Investment

– a brief guide

It’s easy to have unrealistic expectations about investment – not only do we expect to
make a lot of money in a short period of time, we expect it to happen without having
to do much. There’s a tendency to ‘dabble’, and then become dismayed when we lose
money. No one makes an investment with the expectation of losing money – despite
being constantly reminded that the value of any type of investment can go down as
well as up. We may make money, but we may lose money… So, how do we reduce
the risk of making a loss and increase the possibility of getting a good return on our
investment?
This guide can only provide a very brief overview to what is a complex subject.
Although there’s more information on our website at www.onefinancialsolutions.
co.uk, we recommend you call us on 020 3714 9565 for a confidential discussion.

Investment

– a brief guide

Introduction
What do we mean by ‘investment’? The Oxford English
Dictionary offers two definitions: “The action or process of
investing.” and, “A thing worth buying because it may be
profitable or useful in the future.” The word ‘invest‘ expands
on these: “To put money into financial schemes, shares or
property with the expectation of achieving a profit.” and,
“Devoting [one’s time and energy] to an undertaking with
the expectation of a worthwhile result.”.
It’s very easy to have unrealistic expectations about
investment – not only do we expect to make a lot of money
in a short period of time, we expect it to happen without
much input from ourselves. No one makes an investment
with the expectation of losing money – we expect to
make money. Perhaps we should look to those who have
succeeded: Warren Buffet, for example. Warren is worth a
staggering $80 billion and is always happy tto give advice,
his quotes becoming enshrined as legendary pearls of
wisdom.
There are a number of recurring messages in Warren’s
quotes. The first is that you should only consider
investment as a long-term activity; the second being that
you need to know what you’re doing – and to ‘devote your
time and energy to it’.

Funds
Managing and reducing risk is a cornerstone of any
investment strategy – and it’s one we ignore at our
peril. Although it may sometimes be tempting to invest
everything in one ‘promising’ opportunity, the risk is that if

it fails we lose everything. It means we should consciously
work towards building a ‘diverse portfolio’, spreading our
capital, and the associated risk, across different types of
investment.
Investment funds are ready-made portfolios; unique
collections of assets that offer a practical and easy way
to spread our investment capital. Funds are ‘collective
schemes’, the three most common types in the UK being
‘unit trusts’, ‘open-ended investment companies’ (OEICs)
and ‘exchange traded funds’ (ETFs).
• Unit Trusts
These are open-ended investment funds formed under
a business trust deed. The fund is divided into equal
‘units’, the price of each unit being based on the fund’s
net asset value (NAV). The number of units is infinite;
when either new or existing investors want to invest
more money, more units are created to satisfy demand
for them. Investors buy units, the money paid being used
to buy ‘securities’, the term used for the type of financial
instruments a unit trust can hold, for example, shares,
bonds and gilts.

“Managing and reducing risk is
a cornerstone of any investment
strategy – and it’s one we
ignore at our peril.”

• Open-ended investment companies (OEICs)
OEICs work in a similar way to unit trusts except that the
fund is set up as a company rather than as a business
trust so it deals in shares rather than in units. Each share
has a single purchase and sale price but its value still
reflects the value of the assets the fund manager has
invested in.

“As passively managed funds
generally track an existing index,
a fund manager isn’t necessary
so they benefit from having
much lower management fees.”

• Exchange traded funds (ETFs)
ETFs, often known as ‘tracker’ or ‘index’ funds, simply
follow the movement of an existing stock market index
such as the FTSE 100, FTSE 250 or FTSE All-Share. As
fund management isn’t provided EFTs are termed
‘passively managed’ investment funds.

different asset classes help even out any peaks and troughs
that may occur in a single asset class.

Actively and passively managed funds

Investment bonds

‘Actively managed funds’ are managed by a professional
fund manager who is responsible for the fund’s
performance; they aim to deliver a return above that of a
‘benchmark’ fund, for example, the FTSE All-Share Index.
Although having someone constantly monitoring and
managing the fund is an advantage, the cost of the fund
manager is reflected in the fees the fund charges. Some
funds are termed ‘multi-manager’ as, instead of having
a single fund manager, they have a team, with each
specialising in a particular asset class.

An investment bond is a (single-premium) life insurance
policy. You invest a lump sum (the single premium) and,
when the bond is surrendered, you receive a lump sum
back. The lump sum is invested, usually in a range of shares
and funds, and any returns are either added to the initial
investment or paid to you as income. Two types of fund
are available – ‘with-profits’ or ‘unit-linked’ – but the most
important point is to choose a bond that allows you to
invest in a variety of funds and to switch between them as
this offers the opportunity to iron out the inevitable peaks
and troughs that occur over the long term.

As passively managed funds generally track an existing
index, a fund manager, or team of fund managers, isn’t
necessary so they benefit from having much lower
management fees. However, this can also be a serious
disadvantage, compounded if the fund is dominated by
a particular sector: without active management, the fund
lacks the ability to either foresee or quickly react to marketshaping events as they unfold.

Multi-asset investment funds
Although investing in a fund helps to create a diverse
portfolio, funds can be quite focused, concentrating on a
specific stock market, asset class or market sector. Multiasset funds spread an investment across a range of asset
classes, investing in cash, bonds, property, equities and
alternatives, maximizing the diversity where an investment
portfolio is placed. The varying characteristics of the

Asset Classes
Investment opportunities are generally referred to as
‘assets’, with those sharing similar financial characteristics
being grouped together into ‘asset classes’. There are five
generally accepted asset classes:
1. Cash and money – bank accounts, cash ISAs and 		
Premium Bonds
2. Fixed-income securities – corporate bonds and 		
government bonds / gilts
3. Property – commercial funds
4. Equities – stocks and shares
5. Alternatives
In addition, there’s a variety of unique, standalone assets
such as art, antiques, collectibles and cars. Within the
classes, those items with physical form, such as property or
commodities, are called ‘real assets’, whilst others, such as
cash, equities and bonds, are termed ‘financial assets’.
The five asset classes do not necessarily react in the same
way when there are changes in the financial markets; some
follow the market, other move in the opposite direction.
‘Positive correlation’ takes place amongst those classes
which behave in the same way; ‘negative correlation’
takes place if they move in the opposite direction, a typical
example being property and alternatives which tend to
show negative correlation to equities and bonds.
Correlation is an effect that, yet again, illustrates the
importance of having a diverse portfolio: gains in one class
may offset losses in another, mitigating the overall level of

risk in the long term whilst increasing the growth potential
of your portfolio.

ISAs (Individual Savings Accounts)
Introduced in 1999, and almost always referred to by its
acronym, an ‘ISA’ is a retail saving or investment scheme
allowing UK residents to save or invest their money without
incurring a tax liability.
In its basic ‘cash’ form, an ISA could be considered to be
one step above a bank’s savings account, the difference
being you don’t pay tax on the interest you earn. ‘Stocks
and shares’ and ‘innovative finance’ ISAs move into
investment territory which means, of course, that the value
of your investment could go up or down – but you won’t
have to pay interest on any profits or dividends. In all,
there are five types of ISA:
• Cash ISAs
This is the basic cash saving scheme and is usually offered
by banks and building societies rather than investment
firms. In its basic form, an instant access cash ISA could
be considered to be one step above a basic savings
account as, although interest rates and terms are similar,
any interest you earn is tax free. Providers usually offer a
range of cash ISAs with features such as fixed or variable
interest rates, instant or flexible access, minimum account
balances along with differing lengths of term which
result in a spread of interest rates.
• Help to Buy ISA
A variation of the cash ISA, the Help-to-buy ISA (‘HTB
ISA’) was specifically designed to help first-time home
buyers: the incentive to use it being a 25% governmentfunded bonus if the ISA was used to pay the deposit
on a first home purchase. HTB ISAs were replaced
by the Lifetime ISA (see below) on 1 December 2019,
although contributions to HTB ISAs will continue until 30
November 2029.
• Stocks and Shares ISAs
Despite their name, stocks and shares ISAs are very
different to cash ISAs – it’s not saving money, it’s
investing it. The money you put into your S&S ISA is

“In its basic ‘cash’ form, an ISA
could be considered to be one
step above a bank’s savings
account, the difference being
you don’t pay tax on the interest
you earn.”
invested in ‘qualifying investments’ and, potentially, offer
a better return than cash ISAs. There’s no tax liability:
you don’t pay Capital Gains Tax, you don’t pay interest
earned on bonds and there’s no tax on any dividends
you may receive.
• Innovative Finance ISAs
Sometimes known as ‘peer-to-peer lending investments’,
Innovative Finance ISAs (‘IFISAs’) are used to lend money
through the growing ‘Peer-to-Peer’ (‘P2P’) lending market
which is accessible via FCA-regulated websites known as
‘peer-to-peer lending platforms’. The higher interest rates
offered by IFISA providers highlights P2P loans have a
higher risk profile.
• Lifetime ISAs
The Lifetime ISA replaced the Help-to-buy ISA on 1
December 2019 and is designed to provide a more
flexible way to save for both home purchase and
retirement. The government still pays a 25% tax-free
bonus into the account but, as the scheme now covers
both house buying and retirement, the most noticeable
difference is that it’s paid on a monthly basis rather than
when the account is used as a deposit for a house. The
new scheme is only available to those between the age
of 18 and 39.

Eligibility
Any resident of the UK can open an ISA. You have to have
a National Insurance number and, as ISAs are ‘personal’
saving schemes, you can’t open an ISA either with, or on
behalf of, someone else. You must be aged 16 or over to
open a cash ISA, and aged 18 or over to open a S&S or IF
ISA – below those ages you can open only a Junior ISA.
You can open a HTB ISA from age 16 unless you already
have a cash ISA, and HTB ISAs are only available to those
who are not homeowners – the intention of the HTB ISA
is to help first-time buyers – however, anyone between 18
and 39 can open a Lifetime ISA.

Investing into an ISA
Not surprisingly, there are limits to how much money you
can save or invest in your ISA, or ISAs, and this is controlled
by a ‘personal ISA allowance’. It is important to realize this
is a total figure, not a ‘figure per ISA’, which means you
have to decide whether you’re going to put it all in one ISA
or spread it across those you may have.

Tax
The basic principle of an ISA is to provide a tax-free method
of saving, even if that involves investing in the markets.
Money saved in a cash ISA is exempt from both Income Tax
and Capital Gains Tax. If you’ve invested in either a S&S
ISA or IF ISA you don’t pay Capital Gains Tax, you don’t pay
interest earned on corporate bonds and any dividends you
receive are tax-free.
In fact, the ISA system is so ‘tax free’ that if you have to
submit an annual tax return to HMRC you don’t need to
declare any interest, income or capital gain that’s resulted
from your ISAs.

“In fact, the ISA system is so ‘tax
free’ that … you don’t need to
declare any interest, income or
capital gain that’s resulted from
your ISAs.”

Personal Pensions

No matter whether you decide to do it yourself or use a
professional adviser, there’s very little difference in ‘how’
you manage the investment process, the portfolio created
and the short, medium and long-term outcomes. Here are
a few things that either you, or you and your adviser, need
to address.

Pension schemes are tax-efficient, long-term saving
schemes and offer huge advantages over any other form
of savings plan. Pension schemes are dependent on
investment to grow – both share the fundamental concept
that they should be considered on a long-term basis.

• You must accurately identify both your ‘attitude to
investment risk’ and your ‘capacity for loss’ as these play
a fundamental part in your investment strategy. This
process is so important that, for an adviser, it’s a statutory
requirement.

For more information about pension schemes, please see
our brochure, Pensions – a brief guide or visit the Pensions
section of our website at www.onefinancialsolutions.co.uk

• Try to accurately establish both the potential level of
return you need and when you need it. Using these as
targets and your attitude to risk profile to guide you, you,
or your adviser, can then plan an investment strategy.

Managing your investments

• Mitigate investment risk by diversifying and building a
diverse portfolio. You should aim to create a portfolio of
investments across a variety of asset classes and, possibly,
different risk levels. ‘Correlation’ needs to be considered
as it may help iron out the inevitable peaks and troughs.

If you are thinking about investing your hard-earned
money, the first question to ask yourself is: “Do I really want
to do this myself – do I have the time, the knowledge and
the expertise – or, is it so important that I should let an
expert do it for me?” It’s an important decision to make as
it could mean the difference between having an incredibly
expensive hobby and a steady, tax-efficient income.
Should you decide that too much is at stake, that investing
your money is really too important to play about with,
and that you want a professional adviser to work with,
then take your time to find the right one – you’re entering
into a long-term relationship and you need to have total
confidence in who you engage.

• If you’re investing in an investment fund, you’ll need to
decide whether to go down the ‘actively managed’ or
the ‘passively managed’ route. Although it may be more
expensive, having a dedicated fund manager may be
worth the additional cost.
• Ensure any profits are handled in a tax-efficient way by
putting the investments into a suitable tax wrapper; an
ISA or pension being two options.
• Once started, your portfolio and the individual
investments within it will need constant monitoring.
Markets can be volatile and, as movement within the
market may affect your investment very quickly, you
need to be able to take appropriate action.
• Your investment needs to be measured so that you know
that it’s performing – if it isn’t you should change it.
• Thoroughly review your investment objectives and your
portfolio periodically, adjusting your investment strategy
accordingly.

Venture Capital
Venture capital – or ‘VC’ as it’s often referred to – is an
investment made to provide financial backing for a new
company – a ‘start-up’ – that is thought to offer high
growth potential, but that is both too small and too risky to
be able to raise the finance it needs from either a bank loan
or the commercial capital market.
Most start-up businesses have four key stages – idea
development, start-up, growth and exit – with each stage
bringing the growing company different challenges
in terms of its objectives and the level of finance and
resources it needs to move on to the next stage. Although
finance is needed at each stage of the process, start-ups
are often looking for other types of investment, possibly
a package of support rather than just financial assistance,
and this gives rise to several different types of investor.
• Angel investors
These are high-net-worth individuals using their own 		
funds as an investment. They may be former 			
entrepreneurs and tend to invest at an early stage. 		
Apart from financial backing, they may also be able to
offer expert advice, sometimes from personal experience
as an entrepreneur, and have a useful network of 		
industry contacts.

“Venture capital – or ‘VC’ as
it’s often referred to – is an
investment made to provide
financial backing for a new
company – a ‘start-up’…”
venture capital funds may also offer operational support 		
and mentoring provided by retained experts or through 		
a network of contacts.
• Corporate venture capital
Having reduced their expensive in-house R&D budgets,
corporations are always looking for entrepreneurs who
have an idea that may be of future commercial benefit 		
to them. Apart from finance, corporate venture capital
investment can also bring the might of the corporation’s
resources into play, something that can fast-track a startup to success.

Tax-advantaged Venture Capital Schemes

• Crowdfunding
Uses online platforms that aggregate small amounts 		
from many individual investors. A benefit of 			
crowdfunding is that attracting multiple investors 		
demonstrates both support for the idea and provides a
broad and varied network of support.

To prevent it from becoming stagnant, the economy
relies on a steady stream of new, innovative ideas being
successfully developed and ‘brought to market’. To
support this process, the government has created four
venture capital schemes designed to help small to mediumsized businesses (SMEs) and, more recently, not-for-profit
organisations, find the financial backing they need.

• Accelerators
‘Cohort’ programmes offered by ultra-high-net-worth 		
individuals, corporations and not-for-profit organisations,
eg: universities, provide groups of entrepreneurs 		
with financial backing, resources and mentoring in a 		
predetermined package. Unsuccessful ideas fall by the
wayside as the process continues.

The four schemes work by offering an incentive to potential
investors: those who buy or hold shares, bonds or assets
for a specified period of time become eligible for tax relief,
a reward for investing their money into new businesses in
a sector that’s known for low liquidity and a high risk of
financial loss.

• Venture capital funds
Capital provided by ultra-high-net-worth individuals, 		
corporations, pension funds and university endowments,
structured as limited partnerships. Apart from finance,

• The Seed Enterprise Investment Scheme (SEIS)
This is aimed specifically at new, entrepreneurial 		
enterprises looking for initial ‘seed capital’ to help them
get started; a precursor to them gaining funding from 		
the richer financial opportunity offered by the EIS.
• The Enterprise Investment Scheme (EIS)
This was launched in 1994, replacing the Business 		
Expansion Scheme as a method of encouraging 		
investment in new businesses that are trying to grow.
• Social Investment Tax Relief (SITR)
‘SITR‘ was introduced to encourage investment in 		
charities and social enterprises – it’s the not-for-profit 		
sector’s equivalent of the Enterprise Investment Scheme.
• Venture capital trusts (VCTs)
Investment companies listed on the London Stock 		
Exchange specifically to invest in small, unlisted UK SMEs.

They are closed-ended, collective investment schemes 		
designed to encourage investment by providing privateequity capital to the business and income or capital gain
for investors.

Investment for children
Those offering financial advice always tell us that we
should start saving as soon as we can. Apart from
maximising the opportunity to save money for the future,
the longer the money’s saved for, the more its value may
increase. The same applies to investing which is why we’re
always advised we should view any form of investment as a
long-term venture.
As with any investment, it’s important to think about the
reason we’re doing as this will help decide on the best way
of going about it. Cash saving accounts, Junior ISAs, Junior
Stakeholder/SIPPs and bare trusts all have something to
offer, but it’s important to choose a method that meets
your objectives. Choose the wrong one and you may
inadvertently lock the money away, potentially for 18 years.
The simplest way of saving is, of course, to open a cash
savings account. Following the introduction of ISAs in
1999, many parents ignore savings accounts in favour of
the tax-free benefits a Junior ISA provides but there are
features in both types of scheme that should be considered
before rushing to open a Junior ISA.
Junior ISAs are available in both cash and stocks and
shares formats, the later acting as a tax-free wrapper for a
share portfolio. Both work in a similar way to adult ISAs,
although there are a number of significant differences.
Although children under the age of 18 can’t hold shares
in their own name, parents can hold shares on their
behalf by using either a ‘wrapper scheme’ or a trust, a
legal undertaking whereby one or more trustees are made
legally responsible for holding assets, including shares, for
specified beneficiaries. There are many types of trust, but
the two commonly used for holding assets for children are
either ‘bare’ or ‘discretionary’ trusts.

Junior Stakeholder/SIPPs have been available since 2001,
meaning that parents can start laying the foundations for
their child’s retirement from the day they are born.
Children are liable for both Income Tax and Capital Gains
Tax if they are earning an income, including interest on
any savings in their name, but they also receive the same
personal allowance (Income Tax) and Capital Gains Tax
allowance as adults.
To maximise tax efficiency, it’s sensible for parents to open
savings plans and investment schemes in the child’s name
rather than their own as doing so uses the child’s personal
allowance rather than their own. In reality, Junior ISAs,
Child Trust Funds and Junior Stakeholder/SIPPs are already
protected from tax so any tax liability would only derive
from cash savings plans or trusts.

How can One Financial Solutions help?
“It’s not about timing the market, it’s time IN the market
that counts.” is another of Warren Buffet’s legendary
quotes. Apart from re-emphasising that investment should
be treated as a long-term venture, it also underlines that
‘being in the market’ helps build the all-important store of
knowledge and experience you need to be successful –
something you can’t pick-up quickly.
If you don’t know what you’re doing, investing your hardearned money in stocks and shares, funds and bonds
or the range of other investment opportunities can be
both a daunting prospect and little more than a gamble,
with catastrophic consequences if you get it wrong. We
appreciate that you may not have the expertise to feel
comfortable making investment decisions, nor the time to
gain the understanding you need. Our advisers can make
up for that.

Additional information
For further information and specific financial data
relating to the current tax year, please visit our
website at –
www.onefinancialsolutions.co.uk

Regulatory message
The value of your investment may go up as well as
down, and you may not get back the initial amount
you invested.

One Financial Solutions is here to help you. Our advisers
are experts who live and breathe investment – it’s how
they make their living. They’ll take time to talk to you about
your financial objectives, the level of risk you’re prepared
to accept and any investment preferences you may have.
They’ll provide expert guidance and, once you’re happy
to go ahead, they’ll put everything in place and keep you
updated for the duration of your investment.
So, if you’re looking for help with any aspect of investment,
please call us on 020 3714 9565 or ask us to call you by
sending an email to admin@onefinancialsolutions.co.uk

Please read the important regulatory message on the next
page.

One Financial Solutions is here to help you.
We advise on a wide range of financial services including protection for both you and your business, general and business
insurance, savings and investments, commercial finance, pensions and auto enrolment, employee benefits, profit extraction and
mortgages: our aim being to provide you with ‘one solution’ for all your financial needs.
We provide truly independent financial advice, sourced from the whole of the financial marketplace, for individuals and
commercial businesses throughout the United Kingdom.
Please call us on 020 3714 9565 for a confidential conversation about how we can help you, or visit our website at
www.onefinancialsolutions.co.uk for more information.

One Financial Solutions Ltd is an Appointed Representative of 2plan wealth management Ltd. It is authorised and
regulated by the Financial Conduct Authority and entered on the Financial Services Register (www.fca.org.uk) under
reference 607130. Registered address: Dorset House, Regent Park, Kingston Road, Leatherhead, Surrey, KT22 7PL.
Registered in England No: 08141263.
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