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A BUDGET TO REMEMBER
Ahead of next year’s General Election,
Chancellor of the Exchequer George Osborne
delivered a Budget that provided considerable
food for thought. Focusing in particular on
support for business, savers and pensioners,
the Chancellor hailed the UK’s economic
recovery but warned there was still more to
be done.
The UK economy is now predicted to grow
more strongly than previously forecast and,
over the course of 2014, the Office for Budget
Responsibility expects the economy to expand
to a level greater than its pre-crisis peak.
Meanwhile, the UK’s budget deficit during
2014 is likely to be lower than envisaged at
6.6%, and is now expected to continue its
decline until 2018/19, when it is predicted to
achieve a surplus of 0.2%.
The Chancellor increased the income tax
personal allowance to £10,500 – a move that
will reduce the typical UK taxpayer’s bill by
£800. The higher-rate tax threshold will
increase from £41,450 to £41,865 during the
2014/15 tax year and will rise by another 1%
to £42,285 in 2015/16.
Business rate discounts and enhanced capital

allowances in enterprise zones were extended
for a further three years. The Annual
Investment Allowance was extended to the
end of 2015 and doubled to £500,000. As a
result, 99.8% of companies are expected to pay
no tax on money used for capital investment.
Export finance was doubled to £3bn and
interest rates on this lending were slashed
by one-third.
From 1 July, cash Individual Savings Accounts
(ISAs) and stocks & shares ISAs will be merged
and simplified into a single ISA with an annual
tax-free allowance of £15,000. The 10p tax rate
for savers was scrapped and the Chancellor
also announced a new Pensioner Bond,
available to everyone aged over 65 from
January 2015. The Pensioner Bond will be
offered by National Savings & Investments
and will pay market-leading rates.
Meanwhile, in what was probably the most
controversial measure within the 2014
Budget, the Chancellor announced plans
aimed at removing all tax restrictions on
pensioners’ access to their pension pots.
In particular, pensioners will no longer be
obliged to purchase an annuity to fund their
retirement.

ECONOMIC UPDATE

INVESTMENT UPDATE
Many major equity indices ended April in positive
territory, buoyed by an encouraging outlook for
economic growth in the US and the UK. In particular,
investor sentiment received a welcome boost from
the US Federal Reserve as policymakers highlighted
evidence of a strengthening economy. This news
More than offset the announcement of disappointing
US economic growth during the first quarter of 2014,
which was largely attributed to one-off factors,
including an exceptionally cold winter. Over April
as a whole, the Dow Jones Industrial Average in the
US rose 0.7% and indeed the index hit a new all-time
high as the month ended.
In the UK, share prices generally rose during April,
boosted by encouraging economic data and
resurgent corporate activity, and the FTSE 100 index
rose 2.8% over the month. The UK economy
expanded by 0.8% during the first three months of
2014, underpinned by stronger activity in the
manufacturing and services sectors, and the
Confederation of British Industry expects economic
growth to be “exceptionally strong and broad-based”
over the coming months. The month saw a number
of companies, including Saga , Patisserie Valerie ,
Shoe Zone , FatFace and Card Factory, announce
plans to float on the stockmarket.
On the continent, the European Central Bank
confirmed it would initiate additional economic
stimulus if the eurozone’s inflationary environment
remains weak. Although the region’s rate of inflation
rose from 0.5% in March to 0.7% in April, this
increase was probably partly attributable to a late
Easter. Meanwhile, according to a report from the
European Commission, beleaguered European
governments are making positive – albeit gradual –
headway with their budget deficits. Germany’s Dax

index edged 0.5% higher over April, while France’s
CAC 40 index rose 2.2%.
April also saw European leaders approve the latest
bailout payment to Greece. The country received
€6.3bn (£5.2bn) at the end of April and will receive
two further payments, each of €1bn, in June and
July. Elsewhere, Cyprus’s economy is steadying,
according to the IMF and, in particular, the country’s
recession proved less severe than originally feared
while the banking sector is showing signs of
stabilising. Nevertheless, the IMF emphasised that
the outlook remains “challenging, with rising
unemployment, falling credit and increasing nonperforming loans”.

In Japan, April was marked by the widely flagged
increase in consumption tax, which took effect on
the first day of the month. The sales tax rose from
5% to 8%, and was likely to have been instrumental
in an 11% surge in annualised retail sales during
March as shoppers hurried to buy items before the
increase was implemented. Consumer prices rose
1.3% in March while the country’s trade deficit
soared amid weaker export growth and higher
import activity. The country’s deficit climbed to
¥1.45 trillion (£8.4bn) in March – four times as much
as in the same month last year. Over April as a
whole, Japan’s benchmark Nikkei 225 index fell 3.5%.

INVESTMENT IDEAS

NISAs—a new phase for ISAs
An increases in allowances and more flexibility beckons
Individual Savings Accounts (ISAs) enter a new
phase from 1 July 2014. At present, ISA
contributions for the 2014/15 tax year are
capped at £11,880. The entire amount can be
invested in a stocks & shares ISA, or up to
£5,940 can be saved into a Cash ISA. However,
from 1 July 2014, the ‘New ISA’ (NISA) limit will
increase to £15,000 and you can invest as much
as you like of this allowance in cash, stocks &
shares or a combination of the two. Investors
will also be able to transfer ISA savings from
previous years freely between stocks & shares
and cash and back again.
Moreover, from 1 July, any interest on cash held
within a stocks & shares NISA will be free of tax.
This means that, from 1 July, you could have just
one NISA, rather than separate NISAs for cash
and stocks & shares. This simplicity might be
attractive to some investors although, you
should not assume you will receive the best rate
of interest on the cash element, and it might be
worth having a separate cash NISA if you want a
competitive rate. You can also transfer your
NISAs freely between providers – subject to any
penalties that might be applied by your existing
provider – but you can only have one cash NISA
and one stocks & shares NISA in any single tax
year.

Any ISA subscription made between 6 April
and 30 June 2014 will be counted against the
£15,000 NISA subscription and you will not be
allowed to open up a new NISA for the
current tax year from 1 July. Instead, you will
have to top up the existing account. Do check
with your provider’s terms and conditions –
particularly if you have already opened a fixed
-rate cash ISA.
The range of investments that can be held
within a NISA is also expanding – for example,
investors will be able to hold corporate bonds
with less than five years left to maturity. This
expansion is likely to lead to an increase in
new products from providers that, in turn, will
provide greater choice for savers. One thing
will not change, however – once it’s gone, it’s
gone. At the end of each tax year, you lose
any unused ISA allowance, so make sure you
act in good time and, if you are unsure about
anything, do seek professional advice.

Speak to us for help in
making the most of your
tax-free allowances.

IQ’s View
The Chancellor's shake-up of the ISA regime may have been largely unexpected but it received a
broadly warm welcome nevertheless.
Prior to the Budget, there were rumours the Chancellor would seek to impose a lifetime cap on
ISAs, as has been done with pensions. As it was, he went in the opposite direction, hiking the
annual allowance to £15,000 from its current level of £11,520. The limits for Junior ISAs were also
increased – from £3,720 to £4,000.
We feel that the Chancellor’s most important change, however, was to simplify their structure. The
creation of a 'New ISA', removes the separate allowances for cash ISAs and stocks and shares ISAs,
and finally allows transfers from stocks and shares ISAs to cash ISAs, something we have been
calling for for some time. This will allow people to move out of investment markets and back into
cash without losing their tax-free status.

Pension changes
So what do the biggest changes in a generation mean to you.....
Chancellor of the Exchequer George Osborne set
about redrawing the retirement landscape in the
2014 Budget, introducing measures to allow
retirees to spend their pension pot as they
choose, rather than having to buy an annuity.
“Let me be clear,” the Chancellor said. “No one
will have to buy an annuity. People who have
worked hard and saved hard all their lives and
done the right thing should be trusted with their
own finances.”
The measures mean retirees will no longer be
taxed at an onerous 55% if they look to access
the rest of their pension pot after taking their taxfree lump sum. With effect from 27 March 2014,
you will be taxed at your marginal income tax
rate although, for now, the portion that can be
taken as a tax-free lump sum remains at 25%.
Prior to this Budget, however, those with less
than £2,000 in a pension pot could take it as cash.
This year, this limit has risen to £10,000 for an
individual pot and to £30,000 for people who
have saved across a number of schemes. From
2015, the limits could disappear altogether.
The Chancellor also announced the introduction
of a ‘pensioner bond’. Issued by National Savings
& Investments from January 2015 for those aged

over 65, this new bond will have an investment
limit of £10,000 per individual. It is estimated
some £10bn worth will be issued. Rates have not
been set but initial estimates suggest a three-year
bond could pay up to 4%. This compares with a
rate of some 2.7% from the best fixed rate bond
on the market. Pensioner bonds will be taxable in
the same way as any other investment.
In a less headline-grabbing move, the Chancellor
also announced plans to allow people aged 75 and
over to continue to claim tax relief on pension
contributions. This reflects extended working lives
and the fact people are increasingly deferring or
staggering their retirement. There has been
criticism this measure may be abused by the super
-wealthy to use pension assets for sophisticated
tax avoidance.
The Chancellor’s main pension changes have
broadly been welcomed, however, for placing
choice firmly back in the hands of retirees. The
additional freedom those saving in a pension will
enjoy could mean more complex decision-making
at retirement although the measures should also
offer the opportunity, with appropriate advice, to
build more sophisticated and tailored
retirement solutions.

IQ’s View
The changes announced in the recent budget have removed some of the main restrictions around
pensions. The most common complaints we come across regarding pensions are over the lack of
flexibility over how you take your benefits and the loss of any remaining fund on death.
From April next year, you will be able to draw your fund as you see fit. We at IQ believe that you will
need to choose whether getting a guaranteed income or retaining access and control is most
important to you.
Obtaining the maximum guaranteed income for life will still mean losing access to your pension
fund. If you wish to retain full access and flexibility then you will have to bear the risk of outliving
your money. We believe that pension providers will come to the market with a solution to sit
between these two extremes—giving you a level of guaranteed income whilst retaining a degree of
flexibility.
The removal of these restrictions mean that a pension fund could be viewed
as a long-term tax-free savings account—surely that has to be a good thing!
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PENSIONS EXPLAINED

SO....

WHAT ARE MY PENSION OPTIONS?

job or at reduced hours. The
concept of working full time one
day and then nothing the next is
becoming more and more rare.
This means today’s retirees
require their pensions to be more
flexible than ever before, ideally
allowing them to vary their
income as their circumstances
change.

People in the UK are living longer
than ever before – one in three
babies born in 2013 is expected to
reach its 100th birthday . That
being the case, it is important to
ensure that you have sufficient
provision and that when the time
finally comes to draw your
pension, you do it in a way that
suits your needs.
It is far more common these days
for people to work beyond the age
of 65, in many cases in a different

The recent changes announced in
March’s Budget are set to remove
many of the restrictions around
pensions and will in effect allow
you to choose how much income
is taken each year with the
opportunity to vary this as your
requirements change. The old
default option of buying an
annuity, although still suitable in
many cases, is likely to become
part of a wider retirement
strategy incorporating a combination of options such as income
drawdown, fixed term annuities
and other investment vehicles.
The ever increasing number of
options available at retirement
make it more important than ever
to seek professional advice. In
fact, it is more likely that you will

require ongoing guidance in
order to alter your arrangements as time goes on.
Retirement will no longer be a
one-off process, and with
‘pensioners’ more healthy than
ever before needs to be thought
of as a continual process. Your
financial adviser can ensure that
retirement can be worry free,
allowing you to do those things
you’ve been putting of for
years!

ESTATE PLANNING

Navigating the Auto-Enrolment waters
Coming soon to an employer near you!
One of the largest-ever shake-ups in the history
of UK pensions, automatic enrolment (autoenrolment) was introduced in 2012 to provide
wider access to pension savings. A changing
demographic backdrop means that, while people
in the UK are living longer, they are not saving
enough to finance their increasingly long retirements. Before the advent of auto-enrolment,
only 46% of UK employees were enrolled in a
qualifying workplace pension scheme.
Since auto-enrolment was introduced in October
2012 , two million people have started saving into
workplace pension schemes. It is estimated that,
by 2018, between six and nine million people will
have increased the amount they are saving into a
pension scheme, or will have joined a scheme for
the first time. Auto-enrolment is designed to
provide every worker with the opportunity to
amass some savings for their old age, while
helping to shift the onus away from the state and
on to the individual. Employers are now obliged
to enrol all their employees in a qualifying workplace pension scheme, unless the individual
makes an active decision to opt out.
In order to be eligible for auto-enrolment, an
individual must live in the UK, must be aged
between 22 and state pensionable age, must
earn over £9,440 a year and should not already
be signed up to a workplace pension scheme. The
employee will be able to decide the level of
investment risk they are willing to take with their
pension savings although, in the absence of an
active decision from the individual, the default
option will be relatively conservative. The
pension provider will impose an annual
management charge, to be deducted from the
pension pot.

will pay in a minimum of 0.8% of their qualifying
earnings, rising to 4% by 2018. Their employer
will contribute a minimum of 1% of the
employee’s qualifying earnings, rising to 3% by
2018. Finally, the UK government will pay 0.2% of
the employee’s qualifying earnings, rising to 1%
by 2018.
From the perspective of a small employer, this
legislation not only creates additional expense
but also an ongoing requirement to comply with
the regulations. The Pensions Regulator have
identified 39 different tasks that must be
completed in order to introduce a pension
scheme and automatically enrol employees.
Unfortunately, this is not a one off task as the
employer must re-assess their workforce before
every payday so that new starters are enrolled,
along with other employees who may only just
have become eligible to join.
The Pensions Regulator has a strict tariff of fines
which will apply for non-compliance with the
legislations and is already making an example of
larger firms such as Dunelm Mill who have failed
to fully comply.
IQ are soon to introduce an auto-enrolment
consultancy service which will remove this hassle
from an employer’s workload, ensuring that a
scheme is implemented on time and that all rules
and regulations are met. We will work with the
employer to communicate with all employees
and help to explain the benefits of joining. A
middleware software solution will be used to
ensure that the ongoing requirements are met
and that payments are made accurately and on
time.
Call us to find out more!

A minimum percentage of each worker’s
“qualifying earnings” have to be paid into their
pension pot. Employers have to make contributions, and the government also makes a
contribution through tax relief. Each individual
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Useful info:
Auto Enrolment
www.thepensionsregulator.gov.uk/automaticenrolment.aspx
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