
factor in quality of life. It’s not necessarily 
about being wealthy, but about having 
the reassurance that you’ve planned for 
the future and being confident that you’ve 
taken the right steps to make the most of 
your assets. A great quote from a client of 
LIFT was that we were his ‘sleep at night 
solution’ – peace of mind is priceless.
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The next generation
It’s great when a plan comes together.

Joel AdamsMichael I Holden

In the past it was a struggle to find advisers who were happy 
to do things ‘the LIFT way’. We have high standards and it’s fair 
to say a lot of other Financial Planning firms aren’t perhaps as 
demanding in terms of qualifications and approach to advice. 
When we launched LIFT-Financial we were very clear on the 
type of firm we wanted to build, and that was primarily focused 
on being a Chartered firm and having the people on board that 
would have the same ethics and reach those same standards.

We were lucky and now have a team of advisers who are equally 
passionate and supportive of that approach. But we discovered 
some time ago that advisers such as these are few and far 
between so in 2012 we launched our Graduate Scheme to find 
our financial planners for the future.

We wanted to train people from the start to do things to our 
high standards, covering all aspects of advice, client relations, 
ongoing professional study and ethical approach. This is 
no ‘fast-track’ scheme. Whilst legally someone is qualified to 
advise once they’ve reached Diploma level qualification, we 
set our recruits the target of Advanced Diploma and 5 years of 
experience working in client support, technical analysis and 
finally shadowing one of our senior advisers.

Three of our initial recruits are now advising their own clients 
– Daniel Barratt in our London City office, Michael Kennedy in 
Altrincham and Danny Renshaw for our Sport division. They’re 
amongst the highest qualified in the profession – they all have 
individual Chartered Status and are Fellows of the PFS (there are 
only 2,734 Fellows in the UK).

We have another eight people at various stages of training and 
we recently re-launched the Graduate Scheme as the 
LIFT-Academy. We’re confident our home-grown advisers will be 
amongst the best in the country.

“Primarily focused on being a Chartered firm and 
having the people on board that would have the 
same ethics and reach those same standards”

Daniel Barratt, Danny Renshaw and Michael Kennedy
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The LTA is a critical part of pension planning. It is the total value of 
payouts from pension savings, as a lump sum or income, before 
additional tax charges apply. 

After reductions to the LTA in recent years, the allowance is now 
moving in the opposite direction – although £1.03 million remains 
significantly less than the £1.8 million permitted in 2012. The 
government has also announced the LTA will rise annually in line 
with inflation. The increase at the start of the tax year is based on 
the previous September’s CPI figure, in this case 3%. 

A holistic approach

Investors need to be aware of the impact of the LTA on their total 
potential pension savings. This can include such assets as former 
or current workplace pensions, so it’s important to get up-to-date 
valuations for your LTA calculations. 

If you think you may breach the LTA when taking retirement 
benefits, depending on your personal circumstances and how 
much of your pension benefits you intend to take, you may want 
to consider alternative retirement provision, which could include 
other investments or maximising your ISA allowances.

Defined benefit transfers

The LTA can be important when considering transfers out of 
defined benefit (DB) pensions. Transferring benefits can lead to 
a breach of the LTA – especially with the high transfer values on 
offer from many DB schemes.

To calculate the value of a DB pension, the accrued benefit is 
multiplied by 20. If you are due to receive a DB pension of £50,000 
a year at your scheme’s retirement age, this is worth £1 million for 
the purposes of the LTA. This is just within the current LTA, but the 
transfer value may well be higher, pushing your total pensions 
savings above the LTA and triggering a tax charge. 

Applying for protection

If your pension fund is higher than the LTA, you might be able 
to avoid a tax charge if you qualify for ‘protection’. There are two 
main types of protection for those affected by the cut to the LTA in 
2016: fixed protection (2016) and individual protection (2016).

•  Fixed protection lets you fix your LTA at £1.25 million, but only 
if no pension contributions have been made after April 2016, 
including relevant accruals made under DB schemes.

•  Individual protection may apply even if there have been 
contributions. This provides a personalised LTA equivalent to 
the value of your pension on 6 April 2016, which cannot exceed 
£1.25 million. 

It is still possible to apply for individual protection if your pensions 
were worth over £1 million at April 2016. The key requirement is to 
apply before taking any pension benefits. This can be important 
if you are planning on taking tax-free cash or using pension 
freedoms before your planned retirement date. 

No more pension contributions can be made once fixed 
protection is in place. You can contribute under individual 
protection, for example if investment values fall beneath your 
level of protection. However, these schemes can help you avoid 
unnecessary additional tax charges.

The lifetime allowance 
increases – at last 
Investors can now save more into pensions with the increase in lifetime 
allowance (LTA) from £1 million to £1.03 million.

Investors need to be aware of the 
impact of the LTA on their total 
potential pension savings
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A new era for VCTs and EISs
A major overhaul of venture capital trusts (VCTs) and enterprise investment schemes (EISs) 
took effect in March and April 2018.

The changes come as a response to a government consultation 
paper last summer which looked at “patient capital”. This was 
defined by the Treasury as “long-term investment in innovative 
firms led by ambitious entrepreneurs who want to build large-
scale businesses”. 

The paper criticised some EIS and VCT providers as overly 
cautious and tax-driven. Notably the paper said, “Industry 
estimates suggest that the majority of EIS funds... had a capital 
preservation objective in tax year 2015/16, and around a quarter 
of VCTs have investment objectives characteristic of lower risk 
capital preservation”. In response, the venture capital scheme 
market rushed to raise fresh funds before the Autumn Budget.

From March 2018, the following new rules apply:

 ‘Risk to capital’ condition

VCT and EIS investments must be made in companies that 
have objectives to grow and develop, and where there is a 
significant risk of loss of capital, after allowing for tax relief. This 
is to prevent the emphasis on capital preservation criticised in 
the consultation paper.

 VCT investment

VCTs are now required to invest at least 30% of new funds 
raised in qualifying companies (capital at risk businesses) 
within one year of the end of the accounting period in which 
the money is raised. This change will encourage VCTs to 
raise smaller amounts more frequently. From April 2019, the 
minimum proportion of qualifying companies held by a VCT 
will rise from 70% to 80%.

Loans made by VCTs

VCTs can no longer offer new secured loans to companies, 
while any effective interest rate charged above 10% must 
represent no more than a commercial return on the loan.

 Subscription limits

For EISs, the subscription limit for income tax relief was 
doubled to £2 million from 6 April 2018, subject to any excess 
over £1 million being in ‘knowledge-intensive’ companies. The 
maximum income tax relievable subscription for VCTs remains 
at £200,000 per tax year.

Tax reliefs remain

There were no changes to the levels of tax reliefs given to VCTs 
and EISs. The main rate of income tax relief for subscriptions 
remains at 30%. The relief can be clawed back if the investment 
is sold prematurely or ceases to qualify and these clawback 
periods remain at five years for VCTs and three years for EISs. VCT 
dividends are still tax free, subject to a maximum investment of 
£200,000 per tax year. Similarly, the capital gains tax advantages of 
VCTs and EISs were left intact. 

These reforms add greater 
risk to VCT and EIS 
investment, making 
it more crucial than 
ever to take expert 
advice before 
committing your 
capital to such 
schemes. 

This was defined by the Treasury as “long-term 
investment in innovative firms led by ambitious 
entrepreneurs who want to build large-scale businesses”. 
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The Bank of England held the interest rate at 0.5% in July, but its 
Governor, Mark Carney, reiterated the view that rates will probably 
need to increase if the inflation goal is to be met. These future 
increases are likely to be “at a gradual pace and to a limited extent”. 

Interest rates are already increasing in the US. Short-term rates 
(for loans with a maturity of less than one year) there could 
reach around 3.4% by the end of 2020, double their current level, 
according to forecasts from rate-setting members of the US 
central bank, the Federal Reserve. 

Normalisation

The economists’ term for what is expected to happen to interest 
rates in the UK and US is ‘normalisation’. For the rest of us, it means 
a steady increase. The current rate of 0.5% was once thought of as 
an ‘emergency rate’ where 3–6% would be more representative in 
the long term.

The Federal Reserve started raising rates from its historic low at 
the end of 2015. Despite many threats to do the same, the Bank 
of England cut rates in August 2016 in response to the Brexit vote. 
With hindsight that was probably an unnecessary move, a point 
arguably confirmed by the reversal of the cut last November. 

Impacts of rate rises

Increases in short-term UK interest rates could have a variety of 
consequences:

•  The values of fixed interest securities, such as government bonds 
(gilts), could fall. Much will depend upon how long-term interest 
rates, for ten-year government bonds, react – these may not 
necessarily follow the short-term rates.

•  Share values could fluctuate further. Banks traditionally benefit 
from rising interest rates, while companies that have borrowed 
heavily can suffer.

•  The value of commercial property could come under pressure, 
although rental yields are currently comfortably above the 
income available from gilts. 

If you have not done so already, it may make sense to review your 
investments now in preparation for rising interest rates.

Correct as of 10 May 2018.

The value of your investment, and any income from them, can go down 
as well as up and you may not get back the full amount you invested. Past 
performance is not a reliable indicator of future performance. Investing 
in shares should be regarded as a long-term investment and should fit in 
with your overall attitude to risk and financial circumstances.

 Mark Carney, reiterated the view that 
rates will probably need to increase if 
the inflation goal is to be met

Interest rates are set to rise
The Bank of England is indicating the interest rate will increase in the coming months, so it 
may be a good time to review your investments.
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When assessing a client’s attitude to risk we often start with a risk 
profile questionnaire, which I know from experience many clients 
don’t like. It’s seen as a chore by some and particularly when the 
questionnaire has to be revisited annually or following life events. 

Completing the risk profile questionnaire is a vital part of the 
process and we cannot establish the suitability of investments 
without it. 

Should you approach investment in the same way when you’re a 
few years from retirement compared to a 30 something parent or 
a younger professional? 

What about if you have a lump sum from inheritance 
or retirement? 

Your attitude to risk and resulting investment choices will change 
over time. That’s why it’s important to regularly revisit the risk 
profile and make sure investments are selected to suit your 
capacity for loss – more of that later. 

Whilst attitude to risk is in part down to the personality of the 
client it’s important that this is considered alongside the expert 
view of an adviser. 

We don’t rely solely on the results of the risk questionnaire, and 
in many circumstances we determine a different attitude to risk 
following further discussions with clients. 

Attitude to risk and 
capacity for loss 
Risk profiling is an important part of the investment process. Before selecting the most appropriate 
investment strategy for a client, it is important to understand their attitude to investment risk.

This basically means how much risk they feel comfortable taking with their investment fund. The level 
of risk, generally increases with the potential return (and potential loss). Whilst those investments with 
lower risk have an historically lower return, these tend to be more stable than riskier choices. The graph 
below shows the performance of Emerging Markets equities v. Gilts over the period 2001 – 2015.
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Indeed, the Financial Conduct Authority (FCA) who regulate 
financial advice firms states that a “firm should take reasonable 
steps to ensure that a personal recommendation or decision to 
trade is suitable for its customers”. They require firms among other 
things to take account of a customer’s preferences regarding 
risk taking, their emotional reaction to volatility and risk, their risk 
profile and ensure they are able financially to bear any related 
investment risks consistent with their investment objectives. 

Over the years, our approach to risk profiling has become more 
sophisticated. Not that we ever just relied upon a risk profile 
questionnaire as the be all and end all of investment advice - they 
were always considered alongside discussions with clients, but we 
can now use technology to develop our strategy further. 

So, what exactly is capacity for loss and how is it 
different from attitude to risk?

Capacity for loss refers to an individual’s ability to withstand financial 
loss, whereas attitude to risk is based upon their personal opinions. 

An example of this could be someone in their 20’s looking at 
investing in a pension who completes a risk profile questionnaire 
and comes out as cautious. Assuming they can afford to make the 
pension contribution, they have a fairly high capacity for loss because 
they will not be able to access the monies in their pension until at 
least age 55. Now this individual could have filled in the questionnaire 
having very little experience of investing and as a result this could 
influence their decisions when answering the questionnaire. 

On the other end of the scale a client who is approaching 
retirement could complete a questionnaire and come out at 
moderately adventurous. In this case, the question I would ask is 
do they actually need to take this much risk? Have they achieved 
their objectives, is their retirement pot of sufficient size to facilitate 
their retirement? Even if it isn’t, if they are going to use the pot 
for income generation they should question whether they can 
actually afford to take this much risk.

Where do Objectives come in?

Establishing a client’s objectives is a key part of the discussions 
surrounding attitude to risk and capacity for loss. 

If for example a client’s objective was to generate an income 
in retirement of £25,000 per annum and they have achieved a 
retirement pot of sufficient size to generate this income, I would 
be contacting the client to discuss their attitude to risk once 
again. If they have achieved their objective then they might not 
need to continue taking as much risk as they have in the past. 
Alternatively they might want to reassess their objectives and 
create an alternative suite of “desirable” objectives, rather than the 
fundamentals previously quantified. Of course, it would depend 
on how close to retirement they are. 

How can we help?

The advances with back office systems and cashflow forecasting 
now means that we can use these systems to further demonstrate 
how the results of a risk profile questionnaire can impact the 
expected returns from investments.

In many cases we will use cashflow planning to show clients the 
impact of a severe market crash on their portfolio. Indeed when 
we do any forecasting of any kind we are always on the more 
cautious side of things when selecting the expected growth rates. 

Back office systems can be used to record discussions about 
attitude to risk, capacity for loss and a client’s objectives, reminders 
can then be put in place to regularly updates these. 

So do please bear with us when we ask you to complete these 
questionnaires. It is the first step in a robust process to ensure 
that the investments we recommend are suitable for you. As I 
mentioned we will never use the outcome of the questionnaire 
without further discussions, and there are no wrong answers.
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The erosion in the values of tax thresholds is known as ‘fiscal drag’, 
and is a highly-effective form of stealth tax used by Chancellors 
from successive governments.

Fiscal drag is the result of not adjusting tax thresholds (or 
allowances) in line with inflation. Because incomes and values 
usually rise with inflation, the consequence of freezing a threshold 
or allowance is a real (inflation adjusted) tax increase. From the 
politician’s viewpoint, however, the numbers do not change so 
they can claim that taxes are not being increased. 

Three key thresholds relating to income tax have been subject to 
fiscal drag:

High income child benefit tax charge

This tax charge, introduced in January 2013, effectively claws 
back child benefit at the rate of 1% for each £100 of income 
over £50,000 (based on the higher of the two parental incomes). 
The £50,000 threshold has not changed since its introduction.

Personal allowance tapering

The personal allowance is reduced by £1 for each £2 you 
earn over £100,000. The net result is that for each £2 of excess 
income, you pay tax on £3 until your personal allowance is nil. 
In 2018/19 that generally means an effective marginal rate of 
60% (61.5% in Scotland) on income between £100,000 and 
£123,700. The £100,000 threshold was announced by Alastair 
Darling in 2009 and neither of his successors have revised it.

Additional/Top rate tax starting point

The additional tax rate started in 2010/11 with a threshold of 
£150,000. Whilst it has since been reduced from 50% to 45% (or 
the 46% top rate in Scotland), the threshold has not increased. 
It would now be about 20% higher had it been CPI-linked, as 
would the personal allowance tapering threshold.

One way to limit the effect of these income-based thresholds 
is to reduce the income being measured, through tax-efficient 
uses of income, savings and investment. For specialist tax 
advice please refer to your accountant or tax specialist. Some 
options include:

Tax-efficient financial planning

You may be able to reduce your income by transferring 
investments to your spouse or civil partner. Even if you both 
pay the same marginal rate of tax, a switch could reduce your 
joint tax bill.

Change the type of income

If you are a business owner, drawing more income as dividends 
rather than salary can help reduce taxation. However, the 
dividend allowance was reduced to £2,000 in April 2018.

Make pension contributions

Personal pension contributions reduce your income for tax 
purposes. Because of the way the tax relief operates, you could 
find a 60% marginal tax rate means 60% tax relief on pension 
contributions.

Tax-efficient investments

There is no income tax payable on investment income held 
ISAs, and they don’t have to be declared on your tax return.

One way to limit the effect of these income-based 
thresholds is to reduce the income being measured, 
through tax-efficient uses of income, savings 
and investment

Stuck in frozen tax thresholds? 
The value of key tax thresholds is being eroded, as elements of the 
income tax system lag behind inflation.

LIFT-Financial is authorised and regulated by the Financial Conduct Authority. If you 
have any questions regarding the content of these articles, please contact your adviser.


