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“The goal isn’t more money.
The goal is living life on your terms.”
-Will Rogers

eeley & Co
Life by Design

Investment Policy Statement

Salary
Pension
Rental income

Business profits
Dividend income
Interest
Investment growth

Gifts, capital
purchases
Leisure and luxury
expenses
Basic Living
Costs

Imagine your wealth as a large bucket of money. It is filled with everything you own of significant value; your deposits,
your investments, your business, your pension funds and your properties.
During your working years, the bucket will have a constant inflow of cash from salary, rental income, business profits,
interest, dividends, investment growth and any other source of cash inflow.
You will also have a constant outflow of cash; daily living costs for food, home, education, holidays, recreation and maybe
large capital expenses when you buy a car, a property or perhaps give money away to your children.
For you to have financial security over your lifetime, you need to monitor and review your bucket regularly, being aware
of the inflows and outflows of cash.
If you fail to do this, you may find either that your cash is draining away so quickly that you will run out of it before the
end of your lifetime or conversely, you could find out late in life that your bucket is overflowing, and you end up paying
inheritance tax.
The first step in our financial planning service is to work with you to create an interactive financial model of your personal
bucket of wealth and help you manage the inflows and outflows of cash and to understand how it changes over your
lifetime.
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The short, medium and longer term
You can see straight away that some of the money in your bucket will be around for years, so it will need to be invested
and managed to best effect until it is needed.
In retirement, you are likely to access more of the money in your bucket on a regular basis as you will not be generating
new earnings to pay for your daily living costs.
However, even then, a large proportion of what is in the bucket may still remain invested and growing in value so as to
continue to fund your late retirement. Therefore, the need to invest for the longer term does not necessarily reduce once
you have retired.
For all these reasons, the managing of your bucket of wealth implicitly means that you need to invest some of your wealth
for the future and to ensure that it grows to best effect until you need to spend it at a later date.
Once you have helped us to create our interactive financial model of your life, we will have a very good idea of what monies
you will need in the short and medium term and also what monies you will need to invest over the longer term.

Short Term Money

Long Term Money

3 months - 5 years

10 years plus

Medium Term Money
5 -10 years
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If you are still working, we will encourage you to have sufficient cash available at
short notice which would pay for 3-6 months of your living expenses in the
unexpected event that you had to rely on it entirely in the short term. If you are
retired, the calculation of your necessary cash holding will also include an allowance
for unexpected and unknown expenses, because these become more difficult to
deal with when you are not accruing new earnings from employment.
All clients will need to hold some money on cash deposit, and we will help you
formulate how much you need to hold for your personal circumstances.
We will help you choose which deposit accounts would be most suitable and provide
you with information on the best interest rates available depending upon whether
you prefer to operate by internet, branch or post.
We will also ensure you make best use of tax-free wrappers such as Cash ISA
allowances and agree with you what monies if any should be tied up for fixed periods
to achieve higher interest rates.

For many people, they will know in advance that they are likely to spend money at
specific points in the Medium Term, on items for example such as children’s
university costs, a second home, an exotic celebration holiday or for perhaps your
child’s wedding or deposit for their first home.
Where the event is some way off and monies will not need to be spent for over 5
to 10 years, we will discuss with you the best way of investing over this medium
term. It will be important to consider whether cash deposits will be a suitable
investment for this money because inflation will start to erode its value at low rates
of interest over longer periods.
This will need to be balanced by the need to protect the capital value in the shorter
term if you have a fixed commitment to fund at a fixed date. This is where you need
to start thinking about investing in equities to have the potential for higher growth
albeit with its associated higher risk.
Consider how your money grows dependent upon the growth earned:

£10,000 on taxable deposit earning average interest of 1% pa ⇒ over 7 years earns growth of £721
£10,000 in tax-free stock market investments earning growth of 4% pa ⇒ over 7 years earns growth
of £3,159
Although there is no guarantee of growth at any rate in an equity-backed
investment, there is unlimited potential whereas on deposit there is not.
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Cash v Equities from October 2009

For long-term investments lasting longer than 10
years, we would generally expect equities to
comfortably outperform cash deposits even
allowing for the ups and downs of the stock
market.
Although the value of the investment will still go
up and down on a regular basis, this does not
matter because we are only interested in the
average growth by the end of the period of
investment - what happens on a year-by-year
basis is not important.
Because it is difficult to combat inflation with
short term investments like deposits, we would
expect that monies which you will not need to
spend for 5 years or more will probably need to
be invested in equities in some shape or form.

FTSE 100 TR

Cash Unit Trust

Money left on deposit over the long term is likely
to lose its spending power due to the effects of
inflation. This means that you will be able to buy
less in the future with the same money even
though it has grown with interest. That makes it
a bit pointless to reserve the money for later!

Managing the Risk of investing in
the stock market
Once we have created an interactive financial model of your overall wealth and can see how this varies over your lifetime,
we will be in a good place to know whether you should consider longer term investment in the stock market for some of
your wealth.
-We ask you to complete a short psychological questionnaire to identify your overall understanding and acceptance of risk.
This will give us a starting point from which to consider a suitable investment portfolio.
-We consider where you are on your life path so that we can gauge the likely time-scale for which your money might be
invested. Often, this might result in a different answer for different tranches of your money.
-We review the robustness of your financial position in terms of your overall wealth and how quickly you are drawing upon
it or might draw upon it at specific points in the future – also whether your current income might reduce or cease and
whether your expenditure could increase. This gives us an indication of your capacity for loss in the short and medium term
if the stock market suffers a prolonged downturn.
Taking all of these factors into account will enable us to recommend which one of our four risk-graded stock market-linked
investment portfolios would be most appropriate for your tranches of money.
As soon as you have invested in a portfolio, we also take over responsibility for the ongoing review of your investments,
managing and refining your portfolio regularly.
Although we try to make it look simple, behind the scenes we carry out a great deal of investment research to formulate
the portfolios and review them on a monthly basis. If you would like to know more about what happens behind the scenes
we give a more detailed explanation on the next few pages.
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Building our Stock Market Portfolios
The underlying building blocks we use to compile our stock
market portfolios are not individual stocks and shares such as
BP or Glaxo as you might assume. This is because we feel that
the risk of choosing one individual share in which to invest is
very high - recent years have shown us that even shares
traditionally considered safe such as Northern Rock, can be
susceptible to disaster.
Rather, our portfolios are built from a selection of baskets of
shares, called mutual funds. You might have also seen these
being called Unit Trusts, Open Ended Investment Companies
OEICs or Investment Company with Variable Capital ICVCs.
Each of these baskets will hold a large number of individual
shares within them and each basket will have a specific
complexion such as only UK equities, North American equities
or Asia Pacific equities.

Keeleys Portfolios

Mutual Funds

Mutual Funds

Mutual Funds

Share holdings

Share holdings

Share holdings

Share holdings

Share holdings

Share holdings

Share holdings

Share holdings

Share holdings

Stage 1 - Researching the most suitable funds

There are thousands of different funds from which we can select but the vast majority of these we would discount as
being not of high enough quality or representing too high a risk.
We use several market-leading sources of independent analysis such as Citywire and Morning Star to narrow down funds
we might consider for inclusion. Some factors we consider are: the track record of the Fund Manager over the short,
medium and long term, the fund management style and the performance of the fund relative to its peers over many
different time periods.
We also use our own in-house statistical analysis software to assess the level of risk which a fund manager is taking in
managing his fund, the actual return over a given period and the efficiency of the fund (the risk/return ratio).
In addition to the work we carry out at the office, we also carry out extensive background research by attending numerous
investment presentations to hear about the latest thoughts on the UK and global economies as well as to hear the fund
managers speak directly about their own investment philosophy and style.

Stage 2 - Combining funds to moderate the risk

From our constantly reviewed pool of appropriate funds, we have designed four Keeleys portfolios which have different
risk profiles, Lower Risk, General Growth, Equity Growth and Opportunity Growth. In essence, from Opportunity Growth
downwards, the portfolios will generally experience a decreasing amount of volatility but also growth. Usually, we will
incorporate no more than seven different funds within each portfolio.
Some years ago, we developed our own bespoke analysis software called PortfolioOptimiser which not only assists us in
analysing individual funds but also helps us to consider the effects of combining different funds together enabling us to
use the same set of funds to produce a portfolio slanted towards more growth potential or less volatility.
Because PortfolioOptimiser calculates how the funds have historically interacted with each other we can use it to select
funds which have greater divergence in performance. This means being able to lower the overall volatility of the portfolio
which is useful because with globalisation, most main markets will have highly correlated movements.
Our portfolios reflect our belief that over the longer period of investment there will be more rises than falls in market
prices. We aim to perform better in rising markets, but our funds may fall further in declining markets.

6

Investment Policy Statement

Stage 3 - Reviewing and refining the
portfolios

Developing the portfolios initially was just the
beginning of our investment management
programme. Funds move in value on a daily basis
and over a relatively short time period, it is
possible for an individual fund to become a poor
performer relative to its peers. Therefore, at
substantial cost we subscribe to a service which
tracks the price movements of all funds so that we
can download the data into our PortfolioOptimiser
software to carry out regular analysis.
This enables us to review each fund and portfolio
every four weeks and ensures that we are always
reviewing the most recent 36 months of fund
movements to assist us in our investment
management. This is essential since the accuracy
of past data to assist in portfolio design
deteriorates over time.
It is testament to the efficacy of our regular review
system that over the last 15 years we have
reviewed and replaced all of the original funds
which populated our portfolios in 2004. This has
been essential to maintain the efficiency of the
portfolios in terms of return provided for the
implicit risk involved.
What this means for you as a client, is that once
you have invested in a Keeleys equity portfolio for
a long-term investment, you have the assurance
that it is being regularly reviewed on an ongoing
basis without effort on your part and with minimal
or no cost involved.
You should bear in mind that the data we use to
assist us in the design and review of our portfolios
is historical and there is no certainty that this data
is a good indicator of the future. Nevertheless, it is
clear that our regular review system enables us to
identify funds which might be deteriorating in
performance relative to their peers quite quickly
and remove them, whereas other advisers might
continue to leave poor funds in their clients’
portfolios until an annual review at the earliest.
Irrespective, please remember that all stock
market funds fall as well as rise at times
throughout the investment period.

We do not think anyone has all the answers in respect of
stock market investment and we ourselves still learn all the
time as new economic conditions and factors materialise.
We keep constantly updated records of how our portfolios
have performed relative to general market indicators so
that we can monitor whether we continue to add value for
our clients. This information is disseminated to all clients by
email in a pictorial form, generally monthly, so that you can
see our regular review in progress.
To-date we have demonstrated clearly that we have added
significant value over alternative stock market options - but
this is an ongoing review and we will continue to strive to
improve and refine our proposition for the benefit of our
clients.
Any portfolio changes resulting from our reviews are
carried out at our cost. Because we can buy funds
wholesale for our clients, in the vast majority of cases there
is a zero-charge made by the fund manager when buying a
new fund within your portfolio.
Note that when we switch out of funds, every fund
manager has the right to apply a cancellation charge upon
the sale of units within their fund. This can be as high as
10% in exceptional circumstances and we will endeavour to
obtain notification of this before selling on your behalf, but
we cannot guarantee to do so.
Over time, the value of individual funds within your
portfolio may change so that a fund represents a different
proportion of the portfolio than originally recommended.
When we are conducting a switch exercise, we may entirely
rebalance funds to restore the correct proportions as above
and for clients making new investments we will take this
into account when adding new monies so that your
portfolio reflects the splits above as accurately as possible.
For all other clients, you may ask us to rebalance the
portfolios at any time on request.
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Alternative Long-Term Investment Strategies
There are a number of other alternative long-term investments such as property, specific individual shares, Exchange
Traded Funds, Investment Trusts, Venture Capital Trusts and Enterprise Investment Schemes.
Although a bricks and mortar property (whether commercial or residential) can be a sound investment there are various
issues to consider such as maintenance, tenants and the potential difficulties of liquidating the asset.
In addition, there are ongoing costs of holding this asset such as insurances, rates and so on, therefore it becomes a
continual expense which reduces cash flow.

Investment Trusts
An Investment Trust is a form of collective investment which is constituted as
a public limited company. It can invest in shares, bonds, property and a range
of securities. The structure is more complex than mutual funds and this is a
closed-end fund. This can magnify growth or losses making the investment
more volatile than open-ended funds.

Exchange Traded Funds (ETF)
An ETF is an investment fund traded on stock exchanges (like stocks) which
holds assets such as stocks, commodities, or bonds. Many ETFs track an index
(such as the FTSE 100) and you can buy a single ETF with exposure to a specific
market or a range of ETFs over several markets. They are considered low cost
but also carry additional risk. These investments can be synthetic or ‘actual’
each of which carries its own additional risks.

The Enterprise Investment Scheme (EIS)
The EIS was devised by the Government to give investors incentives (such as
tax reliefs) to invest in smaller unquoted companies (such as AIM listed
companies). Again, these can be very attractive, albeit at the higher risk
associated with investing in only a handful of ‘projects’ which tend to be
small and would be smaller than a PLC.

Venture Capital Trusts (VCT)
A VCT is a closed-end collective investment scheme which
provides private equity capital for small expanding
companies. A VCT is a London Stock Exchange listed company
which invests in other (unlisted) companies. There are tax
reliefs available upon such investments which can make them
very attractive, but this is with the acceptance of a potentially
high risk and very focused investment, reliant upon the
Manager’s assessment of its likely success.

For the vast majority of our clients their risk
profile and/or their total wealth means that
these alternative investments are not suitable or
if they are suitable, they do not offer benefits
beyond our portfolios. However, there may be
times when we recommend these products for
you as being most appropriate for your
individual situation and when this arises we will
explain our recommendations in detail.
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Administration of your data and investments
Many advisers now choose to put all of their
clients’ data and investments on an internet
administration platform which would typically
charge a fee which is deducted from the client’s
investments.
We have not chosen to go down this route and we
still hold client data in full on our own highly
efficient and comprehensive client management
system based upon a file server in our office with
our own data back up and disaster recovery
procedure in place.
This is a security–driven decision designed to
protect our clients from as much external influence
as possible. It follows logically from the fact that our
business has been in operation for over 90 years
and we have remained fiercely independent during
that time, preferring to rely on our own knowledge,
skill and ethical values rather than join forces with
others with whom we may not feel an affinity.
However, we do believe in making maximum use of
technology and therefore we have daily updates of
data in respect of our clients’ investments
downloaded directly into our system so that we
have up-to-date client data at all times.

We use several different internet platforms for different
types of investment tax wrappers within which we might
be managing stock market investments for you.
For
example, we may manage a Self-Invested Personal Pension
for you which could be held on the AJ Bell Investcentre or
Aegon internet platforms - or we may manage an Equity ISA
portfolio which could be held on the Old Mutual Wealth or
Aegon internet platforms. In all cases, these sites are
subject to high level security. Clients can also be given
access in respect of their own personal investments directly
on the platform where appropriate.
Despite this necessary use of technology, we are not happy
to commit ourselves to one internet administration
provider for all of our clients’ affairs. Ownership of such
administration organisations can change and a firm which
might currently be owned by private shareholders can later
be sold to an estate agent, insurance company, bank or
indeed any other willing buyer, with an accompanying
change in terms and costs.
Retaining our philosophy of holding investments with the
most appropriate platform for each client in question in
terms of cost, convenience and flexibility remains our
priority rather than arranging administration just for our
own convenience.
If we change the composition of our recommended
portfolios, we will email you with the details and you must
reply with your permission for us to proceed otherwise we
are not allowed to make the changes.
On receipt of your instruction, we will act as soon as
practically possible given our workload. Transactions may
take several days to fully execute because some online
providers require us to await encashment of the old fund
before submitting instructions to buy a new fund.
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Sheltering your investments inside a tax wrapper

We have already explained that we manage long term
investments for clients through a series of four riskgraded stock market investment portfolios.
The portfolios might be held directly by you, but
frequently, it is more tax-advantageous for a client to
hold investments inside a special tax wrapper which can
improve the investment return dramatically as a result
of removing some or all of the tax which might apply on
your investment profits.
A good example of this is when you are saving for your
retirement specifically because it is likely to be sensible
to hold your long-term stock market investment
through a Pension Plan tax wrapper. This means that
when you pay money in initially, the contribution will be
grossed up by 20% and if you are a higher rate tax payer,
you will also receive a tax rebate of a further 20%.
For example, for a 40% tax payer, if you make a lump
sum investment of £30,000, your investment will be
grossed up to £37,500 and you will also be given a tax
rebate of a further £7,500 by HMRC. Further, any
growth of the stock market investment within the
pension plan will not be taxed whilst it remains with the
pension tax wrapper. This boosts your wealth
immediately by £12,000 – 40% of your investment even
without any investment growth.

There are a number of other special tax wrappers
which we might use to wrap around your long-term
investments, such as Equity ISAs or Onshore or
Offshore Investment Bonds. We may also recommend
that the investments are wrapped inside a Trust which
similarly has special taxation aspects which might be
relevant for inheritance tax or family asset control
planning.
Whichever of these special wrappers might be
appropriate, we will explain in detail our
recommendations at the time of investment so that
you understand why using a tax wrapper might be to
your advantage.
However, the underlying principle of using our Keeleys
portfolios for your long-term investments will be
identical. Therefore, in theory you could have five
different special tax wrappers all holding the same
portfolio of funds so that you retain in a coherent,
regularly reviewed investment strategy albeit making
best use of the available tax wrappers.
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Using your investment portfolio to provide regular income

We have conducted research several times to see if we could
successfully build portfolios which would not only produce
regular natural and consistent income for clients but also allow
the capital value to grow over time. However, we have found
on every occasion that we have conducted an analysis that a
capital growth portfolio produces a more advantageous result.
This is because, over most periods, a growth-orientated asset
can produce more overall profit than by adding the capital
growth and income generated from a traditional income asset.
In addition, taking ‘natural income’ or dividend from a fund
generally provides a variable income which is payable only twice
per year which is inconvenient for most clients whose regular
expenditure will usually arise on a monthly basis. Note that
many so-called ‘income-producing’ portfolios can provide a
consistent income but at the expense of continual capital
erosion, thus ultimately depleting your total bucket of money
more quickly than you might realise.
For this reason, we believe that a client requiring income should
look at encashing capital growth made from a growth-oriented
portfolio in a tax-efficient way rather than attempting to
produce income by specifying ‘income-producing assets’. Our
objective is to replace the withdrawn funds with further capital
growth within the portfolio, aiming to top up your bucket of
money with investment profits.

For those drawing retirement
income from their pension plans
we have a slightly different
mechanism. In essence, we retain
the already stated principles of
investing in one of our Keeleys
portfolios which are growthorientated. However, we review
the income needs of clients at least
annually and retain sufficient cash
within the pension wrapper for the
client to draw down from this cash
account each month.
Generally, we will work on
retaining a cash balance to allow
for the expected income needs for
the next 3 years, reviewing the
capital growth on the portfolio and
transferring tranches to cash as
and when appropriate.
This
reduces the potential to encash
investments for income during
falling markets. However, during
long periods of markets falling this
may be unavoidable.

11

Investment Policy Statement

Some simple truths

Costs of investing are important

Don’t put all your eggs in one basket

Different investments have different risks, returns and liquidity.

You can help by:

Spreading your wealth between cash, stock market equities and
property. In particular, making sure that you avoid having all your
wealth tied up in your business or any other single type of asset such
as property, equities (including your employer’s shares) or cash.

There is always a cost to investing because a service is being provided
which will have an attached cost. Although it is always better to pay
higher costs and receive a good return than pay lower costs but
receive a poor return, in life the choice is rarely as straightforward as
that. We are always looking to keep down the costs of providing
your investment portfolios and we regularly review the providers
offering the tax wrappers for best value. Costs are not so critical
when the markets are performing really well but can be very material
when the markets are producing slim or negative returns.
You can help by:

Recognising value rather than cost.

Avoid being a sheep

Turning volatility to your advantage

It would be great to invest only at a low point and only exit
from the stockmarket at a high point. Sadly, life is never like
that – we do not know if the market is at a high or low point
until the moment has passed. For this reason, we may well
stagger investment of a large lump sum investment.

You can help by:

Investing regularly to average out the point at which you buy
into the markets.

It is easy to be influenced by family and friends talking about
their situation. However, our advice to you takes into account
your detailed personal, financial situation and objectives.
You can help by:

Recognising that you are unique and that advice on your
financial planning is very specific to you. It is highly unlikely that
someone else’s strategy will work for you.

Accept the Nature of the Stockmarket

It is likely that given the experience of the last 50 years, any stockmarket investments you hold will fall as well as
rise, at least temporarily at some point in future. It could occur immediately after you have invested or it may be
months or years later. For this reason, money needed in the short term should generally be held in cash and only
money for spending later on is invested in the stockmarket.
You can help by:

Remaining calm if your investments reduce in value in the short term. This is all part of the normal pattern of equity
investment and will not matter provided your assumed target average return is still achieved over the long term.
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Acknowledgment of
Investment Policy Statement and Declaration
I/We acknowledge receipt of this document and confirm I/we have read it.
•
•
•
•
•
•
•

I confirm that I am an investor not a speculator.
I understand that every kind of asset involves some risk – even cash.
I accept that I can diversify my risk by spreading my wealth amongst different assets.
I appreciate that I cannot time market highs or lows but understand that regular investing will average out the
cost of investing in the stock market.
I recognise that equities can be volatile but understand that this risk is worth accepting over the long term in
order that my wealth can have the potential to combat the effects of inflation.
I will adhere to my agreed long-term strategy and will not be distracted by short term economic problems.
I will keep calm whilst others are panicking.

Declaration
I/we confirm that I/we have understood this report and accept the content with regard to investment advice
I/we may receive.

Client Name .....................................
Signature

.....................................

Dated

.....................................

Client Name .....................................
Signature

.....................................

Dated

.....................................

L G Keeley (Life & Pensions) Limited
6 St Paul’s Terrace, Northwood Street, Birmingham B3 1TH
www.keeleys.co.uk Tel: +44 (0)121 236 1288
Registered England No.2104937, Authorised and Regulated by the Financial Conduct Authority
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