
  Budget Summary 
Page 1 & 2

£  Investment Matters
Page 3

£  Notebook

- Changes to withdrawals   
 from NISAs

- Changes to the Deposit   
 Protection Scheme

- Mortgage Update

- Increased income tax for   
 Buy to Let landlords

- Clean Share Classes

- Tax free interest on all   
 savings accounts

Page 4

In this issue…

www.fraserheath.co.ukAugust 2015 Edition

Helping you face the future with knowledge and confidence

SUMMER NEWSLETTER

Whilst 2015 was always going to be an eventful year, 
it is fair to say that not many could have forecast the 
sequence of events thus far. Investment markets started 
in a surprisingly upbeat style and led the FTSE 100 to 
break new ground reaching an all time high in April. It 
largely held onto this strength after the election which 
saw an outright win for the Conservatives with 331 seats 
and gave David Cameron a second term as PM.  Indeed 
the election results confounded many pundits and saw 
the Liberal Democrats suffer terribly across the country, 
as did Labour, especially in Scotland where the SNP won 
56 of the 59 seats available. This led to resignations on 
the day of both Nick Clegg and Ed Milliband and evidently 
surprised the Conservatives who will now govern with 
an outright majority. We waited for Mr Osborne’s budget 

on 8th July which was more far reaching than had been 
expected and again included a few surprises.

Life doesn’t get any easier for Greece and whilst 
agreements have been reached to head off an exit from 
the Euro, they do not seem credible and generated 
very negative comments from the IMF. Despite this, the 
Greek administration signed off on the deal and we shall 
have to wait and see how things pan out. It is primarily 
the Greece situation and concerns over the Euro and 
slowing growth in China that has caused markets to falter 
in recent weeks but with deposit rates still at record low 
levels, investors remain prepared to ride out the ups 
and downs.

Jim Collier

On 8th July George Osborne delivered 
the first Conservative budget in nearly 
20 years. The Budget sets out a plan for 
the next five years to move from a low 
wage, high tax, high welfare economy; 
to a higher wage, lower tax, lower 
welfare economy. 

Here are some of the key points 

Income Tax
The personal allowance will rise to £11,000 in 2016/17. 
The higher rate tax threshold increases to £43,000  
in 2016/17.

These changes have been announced previously but 
the budget saw these brought forward a year.

In a major change to the taxation of dividends the 
government will abolish the Dividend Tax Credit 
from April 2016 and introduce a new Dividend Tax 
Allowance of £5,000 a year. The new rates of tax on 
dividend income above the allowance will be 7.5% for 
basic rate taxpayers, 32.5% for higher rate taxpayers 

and 38.1% for additional rate taxpayers.
This change will not affect dividend income received in 
NISA or Pension Investments but will cost those wealthy 
investors in un-tax wrapped investments. It will also 
impact most on those business owners predominantly 
in “close” companies who have elected to take their 
remuneration in the form of dividends.

The government will restrict the relief on finance costs 
that landlords of residential property can get to the 
basic rate of income tax. Landlords with larger incomes 
can currently receive relief at 40% or 45%. This might 
result in rent rises but could also potentially result in a 
fall in the number of investors willing to buy additional 
properties with borrowed money. A fall in the demand 
might then lead to a fall in property prices, particularly 
those which have historically been attractive as 
investment properties.

Rent-a-Room relief will be increased from £4,250 to 
£7,500 a year from April 2016.
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Capital Gains Tax (CGT)
There was little mention of capital gains tax and no changes announced to 
either the rate of tax or annual exemption amount for individuals.
Inheritance Tax (IHT) – A Family Home Allowance

Inheritance Tax (IHT) – A Family  
Home Allowance
The IHT nil-rate band is currently frozen at £325,000 until April 2018. The 
government will extend the freeze at £325,000 until April 2021.

An additional nil-rate band will be introduced when a main residence is 
passed on death to direct descendants, such as children or grandchildren. 
This will be £100,000 in 2017/18, £125,000 in 2018/19, £150,000 in 
2019/20, and £175,000 in 2020/21 with CPI linked increases thereafter. As 
with the current nil-rate band, any unused main residence nil-rate band will 
be transferred to a surviving spouse or civil partner.

The new main residence nil-rate band will also be available when a person 
downsizes or ceases to own a home on or after 8 July 2015 and assets 
of an equivalent value, up to £175,000 in 2020/21, are passed on death to 
direct descendants.

There will also be a tapered withdrawal of the additional nil-rate band for 
estates with a net value of more than £2 million. This will be at a withdrawal 
rate of £1 for every £2 over this threshold and therefore estates of more 
than £2.35 million will lose the allowance altogether.

Corporation Tax
The corporation tax rate will be cut to 19% in 2017 followed by a further 
reduction to 18% in 2020.

Pensions Annual Allowance
The Government is pressing ahead with a move to reduce the annual 
allowance for higher earners from April 2016. Those with adjusted annual 
income above £150,000 will see the annual allowance gradually reduced 
as illustrated in the following table:

However, the complexity is in the definition of adjusted income. This 
includes personal and employer pension contributions, and means the 
reduction in annual allowance potentially affects many more people. For 
example, if I had income of £130,000 and an employer pension contribution 
of £40,000, my annual allowance would be limited to £30,000.

To ensure the measure is focussed on high earners, people who have 
income below £110,000 (excluding pension contributions) will not be 
affected. One major difficulty is many people – including the self-employed 
and those who get end-of-tax-year bonuses - won’t know their income 
until after the end of the tax year. Consequently they won’t know what level 
of tax relief they may receive, meaning the possibility of a surprise annual 
allowance charge.

Important – If you are a high earner and are considering 
carrying forward unused relief it is important that this is done 
this financial year so as not to be caught out by the annual 
allowance reductions.

Adjusted Annual Income Pension Annual Allowance
 Up to £150,000 £40,000

£160,000 £35,000

£170,000 £30,000

£180,000 £25,000

£190,000 £20,000

£200,000 £15,000

£210,000+ £10,000

Changes to death benefits
Before 6 April 2015, a 55% tax charge was levied on the pension fund 
of any investor who died while drawing income from their fund under a 
drawdown contract. 

Now, such lump sum payments on death are tax-free if the death 
occurs before age 75. If later, the beneficiaries will be subject to tax at 
45% if the death occurs in the tax year 2015/16 and at their marginal 
tax rate thereafter.

Those inheriting pension benefits on the death of the investor are in the 
same position, tax-wise, as the investors themselves. So on deaths 
before age 75 the benefits can be passed on with no tax charge, from 
one generation to the next. 

The freedom from ‘death tax’ of pension benefits passing after 6 April 
2015 is subject to the condition that the beneficiary must either move 
into ‘flexi-access’ drawdown or take a lump sum payment within two 
years of the death.

Rules were also relaxed as to who could benefit from pension 
assets of a deceased member. Previously one had to prove financial 
dependence at date of death. Typically this would restrict tax  efficient 
benefits to the surviving spouse or children aged under 23 in full time 
education.  

From 6th April 2015 anyone can be named as a dependent under 
a defined contribution pension arrangement.  If the intentions of the 
pension member and those who inherit pension benefits are to be 
realised, it is vitally important that they should make clear to the trustees 
of the pension fund whom they wish to benefit. This is done by filing a 
‘nomination’ form, which should ideally be accompanied by a ‘letter of 
wishes’, containing more detailed information such as the effect of any 
changes in circumstances.
However, births, deaths, marriages and divorces cannot be anticipated 
and may well affect the choice of beneficiaries. Consequently, 
nominations and letters of wishes should be reviewed and  
updated regularly.

These two forms of instruction are not, however, binding, and pension 
trustees have an ultimate discretion. 

Pensions Lifetime Allowance
As previously announced, the Lifetime Allowance will reduce from 
£1.25m to £1m from April 2016. Transitional protection for those with 
benefits over £1m will be introduced alongside the reduction so that the 
change is not retrospective. From 6 April 2018 the Lifetime Allowance 
will be indexed annually in line with CPI. More information will follow in 
the 2016 Finance Bill. For those wishing to apply for fixed protection to 
preserve their allowance at £1.25 million, announcements should be 
made in the autumn.

From a planning perspective, the expected slow rise in the Lifetime 
Allowance means that high earners should check that their current 
level of pension funding is appropriate. If you are still accumulating 
your pension fund and might realistically expect to breach the Lifetime 
Allowance before you decide to retire, you should reconsider how 
much of your own money you put towards pension saving. If you get 
higher rate tax relief of 40% on your contribution but you ultimately get 
it back after a lifetime allowance charge of 55%, clearly it would make 
more sense to redirect some of your own savings to an alternative 
savings vehicle.
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Pension Freedoms – Extended right  
to transfer

The Pensions Schemes Act 2015 made a number of changes to 
the rights of final salary scheme members. The main change gives 
a member the right to convert ‘safeguarded’ benefits in the form 
of a guaranteed pension for ‘flexible’ benefits in the form of a cash 
equivalent transfer value (CETV) which could be moved into a defined 
contribution pension in order to access the benefits. 

This flexibility was afforded on the proviso that appropriate independent 
advice is obtained where the CETV is in excess of £30,000. Many 
clients with final salary pensions have shown an interest in exploring 
the new pension freedoms only to be told by the scheme administrator 
that they must seek independent advice. 

We suggest that all clients wanting to consider their options in this 
regard contact us in order to carry out an appropriate analysis of the 
benefits relative to your financial objectives.  

Pensions – The Future
In order to encourage saving into pensions, the government is 
consulting on whether pension tax relief should be reformed, perhaps 
to be more like saving into an ISA, or whether the current system is 
more beneficial. It is proposed that any reforms would build on the 
Freedom and Choice in Pensions reforms of the previous government. 
A consultation paper has been published alongside the Budget 
Statement with the consultation period running until the end of 
September 2015.

Jim Collier

Investment Matters
Greece’s financial debt problems have dominated the political news 
over the past few weeks and this has also had an impact on investment 
markets. While at the time of writing a solution appears to have been 
agreed, this is clearly a fluid situation, the outcome of which remains 
uncertain. We have seen increased volatility in European stock markets 
but it is notable that the fluctuations have only been a few percent 
in either direction. This seems to backup the consensus view that 
we hear from fund management groups that with European banks 
now in a much stronger position and with Greece’s economy only 
representing 2% of the Eurozone economy, the short term impact of 
Greece’s decision one way or another will not be too significant on the 
global economy. This is not to say that it might not have some long 
term ramifications but there is a sense that fund managers are not too 
greatly concerned.

Of more concern has been the significant correction in the Chinese 
stock market which has fallen over 30% from its peak to its trough in 
the past month. A number of factors have contributed to this which 
mainly relate to the fact that the Chinese stock market had become 
overheated and valuations highly stretched. While the Chinese 
government attempts to stabilise investment markets by suspending 
them this has so far not calmed the nerves. While clients with a high 
exposure to emerging markets will have suffered losses in recent weeks 

this will hopefully for most be compensated by having enjoyed a strong 
return that preceded the rise. There remain a number of fundamental 
issues that may still need to be addressed before the Chinese stock 
market looks like a sure investment but for those with both the nerves 
and a long-term investment horizon, the recent correction may well 
have presented a buying opportunity.
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Changes to withdrawals from NISAs
The Government has announced that as from 6 April 2016, investors will 
be permitted to withdraw and reinvest money held in both cash NISAs and 
stocks and shares NISAs. 

Changes to the Deposit Protection Scheme
The increase in the value of the pound relative to the Euro has been 
popular with holiday-makers, but it has one less happy consequence. The 
Government’s guarantee of deposits held with UK banks is based on a limit 
of €100,000 laid down by an EU Directive, and in sterling terms it will reduce 
from £85.000 to £75,000 with effect from January 2016.

Mortgage Update
The market remains challenging and ever-changing. Fixed rates are moving 
all the time, but there has been no clear pattern to date. In view of recent 
comments from the monetary policy committee rates are unlikley to fall 
further. You can still obtain 2.5% for a 2 year fixed and 3.14% for a 10 year 
fixed. For further information please contact Chris or Shaun on 01179 329797.

Increased income tax for Buy to Let landlords
The current system allows for the deduction of certain costs, including 
mortgage interest, before calculating the income tax due on rental 
income. This is set to change from April 2017 so that relief will still be 
granted but only at the basic rate of income tax, ie at 20%. Therefore if 
income from rental properties means that your marginal rate of income 
tax is at the higher rate or the additional rate of tax, you will see the 
income tax you pay increase. Please get in touch for more information 
or speak with your accountant.

Clean Share Classes
Whilst this has been discussed in previous Newsletters, since the Retail 
Distribution Review (RDR) was implemented in January 2013, investment 
administration platforms have been working towards the point at which it 
is clear to you what charges you are paying and to whom these are being 
paid. The investments under the new regime are known as an “unbundled” 
or “clean” share classes.

These platforms will be writing to you to gain your consent and we would ask 
that you sign and return the paperwork they may require to do this. Please 
contact us to confirm you have done this or if you have any questions. The 
switching of unit holdings to clean share classes will not cause any tax issues 
and should result in a modest annual management charge for you.

Tax free interest on all savings accounts
Banks and Building Societies automatically deduct basic rate tax of 
20 per cent before your interest is paid out and pass it directly to HM 
Revenue & Customs. Higher earners paying 40% or 45% income tax 
have to declare the interest they receive on a self-assessment form. 
Lower earners who don’t pay income tax can fill in a form to stop the 
tax being deducted.

From next April, every basic-rate taxpayer will be able to earn £1,000 
interest a year without having to pay tax. Higher-rate taxpayers will be 
able to earn £500 interest.

These deductions mean that someone with £20,000 in a High Street 
savings account paying 1% would earn only £160 per year interest 
if they were a basic-rate taxpayer. A higher-rate taxpayer would earn 
£120 and a top-rate taxpayer £110. If the interest was untaxed, the 
saver would earn £200.

Richard Ellis

The issue of when the Federal Reserve will increase interest rates 
continues to be a topic for debate and so far the market has been right 
to expect interest rates to rise at a later date than occasionally indicated 
by Janet Yellen. While the Americans want to raise interest rates before 
the end of the year this is still contingent on the central bank seeing 
stronger economic growth in jobs and earnings. The fragility of the 
recovery means that central bankers are at pains to ensure that the 
economy is not derailed but there is also a growing view that if interest 
rates are not increased in the near term, it will mean that the Fed will 
not then have the ability to lower interest rates again in the future when 
economic conditions inevitably worsen.

The prospect of interest rates continuing to remain low for a sustained 
period of time will lead investors to keep questioning whether they can 
enjoy a better return on their savings than keeping it in a bank deposit 
account. The closure of the National Savings & Investment Pensioner 
Bond after the election means that savers looking to take no risk with 
their capital are left with very poor pickings. Investors with time on their 
hands and who can cope with the short term fluctuations that come 
with having an investment portfolio, may continue to choose to invest 
rather than to save in cash and this might provide continued support 
for investment markets for some time to come.

Mark Fletcher 


