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A MEMBER OF THE

PENSIONERS with above 
average retirement funds will 
be able to draw a higher income 
on reaching 75 under the 
recently launched New Open 
Annuity (NOA) scheme.

This provides an alternative 
to HMRC’s Alternatively 
Secured Pension (ASP) which 
pensioners are required to enter 
if they wish to avoid purchasing  
a retirement annuity at 75.

A major drawback with 
ASP is that it restricts the 
amount of income that can 
be taken to between 55pc 
and 90pc of the equivalent 
annuity based on the insurer’s 
annuity rates calculated by 
the Government Actuary’s 
Department (GAD).

The New Open Annuity 
(NOA) is more flexible, 
allowing income of between 
50pc and 120pc of the amount 
the insurer would provide 
under its single life convent-
ional annuity. This achieves two 
main objectives for holders: a 

higher annual income level as 
they get older and the extraction 
of as much as possible from 
their retirement fund. 

The NOA is available to 
funds from any UK registered 
pension scheme, but excluding 
protected rights beneýts. 

Designed for pension funds 
in excess of £100,000, although 
smaller sums might be 
considered, the NOA provides 
for the pensioner’s total control 
of the underlying investments 
which allow direct holdings of 
shares and gilts (government 
stocks) as well as holdings in 
pooled funds.

Income levels are reviewed 
every ýve years or annually 
at the client’s discretion, if 
advantageous to them. 

In contrast to the ASP 
arrangement the income levels 
under NOA are based on the 
annuitant’s actual age and are 
not restricted to age 75.

The annuitant may change to 
a conventional annuity at any 
time. The future guaranteed 
income will then be based on 
both the value of the fund and 
prevailing annuity rates.

New Open Annuity funds are 
not pooled – a separate fund is 
maintained for each annuity.

This means that when the 
annuitant dies the residual 
fund is made available to 
provide a lifetime income for 
the surviving domestic partner 
or ýnancial or other dependant 
and when the NOA ýnally 
terminates, any remaining 
fund will be donated to a 
U.K. registered charity of the 
annuitant’s choice.

IS GOLD an inþation hedge? 
To reach the inþation adjusted 
price of the peak reached 
in January 1980 ($850) it 
would now need to be $2,145 
(InþationData.com) against 
the present $817.

W i t h  t h e  C h i n e s e 
government buying and now 
permitting public buying on 
a huge scale some experts 
expect that the price could 
reach the inþation adjusted 
figure but, as inflation 
continues to rise, they do not 
say when that is likely to be.

 
SALARY sacrifice plans 
which reduce taxable income 
below about £43,000 and 
down to about £35,000 stand 
to gain from the introduction 
of the new Upper Accrual 
Point for NIC. 

From 2009 state second 
pension (S2P) accrual will 
be based on earnings up to 
the UAP.

For earnings below the 
Upper Earnings Limit NIC 
savings of 11pc will be 
possible.

 
SIMPLE But Not Easy 
(Doddington Publishing £15) 
is a combined memoir and 
investment guide by City fund 
manager Richard Oldýeld, of 
Oldýeld Partners.

William Rees-Mogg, in The 
Times comments: “I have 
spent more than ýfty years 
writing about money and this 
is the best book of its kind I 
have ever read.”  

Company scheme members switch to Sipps

Bank rate prospect
lifts the corporate
bond market
BY PROVIDING a strong hint of lower 
interest rates next year, if not earlier,  the 
governor of the Bank of England, Mervyn 
King has revealed his readiness to soften 
the expected economic slowdown, caused 
by the contraction of the credit markets, 
but at the risk of aggravating the problem 
of rising inþation.

He has simultaneously raised the spirits 
of everyone interested in the health of the 
corporate bond market.  

They had already been raised once when 
bond market fund managers found that the 
contagion spread by the subprime virus 
had infected the market rating of ýnancial 
enterprises which were entirely outside its 
reach.    

This anomaly, which suddenly created 
abnormally high yields available on  several 
corporate bonds, was quickly turned into 
proýt by alert fund managers.

Insurance companies, for instance, fell 
alongside the banks for no logical reason 
and fund managers made the most of the 

opportunity by buying up the bonds of big 
names such as Royal & Sun Alliance and 
Legal & General.     

Among other investment grade bonds to 
be affected were Imperial Tobacco and, in 
particular, Boots which began to look very 
cheap with a yield of 11pc. 

All of this activity in the bond market 
occurred before the Bank of England’s 
Inþation Report of November 14 in which Mr 
King described the near-term outlook as “less 
benign for both inþation and growthò.

Both the market and the news media took 
this as a sure sign that the Bank would soon 
follow the US Federal Reserve in lowering 
interest rates, perhaps in two stages, ýrst to 
5.5pc and then to 5.25pc later in 2008.

It was this piece of news that particularly 
delighted dealers and fund managers in the 
bond market.  

Lower interest rates mean that bond prices 
will rise in sympathy to bring yields into line 
and that, to the market and bond holders, 
translates into immediate proýts.  

Among the funds likely to proýt from 
future interest rate þexibility are the Artemis 
Strategic Bond Fund which has a free hand to 
select from any part of the bond range.  

Another is the F&C Strategic Bond Fund 
which is also free to roam the entire bond 
market.

AS MORE employers close 
their defined benefit (final 
salary) pension schemes 
members of existing schemes 
are increasingly opting to 
move out in favour of joining 
self-invested personal pension 
plans (Sipps).

According to the Association 
of Consulting Actuaries 81pc 
of deýned beneýt schemes are 
now closed to new members.

This is causing a growing 
number of members and 
scheme providers to seek 

transfers into Sipps. 
Some employers, in the 

process of winding up their ýnal 
salary schemes, are offering 
incentives to employees to 
seek transfers.

It is not only members of 
deýned beneýt schemes who 
are switching to Sipps: there 
are also many money purchase 
scheme members making the 
switch as well.

At least, they have the 
advantage of being able to 
transfer the cash equivalent 

value of their fund.
For deýned beneýt scheme 

m e m b e r s  t h e  t r a n s f e r 
value needs to be properly 
calculated.

Unfortunately, many such 
Sipp transfers are undertaken 
casually without advice. It has 
been calculated that one-in-
eight are now low-cost bought 
“off the page”. 

Without advice that is 
taking far too much risk with 
the investment of  a retirement 
fund. 
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FORECASTS that the credit squeeze will 
trigger a house price slowdown during 
2008 have been made by banks and 
mortgage lenders on the basis of the most 
recent statistics.   

Nationwide, the UK’s biggest building 
society, reported that house prices fell in 
November by 0.8pc, the sharpest drop in 
twelve years. 

Surveys from other lenders and analysts, 
including the Halifax, Royal Institution 
of Chartered Surveyors, Hometrack and 
Rightmove also reported price falls over 
October and November.  

The re-introduction of home information 
packs from December 14 has revived the 
possibility that sellers will defer their plans 

at a time when the market is slowing down.  
But a reduction in interest rates 

foreshadowed by the Bank of England 
could revive demand, at least temporarily.

Investors in the buy-to-let market are 
expected to see conditions worsening 
as rental incomes, in many cases, are 
already insufýcient to pay for the monthly 
mortgage costs. 

Rupert Dickinson, chief executive of 
Grainger plc, Britain’s largest quoted 
residential landlord, said that in recent 
weeks there had been a marked increase in 
the number of large buy-to-let portfolios 
coming onto the market as investors try to 
cash in before prices fall.

Origin of the crisis
THE EASE with which banks 
have been able to convert 
their mortgage assets into 
bonds for sale and exchange 
in global markets can be seen 
as an inevitable consequence 
of the ýnancial engineering 
encouraged by years of cheap 
money.

Securitisation, the technique 
which has made this possible, 
is a well tried ýnancial device 
employed to crystallise future 
debt obligations or earnings 
into marketable assets.

It has been employed 
successfully by such diverse 
enterprises as Madame 
Tussaud’s and David Bowie, 
the pop singer, as well as 
numerous others such as pub 
chains, the organisers of the 
World Cup and the owners of 
London’s Canary Wharf.  

But securitisation by the 
packaging and redistribution of 
mortgages, some of uncertain 
value or “subprime”, although 
regarded by some in the City 
of London as an acceptable 
method of spreading risk, is 
different.

Its failure in the hands of 
some UK banks has been a 
major contributory cause of 
the current turmoil in money 
markets.    

The global securitisation of 
UK mortgages has effectively 
deprived the Bank of England 
of its customary total control 
of the money supply.

As Mr Alan Greenspan, 
formerly head of the US 
Federal Reserve, recently 
commented: “The current 
crisis is due not to the subprime 
problem itself, but to the 
securitisation of subprime” 

New annuity
HIGHER annual income for 
pensioners at 75 can be taken 
under the terms of  the New 
Open Annuity featured in this 
issue.

HB Dobbin Financial Planning Ltd
Aston House, York Road,
Maidenhead, Berks, SL6 1SF
Tel: 01628 785050  Fax: 01628 785051
email: mail@hbdobbin.com
Website: www.hbdobbin.com

Authorised and Regulated by the
Financial Services Authority.

Clients will appreciate that life assurance 
and pension plans are generally long-term 
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