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Close Brothers provides financial planning advice 
which includes taking into account any tax planning 
opportunities that may be applicable to your 
individual goals. As tax rules can change, sometimes 
retrospectively, and any benefits rely on your own 
circumstances, if you require specific advice on tax 
liabilities and treatments, then you should speak to a 
tax professional.

W H AT  D O E S  I N V E S T M E N T  M E A N  T O  Y O U ?

Your answer may well be along the lines of ‘making 
my money grow’ or ‘getting a decent income from my 
capital’. That sounds deceptively easy, but in a world of 
very low interest rates, producing a respectable return – 
whether as income, growth or a blend of the two – is a 
task for experts.

In fact, professional involvement has always been 
necessary. Even at the time when interest rates were 
much higher than today, once the taxman and inflation 
had taken their toll, it was hard to maintain the buying 
power of cash, as the graph below illustrates.

The professional approach now has a number of stages 
before the ‘What should I buy?’ answer is reached. The 
aim of the process is to ensure that the investments 
selected are the ones that are best suited to your 
situation – there is no one size fits all.

T H E  I N V E S T M E N T  R O U T E  M A P

To create the right portfolio of investments, you and your 
adviser need to work systematically through a series of 
questions, each of which has their own subset of further, 
sometimes detailed questions. The top tier list is typically:

1. What are my investment objectives?

2. What level of risk am I prepared to accept and what 
potential level of loss can my finances tolerate?

3. What broad categories and mix of investment assets 
should I consider in light of my objectives and 
risk profile?

4. Which are the most appropriate funds to meet my asset 
mix requirements?

5. What is the most tax-efficient way of holding those 
chosen funds?

6. Which investment platform should I use to hold 
my portfolio?

The order in which these questions are addressed 
cannot be changed – other than switching round the 
first two – because each set of answers drives the next 
set of questions. It is important that you consider your 
investments as a whole, rather than compartmentalise 
them. What you hold in your existing ISAs and pension 
plans needs to be taken into account alongside any 
fresh investment.

Investment: Best left to the professionals

SOURCE :  Barclays Capital, Nationwide Building Society, National Statistics.
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The following information has been provided to give you a 
balanced overview of the risks associated with the potential 
benefits you outlined in this document.
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S E T T I N G  Y O U R  I N V E S T M E N T  O B J E C T I V E S

What you are trying to achieve with your money is the key 
starting point for investment. You can only have a route 
map if you have a settled destination. Anything else tends 
to be an aimless tour – something echoed in many a self-
assembled investment portfolio. 

Your goal might be to build up a capital sum in, say, ten 
years’ time or produce a certain level of income after five 
years. Thinking about your goals – there can be more 
than one – is a good discipline and will influence your 
investment strategy. For example, short-term capital 
goals will limit the scope for share-based investments.

Once you have agreed your objectives with your adviser, 
you should keep to them unless circumstances force a 
change. Altering the destination mid-journey may not 
cause problems, but you could find that you have been 
heading in completely the wrong direction, wasting time 
and money. If you think the objectives you set might 
alter, say so up front and then, if necessary, your adviser 
can take that into account in designing your portfolio. In 
any event, you should always maintain a cash reserve to 
cover the unexpected – your adviser can help you decide 
how much this should amount to.

At the objectives stage, as well as setting out what you 
want from your investment, you should also consider 
what – if anything – you don’t want. For instance, you 
may not want to invest in certain areas – weapons 
manufacture or carbon-intensive industries. There is an 
increasing range of funds to address such environmental, 
social and governance (ESG) issues, some of which have 
been in existence for many years. However, you need 
to be aware that by limiting your investment universe 
you could also be reducing your returns and/or adding 
extra risk – ESG funds tend to avoid many of the big 
multinationals, for obvious reasons. 

R I S K

Risk is a short word, but it is often the major factor in 
deciding how – or even whether – your investment goals 
can be achieved. When you are investing, you face a 
potentially wide variety of risks, including:

• Market risk: This is the general risk resulting from the 
political and economic environment which ultimately 
drives the valuation of investments.

• Inflationary risk: The risk that inflation will erode the 
buying power of your investment. As the graph above 
shows, the inflation rate can change rapidly.

• Regulatory risk: The risk that regulations could change, 
reducing returns available on your investment. A good 
example here is the utility sector, where companies’ 
earnings are largely dictated by regulatory decisions.

• Event risk: External events have the power to alter 
investment values almost instantly – up or down – 
and they can be completely unpredictable. In those 
famous words of Donald Rumsfeld, there will always be 
‘unknown unknowns’. The COVID-19 pandemic is the 
latest dramatic example.

• Currency risk: If you invest in foreign markets or 
currencies – or UK companies exposed to foreign 
markets – your returns are likely to be influenced by the 
relative performance of the pound. 

Risk is an unavoidable part of investment. Broadly 
speaking, the more risk you are willing to take on, the 
greater your potential returns may be. However, this is not 
a guaranteed outcome – if it were, nobody would choose 
low risk investments.

We take great care in assessing what level of risk you 
feel comfortable with. The assessment involves asking 
you a series of questions designed to examine your risk 
tolerance. This detailed approach is necessary because 
not only do different people have different attitudes to 
risk, they also have different ideas of what counts as a 
particular level of risk: your concept of ‘medium risk’ 
could be somebody else’s definition of ‘high-risk’.

The risk assessment also looks at your ability to absorb 
financial loss. This is closely linked to your appetite 
for risk, but the two do not necessarily go hand-in-
hand. Even if you feel willing to accept a high level of 
investment risk, the potential consequences for your 
finances of a high-risk investment turning sour must 
be considered. 
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C H O O S I N G  I N V E S T M E N T  A S S E T S

Only once your goals have been set and the risk 
assessments have been undertaken can the task of 
deciding upon appropriate investments begin. The 
starting point here is to consider broad asset classes of 
investment – such as shares, commercial property and 
fixed interest securities. The next stage is to drill down 
into individual sectors of each asset class – for example, 
USA small companies in equities and UK corporate 
bonds in fixed interest securities. 

Making the correct selections at this level is vital. 
Academic research has regularly shown that the bulk 
of investment returns are the result of asset allocation 
choices rather than individual fund or share selection. The 
performance differences between sectors will often be 
greater within each sector and the gaps between average 
sector returns can be significant, as the chart below shows.

The asset decision is not simply picking the current 
top-performing sector: as nearly every investment 
advertisement says, past performance is not a guide 
to the future. For example, the best 2019 performer 
(+35.9%) in the chart below was the China/Greater 
China sector, which was just one rung above the worst 
performer in 2018, with a loss of 14.2%. A crucial aspect 
of asset allocation is incorporating diversification between 
asset classes and their sectors. This helps to keep 
the overall risk of your portfolio within the parameters 
decided by the risk assessment. For instance, a fall in 
the value of sterling against the US dollar, as happened 

in 2018, could be bad news for UK smaller companies 
relying on dollar-denominated commodity imports, but 
good news for the value of North American shares and 
bonds.

C H O O S I N G  Y O U R  I N V E S T M E N T  F U N D S

For the vast majority of people, the transition from asset 
allocation to asset purchase is about investment in funds. 
Direct investment in shares or fixed interest securities 
is generally not a viable option because of the costs 
involved, the need to achieve an adequate diversification 
of holdings and administrative considerations, not 
least in the area of tax. In some asset classes, such as 
commercial property, even the wealthiest of investors 
have little choice but to use the fund route. 

The fund universe can seem bewilderingly large: as at 
May 2021 the Investment Association reported on around 
4,100 funds across 52 sectors, including some offshore 
funds based in international financial centres such as 
Luxembourg and Dublin, and more than 500 exchange 
traded funds (ETFs). The choice of a fund (or funds) for 
a particular asset sector could start with a list of 100 or 
more and involve examination of:

SOURCE :  DWP Statement July 2017.
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• The fund’s past performance: This is where many 
unskilled investors stop, which can be a fatal mistake. 
They will often make the further mistake of just looking 
at performance to the current date, in which case a 
good past 12 months can flatter several disappointing 
previous years. 

• How the fund achieved that performance: A fund that 
has good past performance numbers may have taken 
high-risks – holding a concentrated portfolio of shares – 
that hit lucky. 

• The current investment managers: Knowing the 
pedigree of fund managers and how long they have 
been in place can be important. Similarly, it is good 
to have an understanding of the fund management 
company, as management groups regularly change 
hands, merge or get taken over (with potentially 
disruptive effects to fund performance). 

• The investment process: How the fund is managed 
and at what level the various investment decisions are 
made helps in understanding past performance and 
whether a supposed ‘star’ manager is on their own or 
part of a team.

• Charges: All other things being equal (which generally 
they will not be) a fund with low charges is preferable to 
a fund with high charges.

We carefully assess all the fund choices available. We 
apply broadly the same approach to all types of fund, 
including index-tracking funds – sometimes called 
‘passive funds’ to distinguish them from funds which 
are actively managed by individuals rather than largely 
computer-driven. Our extensive fund analysis supports 
not only the construction of new portfolios, but also the 
regular review and updating of existing portfolios.

T H E  TA X I N G  Q U E S T I O N

The UK has one of the most complex tax systems in 
the world, to which several hundred pages are added 
following each year’s Budget. Successive Chancellors 
have applied countless tweaks to the tax regime to 
squeeze out more revenue from investors or deny 
tax relief. For example, there are different tax rates 

for dividends than other income and, since 2016/17 
there have been separate allowances for interest and 
dividend income. 

In a perfect world, tax would be irrelevant to your 
investment decisions, but the UK is far from ideal. For 
instance, if you choose the ABC UK Fixed Interest Fund 
as part of your portfolio, the net return you receive could 
be significantly different depending upon the way in 
which you hold the fund – the ‘tax wrapper’ decision, as it 
is sometimes called:

• Direct ownership would expose you to full income 
tax on the interest paid and capital gains tax on any 
profits, but only once you have exhausted your annual 
capital gains exemption for the year (£12,300 of gains in 
2022/23). 

• Ownership via an ISA would be free of UK income 
tax and capital gains tax. However, the maximum 
ISA investment in 2022/23 is £20,000, a figure which 
remains unchanged since 2017/18. 

• Ownership via a registered pension plan would also 
mean no UK tax while you held the investment. You 
would also normally benefit from income tax relief 
on your initial investment, but the corollary is that 
you would usually pay full income tax on 75% of any 
amount you withdraw, with the balance tax-free.

• Ownership via a UK investment bond would see your 
investment subject to special life company tax rules – 
broadly taxing the total return at 20%. You would also 
face an extra tax charge if you are a higher or additional 
rate taxpayer when you realise your investment.

• Ownership via an offshore investment bond would 
usually mean no UK tax until you realise your 
investment, at which point you would pay full income 
tax on all of your gains. 

The ever varying tax treatments mean that after the 
asset and then fund selection processes, there is a tax 
wrapper selection exercise. This is not as straightforward 
as it might seem, because it involves consideration of 
your individual circumstances, your investment goals, 
the income and capital returns from the fund, your 
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current and future tax position and the ISA and pension 
contribution limits. The wrapper selection will frequently 
be an ongoing exercise – for instance you might each 
year use part of your Capital Gains Tax annual exemption 
to sell some directly held funds and then use your 
ISA allowance to reinvest more tax-efficiently in the 
same funds.

T H E  N E E D  F O R  R E G U L A R  V I E W S

While your investment goals may be long-term, the same 
is not always true of the underlying investments and their 
wrappers. For example:

• The economic environment is not for ever

• Fund managers and funds can change

• A portfolio can become unbalanced if one part 
outperforms or underperforms

• Tax rules will inevitably be amended and your personal 
tax position could also alter

• New investment opportunities will emerge

All these possibilities could prompt a tactical or strategic 
change in your portfolio, either at fund or wrapper level. 
We normally make any necessary changes as part of 
your portfolio review process. Typically, this takes place 
once a year – more frequent reviews are hard to justify 
– but there may be one-off reviews, e.g. prompted by 
Budget changes.

Regular reviews have a vital role in keeping your 
investment on track, a point which is often overlooked 
by DIY investors. Unless a regular assessment of your 
portfolio is made, what starts out as a carefully developed 
spread of investments can end up as a rag bag of funds.

N E X T  S T E P S

We hope that this guide has given you an 
introduction to investment planning. However, 
as it has made clear, the process of developing 
an investment portfolio is a personal one, so 
your next step is to start a discussion with your 
adviser. Do not expect an instant solution – 
professional investment planning takes time. What 
we offer is a professional and personal approach 
to your investments, not only in the initial design 
and purchase of your portfolio, but also over the 
long-term.

This guide is based on our understanding of the relevant law as at the time of print. It has been produced for 
information only and should not be construed as investment advice. No action must be taken or refrained from 
being taken based on this Guide alone. It is essential that professional financial advice is taken in relation to 
any of the areas of planning referenced in this Guide. Tax rates and reliefs depend on an investor’s individual 
circumstances and are subject to change.

For further information or to book a complimentary consultation with a Close Brothers adviser, please call  
0800 5884 064 or email advice@closebrothers.com

Close Brothers Asset Management has a team of financial advisers located across the UK. We will work with 
you to identify your current situation and goals; creating a personal plan that has the flexibility to adapt to 
changes in the future. 

Please remember the value of investments can fall as well as rise and that you could get back less than 
invested. Telephone calls made to any member of Close Brothers Asset Management may be recorded and 
recordings may be used for training purposes or to meet our regulatory requirements. Any data provided during 
the call will be used and held in accordance with relevant data protection law.

mailto:advice%40closebrothers.com?subject=Investment%20planning
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We would be delighted to talk

CBAM5863. Apr 2022.

Bristol
Tel: 0117 917 0700

Chester
Tel: 0203 961 8710

Edinburgh
Tel: 0131 656 3000

Gatwick 
Tel: 01293 602 720

Glasgow
Tel: 0141 343 3500

Guernsey
Tel: 0800 588 4064

London (City)
Tel: 0207 426 6200

London (Mayfair)
Tel: 0203 961 8710 

Manchester
Tel: 0161 238 9490

Midlands 
Tel: 01676 938940

Newcastle 
Tel: 0191 300 6295

Northwich 
Tel: 01606 810 100

closebrothersam.com

If you would like further information or to arrange a complimentary initial meeting, 
please contact your closest office or email us at advice@closebrothers.com

I M P O R TA N T  I N F O R M AT I O N

Calls may be recorded. For more information about how we use your data,  
please visit www.closebrothersam.com/legal-centre/privacy-policy/

This publication is for general information only and is not intended to be advice to any specific person. You are 
recommended to seek competent professional advice before taking or refraining from taking any action on the 
basis of the contents of this publication. The Financial Conduct Authority (FCA) does not regulate tax advice, 
wills or trusts, so they are outside of the investment protection rules of the Financial Services and Markets Act 
and the Financial Services Compensation Scheme.

Close Brothers Asset Management is a trading name of Close Asset Management Limited (Registered number: 
01644127) and Close Asset Management (UK) Limited (Registered number: 02998803). Both companies 
are part of the Close Brothers Group plc group of companies, are registered in England and Wales and are 
authorised and regulated by the Financial Conduct Authority. Registered office: 10 Crown Place, London EC2A 
4FT. VAT registration number: 245 5013 86.

© Close Asset Management Limited.

mailto:advice%40closebrothers.com?subject=Investment%20planning
https://www.closebrothersam.com/legal-centre/privacy-policy/



