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2015
With the General Election a matter
of weeks away, the coalition government’s 2015 Budget managed to hail
economic recovery, gloss over
spending cuts and serve up a raft of
measures designed, among other
things, to support savers and firsttime house-buyers.
Chancellor of the Exchequer George
Osborne announced the launch of a
new ‘Personal Savings Allowance’
that will enable basic-rate taxpayers
to earn up to £1,000 each year in
savings interest, free of tax. He also
introduced new flexibility for Individual Savings Accounts (ISAs) that will
allow savers to withdraw money and
replace it – in the same tax year –
without forgoing any of their taxfree ISA allowance. At present, however, this provision will apply only to
cash ISAs. Elsewhere, Osborne
revealed measures designed to help
first-time house-buyers with a
deposit – through a new ‘help-tobuy’ ISA, the government will add a
bonus of 25% to the saver’s contribution, to a maximum of £3,000 on
£12,000- worth of savings.
Yet further reforms to the pensions
system elicited a mixed response.
From April 2016, pensioners who
have already purchased an annuity
will be able to sell that income to a

A summary
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third party in exchange for a lump sum
that will be taxed at their marginal rate
instead of the “punitive” 55% rate. Meanwhile, the Lifetime Allowance for pension
contributions will be cut in April 2016
from £1.25m to £1m, saving the Treasury
£600m a year.
The personal tax-free allowance will rise
from £10,600 in 2014/15 to £10,800 in
2015/16 and to £11,000 in 2016/17. The
Treasury calculates this will cut income
tax for 27 million people. The threshold
at which individuals begin paying higherrate tax will rise from £42,385 to £43,300
by 2017/18. Elsewhere, schemes to avoid
inheritance tax via deeds of variation will
be reviewed.
The UK economy expanded more quickly
than any other major advanced economy
during 2014, registering growth of 2.6%,
which is somewhat lower than the 3%
growth forecast in December 2014. The
Office for Budget Responsibility’s
forecasts for economic growth in 2015
and 2016 were raised to 2.5% and 2.3%
respectively, while its forecast for 2017
was cut to 2.3%. Debt as a share of GDP is
falling more quickly than previously
forecast, and the Chancellor therefore
intends to end the squeeze on public
spending earlier than expected. From
2019/20, public spending is set to rise in
line with economic growth.

ECONOMIC UPDATE

INVESTMENT OUTLOOK
The Brent Crude price fell significantly (11%) during the three months to the end of
February, compounding the large falls seen
during the second half of last year. Since the
middle of June 2014 the oil price has almost
halved. The impact was lessened somewhat
for UK-based investors due to Sterling
weakness. The oil price fell sharply when it
became clear that OPEC were not going to cut
production in the face of growing US oil
production and slower demand from China
and Europe.
Despite the stronger US Dollar, the gold price
rose 4% to $1213/oz. However, other
commodities such as Copper, Iron Ore and
Zinc were weak reflecting Chinese economic
growth concerns.
The UK stock market (FTSE All-Share
Index, +4.7%) generated a positive return
during the three months to the end of
February. In Sterling terms, this was a good
performance relative to other regional equity
markets. The FTSE World ex UK (£) Index
rose 3.3%. Japanese equities (MSCI Japan (£)
Index) led the way, rising 8.4%, whilst
Emerging Market equities lagged (MCSI
Emerging Markets Index (£) +0.3%).
US Dollar strength and Euro weakness
were notable features of the last three months.
For UK based investors, this resulted in an
enhanced return for US equities (S&P500
Index, +3.7%) and a reduced return for Euro-

pean equities (FTSEurofirst 300
Index, +2.7%). The US Dollar benefited
from continued robust economic data
releases as well as the conclusion of the
latest round of Quantitative Easing (QE).
The Euro weakened as the ECB
announced a significant Quantitative Easing program.
Gilt returns were positive (FTSE Gilts All
Stocks Index, +2.0%) over the three
month period despite a sell-off during
February. By the end of January, the 10year gilt yield had fallen to just 1.33% a
new all time low. Gilts were in demand
because inflation expectations continued
to fall and the asset class also benefited
from its ‘safe haven’ perception.
Towards the end of the period, more
speculative levels of debt (high yield)
started to perform following significant
underperformance during the second half
of last year. Over the three month reporting period, the Bank of America Merrill
Lynch (£) High Yield Index returned
3.5%.
The UK commercial property sector
continued to perform strongly, with the
IPD UK All-Property Index returning
2.4% during the period.

PENSION CHANGES

THE BUDGET & PENSIONS
The ‘Robin Hood’ of the financial world....... Taking from the rich to give to the poor?
Anyone hoping George Osborne had
finished tinkering with the UK pensions
system was left disappointed by the 2015
Budget. Despite campaigning from the
retirement industry to let various recent
changes bed down, the Chancellor
announced modifications to the lifetime
allowance and, importantly, to the rules on
cashing in annuities.
The reduction in the lifetime allowance
from £1.25m to £1m from 6 April 2016 will
likely prove a headache for those nearing
the limit and could see retirees diverting
funds into alternative investments, such as
buy-to-let. Now, if a pension pot grows
above £1m, the tax payable when money is
later withdrawn will be 55%.
More positively, CPI indexation of the
lifetime allowance is now slated to start
from 2018 although, with an election
looming, that is far from assured. Also, if
current rates of CPI inflation continue – it
hit 0% in February – this is unlikely to be a
significant advantage for retirees.
For now, the Chancellor did not amend the
annual limits, though Labour has promised
to do so if it wins power in the May
election. Its current policy is to reduce the
amount on which tax relief is payable from
£40,000 to £30,000 and cut pension tax
relief for those earning above £150,000,
from 45% to 20%. Osborne’s move to
reduce the tax rate applicable on cashing in
an annuity – from 55% to a retiree’s
marginal rate – has proved controversial.
While it seems fair existing retirees should

also be allowed to participate in the new
pensions flexibility, some commentators
worry the prospect of a lump-sum
payment could seduce pensioners into
giving up a reliable income stream.
Still, the changes are perhaps not as
radical as they first appear. Pensioners
will not be able to give up their annuities
without first taking financial advice. Nor
will they be able to sell their annuity
back to the issuing company or to other
private investors. The scheme relies on
the involvement of institutional investors willing to take on the unwanted annuities in exchange for a taxed lump sum
or flexi-access drawdown.
Nevertheless, for some retirees, it could
offer new options. Historically low
interest rates mean annuities have
generally offered poor value in recent
years and investors may be able to
generate a higher income from a lump
sum or drawdown, even after tax. Taking
advice will be essential.

IQ View
The forthcoming relaxation of the rules
surrounding the drawing of pension benefits
creates some great planning opportunities and
means pensions can now also be used as a
means of passing wealth down to your family
free of inheritance tax and in some cases
income tax too!
Speak to us for more information.
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NISAs

The New
Individual Savings Accounts

The new way for first time buyers to save that all important deposit.

The 2015 Budget confirmed ISAs
as the savings product of choice
for the coalition government. Not
only did George Osborne
introduce the ‘Help-to-buy’ ISA, he
also allowed greater flexibility to
move money in and out of ISAs
without affecting the annual
allowance. The Chancellor
did however introduce changes to
the way interest is paid on savings,
which may dent the appeal of cash
ISAs.
The new ‘Help-to-buy’ ISA will see
the Government contribute £50
for every £200 paid towards a
house deposit by first-time buyers,
up to a maximum of £3,000.
Treasury estimates suggest as
many as 285,000 could use the
scheme every year.
The Home Builders Federation
endorsed the scheme, saying it
should encourage people to save
for a new home, thereby
maintaining demand for
new-build homes and helping with
the housing shortage. However,
the scheme has not met with
universal approval, with the
Institute for Fiscal Studies labelling
it a “dubious” policy that could
push up house prices further. The
organisation said much of the
benefit would go to those who
had already saved for a deposit.
The Chancellor also announced
greater flexibility in taking money

out of ISAs and then reinvesting
it. Previously, if an investor took
money out of an ISA in a tax year,
they would automatically lose
that part of their annual
allowance. Any reinvestment
would count towards the annual
limit. Osborne has now promised
“complete freedom” on moving
money in and out of ISAs.
Investors will now have the
flexibility to withdraw and
reinvest into ISAs without losing
their tax-free allowance.
This was all positive for ISAs.
However, the Chancellor may
have dealt an unintentional blow
to cash ISAs by announcing the
first £1,000 of all savings will now
be tax-free. With an ISA paying
1.5% say, this means investors
could save almost £67,000

before hitting the limit and, as
such, many conventional
savings accounts may look just
as attractive as cash ISAs.
ISAs still have a number of
advantages – for example,
interest rates should rise over
time, taking investors over the
£1,000 limit more quickly and
making cash ISAs look more
attractive. Equally, people who
use their ISA allowance year
after year may exceed the
allowance in perhaps five years
and therefore may prefer to
have it sheltered in a tax-free
structure. Still, for now, it
provided another reason to
think hard before saving in cash
ISAs.

PENSIONS

AUTO
AUTO--ENROLMENT NOW THE FUN BEGINS...

From April 2015 small employers begin to put pension schemes in place
The new tax year sees the start of the
most important phase in the introduction
of workplace pensions. From April,
employers with fewer than 50 employees
begin to arrange pension schemes for
their workers and HMRC will see somewhere in excess of 30,000 employers per
month try to meet their obligations.
By 2018, between six and nine million
people are expected to have increased the
amount they save into a pension scheme
or to have joined a scheme for the first
time.
The National Employment Savings Trust
(NEST) has become the default option for
many employers due to the lack of
alternative options for micro employers.
However, this leaves them with a potential
capacity issue as the influx of employers
begins.

Here at IQ, we have negotiated access to
a unique scheme with a leading financial
services company which, we believe,
makes the job of meeting to auto enrolment obligations as easy as possible.
Despite the focus on arranging a pension
scheme, the hardest part of the
introduction of workplace pensions is the
need for an employer to meet the ongoing
duties including assessment of staff,
communications and managing opt-outs.
There has been development of various
software packages which can manage these
duties for you (at an additional cost
obviously). As this cost is likely to be
unwelcome to many small employers, it is
an obvious advantage that our offering has
this software built in.... for FREE!
Call us on 01522 837211 to find out more!

Useful info:
Auto Enrolment
www.thepensionsregulator.gov.uk/automaticenrolment.aspx
FCA
www.fca.gov.uk
Web
www.iq-fa.co.uk
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