
W E A L T H
C R E A T I O N



02 GUIDE TO WEALTH CREATION

G U I D E  T O  

WEALTH 
CREATION
Plan for the life you want

WELCOME
Welcome to our Guide to Wealth Creation. 
Anything is possible when you manage your 
money the right way. ! ere are always going to be 
bumps in the road on every journey, but the key 
is to be able to put a plan in place that is " exible 
enough to adjust to the unexpected.

Creating and maintaining the right 
investment strategy plays a vital role in securing 
your #nancial future, whether you are looking 
to invest for income, growth or a combination of 
the two. Life doesn’t stand still, so your #nancial 
plan shouldn’t either.

We o$en think of investment goals in terms 
of a single investment strategy, but in truth they 
really require several strategies, each tailored 
and based on your speci#c goals. However, 
not all #nancial goals can be met with a single 
investment strategy. 

While we generally tend to think of investment 
goals as being long term in nature, it’s more likely 
the majority of them are actually short term. 
A$er all, achieving long-term #nancial goals are 

best served by completing a series of smaller, 
short-term goals along the way.

How you invest your money in order to reach 
those short-term goals will be very di%erent 
from the way you would do it for medium- and 
long-term goals. We can help you put in place 
the right strategies, whatever stage of life you’re 
at, and guide you through the opportunities and 
challenges you may face. 

Figuring out where to start can feel 
overwhelming, but it doesn’t have to be. ! is is 
why we provide an extensive range of services, 
plus the ability to tailor solutions based on your 
speci#c needs. �„

THE VALUE OF AN INVESTMENT WITH 
ST. JAMES’S PLACE WILL BE DIRECTLY 
LINKED TO THE PERFORMANCE OF THE 
FUNDS YOU SELECT AND THE VALUE 
CAN THEREFORE GO DOWN AS WELL AS 
UP. YOU MAY GET BACK LESS THAN YOU 
INVESTED.

WHICH WEALTH 
CREATION STRATEGY IS 
RIGHT FOR YOU?
We take a unique approach to 
wealth creation that centres 
on objective and pertinent 
advice, driven by intelligent 
and trusted relationships. To 
identify which approach is right 
for your individual and family 
circumstances, or to #nd out 
more, please contact us – we look 
forward to hearing from you.
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Your wealth should work in all the ways you want 
it to. Whatever your goals are in life, careful 
planning and successful investing of your wealth 

can help you get there. Whatever stage of life you’re at, 
we’ll help navigate you through the opportunities and 
challenges you may face.

From the old adage of saving for a rainy day to planning 
a comfortable retirement, everybody has investment 
goals in their life. ! e starting point is to de#ne exactly 
what you want to get out of your investments, set realistic 
targets and keep them on track. Goals-based investing 
places your goals right at the centre of the advice process.

Investment goals
Setting your speci#c investment goals will also keep 
you focused when you need it and enable you to build 
a portfolio of savings and investments to get you where 
you want to be. Investment strategies should include a 
combination of various investment and fund types in 
order to obtain a balanced approach to risk and return. 

Maintaining a balanced approach is usually key to 
the chances of achieving your investment goals, while 
bearing in mind that at some point you will want access 
to your money. ! is makes it important to allow for 
" exibility in your planning.

Financial objectives 
! ere are a variety of reasons why you might choose 
to invest. Some investment goals may be open-ended, 
while others may come with a speci#c deadline. As well 
as working out what your goals are, you also need to 
think about when you hope to achieve them. 

! ese will typically range from building up a deposit 
for a property, or planning for your children’s future 
education expenses, to retirement planning. Managing 
these competing interests requires you to look at each of 
your #nancial objectives both individually and as a whole. 

Life stages
With increased life expectancy, the goal posts for 
what is considered short, medium and long term 
is shi$ing, more so for younger individuals. ! is is 
because someone in their mid-20s today might spend 
40 to 45 years working and then have 20 to 30 years in 
retirement. So those in their 20s and 30s may want to 
consider medium-term objectives to be between ten and 
30 years, and long term as anything over 30 years.

Recognising when it is appropriate to invest and when it 
is better to save money in cash to meet your di%erent goals 
is very important. In general, anything you’ll need money 
for in #ve years or less is seen as short term, while goals set 

LOOKING  
TO THE FUTURE
Keeping focused on opportunities and challenges

THE VALUE OF AN 
INVESTMENT WITH 
ST. JAMES’S PLACE 
WILL BE DIRECTLY 
LINKED TO THE 
PERFORMANCE 
OF THE FUNDS 
YOU SELECT AND 
THE VALUE CAN 
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#ve to ten years from now are considered mid term. 
Long-term goals are usually those for which you’ll 
need money in ten or more years.

Short-term goals
Short-term goals that you are aiming to achieve over 
the next one to #ve years, such as buying a new car 
or the next holiday, are better suited to cash savings. 
! is is because investing in the stock market over 
short time frames exposes you to potential volatility, 
and if the market falls you will have little time to 
recoup any reductions in your money.

If you’re only saving or investing for a relatively 
short period of time, you need more certainty about 
how your savings and investments will perform, and 
for your money to be easily accessible.

Mid-term goals
Medium term refers to investments with a 
#ve and ten-year time horizon. So your goal 
is further away than a short-term investment, 
but it’s not in the distant future. Medium-term 
investment goals might include paying for a 
wedding, starting a business, paying for your 
children’s education, or something similar. With 
medium-term investments, you can a%ord to 
ride out some market volatility, which you can’t 
in a short-term investment. 

You may also start introducing shares and 
bonds to your portfolio, as you’ll have more time 
to grow your investments and longer to recover 

from any downturns along the way.

Long-term goals
Long-term investments sit on the distant 
horizon, typically ten years away or more. It’s out 
of sight, but not entirely out of mind. A longer 
time horizon gives your money time to work, 
and time to enjoy the bene#ts of compounding. 
! is is when you reinvest any returns, along 
with your initial investment, to generate further 
returns in future.

It also means you’re able to diversify your 
portfolio, including a mix of assets that o%er a 
healthy blend of risk and return, and with sensible 
protection and varied exposure. Relatively 
speaking, time is on your side, so you should be 
able to ride out the volatility of the market.

Risk and return
When people talk about risk, they’re usually 
referring to market risk. Investing in the stock 
market can be volatile because of uncontrollable 
events like an economic downturn, political 
upheaval or a natural disaster that can cause large 
price swings.

Market risk varies depending on what you 
invest in. Emerging markets, for example, are 
considered riskier than developed markets. 
There are other risks to consider, such as 
currency risk (fluctuating exchange rates) and 
longevity risk (the risk that you’ll outlive your 

savings). No investment comes without risk, 
and there’s always the chance you could get 
back less than you invest.

As a rule of thumb, the more risk you take, 
the higher the potential return should be. While 
equities are seen as the highest-risk traditional 
investment, they have over the very long term 
delivered the strongest returns.

It’s important to think carefully about how 
much risk you’re comfortable taking on. If, for 
example, you’re close to retirement, you’ll want 
to avoid any big losses just before you take your 
money out. 

Asset allocation is the term used to describe 
how you split your money between different 
investment types such as cash, shares, 
bonds, and property. There’s a huge choice 
of investments to choose from, so you need 
to understand the risks associated with each. 
We’ll help you understand your approach to 
investment risk and determine the appropriate 
asset allocation for your investment goals. �„

THE VALUE OF AN INVESTMENT WITH 
ST. JAMES’S PLACE WILL BE DIRECTLY 
LINKED TO THE PERFORMANCE OF THE 
FUNDS YOU SELECT AND THE VALUE 
CAN THEREFORE GO DOWN AS WELL AS 
UP. YOU MAY GET BACK LESS THAN YOU 
INVESTED.
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The impact of in" ation on savings and 
investments, especially of those retirees living 
on a&#xed income, is an important issue. But 

it’s also not good news for other savers and investors, 
as it can erode the purchasing power of money. 

In" ation is o' cially de#ned as the sustained rise 
in the general level of prices of goods and services 
in the economy. On a basic level, the buying power 
of an individual pound decreases when the price of 
everything has increased. Low interest rates also don’t 
help, as this makes it even harder to #nd returns that 
can keep pace with in" ation and rising living costs.

Di! erent factors
If in" ation becomes too high, the Bank of England 
may increase the bank rate to encourage us all to spend 
less and to save more. ! ey can use the bank rate (the 
interest rate it sets) to control in" ation. ! e higher the 
rate, the more incentive individuals and businesses 
have to save rather than borrow money, meaning 
they’ll receive higher returns from their savings but 
have to pay more for any loans.

! ere are a number of di%erent factors which may 
create in" ationary pressures in an economy. ! ese 
include rising commodity prices that can have a major 

COST OF INFLATION
 Eroding the purchasing power of your money
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impact, particularly higher oil prices, which translates 
into steeper petrol costs for consumers.

Volatile periods
Investments are usually a better option than cash 
savings if you want to protect or grow the real value 
of your money, although it is still worthwhile holding 
some of your assets in cash as opposed to investments, 
as this will help to protect your money during more 
volatile periods.

Historically, investments such as shares and bonds 
have outperformed cash – particularly over long 
periods, although remember that past performance 
isn’t a guide to future performance. So if you’re saving 
for your retirement, investing can put you in a stronger 
#nancial position and put you on track towards your 
dream retirement.

In" ation protection
Di%erent asset classes provide varying degrees of 
protection against in" ation. Equities are o$en cited as 
being one of the best long-term defences. Intuitively, 
this makes sense. On a basic level, by investing in 
shares of companies, as the price of goods rises so too 
do the pro#ts the companies earn on those goods, and 
in turn the returns to shareholders.

So although they have the potential to be more 
volatile, stock market investments have historically 

performed well, bene#ting from the earnings of 
companies usually rising along with in" ation and 
reinvesting dividends. It is these dividends that help in 
the battle to beat in" ation, particularly when returns 
compound.

Stock market
Changes to pension legislation in more recent years 
have given us all more freedom about how we use our 
pension pot and when we take that money. ! is means 
you can leave your money invested until you’re ready 
to take it, and then release it gradually, rather than 
being at the mercy of stock market performance on 
the day of your retirement. 

! is also means that you’re giving your money more 
opportunity to grow in value and to beat in" ation. �„

IF INFLATION BECOMES TOO 
HIGH, THE BANK OF ENGLAND 
MAY INCREASE THE BANK 
RATE TO ENCOURAGE US ALL 
TO SPEND LESS AND TO SAVE 
MORE. THEY CAN USE THE BANK 
RATE (THE INTEREST RATE IT 
SETS) TO CONTROL INFLATION.

EQUITIES DO NOT 
HAVE THE SECURITY 
OF CAPITAL WHICH IS 
CHARACTERISTIC OF A 
DEPOSIT WITH A BANK OR 
BUILDING SOCIETY.
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Asset allocation depends on your goals, your 
attitude to risk, your capacity for loss and 
market conditions. Understanding investment 

risk and determining what level of risk you feel 
comfortable with before you invest is an important 
part of the investment-decision process. Potential 
returns available from di%erent kinds of investment, 
and the risks involved, change over time as a result of 
economic, political and regulatory developments, as 
well as a host of other factors. 

When assessing your overall asset allocation, it 
needs to re" ect your future capital or income needs, 
the timescales before those capital sums are required 
or the level of income sought, and the amount of risk 
you can tolerate. Ultimately, investing is a trade-o% 
between risk and return. 

NOT ONLY DOES ASSET ALLOCATION 
NATURALLY SPREAD RISK, BUT IT 
CAN ALSO HELP YOU TO BOOST YOUR 
RETURNS WHILE MAINTAINING, OR 
EVEN LOWERING, THE LEVEL OF RISK 
OF YOUR PORTFOLIO.  

MAXIMISING  
RETURNS
Importance of mitigating key investment risks
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Smoother investment journey
Not only does asset allocation naturally spread risk, but it can also help 
you to boost your returns while maintaining, or even lowering, the 
level of risk of your portfolio.&Your investments re" ect who you are. To 
maximise returns, every investor will have their own individual attitude 
towards risk.

Determining what portion of your portfolio should be invested into 
each asset class is called ‘asset allocation’ and is the process of dividing 
your investment/s between di%erent assets. Portfolios can incorporate a 
wide range of di%erent assets, all of which have their own characteristics, 
like cash, bonds, equities (shares in companies) and property. 

Spreading risk through diversi#cation
! e idea behind allocating your money between di%erent assets 
is to spread risk through diversi#cation and to understand these 
characteristics and their implications on how a portfolio will perform in 
di%erent conditions – the idea of not putting all your eggs in one basket.

Investments can go down as well as up, and these ups and downs 
can depend on the assets you’re invested in and how the markets are 
performing. It’s a natural part of investing. If we could look into the 
future, there would be no need to diversify our investments. We could 
merely choose a date when we needed our money back, then select the 
investment that would provide the highest return to that date. 

Di! erent kinds of investment
Moreover, the potential returns available from di%erent kinds of 
investment, and the risks involved, change over time as a result of 
economic, political and regulatory developments, as well as a host 
of other factors. Diversi#cation helps to address this uncertainty by 
combining a number of di%erent investments. 

When putting together a portfolio, there are a number of asset 
classes, or types of investments, that can be combined in di%erent 
ways. ! e starting point is cash – and the aim of employing the other 
asset classes is to achieve a better return than could be achieved by 
leaving all of the investment on deposit. 

$ ink about risk and return

Cash 
�„�� ��! e most common types of cash investments are bank and building 

society savings accounts and money market funds (investment vehicles 
which invest in securities such as short-term bonds to enable institutions 
and larger personal investors to invest cash for the short term). 

�„�� ��Money held in the bank is arguably more secure than any of the 
other asset classes, but it is also likely to provide the poorest return 
over the long term. Indeed, with in" ation currently above the level 
of interest provided by many accounts, the real value of cash held 
on deposit is falling. 

Your money could be eroded by the e%ects of in" ation and tax. For 
example, if your account pays 5% but in" ation is running at 2%, you are 
only making 3% in real terms. If your savings are taxed, that return will 
be reduced even further.

Bonds
Bonds are e%ectively IOUs issued by governments or companies. In 
return for your initial investment, the issuer pays a pre-agreed regular 
return (the ‘coupon’) for a #xed term, at the end of which it agrees to 
return your initial investment. Depending on the #nancial strength of 
the issuer, bonds can be very low or relatively high risk, and the level of 
interest paid varies accordingly, with higher-risk issuers needing to o%er 
more attractive coupons to attract investment.

As long as the issuer is still solvent at the time the bond matures, 
investors get back the initial value of the bond. However, during the 
life of the bond, its price will " uctuate to take account of a number of 
factors, including:

�„�� ��Interest rates Ð as cash is an alternative lower-risk investment, 
the value of government bonds is particularly a%ected by changes 
in interest rates. Rising base rates will tend to lead to lower 
government bond prices, and vice versa

�„�� ��In" ation expectations Ð the coupons paid by the majority of bonds 
do not change over time. ! erefore, high in" ation reduces the real 
value of future coupon payments, making bonds less attractive and 
driving their prices lower

�„�� ��Credit quality Ð the ability of the issuer to pay regular coupons 
and redeem the bonds at maturity is a key consideration for bond 
investors. Higher-risk bonds such as corporate bonds are susceptible 
to changes in the perceived credit worthiness of the issuer
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Equities
Equities, or shares in companies, are regarded as riskier investments 
than bonds, but they also tend to produce higher returns over the 
long term. ! ey are riskier because, in the event of a company getting 
into #nancial di' culty, bond holders rank ahead of equity holders 
when the remaining cash is distributed. 

However, their superior long-term returns come from the fact that, 
unlike a bond which matures at the same price at which it was issued, 
share prices can rise dramatically as a company grows.

Returns from equities are made up of changes in the share price 
and, in some cases, dividends paid by the company to its investors. 
Share prices " uctuate constantly as a result of factors such as:

�„�� ��Company pro#ts Ð by buying shares, you are e%ectively investing 
in the future pro#tability of a company, so the operating outlook 
for the business is of paramount importance. Higher pro#ts are 
likely to lead to a higher share price and/or increased dividends, 
whereas sustained losses could place the dividend or even the long-
term viability of the business in jeopardy

�„�� ��Economic background Ð companies perform best in an 
environment of healthy economic growth, modest in" ation 
and low interest rates. A poor outlook for growth could suggest 
waning demand for the company’s products or services. High 
in" ation could impact companies in the form of increased input 
prices, although in some cases companies may be able to pass 
this on to consumers. Rising interest rates could put strain on 
companies that have borrowed heavily to grow the business

�„�� ��Investor sentiment Ð as higher-risk assets, equities are 
susceptible to changes in investor sentiment. Deterioration 
in risk appetite normally sees share prices fall, while a turn to 
positive sentiment can see equity markets rise sharply

Property
In investment terms, property normally means commercial property 
– o' ces, warehouses, retail units and the like. Unlike the assets we 

have mentioned so far, properties are unique – only one fund can 
own a particular o' ce building or shop. 

! e performance of these assets can sometimes be dominated by 
changes in capital values. ! ese unusually dramatic moves in capital 
value illustrate another of property’s key characteristics, namely its 
relative illiquidity compared to equities or bonds. Buying equities 
or bonds is normally a relatively quick and inexpensive process, but 
property investing involves considerable valuation and legal involvement.

! e more normal state of a%airs is for rental income to be 
the main driver of commercial property returns. Owners of 
property can enhance the income potential and capital value 
of their assets by undertaking refurbishment work or other 
improvements. Indeed, without such work, property can quickly 
become uncompetitive and run down. When managed properly, 
the relatively stable nature of property’s income return is key to its 
appeal for investors.

Diversi#cation
If we could see into the future, there would be no need to diversify 
our investments. We could merely choose a date when we needed 
our money back, then select the investment that would provide the 
highest return to that date. It might be a company share, or a bond, 
or gold, or any other kind of asset. ! e problem is that we do not 
have the gi$ of foresight. 

Diversi#cation helps to address this uncertainty by combining 
a number of di%erent investments. It can’t guarantee that your 
investments won’t su%er if the market drops, but it can improve the 
chances that you won’t lose money, or that if you do, it won’t be as 
much as if you weren’t diversi#ed.

In order to maximise the performance potential of a diversi#ed 
portfolio, managers actively change the mix of assets they hold 
to re" ect the prevailing market conditions. ! ese changes can 
be made at a number of levels, including the overall asset mix, 
the target markets within each asset class, and the risk pro#le of 
underlying funds within markets.
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As a rule, an environment of positive or recovering 
economic growth and healthy risk appetite would be 
likely to prompt an increased weighting in equities 
and a lower exposure to bonds. Within these baskets 
of assets, the manager might also move into more 
aggressive portfolios when markets are doing well and 
more cautious ones when conditions are more di' cult. 
Geographical factors such as local economic growth, 
interest rates and the political background will also 
a%ect the weighting between markets within equities 
and bonds.

In the underlying portfolios, managers will normally 
adopt a more defensive positioning when risk appetite 
is low. For example, in equities they might have higher 
weightings in large companies operating in parts of 
the market that are less reliant on robust economic 
growth. Conversely, when risk appetite is abundant, 
underlying portfolios will tend to raise their exposure 
to more economically sensitive parts of the market and 
to smaller companies. �„

Knowledge is power
Investors face a number of risks over their lifetime, but longevity, 
sequencing and in" ation risks are three key risks that are particularly 
pertinent to retirees. When looking at investments, it is important to 
bear these risks in mind.

Longevity risk: the risk of outliving your investments. 
Sequencing risk: the risk of a downturn in markets (such as the 
Global Financial Crisis) just before or a$er retiring, which is 
generally the point of maximum wealth. 
In" ation risk: purchasing power of retirement income could reduce 
if there is not su' cient capital growth. ! is risk is gradual, though – 
it is not a one-o% like sequencing risk.
Market risk: the risk of general movement in #nancial markets over 
time. ! is risk can be reduced through portfolio diversi#cation.
Behavioural bias risk: the risk that investors allow their emotions 
to drive investment decisions. For example, selling out of growth 
assets a$er a fall is o$en the worst thing to do. A long-term view of 
investing should be taken. �„
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INCOME-BOOSTING  
INVESTMENTS
Structuring your investment portfolio throughout life

If low interest rates continue to remain, it really 
matters where you invest your money. Investing 
for income means choosing assets that are able 

to&provide you with a regular income. ! is is in 
contrast to&investing for growth, which focuses on how 
much your assets could gain in value.

People are living longer. Simple demographics 
mean that supplementary income is no longer a 
luxury, it’s a necessity. With historic ultra-low interest 
rates on savings, many investors over the past decade 
have turned to income-paying funds as an alternative 
to cash-based savings. 

Varying income
Changing life plans and priorities mean we now 
encounter varying income needs and goals throughout 

our life – and when investing, certain innate 
behavioural traits will in" uence our decision-making.

Increasingly, some income seekers are looking 
beyond cash and government bonds to capitalise on 
the more attractive income opportunities that exist 
across global markets. Investing in higher yielding 
assets – such as dividend-paying stocks, corporate 
bonds and emerging market debt – can provide an 
attractive income, even with interest rates so low.

Investment strategy 
Our reasons for seeking income tend to shi$ through 
life. Shorter-term goals like supporting a business start-
up or funding children’s education may be a priority 
in earlier years, before making way for a longer-term 
focus on boosting retirement income and providing an 
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PEOPLE ARE LIVING LONGER. 
SIMPLE DEMOGRAPHICS MEAN 
THAT SUPPLEMENTARY INCOME 
IS NO LONGER A LUXURY, ITÕS 
A NECESSITY.

adequate cushion for later life. ! e key is working out how much income 
you need at each stage, and then #nding an appropriate investment 
strategy to help you meet your goals. 

It’s essential to work out what you need to achieve and set clear 
objectives. ! e most obvious option to generate a monthly income is 
to buy funds that do just that. Some funds explicitly set out to provide 
investors with a monthly income, while others – such as many property 
funds – pay out dividends monthly, too.

Balanced portfolio
With time on your side, there are steps you can take to reduce risk, 
particularly in the #nal years before you need the money as your focus shi$s 
from capital growth to capital protection. In order to achieve your #nancial 
goals, you can build a balanced portfolio incorporating a variety of di%erent 
investment types (including cash and funds that invest in everything 
from corporate bonds to FTSE 100 companies, smaller companies, and 
companies based in numerous countries across the world) or you can 
simply pick one fund that is itself a balanced portfolio and o%ers you access 
to a broad spread of investments through one single plan.

However, if you are seeking income from your investment straight 
away, you may need to ensure your investments immediately generate 
the sum you need, so it’s worth factoring this into any decision-making. 
It may well be that your decision does not involve whether or not you 
should invest in the stock market, but which particular stock market 
investment will help you generate the income you need.

Money talks
! ere are various ways in which capital can be used to generate income. 
Each has its pros and cons, and for most people the ideal solution, where 
possible, is to spread money among several di%erent types of investments, 
providing a balance and diversifying risk.

Here, we look at some potentially income-boosting investments. 
Always remember to ensure you have a suitably diversi#ed portfolio. 
You should never just rely on one asset class or investment, as if this 
investment suddenly falls in value, you stand to lose more than if you had 
put your money into a range of di%erent investments.

Banks and building societies
Savings accounts have traditionally been a clear favourite for many people 
who rely on the interest payments as a supplementary income. Deposits 
are seen as a secure option because the monetary value of savings does 
not go down, and there is protection under the Financial Services 
Compensation Scheme for deposits up to £85,000 in any one institution 
should they not be able to meet their commitments.

However, interest rates " uctuate, so the income from savings accounts 
cannot be relied upon to remain stable. Not only do the returns depend 
upon the general level of interest rates (which has only fallen over the 
last decade), but banks and building societies are also able to apply their 
own discretion to the interest they pay on their accounts. Rates are o$en 
in" ated by introductory bonuses which then fall away, typically a$er a 
year. In" ation can also erode the value of cash on deposit.

Fixed income securities/bonds
A bond is a loan that the bond purchaser, or bondholder, makes to the 
bond issuer. Governments and corporations issue bonds when they need 

to raise money. An investor who buys a bond is lending money to the 
government or corporation.

Like a loan, a bond pays interest periodically and repays the principal at 
a stated time, known as the ‘maturity date’. Certain government securities 
are regarded as the most secure, though corporate bonds can pay higher 
rates of interest depending on the deemed creditworthiness of the issuing 
companies. Over the long term, shares have tended to provide a greater 
total return, but bonds are generally regarded as less risky. In the event of 
bankruptcy, a bondholder will get paid before a shareholder.

Equities
By investing in equities, savers can back companies which have potential 
to pay out signi#cant dividends – a share in the pro#ts – to shareholders. 
! ere are many such companies which have historically provided not 
only reasonable dividends, but a track record of growing pro#ts and 
consequently improving those dividend payments over time.

It is also possible to grow your original capital if the share price 
increases in value over the time you are invested, although it may go 
down as well as up along the way. Investments in equities can be volatile. 
! eir values may " uctuate quite dramatically in response to the results of 
individual companies, as well as general market conditions.

Property
In recent years, there has been a growing demand for rented property, as 
the cost of housing has risen. Many investors have pro#ted from the buy-
to-let market, buying residential property that they then let out in order to 
generate a rental income. However, property is not as liquid an investment 
as some others. ! ere is also the risk of periods without income between 
lets and the ongoing costs of maintaining the properties.

More signi#cantly, the taxation burden on UK buy-to-let investors 
and the properties themselves increased in 2016 following a government 
clamp down. ! ere was a sharp increase in stamp duty payable by 
homeowners purchasing a second home, as well as an increase in the level 
of taxation faced by landlords buying to let. �„
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TAX-EFFICIENT RETURNS
Transforming your investment outcomes

Investing through a tax-efficient wrapper, 
such as an Individual Savings Account (ISA), 
can give a significant boost to an overall 

investment portfolio, but they should be blended 
with an appropriate investment strategy to give the 
best outcome. 

Build up your savings in an ISA and it remains 
tax-e' cient for life, no matter how large the lump 
sum becomes. Each tax year, we are each given an 
annual ISA allowance.  ! e current ISA limit for 
2019/20 is £20,000. 

It is a ‘use it or lose it’ allowance, meaning that 
if you don’t use all or part of it in one tax year, you 
cannot take that allowance over to the next year. 
Utilising your ISA allowance to invest tax-e' ciently 
could lead to signi#cant savings in Capital Gains Tax 
and even improve your potential returns.

Get the most from your ISA allowance
We’ve answered some questions we get asked about how 
to best use the ISA allowance to help make the most of 
their tax-e' cient opportunities.

Frequently Asked Questions

Q: What is an ISA?
A: An ISA is a ‘tax-e' cient wrapper’ designed to go 
around an investment. ! ese include a Cash ISA and 
Stocks & Shares ISA. A Cash ISA is like a normal 
deposit account, except that you pay no tax on the 
interest you earn. Stock & Shares ISAs allow you to 
invest in equities, bonds or commercial property 
without paying personal tax on your proceeds.

Q: Can I have more than one ISA?
A: You have a total tax-e' cient allowance of £20,000 

for this tax year. ! is means that the sum of money 
you invest across all your ISAs this tax year (cash or 
stocks and shares) cannot exceed £20,000. However, 
it’s important to bear in mind that you have the 
" exibility to split your tax-free allowance across as 
many ISAs and ISA types as you wish. For example, 
you may invest £10,000 in a Stocks & Shares ISA and 
the remaining £10,000 in a Cash ISA. ! is is a useful 
option for those you want to use your investment for 
di%erent purposes and over varying periods of time.

Q: When will I be able to access the 
money I save in an ISA?
A: Some ISAs do tie your money up for a signi#cant 
period of time. However, others are pretty " exible. If 
you’re a$er " exibility, variable rate Cash ISAs don’t 
tend to have a minimum commitment. ! is means 
you can keep your money in one for as long – or as 
little – as you like. ! ese also allow you to take out 
some of the money from your ISA and put it back in 
without a%ecting its tax-e' cient status.

ÒPut your 2019/20 ISA allowance of 
£20,000 into an ISA by 5 April and donÕt 
pay tax on the money your ISA makesÓ 

On the other hand, #xed-rate Cash ISAs will typically 
require you to tie your money up for a set amount of 
time. If you decide to cut the term short, you usually 
have to pay a penalty. But ISAs that tie your money 
up for longer do tend to have higher interest rates.

Stocks & Shares ISAs don’t usually have a 
minimum commitment, which means you can take 
your money out at any point. ! at said, your money 
has to be converted back into cash before it can be 
withdrawn.
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Q: What is a Help to Buy ISA?
A Help to Buy ISA is an ISA designed to help #rst-time buyers save up a 
deposit for their home. ! e Government will add 25% to the savings, up 
to a maximum of £3,000 on savings of £12,000 (subject to a minimum of 
£1,600 in savings). If you pay into a Help to Buy ISA in the current tax year, 
you cannot also pay into another Cash ISA.

Q: Could I take advantage of a Lifetime ISA?
A: You must be 18 or over but under 40 to open a Lifetime ISA. You can 
use a Lifetime ISA to buy your #rst home or save for later life. You can put 
in up to £4,000 each year, until you’re 50. ! e Government will add a 25% 
bonus to your savings, up to a maximum of £1,000 per year.

Q: Is tax payable on ISA dividend income?
A: No tax is payable on dividend income. You don’t pay tax on any 
dividends paid inside your ISA. Outside of an ISA, you currently receive a 
£2,000 dividend income allowance.

Q: Is Capital Gains Tax (CGT) payable on my ISA 
investment gains?
A: You don’t have to pay any CGT on pro#ts. You make a pro#t when you 
sell an investment for more than you purchased it for. If you invest outside 
an ISA, excluding residential property, any pro#ts made above the annual 
CGT allowance for individuals of £12,000 in the 2019/20 tax year would be 
subject to CGT. For basic rate taxpayers, CGT is 10% or more. For higher 
and additional rate taxpayers, CGT is 20%.

Q: I already have ISAs with several di! erent providers.  
Can I consolidate them?
A: Yes, you can – and you won’t lose the tax-e' cient ‘wrapper’ status. 
Many previously attractive savings accounts cease to have a good rate 
of interest, and naturally some Stocks & Shares ISAs don’t perform as 
well as investors would have hoped.  Consolidating your ISAs may also 
substantially reduce your paperwork. We’ll be happy to talk you through 
the advantages and disadvantages of doing it.

Q: Can I transfer my existing ISA?
A: Yes, you can transfer an existing ISA from one provider to another at 
any time. If you want to transfer money you’ve invested in an ISA during 
the current tax year, you must transfer all of it. For money you invested in 
previous years, you can choose to transfer all or part of your savings.

Q: Do I still need a personal pension plan if  
I have an ISA?
A: ISAs and personal pension plans are entirely separate, and both can – 
and most likely will – form part of your #nancial planning requirements. 
! ey both have tax-e' cient bene#ts. An investment-based ISA such as 
a Stocks & Shares ISA could potentially grow your savings as much as a 
pension plan in the long term. However, personal pensions have bene#ts 
which ISAs don’t have. 

For example, the yearly tax-free pension allowance is higher than the 
yearly ISA allowance. Also, besides tax-e' cient interest, you also receive 
tax back on all your contributions. ! is is paid at the highest rate of tax you 
pay, up to a maximum of 45% when applied for through the individual’s 
tax return. If you’re in a workplace pension scheme, your employer will 
also contribute to your pension plan. From 6 April 2019, the minimum 
employer contribution is at least 3%.

But the earliest you can take out your pension is age 55. ! is means 
there’s no temptation to dip in early. An ISA can be a good way to 
supplement your personal pension planning. ! e yearly tax-free pension 
allowance is in addition to your annual ISA allowance. By using both 
allowances as much as possible, you’ll maximise your tax savings.

Q: What happens to my ISA if die prematurely?
A: ! e rules on ISA death bene#ts allow for an extra ISA allowance to the 
deceased’s spouse or registered civil partner.  

THE VALUE OF AN ISA WITH ST. JAMES’S PLACE WILL BE 
DIRECTLY LINKED TO THE PERFORMANCE OF THE FUNDS 
SELECTED AND MAY FALL AS WELL AS RISE. YOU MAY GET 
BACK LESS THAN YOU INVESTED.

AN INVESTMENT IN A STOCKS AND SHARES ISA WILL NOT 
PROVIDE THE SAME SECURITY OF CAPITAL ASSOCIATED WITH 
A CASH ISA. 

THE LEVELS AND BASES OF TAXATION, AND RELIEFS FROM 
TAXATION, CAN CHANGE AT ANY TIME. THE VALUE OF 
ANY TAX RELIEF GENERALLY DEPENDS ON INDIVIDUAL 
CIRCUMSTANCES.

PLEASE NOTE HELP TO BUY AND LIFETIME ISAS ARE NOT 
AVAILABLE THROUGH ST. JAMES’S PLACE.

BUILD UP YOUR SAVINGS IN AN ISA 
AND IT REMAINS TAX-EFFICIENT FOR 
LIFE, NO MATTER HOW LARGE THE 
LUMP SUM BECOMES. EACH TAX YEAR, 
WE ARE EACH GIVEN AN ANNUAL 
ISA ALLOWANCE.  THE CURRENT ISA 
LIMIT FOR 2018/19 IS £20,000. 
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TRUST IN YOUR  
INVESTMENTS
Taking a more diverse approach to asset allocation

Investment trusts are a well-established way of 
investing. Many investors prefer to invest in a fund 
rather than by picking individual stocks, shares or 

other assets. Funds allow you to diversify your portfolio 
easily, as well as giving you the chance to bene#t from 
the expertise of fund managers.

! ey are set up as listed companies issuing shares that 
can be traded on the London Stock Exchange. Like any 
company, they issue a #xed number of shares - hence the 
term ‘closed-ended’ - to raise capital that the manager 
allocates to investments.

Right to vote on issues
When you invest in an investment trust, you become 
a shareholder in that company. ! is gives you the 
right to vote on issues such as the appointment of 
directors or changes to the investment policy. If 
shareholders in the trust want to sell shares, their 
decisions don’t impact directly on the value of the 
manager’s pot, enabling a relatively long-term view in 
investment decisions.

Investment trusts usually have smaller operating 
costs and lower charges than other types of funds, for 
example, OEICs (Open Ended Investment Companies) 
or unit trusts. Unit trusts and OEICS have an open-
ended structure, which means the fund manager simply 
creates more units when more people want to own that 
fund, and vice versa.

Liquid asset classes
Investments trusts enable investors to invest in a 
more diverse array of assets including less liquid asset 
classes like private equity, commercial property and 
infrastructure. ! is liquidity issue is important. If an 
investor in a trust wants their money back, they simply 
sell the shares.

WHEN YOU INVEST IN AN INVESTMENT 
TRUST, YOU BECOME A SHAREHOLDER 
IN THAT COMPANY. THIS GIVES YOU THE 
RIGHT TO VOTE ON ISSUES SUCH AS 
THE APPOINTMENT OF DIRECTORS OR 
CHANGES TO THE INVESTMENT POLICY.
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Investment trusts have two valuations. One is 
the share price, which is the price you will pay to 
buy the investment or what you will receive if you 
sell it (disregarding spreads and trading costs).

Trading at a premium
! e other is the Net Asset Value (NAV), which 
is the value of the underlying investments. If the 
trust is trading at higher level than its NAV, it is 
said to be ‘trading at a premium’, and if lower it 
is ‘trading at a discount’.

Gearing, or borrowing, is something open-
ended fund managers are not allowed to do. 
Borrowing to invest more at opportune times can 
li$ returns per share by more than the cost of the 
loan per share. But if the market falls, investors in 
geared trusts may lose more per share than those 
in ungeared trusts.

Pro#ts for ÔsmoothingÕ purposes
In the current low interest rate environment, 
funds that pay a regular income are very 

attractive. Unlike open-ended funds, 
investment trusts are allowed to keep back 15% 
of their pro#ts for ‘smoothing’ purposes. ! is 
means trusts can use the income they keep 
back to help them pay dividends in years that 
have been less fruitful.

Figures from the Association of Investment 
Companies[1] show over half of trusts that pay a 
dividend now pay on a quarterly basis to meet 
client demand for regular income. ! ere are 21 
‘dividend hero’ investment companies which 
have raised their dividends every year for 20 
years or longer. �„

Source data
[1] https://www.theaic.co.uk/aic/news/press-
releases/2018-industry-celebrates-150-years-of-
investment-companies

THE LEVELS AND BASES OF TAXATION, 
AND RELIEFS FROM TAXATION, CAN 
CHANGE AT ANY TIME. THE VALUE 
OF ANY TAX RELIEF DEPENDS ON 
INDIVIDUAL CIRCUMSTANCES.
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COLLECTIVE  
INVESTMENTS
Pooling money in one or more types of asset class

Collective investment schemes – also known as ‘pooled investment 
funds’ – are a way of combining sums of money from many people 
into a large fund spread across many investments and managed by a 
professional fund manager. 

! ere are a diverse range of funds that invest in di%erent things, with 
di%erent strategies – high income, capital growth, income and growth, 
and so on.

Di! erent types of collective investment schemes

Unit Trusts and Open-Ended Investment Companies
Unit trusts and Open-Ended Investment Companies (OEICs) are 
professionally managed collective investment funds. Managers pool money 
from many investors and buy shares, bonds, property or cash assets, and 
other investments. 

Underlying assets
You buy shares (in an OEIC) or units (in a unit trust). ! e fund manager 
combines your money together with money from other investors and uses 
it to invest in the fund’s underlying assets.

Every fund invests in a di%erent mix of investments. Some only buy 
shares in British companies, while others invest in bonds or in shares of 
foreign companies, or other types of investments.

Buy or sell
You own a share of the overall unit trust or OEIC – if the value of the underlying 
assets in the fund rises, the value of your units or shares will rise. Similarly, if the 
value of the underlying assets of the fund falls, the value of your units or shares 
falls. ! e overall fund size will grow and shrink as investors buy or sell.

Some funds give you the choice between ‘income units’ or ‘income 
shares’ that make regular payouts of any dividends or interest the 
fund earns, or ‘accumulation units’ or ‘accumulation shares’ which are 
automatically reinvested in the fund.

Higher returns
! e value of your investments can go down as well as up, and you might get 
back less than you invested. Some assets are riskier than others, but higher 
risk also gives you the potential to earn higher returns. 

Before investing, make sure you understand what kind of assets the 
fund invests in and whether that’s a good #t for your investment goals, 
#nancial situation and attitude to risk.

Spreading risk 
Unit trusts and OEICs help you to spread your risk across lots of 
investments without having to spend a lot of money. 

Most unit trusts and OEICs allow you to sell your shares or units at 
any time – although some funds will only deal on a monthly, quarterly 
or twice-yearly basis. ! is might be the case if they invest in assets such 
as property, which can take a longer time to sell.

Investment length 
Bear in mind that the length of time you should invest for depends on 
your #nancial goals and what your fund invests in. If it invests in shares, 
bonds or property, you should plan to invest for #ve years or more. 
Money market funds can be suitable for shorter time frames. 

If you own shares, you might get income in the form of dividends. 
Dividends are a portion of the pro#ts made by the company that issued the 
shares you’ve invested in.

Taxed dividends
If you have an investment fund that is invested in shares, then you might 
get distributions that are taxed in the same way as dividends.

! e tax-free Dividend Allowance is currently £2,000 a year (2019/20). 

Dividends above this level are currently taxed at:

�„�� 7.5% (for basic rate taxpayers)
�„�� 32.5% (for higher rate taxpayers)
�„�� 38.1% (for additional rate taxpayers)

  
Any dividends received within a pension or Individual Savings Account 

(ISA) will remain e%ectively tax-e' cient.
Basic-rate payers who receive dividends of more than £2,000 need to 

complete a self-assessment return.

THE LEVELS AND BASES OF TAXATION, AND RELIEFS FROM 
TAXATION, CAN CHANGE AT ANY TIME. THE VALUE OF ANY 
TAX RELIEF DEPENDS ON INDIVIDUAL CIRCUMSTANCES.

OEICS ARE NOT DIRECTLY COVERED BY THE FINANCIAL 
SERVICES COMPENSATION SCHEME AND YOUR CAPITAL MAY 
BE AT RISK.
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Tracker funds and exchange-traded funds (ETFs) are investments that 
aim to mirror the performance of a market index. A market index follows 
the overall performance of a selection of investments. ! e FTSE 100 is an 
example of a market index – it includes the 100 companies with the largest 
value on the London Stock Exchange.

Index performance
! ese are #nancial instruments you buy from a fund company that aim to 
track the performance of an index. ETFs do the same but are listed on a 
stock exchange and can be bought and sold like shares. Trackers and ETFs 
are available to track many indices.

Trackers and ETFs work either by physically buying a basket of 
investments in the index they’re tracking or by using more complicated 
investments to mimic the movement in the index.

Lower charges
Investment decisions are made automatically according to the fund’s rules. 
! is passive trading makes index trackers cheaper to run than actively 
managed funds, so many have lower charges.

With index trackers, you own a share of the overall portfolio – if the 
value of the assets (shares, etc.) in the fund rises, the value of your share will 
rise. If the value of the assets falls, then so will the value of your share.

Asset class 
Index trackers are a way to spread your risk within an asset class without 
having to spend a lot of money. 

! e tracked index can go down as well as up, and you may get back less 
than you invested. Because of charges, a tracker will usually underperform 
the index somewhat, and over a long period that underperformance could 
be more noticeable.

Good #t 
Before investing, make sure you understand whether the index tracker is 
physical or synthetic and whether it is a good #t for your goals and risk 
appetite. A synthetic tracker is an investment that mimics the behaviour of 
an ETF through the use of derivatives such as a swap.

Synthetic tracker funds and ETFs rely on a counterparty underwriting 
the risk, and so carry the risk of counterparty failure (for example, Lehman 
Brothers in 2008). ! ere are various controls which aim to reduce this risk.

Market conditions 
Assessing the risks in synthetic tracker funds and ETFs may be di' cult. 
Many ETFs are not based in the UK. You can sell at any time, but the price 
you get will depend on market conditions on the day.

ETFs o%er minute-to-minute pricing because they trade like a share so 
may be more appropriate than tracker funds for investors who trade more 
frequently. However, it is generally better to hold this type of investment for 
the longer term – you can ride out ups and downs in value and pick your 
moment to sell.

Dividend Allowance 
! e current tax-free Dividend Allowance is £2,000 (2019/20).

TRACKER FUNDS  
AND EXCHANGE 
TRADED FUNDS
Market index following the overall performance of a selection of investments
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Dividends received by pension funds or received on shares within an 
Individual Savings Account (ISA) will remain tax-e' cient and won’t impact 
your dividend allowance.

$ ere are three dividend tax bands which currently apply to all dividend 
income in excess of £2,000 per year:

�„�� 7.5% (for basic rate taxpayers)
�„�� 32.5% (for higher rate taxpayers)
�„�� 38.1% (for additional rate taxpayers)

If your fund has invested in corporate bonds, gilts or cash, it should pay 
interest, and that interest will be treated di%erently to dividend income.

You are entitled to a personal savings allowance (2019/20). $ is means you 
donÕt pay tax on the #rst £1,000 you earn from interest from:

�„�� Bank accounts
�„�� Building societies

�„�� Savings accounts
�„�� Corporate bonds
�„�� Credit union accounts
�„�� ��Government bonds and gilts (or the #rst £500 if you’re a  

higher rate taxpayer).

Any pro#t you make when selling your shares or units counts towards 
your Capital Gains Tax annual exempt amount. Losses can be o%set against 
other gains in the same tax year or carried forward to future years. �„

THE LEVELS AND BASES OF TAXATION, AND RELIEFS FROM 
TAXATION, CAN CHANGE AT ANY TIME. THE VALUE OF ANY 
TAX RELIEF DEPENDS ON INDIVIDUAL CIRCUMSTANCES.



ARE YOU PLANNING  
TO ENJOY THE MOMENTS 

THAT MATTER?

Life can be unpredictable – but by making the right saving and 
investment choices now, you can make sure you will be able to 

enjoy the moments that matter. 

To discuss your situation or if you require further information, 
please contact us – we look forward to hearing from you.

Our privacy policy is available on our website which informs you how to opt out if you do not wish to receive any further marketing communications from us
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