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Traditionally, commercial property is a
more stable asset class than equities and
often provides a higher yield via rental
income than through dividends.

However, the last year has seen
commercial property come under
pressure, but no where near as volatile
as equities!

There are different ways to acquire commercial
property. Concentrating on commercial property
funds compared with syndicates, we will look at
their strengths and weaknesses.

Commercial property funds are diverse
investments that are professionally managed
and are normally accessible at short notice.
Recent closure of funds to encashments, along
with a less than transparent valuation process,
has become an issue lately. With careful
research, good quality commercial property
funds that have not reacted as severely as
others can be accessed. A good example is the
Zurich Commercial Property Fund which is
available as a trustee investment plan for both
SIPP and SSAS.

The authors, Mattioli Woods, specialise in this area of pensions consultancy,

providing a trouble-shooting service for clients and advisers throughout the UK.

It is worth bearing in mind that although many
commercial property funds have been marked
down by between 10% and 25%, we at Mattioli
Woods believe that most
clients should take a long-
term view of these
investments. With the credit
crunch making gearing
either impossible to obtain or
expensive, this has a
disproportionate effect on the
very large properties held by
the typical insured
commercial property fund.
This will not last forever so there could well be a
bounce-back to more benign valuations once the
effects of the recession have filtered through.
The large properties these funds hold will stand
up well in an economic slowdown.
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syndicates Eddy Woore

This initiative was established by
Mattioli Woods in 2003. Income
syndicates allow rent to be stripped
out and used within the pension
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scheme to provide
pension income: for
example, whilst the
geared syndicate
allows a capital
growth element with
a multiplier effect of
gearing to increase
potential growth over
time - although this
is a more volatile
investment.

How did syndicates
react to the credit
crunch and
economic slowdown?
Our syndicates are
valued every six
months and have
compared favourably
with commercial
property funds.
There is more direct
control by syndicate
members who are
equity owners of the
property over the
valuation process,
and they have direct
access to the rent.

Clients like the
direct ownership and
knowledge of tenant
and known lease
terms. Even though
they are longer-term
investments, the
internal market
selling shares of
syndicates is
working well.

Both commercial
property fund and
syndicates give
access to rental
yields of typically
5 to 8% per annum
that will support
capital values.This
will be valuable in an
era of anticipated
interest rate cuts.

Income In Retirement -
Equity v Guaranteed Bonds

Over the next few
years, almost one
million people will
retire. For many, it
will be met with a
sense of discomfort
and worry. Those
approaching - §
retirement have every right to be concerned.
Falling house prices and rising costs of living are
likely to have affected the requirement for income
for many.

Those relying on income drawdown via unsecured
pension have additional worries. When devising an
investment strategy, the majority of advisers use
high equity content to support pension payments
throughout retirement.The traditional stockbroker-
based approach would maintain high exposure to
UK and overseas equities, whilst maintaining a
cash reserve for pension payments.The main
problem in using this approach is that direct equity
exposure is too volatile to support funds under
drawdown without

causing periodic
stresses.

Indeed, at the time of writing, the FTSE All-Share
Index has fallen 8.1% over the past year. Whilst
these losses can hopefully be recouped by younger
investors, those approaching or in retirement may
not be able to regain their losses, and therefore
income levels are likely to be unsustainable over
the longer term, without significantly reducing the
value of the pension pot.

Capital protected bonds - an alternative approach

Whilst equity-based investment is inherently
volatile, a degree of equity exposure is required for
those clients
receiving pension
via income
drawdown in order
to maintain pension
levels over the
longer term. To
overcome this, we
have devised a
capital protected
bond initiative
which commenced in July 2006. To date, we have
launched eight bonds and plan to launch a product
per quarter for the next three

years.

Capital protected bonds
are fixed-term
investments [typically
three to five years)

that track specific
indices and
geographical regions,
which our investment




research division feel offer strong potential for
growth in the prevailing economic climate. The
bonds are underwritten by institutions with the
investor’s capital fully protected against any losses
that may occur, whilst fully benefitting from any
upside in the investment return of the product.

How a capital protected bond works

A client invests £10,000 into our forthcoming bond,
the Protected Australian Stock Market Plan. The
bond was invested on 19 September 2008 and has
a five-year investment term. If at maturity the
investment has increased by 80%, the investor will
receive their initial investment of £10,000, plus the
growth of the investment of £8,000. Conversely,
should the investment fall by 80%, at maturity, the
investor will suffer no loss to capital and the
original £10,000 investment will be returned.

House view

As a company, we feel that inherent volatility of

equity markets does not work well for those clients

in income drawdown. Alternatively, the structured
product initiative allows clients to maintain
exposure to markets but underpins value, helping
to make smooth pension payments over time.

Furthermore, with tailored planning, future pension

liabilities can be met with the maturity of
guaranteed bonds, reducing the need to sell any
investments unnecessarily.
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Mattioli Woods is one of the UK’s leading and fastest growing
consultancies in its area of expertise, the provision of pension
and wealth management services for controlling directors,
professional persons, owner-managed businesses and small to
medium-sized PLCs. In particular, the practice has specialised in
the application and provision of small self-administered pension
schemes (SSAS) and self-invested personal pensions (SIPP).

Mattioli Woods plc

The team at MW continues to show an enormous amount of enthusiasm
and commitment in responding to the challenges faced by our fast-growing
organisation.Staff members who have joined us following the recent
acquisitions of Pension Consulting Limited and John Bradley Financial
Services have integrated well within MW, adding great value and experience
to our existing team. At the same time we continue to develop our
graduate recruitment and training programme and we intend to recruit in
the region of 16 new graduates this year. Our increased profile as an AIM
listed company has certainly enhanced our ability to recruit both high
quality graduates and experienced account management staff. We have also
recently appointed Penny Waterfield to oversee our recruitment and training
development programmes for all members of staff. Penny has a wealth of
experience in recruitment and training and | am very pleased that she has
joined our team.

We are continuing to develop an in-house bespoke software system and an
IT infrastructure which will allow us to create a platform for the continued
growth of the business. | am therefore also pleased that Steve Mutch has
joined us. Steve has been appointed as IT Manager and brings over 20 years
of IT experience to complement the existing management team.

The training and development of our staff and an efficient administration
system are key in ensuring that client care and the services that we provide
to our clients remains at the highest level as the company grows. These two
senior appointments along with a number of other new appointments bring
our total head count to 155 based at our offices in Leicester.

The next couple of years will be challenging under the current economic
climate but we are well equipped to be able to take
on these challenges, ensuring that our clients
receive proactive and forward thinking advice along
with excellent administration services.
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The Three Stages of Death

Many clients ask ‘what happens to my pension pot on death?’
There are three scenarios under which a pension scheme can create death benefits to a member’s family,
which we call the ‘three stages of death’.

Stage 1 - Death before retirement

This is where a member dies before
retiring from the pension fund i.e.
before extraction of tax-free cash or
pension income. The entire fund value
can be paid tax-free to their family (or
nominated beneficiaries) without
taxation or reference to the member’s
estate for inheritance tax.

Stage 2 - Death during retirement
but before age 75

Death after extraction of tax-free
cash or pension income but before
the member’s 75th birthday will again
allow the distribution of the pension
fund capital to the member’s family
or beneficiaries. This distribution of
capital will again be outside of the
deceased member’s estate for
inheritance tax. However, it will incur
a 35% tax charge.

Alternatively, the member’s partner
can draw an income from the pension
fund broadly similar to that which the
member enjoyed, taxable at their
marginal rates, or buy an annuity.

Stage 3 - Death post-age 75

In the first instance, the pension fund
will satisfy any partner’s income
requirement with the partner drawing
an income as in the above scenario.

When this partner income
requirement ceases the remaining
scheme capital can be reallocated to
the other scheme members, which
would in all likelihood include the
member’s children/grandchildren.
These monies will be held as their
own pension funds for their
retirement.

Taxes on reallocation to the next
generation can be as high as 82% of
the fund reallocated.

Strategies to minimise 82% tax

The reallocation of a family pension scheme could
suffer, under the Government’s current proposals:
70% scheme tax with the potential of a 40%
inheritance tax on the residual reallocated. In
order to minimise this draconian taxation, the most
effective strategy will be to maximise the income
drawn under the pension scheme and to
intentionally deplete the fund. This tax may change
over time as there could even be a legal challenge
due to age discrimination.

This income will suffer either basic or higher-rate
income taxation. However, once drawn it could be
used in three ways:

1 Gift 'surplus income’ to family members and
avoid inheritance taxation.

2 Re-contribute the income drawn into a family
member’s pension scheme to allow them to
recover either basic or higher-rate taxation,
dependent upon their own position.

3 Consider Scheme Pension
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