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Contents Hector Sants, the former chief executive of the Financial Services 
Authority, who resigned from his £500,000 p.a. plus benefits job in July, 
has recently been reflecting on issues of trust. Mr Sants, who was an 
investment banker for most of his career, said he wished that “bankers 
had been more honest”. Resisting the temptation to speculate if he also 
believes that sharks should eat more vegetables, it must be conceded that 
he makes some sensible points about honesty and self-delusion. 

Talking about responses to FSA investigations into banking practices he said 
that he did not believe that most of those interviewed had deliberately lied 
to him or his colleagues. Many, however, were self-delusional about the 
risks they were running.

One of the reforms that Sants has called for is the abolition of “revenue 
related incentives” to remove the temptation for bankers to engage in 
the type of bonus-generating deals that have back-fired so disastrously in 
recent years. The sense in this can be seen from the experience of Kweku 
Adoboli, the London-based trader for Swiss bank UBS, who is accused 
of gambling away £1.4m after losing “control in the maelstrom of the 
financial crisis”. Adoboli told the court: “the real problem was a result of 
the pressure to flip my position” from a relatively conservative stance about 
which “everyone was laughing” to a much more aggressive position. “We 
were told to push boundaries…you wouldn’t know where the limit of the 
boundary was until you got a slap on the back of the wrist.”

To what extent his evidence is self-justificatory is difficult to say. However, 
surely only those with positions to defend can claim that, in most banks, 
the culture for raising revenue at all costs, regardless of risk, was not 
institutionally ingrained. 

This is evident if you try to do something as simple as make a deposit in 
your bank. What are the chances that you will be able to complete this 
transaction without being subjected to a reluctant sales pitch of some kind 
from a cashier targeted to introduce you to the bank’s specialist adviser? 
The incentivisation process for the maximisation of revenue (using both 
carrot and stick) is so beloved of senior executives because it is for them 
a lazy win-win. If all goes well their bonuses reflect the success produced 
by everyone else’s hard work – if it blows up in everyone’s faces (payment 
protection insurance being a classic case) they will be unlucky not to escape 
with a handsome pay-off and a well-remunerated position elsewhere. The 
most astute, of course, move to pastures new before it all turns sour.

Although the large institutions will even now be working on the most 
effective way of protecting profit margins from the strict adherence to 
service standards imposed by the forthcoming Retail Distribution Review 
(RDR), those of us in the advice and wealth management business who 
embrace not only the letter but the spirit of the new regulations can be 
freed from the tyranny of revenue related incentives or the making of quick 
bucks. 

Our fortunes will be inextricably linked to those of our investing clients – if 
it goes wrong for them it goes wrong for us. At least for us the days of the 
quick killing are over. It will be interesting to see if rogue traders continue 
to flourish in the banking world or if the time is at last ripe for Captain 
Mainwaring to regain his reassuring position behind the walnut desk. 

Robert Pryjmackuk
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Your retirement income options
If you are close to turning your pension fund into a retirement income, your 
options are changing. 

The world of pensions never stands still, and 2012 comes to an end with 

a clear demonstration of this fact. It will not be possible for insurance 

companies to offer different annuity rates to men and women of the 

same age from 21 December 2012. The result will be that by that date 

every annuity provider will switch to quoting ‘unisex’ rates – the same 

rates for men and women. All other things being equal, if you are a man 

you will see the annuity income you can buy with your pension fund fall, 

while if you are a woman it should rise. 

Whether you are on the winning or losing side, the annuity rates on 

offer will still be at historically low levels, reflecting the decline in long-

term interest rates and increasing longevity. That makes it all the more 

important that you do not just accept the annuity quote from your 

pension plan provider. In the run-up to your retirement date, there is a 

variety of factors to consider.

Should I draw all my benefits now?  
It could make sense to wait, while annuity rates are on the floor and 

many investment markets are still below their pre-financial crisis levels. 

There are obvious risks with such an approach – annuity rates and 

markets could both fall – but the opposite is an attractive possibility.

Am I choosing the right type of annuity?
Annuities are not all the same. For instance, you can choose a level or 

escalating income, different payment frequencies, guaranteed payment 

periods of up to ten years and various linked dependant’s annuities. 

Each option has its own cost and it might not always be what you would 

expect.

Are there better annuity rates available in the market?
Your pension plan providers may well not be competitive in the annuity 

market. Remember that annuity tables quoted in the press are only a 

crude sketch. Rates change frequently and are now based on more than 

just age – for example, your postcode and marital status will often have a 

bearing on the figure you’re quoted.

Do I qualify for an enhanced annuity rate?
If you smoke, have a chronic condition such as diabetes, or have suffered 

a serious illness, there are several annuity companies that will offer 

you special rates. Only in rare cases is there any need for a medical 

examination. 

Would any of the annuity alternatives be more appropriate? 
The past ten years have seen a steady development of annuity 

alternatives, such as income drawdown. The attraction of some 

alternatives has been increased by changes to the tax rules in 2011. 

However, none will avoid the unisex treatment from 21 December and all 

involve some degree of investment risk. Generally, these arrangements 

are likely to be unsuitable unless you have other sources of retirement 

income. 

Finding an answer to these questions is best achieved with the help of 

expert advice, which we can offer. We have access to full annuity market 

information and can provide you with a range of quotes based on various 

options. If you wish to consider annuity alternatives, we are able to offer 

guidance, drawing on external professionals where necessary. 

Past performance is not a reliable guide to future performance. The value 

of your investments and the income from them can go down as well 

as up and you may not get back the value of your investment. Tax and 

pensions laws can change.



The Bank of England base rate fell to 0.5% in March 2009 and has been 

unchanged ever since. Across the Atlantic, the US equivalent has remained 

at between 0% and 0.25% since December 2008. In the Eurozone, the 

European Central Bank’s main rate was cut to 0.75% in July this year, 

having first arrived at 1% in May 2009 and then enjoyed a brief rise to the 

giddy heights of 1.5% in summer 2011. 

Recent initiatives by the UK, US and the Eurozone central banks point to 

rates staying at these levels for the immediate future. All three central 

banks are either operating or planning to introduce new quantitative 

easing (QE), buying in government bonds and other fixed-interest 

securities to force down rates. 

The US Federal Reserve has said ‘exceptionally low levels...are likely to 

be warranted at least through mid-2015’. UK money markets expect a 

similar situation to prevail here, although the Bank of England has avoided 

making as bold a statement as its US counterpart.

Another three years of minimal rates is bad news if you depend upon 

interest from bank or building society deposits. Once tax is taken into 

account the interest you earn is probably not even keeping pace with 

inflation. However, if your primary need is income, there is plenty of scope 

to boost it, provided you are prepared to forgo the capital security offered 

by deposits. You may also lose much of the accessibility and liquidity 

generally offered by cash deposits.

Corporate bond funds invest in interest-paying securities issued by 

companies. While yields on UK government securities (gilts) have been 

driven down by QE in the last two years, the fall has not been as dramatic 

for corporate bonds.

Equity income funds invest in higher yielding shares. Traditionally these 

funds have concentrated on UK companies, but there is now a growing 

number of funds that invest internationally. One curious side effect of QE 

has been that the dividend yields on some major global companies’ shares 

Interest rates look set to remain ultra-low following moves by the US, UK and 
European central banks. 
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are now higher than the yields on their corporate bonds. At the time of 

writing, the average yield on UK shares was more than double that of 

ten-year government bonds, and higher than the gross rate from the best-

paying instant access accounts. 

Property funds invest directly into UK commercial property, such as 

offices and warehouses. The downward slide in long-term interest rates 

has not been mirrored by any fall in property rental yields. As a result, 

average yields are over 6%, with some sectors offering more than 8%. 

Corporate bond, equity income and property funds are all eligible 

investments for individual savings accounts (ISAs). In particular, corporate 

bond funds benefit from being wrapped in an ISA because there is no tax 

on the interest. Choosing an ISA for equity and property funds will protect 

you from higher or additional rate tax on their dividend income. 

Past performance is not a reliable guide to future performance. The value 

of your investments and the income from them can go down as well as 

up and you may not get back the value of your investment. Investing in 

shares should be regarded as a long-term investment and should fit in 

with your overall attitude to risk and financial circumstances. If you invest 

in property there may be a delay in withdrawing your capital, even from 

a pooled investment. The value of tax reliefs depends on your individual 

circumstances. Tax laws can change.

If you missed the 31 October deadline to file your paper 2011/12 self-assessment tax return then, with few exceptions, you must 
file online by 31 January 2013. Failure to file by the end of January now incurs an automatic £100 penalty – even if HMRC owes you 
money. Filing online is relatively straightforward, but you do need to sign up with HMRC first if you have not already done so – another 
reason not to leave things until the last moment. Once you start filing online, HMRC will no longer send you paper returns. Instead you 
will just receive a yearly reminder to file online.

Online tax return time

...the interest you earn is probably 
not even keeping pace with inflation, 
but you do have options.”
“
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The Dow Jones 
– this does not 
compute?
The Dow Jones Index is showing its 
age.

Time-out called on NS&I fixed rates 

In August this year, Apple Inc became the most valuable company in the 

world, with a market capitalisation of over US$600 billion. With the release 

of the new iPhone 5 in September and the launch of the mini-iPad, at the 

time of writing the company shows little sign of relinquishing its top spot. 

However, Apple is not a constituent of the widely-quoted Dow Jones 

Index, and ‘the Dow’ has therefore captured none of Apple’s meteoric 

share price performance. Unless there is a revision in the way in which the 

Dow is calculated, there is now no way the company can be added to the 

index now because its share price is so big – over US$650.

The Apple-less Dow serves as a reminder that indices, and the index-

tracking funds they spawn, are not always as straightforward as they 

seem.

The value of your investment 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.

The days of penalty-free fixed-rate 
savings have come to an end.

The Government does not want National Savings & Investments (NS&I) 

to raise any fresh money in this financial year. As a result, NS&I have 

 

suspended sales of nearly all their fixed-rate offerings, including index-

linked and fixed-rate savings certificates. 

It was therefore surprising to see a mid-August announcement from 

NS&I that they were revising the terms of all their fixed-rate range for 

new issues from 20 September. Only one of the products mentioned, 

Children’s Bonus Bonds (now rebranded Children’s Bonds), was on 

general sale at the time. The most significant and unwelcome change was 

the introduction of an across-the-board 90-day interest penalty for early 

encashment.

NS&I automatically reinvest a maturing product in a new issue unless it 

receives instructions to the contrary, so this could come as a nasty surprise 

to existing investors in future if they fail to receive or act on their maturity 

packs. For example, if you have three-year index-linked savings certificates 

maturing next April, your ‘renewed’ certificates will have the 90-day 

interest penalty included in the terms and conditions. The message here 

is to keep NS&I up-to-date when you move, and not to ignore maturity 

packs. You may need to make a decision as to whether you can wait the 

two, three or five years before the next maturity to access your money.

The Financial Services Authority does not regulate National Savings & 

Investments.



Winter 2012 7

A puzzling employment market
How would your business cope if it lost a key employee next week?

The UK may have only just emerged from a double-dip recession, but you 

would not think so to look at employment numbers. The latest data from 

the Office for National Statistics show that the employment rate is at its 

highest level since spring 2009. The resilience of the employment market 

has puzzled economists, but its impact is much wider. 

For example, it could mean that if your business had to replace a key 

member of staff, suitable candidates might not be that easy to find. The 

recruitment process could be longer and more expensive than you would 

expect during a recession. While you may take some comfort from the 

idea that difficult economic conditions mean your senior employees are 

less likely to jump ship, not all employee departures are purely voluntary. 

A sudden serious illness or death could remove a key employee with no 

warning and no notice period.

The smaller the business, the more difficult it can be cope with such a 

disruption. You may need to hire an interim manager or consultant to 

fill the gap while you search for a long-term replacement, adding to 

overall recruitment costs. You probably have insurance in place for other 

unforeseen events that could affect your business, for example buildings 

insurance and loss of profits cover would usually deal with fire or flooding 

of your premises. But have you insured your key employees?

If the answer is ‘No’, why not ask us to provide you with details of the 

appropriate cover? This can be structured to provide a lump sum and/or a 

series of payments to your business in the event of the key person’s death 

or serious illness. As a general rule, premiums will be a fully allowable 

business expense, while payments would be treated as taxable income. 

The term of the cover can be selected to suit your requirements, so if the 

employee is crucial to a project lasting for the next three years, then the 

insurance need only last three years. 

The value of tax reliefs depends on your individual circumstances. Tax laws 

can change. The Financial Services Authority does not regulate tax advice. 

If a transfer makes financial 
sense, then the move can 
give you much greater 
pension flexibility.”“

The days of Pre-Budget Reports are over, but the Chancellor 
is still required to make an Autumn Statement on the UK’s 
finances. This year Mr Osborne has pushed the exercise to 
Wednesday, 5 December. Most commentators are not expecting 
good news because borrowing has been higher than forecast in the 
March Budget. There is a growing consensus that Mr Osborne will 
acknowledge he cannot meet one of his debt targets. The Governor 
of the Bank of England has already helpfully said that such a miss 
would be ‘acceptable’. 

Autumn (ish) Statement
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Tel 0121 633 7218  Fax 0121 634 3799
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been in the industry 24 years. 
He is a longstanding advocate 
of the principle that the first 
goal of wealth management is 
wealth preservation.

For a no obligation initial 
meeting to discuss any aspect 
of wealth management or tax 
planning with Robert in our 
Birmingham city centre offices, 
or a venue of your choice, 
please feel free to contact him 
on 0121 633 7218.
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However, the bad news for cancer patients deemed to be in the 

‘work related activity group’ (WRAG) has highlighted how unwise 

it is to hope that the state will support you if you’re diagnosed with 

a serious illness.

The Department for Work and Pensions (DWP) announced a 

number of changes, including that people undergoing a broader 

range of cancer treatments will be treated the same. More people 

will now be placed in the ESA Support Group, where the benefits 

they receive are assured. Previously, some may have been placed 

in the WRAG, where they would have been expected to try and 

return to work. 

At present only a specified group of those with cancer are 

treated as having ‘limited capacity to work.’ They are defined as 

cancer patients who are receiving or recovering from non-oral 

chemotherapy, or are likely to receive non-oral chemotherapy 

within six months. The DWP has accepted specialist evidence 

showing that it is no longer reasonable to differentiate between 

non-oral and oral chemotherapy, so it has recognised that all types 

of cancer treatment have the potential to be equally debilitating.

The cut-off point for ESA will now not start until 12 months after 

patients have recovered, rather than when they start treatment. 

The claims process is also being made easier for cancer patients 

with the introduction of a ‘light touch’ application process for 

ESA, instead of having to go through Work Capacity Assessments 

(WCAs).

The WCA procedure involves face-to-face assessments and 

lengthy questionnaires. The changes mean a GP’s report will be 

sufficient to show someone with cancer is unfit for work. The 

move still highlights the overall squeeze on benefits – and there are 

concerns that those with other serious diseases may lose out. The 

Comprehensive Spending Review announced that from April 2012 

that there would be a 12-month limit on contribution-based ESA 

for those in the WRAG. 

Anyone who is on ESA in this group, and who has a partner who 

earns more than £150 a week, or has savings of over £16,000, will 

have their benefit withdrawn after one year. The Government has 

argued ESA is not meant to be a long-term benefit for those able 

to work. Income related ESA may still be claimed after the  

12-month limit.

ESA U-turn for cancer patients

More people having cancer treatment will receive unconditional 
financial support following a government concession over the 
Employment and Support Allowance (ESA).


