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YOUR MONEY

Need help with your finances?
Ask our experts
Send your questions to:
pj.yourmoney@ajl.co.uk
or call Ian Forsyth on 01224 343356

FSA WARNS OF ‘COMPLEX, BUNDLED PRODUCTS’ WITH ‘OPAQUE STRUCTURES’ AND ‘RISKS THAT ARE DIFFICULT TO ASSESS’

Complex investment products rarely in consumer interest
BY BARRY O’NEILL

The Financial Services Authority has recently compiled a list of what it refers to as “warning signs” that
it believes will help identify financial products that
could cause problems for consumers.

Barry O’Neill: commission

It should be little surprise to
anyone that “complex products, including bundled products or those with opaque
structures” and “performance risks that are difficult
to assess or are not properly
understood by the provider

or distributor” rank among
them.
As part of the constant deluge of financial product promotion that crosses my desk,
I see examples of products
that could justifiably be included in these categories.

Just last week, I saw one
from an insurance company
being promoted by a building
society which had been
recommended to a client
aged 80.
It was a fixed six-year term
investment where any additional return over and above
a modest cash rate would be
based on the performance of
three stock market indices.
If the selected stock market
indices did well, you could get
more than the modest inter-

est rate, receiving 100% of any
stock market-linked growth,
subject to final-year averaging, up to a maximum return
of 50% of your original investment.
Let’s just revisit that last
sentence: 100% of any stock
market growth – sounds
good? Hang on, this has to be
averaged over the last year to
avoid nasty bumps at the end
because of the inflexible nature of the fixed-term element of the product.

This obviously means that,
in a rising market, you’ll lose
out from this process. Then,
the U-turn stating that actually, your growth is not necessarily 100% of the stock
market return, it’s a maximum of 50% of your original
investment.
The customer was told that
there were no costs involved.
Although, the investor gets
the returns as described
above net of costs, the fact
that commission is paid by

the insurance company to the
building society should give
you some clues as to whose
interest this product is really
intended to serve.
Opaque? Complicated? Yes.
But the real issue is an
80-year-old customer being
sold a six-year fixed-term investment with no flexibility to
withdraw early.
● Barry O’Neill is investment
director with Carbon Financial Partners and can be contacted on 01224 619215

Do your homework before taking
a gamble on stock market IPOs
LOOK BEYOND THE HYPE TO ENSURE COMPANIES HAVE SOUND FUNDAMENTALS BEFORE RISKING CASH
BY EMMA PLUMPTON

Initial public offerings (IPOs) have been in the news
recently. One which hit the headlines was commodity
giant Glencore International, which was the largest
flotation seen in the UK.
Valued at about £36billion,
the company was so big it
immediately entered the
FTSE 100.
The flotation of business
networking website LinkedIn
also attracted plenty of media
interest.
An IPO is a method of
bringing a business, either a
young firm or a largely privately-owned one, to the market to raise money in return
for a transfer of control to
new shareholders.
There are many reasons
why companies offer shares
to the public.
A firm might need to raise
new capital and issuing new
shares, or equity, may be preferential to raising capital
through bond markets which
have become increasingly expensive since the credit crisis.
A company’s shares may be
tightly held among founding
shareholders and they may
wish to increase their shareholder base and improve liquidity; selling shares on the
stock market is considerably
more liquid than selling
shares as a private company.
An IPO can also offer an
exit route for private-equity
investors.
It also raises a firm’s public
profile, which may make
commercial sense.
The issue tends to be priced
attractively to ensure the IPO
is successful and this is often
why you see share prices gain
after a flotation.
According to Dealogic last
year, the average London IPO

gained 11% on the first day,
however, investors should be
cautious. The same research
found that, after five years,
IPOs in the top one-third
most volatile industries underperformed their peer
group by half.
In contrast, those in the
least volatile third outperformed their peers by 5%.
In Glencore’s £6.7billion
IPO in May the shares were
issued at 530p and they
closed on Friday at 482p, a
decline of 9%.
There have been some extreme examples of share price
volatility with IPOs recently.
Chinese social-network
company RenRen floated on
the New York Stock Exchange
last month. The shares were
already priced at the top end
of market expectations, at
about 70 times last year’s revenue (revenue is used as the
basis of valuation for companies that are not yet profitable).
The shares soared 40% on
the opening, closing 28% up
at the end of the first day’s
trading. But, at the end of last
week, they were trading more
than 60% below the issue
price.
LinkedIn was priced at a
more modest 17 times 2010
revenue and gained a staggering 109% by the end of the
first day’s trading, however,
the price fell back and at the
end of last week the shares
were trading more than 30%
below their offer price.
The level of volatility has
much to do with the hype

BIG IPO PRICE SWINGS: The level of volatility has much to do with the hype surrounding the flotations plus the pricing and over-exuberance of investors

surrounding the flotations
plus the pricing and overexuberance of investors.
By definition, IPO companies tend to be less well understood.
Investors will not have access to the same information
about firms coming to the
market compared with those
already listed because as a

THINK-TANK SAYS GOVERNMENT MAY HAVE TO CHANGE TACK

Steve Webb: responsibility

opted out of auto-enrolment
into pension schemes when
the move is introduced in
October next year.
The group added that the
government should consider
introducing a graduated state
pension, to reflect changing
expectations about retirement, including the fact that
people are likely to continue
working part-time after they
reach the state pension age.
Report author Craig Berry,
a senior researcher at
ILC-UK, said: “Planning for

ALTERNATIVE SYSTEM
MUST BE FOUND FIRST
CHEQUES will not be
abolished until an alternative paper-based payment system has been set
up to replace them, according to the head of the
Payments Council.
Richard North, the
council’s independent
chairman, said no decision
had yet been taken to abolish cheques and one would
not be made until 2016 at
the earliest.
He added that cheques
would only be scrapped if
widely available alternatives were available and
being used by the groups
that now relied on
cheques, such as the elderly and charities, and a
cost-bene fit analysis
showed that getting rid of
the payment method was
the right thing to do.
He said if these conditions were not met, the
council would delay making a decision on whether
to phase out cheques.
Appearing before the
Treasury select committee,
Mr North added that,
while he thought the Payments Council had made
the right decision to consider abolishing cheques,
it could have managed its
message better.

TRANSFER

Society ‘failing to instil saving
culture in younger generation’
SOCIETY is failing to instil a
saving culture in young people, putting them at risk of
an unsustainable future, a
think tank has claimed.
The International Longevity Centre-UK (ILC-UK) said
increased life expectancy,
growing care costs and the
impact an ageing population
would have on the country,
meant it was important more
was done to encourage young
people to plan for their retirement.
The group called for a ‘savings rule of thumb’ to be developed, similar to the five-aday healthy-eating message,
to encourage young people to
set aside more money.
It said existing incentives to
save, such as tax relief on
pension contributions,
should also be promoted better, while saving into a pension should be made as easy
as online banking.
It added that the UK Government might need to go
further and introduce a
plan-B in case young people

Cheques
to remain
until at
least 2016

retirement may be an alien
concept for many young
people, but delayed transitions to adulthood in terms of
owning a home, establishing
a career and starting a family
mean that young people need
to start saving for a pension
now.
“Crucially, however, government policy to encourage
saving must be informed by
generational perspective.
“If we are to get young people to save we must consider
their financial and economic
circumstances, alongside
their behavioural traits.”
Pension Minister Steve
Webb said: “We have to get
young people engaged in pensions as they will live longer
than us and will have to take
more responsibility for saving
for their retirement.
“Automatic enrolment will
make a dramatic difference,
giving millions the opportunity to save in a work-based
scheme for the first time, with
nearly a quarter of those eligible aged 22 to 30.”

private company they are not
required to make as many
disclosures.
Broker recommendations
will also not be available to
the same extent.
There should, however, still
be sufficient information
available to help investors
make an informed decision.
Potential investors should

consider how long existing
shareholders will be locked in
before they can sell shares.
A long lock-in period
should encourage the company’s executives to add value
after flotation.
Are there other similar established companies out
there? It is attractive if the
company is unique. Investors

should also review the financial information available to
compare some fundamental
ratios such as price to sales –
or price to earnings – ratios
against listed companies in
the same sector to help them
to establish whether or not
the IPO looks good value.
Investors should approach
IPOs in the same way that

they approach their other investments. They should look
through the hype to come to
an informed decision based
on the fundamental information available.
● Emma Plumpton is an investment manager with the
Grampian branch of Redmayne-Bentley and can be
contacted on 01466 799444

Britons’ savings suffer £36billion inflation hit
BRITONS saw the value of
their savings eroded by
£36billion during the past
year as a result of high inflation, research has revealed.
Consumers collectively have
£1.003trillion held in savings
and current accounts, about
£110billion of which is held in
accounts that do not pay any
interest at all, according to
accountancy firm UHY Hacker
Young.
Overall, the average return
people are getting on their
money is just 1.6%, well down
on inflation as measured by
the retail prices index (RPI),
which was running at 5.2% in

April, the latest month for
which figures are available.
Even accounts that have traditionally paid higher returns,
such as tax-free Isas and fixedrate bonds, are only paying
average interest of 2.57%.
As a result, Britons have collectively seen the real value of
their savings drop by
£36.45billion during the past
year, once interest of £15.75billion is taken into account.
People’s savings are also being diminished by inflation if
the consumer prices index
(CPI) measure is used, with
this running at 4.5% in April,
slashing the buying power of

people’s deposits by some
£29.42billion.
Mark Giddens, partner at
UHY Hacker Young, said: “The
amount of money eroded away
through inflation is staggering. In this climate of high
inflation, savers need to be
more proactive and shop
around to get the best rates.
“Unfortunately for savers,
the kinds of savings rates on
offer from the biggest banks
are unlikely to change any
time soon.”
A basic-rate taxpayer needs
to earn interest of 5.63% to
make a real return on their
money once CPI inflation and

tax are taken into account.
Higher-rate taxpayers are in a
worse position, needing returns of 7.5% to stop the value
of their deposits being shrunk
by inflation.
There are just two accounts
available that enable people to
make a real return against CPI
inflation, both of which are
five-year fixed-rate Isas,
meaning savers have to lock
away their money for a five
years, while they can only invest a maximum of £5,340 in
this tax year.
There are no saving accounts available that enable
people to beat RPI inflation.

Don’t be lazy – shop around for best insurance deals
ONE-QUARTER of people
are paying up to three times
as much for their home insurance as they need to because they are failing to shop
around for the best deal, a
survey has indicated.
According to RAC Home
Insurance, around 23% of
2,000 people questioned last
month by YouGov said they
simply renewed their policy
with their existing provider
each year, 24% of whom said

they were too busy to look for
a better deal, while 20% could
not be bothered.
The group estimates that
people who renew their policies automatically each year
could be paying up to 224%
more for their cover than if
they had switched to the most
competitive provider.
The average person has
been with their home insurer
for just over four years, with
only 16% of people having

had the same provider for less
than a year but despite failing
to switch their cover to a new
insurer, 71% of people said
they did not think their loyalty was being rewarded and
only 38% said they were happy with their current
provider.
Mark Godfrey, head of RAC
Insurance, said: “Home-insurance policies can vary a
great deal, so it is essential
people compare them not

only on price but also on the
level of cover they provide.
“Shopping around doesn’t
have to be time consuming
and by taking advantage of
panels such as ours, that do
the work for you, there are
significant savings to be
made.”
Men were twice as likely as
women to say they were too
lazy to shop around for cover,
at 25%, compared with just
13% of women.

Mr North said one of the
alternatives to cheques
was likely to be mobilephone payments, under
which people could transfer money to another person just by knowing their
mobile number.
The other alternative
would be paper-based, and
was likely to look and feel
like a cheque, he said, but
would be processed more
quickly and efficiently.
MPs also asked if the
council’s decision to close
the cheque guarantee
scheme at the end of this
month was the first nail in
the coffin for cheques.
Mr North said: “Only
two countries have a
cheque guarantee system,
the UK and Ireland, and
Ireland is closing it by
2016. A cheque guarantee
is not seen anywhere else
in the world as being an
important pillar of a
cheque system.”
He added that only 7% of
cheques were used with a
guarantee card, and in
only 1% of cases was a
guarantee needed.

Weather
boosts
confidence
CONSUMER confidence
raced ahead last month as
the warmer weather and
recent run of bank holiday
weekends left Britons feeling more upbeat.
Nationwide’s consumer
confidence index registered one of its biggest
monthly rises to stand 11
points ahead of its April
figure at 55; the highest
level since December.
It was boosted by people
feeling more positive
about the future prospects
of the economy, while their
confidence in spending
money also increased.
Overall, the expectations
index jumped by 17 points
to stand at its highest level
this year, while the spending index rose by a record
16 points to 79, also a fivemonth high.
Despite the improvement, people are still feeling significantly less confident than they were in
May last year, when the
overall index stood at 64.
Nationwide chief economist Robert Gardner said
underlying consumer sentiment remained cautious,
with optimism about the
economy edging ahead by
just three points.

