
By Marcus Carlton
Humankind has experienced two great
revolutions in the evolution of society. Now it
is living through a third. 

From the agricultural, through the
industrial…now we have the digital revolution.

Massive changes in the production of agrarian produce, the
advent of the machine age, and now thought have brought huge
societal changes.

Arguably though, the third, the digital revolution, is set to have
the greatest impact.

Think about it. Just ten years ago it was hard to get a
computer to recognise an apple, now through facial recognition
systems, computers in China can sift through two billion images
gleaned from identity documents in seconds and identify a pick
pocket on the Shanghai Metro via the security cameras.

Thanks to innovations such as these, entire Chinese cities in
which the algorithms are in place have experienced a
substantial decline in the crime rate.

The pace of change is immense. Acknowledged leaders in
artificial intelligence reside in California and Canada, home to
the usual array of tech giants working on self-driving cars,
space travel, robotics and computing.

Increasingly though, the future may lie in China, which has very
few of the ethical hang-ups prevalent in the west. 

China also has well over 700M people online (twice that of the
US) all buying, socialising, being entertained and making
payments. In other words, leaving a huge trail of information
from which to analyse human behaviour.

As Robin Lee chairman of Baidu, Chinas largest search engine
says:

“Humans invented tools. And then had to learn how to use
them. In the future, devices will need to learn human”.

Double speak for the future? Maybe. But then again, the
Chinese Government has issued a development plan to make it
the world leader in AI by 2030.

So where is all this likely to take us? It’s hard to predict, but
will we see societal cues becoming more oriental as a result
and the wielding of soft power moving from the power houses
of Hollywood to Shanghai?

Is AI the threat to mankind that serial tech entrepreneur Elon
Musk predicts? Or will humans find ways to manage and deal
with those potential threats?

Certainly the technology has the power to become hugely

disruptive in a relatively short period of time.

Self-driving cars will most likely be commonplace within 5
years. What does that mean for the long-term future if you are
a taxi driver?

As we have witnessed, some Western societies have elements
that have been left behind by globalisation, the relentless
progress of which has seen millions of jobs exported to regions
which offer a greater competitive advantage. 

And already society is experiencing a backlash, politically and
socially as a result of economic unrest.

And yet there are things that AI most likely can’t do. After all,
AI is just another set of rules embedded in a program which the
device must follow. Isn’t it?

In the case of invention - humans can step out of the rules and
create genuine innovation. And look at how we entertain:
humans have the capacity to be cynical, sarcastic, witty,
sardonic, loving, encouraging. Computer attempts to emulate
these emotions just look clumsy and formulaic.

Make moral choices? Humans make instantaneous moral choices
and then analyse them afterwards to fit the rules. Inspire
elevate and encourage? The life skills which allow society to
evolve and adapt, to make choices between instant and
delayed gratification. These come from humans, not machines.

Continued on the the back page . . .
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Like father, like son . . . the  
value of financial advice

By Marcus Carlton 
Many years ago, when I was starting out in this
industry I worked with my father, Tony.

We shared a large partners’ desk and the
smoke from his 60 a day habit wafted over me
as he spoke to his clients over the phone.

Tony was a fierce client advocate. He took very
seriously the guardianship of our clients’
wealth and always kept a beady eye on
performance and investment charges. We
enjoyed a steady stream of referred clients
from accountants, lawyers and satisfied clients 

With the support of those clients, our little
enterprise grew and prospered to the point
where we felt we could acquire another
financial adviser to fast track our own business.

In due course we were introduced to a man
called Peter who was looking to take retirement
and pass over his own bank of clients.

Peter was a very different man. Ex-army and a
colonialist, he had a hide thicker than rhino skin.

He had started out working with Allied
Dunbar (or as we sneakily
called it, Allied Crowbar)

Peter’s modus operandi was
to canvas the high street,
calling in on any business
where he could get his foot
in the door and sell Allied
Dunbar’s range of products. A
classic salesman. Persistent. 

They were not the best value
products. They didn’t have
the best performance
perhaps, but they weren’t
bad - and certainly weren’t
the worst.

It didn’t deter the single-
minded Peter on his mission
to sign up anyone and
everyone and earn a nice
commission in the process.

Each client he diligently
reviewed, cajoling and
encouraging them to up their
contributions, take out a bit
more life assurance and
build on their portfolios.

My father and I bought
Peter’s business, allowing
him to jet off to retirement
on the Costas - and I engaged
with a lot of very lovely and
satisfied new clients.

It dawned on me though over
time that even the clients
with the worst value

pensions and poorest performing investments
were a hell of a lot better off than those who
had nothing.

Some of those clients who were sold big ticket
life cover or critical illness insurance did suffer
claims, and were paid out, and their families
were hugely grateful. A big cheque at a
vulnerable point in their life.

So, over the years, it occurred to me that
there are many ways in which an adviser can
add value.

In fact, researchers at Vanguard, a major US
investment group have calculated that,
monetarily, over time the value of an adviser is
worth an extra 3% a year on top of investment
returns. Not every year equally, as such returns
can be lumpy, but they broadly derive from:

Having a proper asset allocation, following a
strategy, careful use of all the relevant tax
advantages and structuring. An efficient
spending strategy. Lowering transactional and
embedded costs. Total return versus income,
tax efficient use of all returns accordingly.
Regular rebalancing.

The big one though is what is termed
‘behavioural coaching’.

Eh, you might ask? What’s that?

Basically, under that heading comes all sorts of
encouragement to stop clients selling in a panic
or making big investment decisions at the top
of the market. 

Vanguard research suggests that most investors
travel in the wrong direction, selling when they
should be buying and buying when they should
be selling. In almost every type of market,
investors lose money when they try to respond
to news or to anticipate events.

The best course is to stick to the plan and
rebalance regularly.

Deferred gratification plays a large part too.
Old school advisers like Peter, cajoling and
pressing people to put that bit extra aside,
every month for years and years. The
compound growth on that money delivered
exceptional results and secured many families’
finances.

Then of course comes the range of other
benefits of having an expert curating your
finances. That peace of mind knowing you have
a strategy, that matters are dealt within a
timely manner - that your back is guarded. A
sounding board for life’s curve balls, as it were.

Trusted relationships forged over many years
with advisers who understand you. You might
say I learned that from my old dad. A lot of
solid wisdom found its way through that fog of
fag smoke.



Another year passes. Another one stretches ahead. More
decisions. And for some, another year closer to retirement.

But if you are thinking about the R word, and are currently in
an employer’s pension scheme, you may wish to look at
opportunities offered by final salary pension transfer schemes
in recent months.

There has been intense media interest in these schemes in
recent months – and the often-dizzying numbers involved in
‘ordinary’ transfers - has been the financial services equivalent
of a Friday night at the Moulin Rouge.

But swapping the guaranteed income offered by these schemes
– also known as ‘defined benefit’ schemes in industry speak -
for a cash transfer benefit is not going to be right for
everyone. Even though some of the amounts on offer appear to
be staggeringly high.

We have many clients come to us asking whether it is worth
considering such a major move. The answer is yes, it is worth
considering. But this is a one-off transaction which will have a
massive impact on your future income in retirement. And you
want to get it right.

So, when, if at all, should you go for it? Transfer offers
typically expire after three months – but should you transfer
immediately or wait until you are nearer retirement in the
hope that the transfer value will increase?

What kind of assumptions on investment returns are being
made? Typically, scheme ‘trustees’ will calculate
transfer values based on a typical member of the
scheme in question. But this is a minefield,
and the transfer value may not necessarily
accurately reflect your individual
circumstances. Which is a very good
reason to talk to your HFMC adviser.

Looking under the bonnet of
schemes, most if not all are
predicated on yields on government
bonds, or “gilts”, which underpin
both the overall “funding position”
of a final salary scheme – the ratio
of assets to liabilities – and the
transfer values it offers to members.

Why? It is because schemes
“discount” offers by the return they
expect to make on their investments: the
lower the return, the higher the sum
needed to pay the pension and hence the
higher the transfer value.

In other words, lower expected returns boost transfer values
because the scheme needs to set aside more money today to
meet its future promises.

One reason transfer values have soared in recent years is that
gilt yields have plunged to record lows in the years since the
financial crisis of 2008, pushing up values, and the recent 0.25
per cent Bank of England rate rise nudged yields up once again.

As a rule of thumb, transfer values rise the closer you are to
actual retirement. This is because there is less time for the
scheme to grow its assets to meet the promised payments.

The further you are from retirement, the more sensitive the
transfer value of their pension to fluctuations in interest rates,
investment returns and inflation.

By law, final salary pensions must rise in line with prices. The

rules are complex – pension invariably are – and entitlements
built up before 2005 are treated more generously.

But always bear in mind the golden rule, that if inflation is
expected to be higher, transfer values will increase.

Depending on the scheme’s rules, your pension will increase in
line with either the consumer prices index (CPI) measure of
inflation or the retail prices index (RPI), which is normally
around 1 percentage point higher.

In some cases, schemes are allowed to switch index, and many
have done so in a bid to cut costs. In our example, if the
member had his pension linked to RPI the transfer value would
be about 13pc higher than if CPI were used.

Another key fact to bear in mind is that final salary pensions
pay an income until death. Consequently, the longer the
scheme expects its members to live, the more it has to assume
it will pay out. 

Most schemes also provide a “dependant’s pension” that
continues to be paid after the original member dies. Usually
the amount is half or two thirds of the value of the main
pension. Transfer values assume that everyone in the scheme is
married – which is frankly bizarre in this day and age - and
take no account of the member’s actual status.

Clients who are single may find that their values are worth
more as, unlike the scheme, they only have to budget for
one life.

It is also worth having a long hard look at your
company’s financial health. Does it look shaky?

Trustees have discretion to apply “fair
value” to pension transfers. This means
that if the company behind the scheme
is in financial difficulties or the
scheme has a large funding deficit,
transfer values can be reduced.

Transfers worth £30,000 or more are
not permitted without proof that
the member has first seen their
financial adviser. At HFMC we are
seeing clients with very significant
transfer values. It is your right to
transfer out if you wish to, once you

have proved you have taken advice.

So, do you stick? Or do you twist? There
are invariably very large numbers at stake.

If you do opt to transfer out of a scheme,
then the balance of your fund will go into a

market-based investment plan. At retirement, once
you have taken your 25 per cent tax free entitlement, you’ll
then be entered into a ‘drawdown’ arrangement, drawing on
income as required while the balance of the fund is left
invested into a range of selected investment funds.

Many clients will find it more tax efficient to have their fund
transferred into an existing SIPP, but this is not for everyone.
For most clients, this will be the biggest financial decision of
their recent lives. Once made, it is irreversible – so you want
to get it right.

Another reason we are here to help you get 2018 off to a
sure financial footing. Good advice. Worth far more than you
may think.

The final frontier? Transferring out of your company’s pension scheme.
The best financial move you could ever make? Or a viper’s pit? We look
at the pros and cons of one of the biggest decisions of your working life…



By Gina Garman

It’s a new dawn
It’s a new day
It’s a new life
For me
And I’m feeling good

It’s not only a new dawn and a new day, but also a New
Year, and if, like Nina Simone, you live an international lifestyle
(she lived in Barbados, Liberia, Switzerland, the Netherlands
and France after she left her native America) then the New
Year brings with it some long awaited clarity for our non-
domiciled readers who live in the UK.  The Finance Act (No 2)
received Royal Assent on 16th November 2017. This included a
series of provisions that were omitted from the pre-election
Finance Act which, as a result, left planning in limbo for the
subsequent months that followed.

I am pleased to say that as we start 2018, we finally have the
clarity we need to confidently advise clients who are affected
by the new rules which have been backdated to April 2017:

• Resident, non-domiciled people who have lived in the UK for
15 out of the past 20 tax years are now deemed domiciled
here for all tax purposes

• People who were born in the UK and have subsequently left
to acquire a domicile of choice in another country are
treated as deemed domicile upon return to the UK (although
there is a one year grace period for Inheritance Tax)

This opens the door to two key planning areas:

• Cleansing – a window of opportunity to separate mixed
capital, income and gains which then allows the clean capital
to be remitted into the UK with no tax charge attached.

• Rebasing – those who became deemed domiciled here in April
2017 can rebase certain foreign assets to their value as at 5th
April 2017 and thus reduce future Capital Gains Tax which
would have otherwise applied from the date of acquisition.

So far…. so ‘feeling’ good…..
You may well groan at the pun, but this is where the feeling
good for international planning ends, I’m afraid.  Alongside the
Finance Act (No 2) came our first Autumn Budget, and with it
increased complexity of the property taxes in the UK for non-
residents.  In 2015 we saw the introduction of Capital Gains
Tax on the sale of residential property in the UK.  As the ‘new
dawn and new day’ of this year commences we have a
consultation underway to extend these rules to include
commercial property too. There are some helpful rebasing
provisions included but also some very complex rules around
indirectly held property, which in a nutshell refers to shares in

companies that are ‘property rich’. Those of you with
investment in structures such as a Real Estate Investment Trust
(REIT) or a Property Authorised Investment Fund (PAIF) need to
watch this space as the consultation period progresses.

When Nina Simone finally returned to America, she learned that
a warrant had been issued for her arrest for unpaid taxes. She
had knowingly not paid her taxes in a protest against the
political decisions at the time. However, cross border taxation is
a difficult and complex subject and often people are simply not
aware of their obligations, especially if they arise in a different
country to the one where they live. Cross border tax clarity is
the cornerstone of all international financial planning. Ensure
that your financial house is in order for 2018 (whichever
jurisdiction it may be in!) by placing your complicated
international wealth issues in the hands of our experienced
advisers, leaving you to sit back and feel good….

It’s a new dawn; 
it’s a new day...

Cross border tax clarity is the cornerstone 
of all international financial planning.



By James Tuson  
The learned scholars amongst you familiar
with your Greek mythology will know well
the story of the Trojan horse and the fall of
Troy. After a futile, decade-long siege with
Troy still standing tall, those crafty Greeks

came up with the cunning plan to build a wooden horse,
within which they could hide a troop of city-toppling,
sword-wielding, crack commandos. 

The city fell for the ruse and the rest is, as they say,
history. To accuse the Trojans of falling asleep at the
wheel may be unfair but let’s just say the history books
haven’t been too generous in offering an ear to their
excuses. At best, Trojan complacency seemingly came
with a heavy cost.

Whether you believe it as fable or fact, the cautionary
warning against inviting a foe in to a bastion of safety has
been successfully carried on the winds of history and been
reiterated in many a circumstance. 

For our part, we too have been guilty of acting Cassandra-
like in raising the red flag when it comes to the bond
market and the risk portfolios face from
potential capital losses stemming
from a future reversal of this
multi-decade long period of
declining bond yields.

To overcome this risk, we
sought to pull up the
drawbridge some time ago not only
through reducing the amount of fixed
income in our portfolios and holding more
defensive, strategic bond funds where
necessary but also by increasing our use of
absolute return funds. 

Our aim was to try and replicate the
characteristics of the fixed income market we do
like, namely low volatility and capital protection
without the recourse to being forced to stay in
a market we felt was historically very
expensive and, in the long-term,
unlikely to deliver the same
level of return.  

One of the headwinds
we’ve faced this year is the
continued strength of returns
from fixed income generally and

the relatively subdued returns from our absolute return
picks. Though no one fund is especially disappointing on an
individual basis, in aggregate they have acted as a drag on
performance in relative terms.

The question of course is do we stick or twist, pulling
stumps on our absolute return fund selections and returning
to fixed income? The answer, as we see it, is an
unequivocal ‘no’.

With the likelihood that in 2018 we will see continued
tightening of monetary policy in the United States
coupled with the beginnings of a less supportive
European Central Bank, the prospect of increased bond
market volatility is high. 

We see no reason why, in the context of its own valuation
history, fixed income should deliver the same level of
meaningful returns that is has done over the last 35 years
or so. 

If we are accepting that the price you are paying for fixed
income securities today is high, and if security of capital
remains key (which it does), then we maintain with patient
confidence that our approach will reap its rewards over
the longer term even if it has come with some shorter
term lost opportunity cost.

In short, we intend keeping the City gates
firmly shut. 

“Beware of Greeks 
bearing gifts . . .”

we sought to pull up the drawbridge some time ago . . . 
by increasing our use of absolute return funds. 
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We are pleased to announce that HFMC’s Caroline Richmond was runner
up in November 2017’s Personal Finance Society Chartered Financial
Planner of the Year awards.

Caroline did exceptionally well to get so far in such a fiercely
competitive field.

As any clients who have dealt with Caroline will be aware, she is one of
the top financial planners at work in the UK today. The world of
financial planning is highly complex, and her achievement reflects
Caroline’s outstanding expertise. It is a sure sign of Caroline’s
meticulous attention to detail and wide financial planning knowledge in
her daily client engagement, and we are very lucky to have her with us
at HFMC.

Continued from the the front page . . .

Likewise, the notion of holding people accountable, moral
pressures, societal influences and religion are the threads
which help to create society and allow us to live in close
proximity together, give to charity, care for the needy.

Maybe, given time and conceptually unimaginable amounts of
data, some machines might evolve the capacity to imitate some
aspects of the above, but for now research is too focused on
the technologies that will achieve shorter term financial goals.
The Day of the Machine is not yet upon us.

Which is where we step in.

Financial advisers and planners have the capacity to understand
you, your family, what drives you and the values you stand for.

To interpret this and create an inspiring financial plan. More
importantly, to hold you accountable for achieving the steps
necessary for success and the course corrections to deal with
the inevitable distractions life throws up at us.

To be a sounding board and a convenience, freeing up your
time for something more productive. That something is called
life. And we can help you live it. 

Machines. Not as clever as they may think.

the threads which help to create society . . . 
give to charity, care for the needy.


