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Not so much of a bleak midwinter but more of a grey wet one, especially for those poor souls in Cumbria and it’s 
nice to see the back of January that heralded further storms in both the weather and markets and also saw us lose 
some family favourites from screen and radio. But nonetheless, spring is on the way and a Happy New Year to you 
all.  2015 seemed to pass in the blink of an eye and to steal a sporting reference it was certainly a game of two halves 
for investment markets.  The start of the year saw markets in fine fettle and unexpectedly rising quickly with the FTSE 
100 breaking new ground before the second half blues kicked in with the main focus on the slowdown in China which 
resulted in markets retreating sharply. The start of this year has been equally torrid but whilst not immune to sentiment, 
our risk graded portfolios have held up well. As you would expect there is a fuller explanation in “Investment Matters” 
as well as a summary of views on the prospects for the year ahead.

After much consideration and planning over the last 
6 months we are just rolling out our new back office 
software system, Intelligent Office, which we hope 
will allow us to improve the quality of information we 
provide to you and, in time, grant access to your 
investments through your own web based portal. The 
layout and presentation of your Fraser Heath valuations 
will be changing and we hope you will find them more 
informative. With increasing concerns regarding 
internet security we will shortly be able to send 
communications via secure email where necessary. 
We will also be introducing an automated web based 
verification of identity system so we won’t need to be 
bothering you with taking copies of your  passports 
etc.

All of this is part of our endeavour to improve efficiencies 
all round as with the FCA consistently increasing their 
charges and levies on us and generally increasing 
compliance costs, we are keen to do all we can to 
avoid having to increase our charges to you. Inevitably 
there are likely to be occasional teething problems so 
please bear with us in the meantime.  We will keep you 
informed of the changes and how and when you can 

access your investments via the portal.

I hope you find this issue of the newsletter helpful. There 
is important information regarding pensions and tax in 
the Notebook section. Some of this may need your 
prompt attention before the end of the financial year. 

Jim Collier

New Savings Allowance 
From April 2016, almost all UK adults will be able to earn £500 or £1,000 
interest a year on their savings without paying tax on it using their new 
personal savings allowance.

This means most people won’t need to use an ISA to get tax-free savings 
as their interest will automatically be paid tax-free.

Basic rate taxpayers will be able to earn £1,000 a year of interest tax free 
and higher rate taxpayers £500 each year. With interest rates at current 
levels, typically around 1% this mean that most cash reserves will not be 
taxed at all. 

In previous newsletters we have featured current accounts offering interest 
rates on balances (subject to an account fee) and given the example of 
the Santander 123 savings account. Using the sample example, from 
April 2016, a basic rate taxpayer could hold a balance of £33,333* in this 
account before any tax is paid on the interest: a higher rate tax payer could 
hold £16,666 with the same outcome. Additional rate tax payers will not 
benefit from the savings allowance. 

*Whilst a single Santander account will only pay interest at 3% on 
balances up to £20,000 it is possible to set up two accounts

Are you receiving state pension? Would you 
like some more?
IIt has been possible from 12 October 2015 for those already in receipt 
of State Pension to ‘top up’ their additional State Pension (also known as 
SERPS or S2P, which is paid along with the basic pension). This scheme 
is available to all pensioners who reach State Pension age before the 
introduction of the new State Pension on 6 April 2016. 

The scheme will remain open until 5 April 2017. The State Pension top up 
will give pensioners an option to boost their entitlement by up to £25 a 
week and is index-linked to protect from inflation. In particular, it could help 
some women and those who have been self-employed whom, historically, 
tended to have low earnings-related State Pension entitlement.

This will also be of interest to those where income is within the personal 
income tax allowance. The Government have launched a calculator to 
illustrate the cost of purchasing extra State Pension which can be found at 
https://www.gov.uk/state-pension-topup

Changes to dividend taxation from 6th April 2016
At present there are considerable savings in National Insurance 
contributions to be made if a minimal amount is paid as salary and any 
balance of a remuneration package is paid as dividends (particularly for 
shareholder directors of private limited companies).

From April 2016, the NIC status of dividends is not changing and therefore 
this strategy is still valid. Unfortunately, the income tax position of dividend 
income is changing and this may have a direct impact on the overall savings 
in NIC and income tax that can be achieved.

What’s changing?
From 6 April 2016, the way dividends are being taxed will change. The 10% 
tax credit is being abolished and each individual will have available a flat rate 
dividend allowance of £5,000. Any dividends received by an individual in 
excess of £5,000 will be taxed as follows:

•  7.5% if your dividend income is within the basic rate (20%) band

•  32.5% if your dividend income is within the higher rate (40%) band

•  38.1% if your dividend income is within the additional rate (45%) band

We suggest that professional advice is taken to see how these changes 
will affect your personal tax for 2016-17. For many investors this could be 
beneficial but for those with substantial funds or small business owners 
who have chosen to take much of their remuneration as dividend, this 
could prove a significant issue.  You will not need to pay additional tax due 
until 31 January 2018, but there may be planning options that could be 
employed to lessen the blow.

Mortgage Update 
The UK housing market has shaken off the traditional seasonal slump that 
it typically experiences in December and is beginning to make progress.

With the April 1st Stamp Duty surcharge looming, many investors and 
second home buyers have begun the New Year eager to move up the 
ladder before this kicks in. The property market is also buoyed by the recent 
announcement from the Bank of England that interest rates will be kept at 
the rock bottom levels for the foreseeable future. So long as this remains 
true and the general economic outlook stays healthy, acting sooner rather 
than later will seem the most sensible option to buyers and those looking 
to remortgage.

Buy to Let investors are also continuing to flex their muscles. Whilst many 
are hurrying to expand their portfolios before the Stamp Duty increases 
in April, other new-comers to the sector simply see buy-to-let as a good 
investment opportunity, regardless of the tax hikes and hurdles that the 
Treasury throws at it. Nevertheless, we can expect the buy-to-let sector 
to reach a height of activity over the coming months, as some concerned 
landlords look to counter the effects of any measure that could lift their profit 
margins.

First time buyers can be more confident now that the volume of affordable 
homes being built is gradually increasing. This means the hunt for that 
ideal first home has become less daunting and more achievable. On the 
plus side, the Government has given no indication that it plans to scrap 
schemes such as Help To Buy anytime soon. However, some savvy first-
time buyers realise these initiatives won’t last forever and will be eager to 
take advantage of these schemes sooner rather than later. But overall those 
with an interest in the residential property market should be feeling fairly 
pleased with how 2016 has begun.

Richard Ellis
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Tax relief the likely target. 
In April 2015 the government released the shackles on defined contribution 
pension plans and turned them into the most attractive, tax efficient and 
flexible savings vehicle available to people under the age of 75 in the UK. 
Unsurprisingly, savers have rushed to take advantage of the tax reliefs 
now that they can enjoy them without the handcuffs that had previously 
meant you could not access all of your money. A combination of investors 
reallocating existing savings to pensions and the growth in pension savers 
through the Government’s Auto Enrolment initiative, which has resulted in 
over five million new pension savers, means that tax cost to the government 
of pension saving has ballooned.

Last summer the Government announced their intention to review the tax 
treatment of pensions again, looking at them completely afresh with every 
conceivable structure given serious consideration. It was expected that 
they would report their findings in the Autumn Statement in November but 
the statement was notable for the absence of any comment on pensions.

While a revolutionary change to pensions remains a possibility, we consider 
it more likely that the Government will instead change the rate of tax 
relief available to savers. At the moment, basic rate taxpayers have their 
contributions boosted by 20%, higher rate taxpayers by 40% and additional 
rate tax payers 45%. Consequently, one of the biggest costs to HMRC 
is the tax relief to higher rate taxpayers: one might reasonably argue that 
skewing tax reliefs in favour of those who can most afford to pay tax is not 
the fairest use of public funds. 

We know that a serious consideration has been to introduce a flat rate of 
tax relief regardless of the rate of tax that savers pay individually, and this 
could be somewhere between the two rates. In other words, it might be 
that 25%, 30% or even 33% tax relief is available to all taxpayers. An initiative 
such as this, announced right at the end of the tax year to minimise the 
number of higher rate taxpayers able to make large pension contributions, 
could explain why no update was given in November.

We are always keen to stress that as financial planners we have informed 
views on personal finances but we don’t have a crystal ball. However, for 
high earners with cash available to invest, we would encourage serious 
consideration for making apension contribution that will qualify for higher 
or additional rate tax relief. We would suggest that contributions are made 
before the budget on March 16th.

Restricted Pension Contributions for High Earners
In addition to potential changes, we know that people earning over 
£150,000 in the new tax year will be restricted in how much they can put 
into a pension each year. Where the total amount of earnings exceeds 
£210,000 (and this is based on salary plus pension contributions) the 
maximum that can be contributed to a pension and earn tax relief will be 
£10,000 per year. There may be scope for higher contributions for the 
next two years for those who have not previously used their full Annual 
Allowance. High earners and specifically those earning over £110,000 per 
year should seek financial advice in the current tax year while there is still 
time to take action on your pensions. 

Further reduction to the Lifetime Allowance 
and protecting your pensions.
One way that the Government is limiting the amount of tax given back 
to pension savers is to restrict the amount of money that we can save in 
our pensions over our lifetime. The Lifetime Allowance (LTA) has gradually 
reduced from its peak of £1.8 million in April 2012, to £1.25 million in the 
current tax year and from 6th April 2016 will be £1 million. As previously 
mentioned this will impact those with significant pension savings, in either 

final salary schemes, personal pensions or a combination of the two 
who believe they may breach the £1 million LTA before drawing benefits. 
Protection is available to preserve the higher £1.25m LTA – provided no 
further contributions are made after 5 April 2016. Previously, for Fixed 
Protection 2014, you had to apply to HMRC by the 5th April 2014 but this 
year, there in a new online service which is not available until July 2016  – 
Fixed Protection (FP2016) and also for individual protection 2016 (IP2016). 

For those seeking to protect pension benefits it is important that you 
consider this immediately as you may need to cease pension contributions 
prior to 6th April 2016. This may include accrual under final salary schemes 
and death in service benefits. 

The reduced level of LTA will have a significant impact on a large number 
of people, particularly people with long careers in final salary pension 
schemes where their final salary will be over £75,000. If you are in this 
position we would recommend that you get in touch with your financial 
adviser to discuss your situation as a matter of urgency. 

Pension Death Benefits 
As we have advised in previous newsletters, there were many changes 
in the Budget 2015, but most media coverage focused on the ability to 
withdraw funds as an individual chooses but generally there has been less 
coverage about the significant transformation of the death benefits and the 
ability to pass residual pension funds on to non-dependent individuals, 
within a pension fund. Previously, only a dependent could receive a 
pension income following the death of a policyholder. 

 The changes mean that any residual fund can pass down to your children 
or other nominated beneficiaries, if nominated, within the tax efficient 
wrapper of a pension scheme. This is often referred to as Inherited 
Drawdown. However, what is absolutely vital, in order to keep all options, is 
to ensure that you have nominated these beneficiaries and that they have 
been recorded by the trustee (pension company). It is less important to fix 
the proportion that each nominated beneficiary should receive but crucial 
they are nominated. It is also possible to nominate grandchildren, nephews 
and nieces etc. There is no age limit as to when the recipient of the monies 
can access the inherited pension fund.  This means, with careful planning, 
funds can be passed down the generations or even to a wider class of 
beneficiary. Some pension plans do not offer this facility and therefore it 
is important to check with the provider. If you have any questions, please 
speak to your adviser.

Miles Hendy

It is probably safe to assume that investors will not look back too fondly 
on 2015, given that most investment markets provided either fairly muted 
or downright awful returns for the year as a whole, depending where you 
invested your hard-earned cash. Here we take a look behind the numbers 
to see what has been going on…..

The year started off with markets in fairly optimistic mood and investors 
were looking forward to a year of more certainty after a difficult 2014. 
Indeed, as you can see from the graph below, equity markets delivered 
generally healthy returns for most of the first half of the year, with the 
standout performer being the Chinese equity market, which continued the 
strong upward trajectory that had started in Summer 2014. Confidence 
was spreading and most major markets were also performing well, albeit 
less spectacularly. In the UK the election had produced a result which took 
most people by surprise and markets took comfort from the fact that David 
Cameron and his colleagues would be governing with an overall majority. 
However, we were now in bubble territory as far as Chinese equities were 
concerned and this bubble burst spectacularly in June, resulting in a sharp 
fall in World Stock Markets. 

Sentiment turned very bearish and the slowdown in China became the 
main focus of attention as the summer wore on. This culminated with a 
sharp correction in August, a dreadful month for investors! While the prices 
of risk assets have recovered since then, there is a general feeling that this 
recovery is quite fragile and this absence of confidence has been reflected 
by market performance in the first month of 2016……

The other two issues that dominated sentiment in 2015 were the oil price 
and whether we would see interest rate rises in the West. 

The capitulation of the oil price really has been quite extraordinary- the price 
of a barrel of Brent Crude Oil has fallen from over $100 in September 2014 
to stand at just over $30 per barrel now. As a friend of mine who works in 
the industry told me, at current levels, the barrel itself is more valuable than 
the oil inside it! Although price slumps are undoubtedly painful for countries 
that are big commodity exporters, as well as for companies involved in 
the related sectors, we must not forget that for many more people low 
commodity prices are a direct boom. Aside from the obvious benefit of 
cheaper fuel at the petrol pump (not that those prices have fallen anywhere 
near as far, of course!), the lower oil price benefits companies that use lots 
of fuel, such as airlines, who can now use the reduction in cost to support 
their profits or increase their prices. 

Speculation about the first interest rate rise in the US was widespread in 
2015. Would rates start to rise for the first time since before the financial 
crisis in 2008 in the Autumn or Winter, or would the fragility of the global 
economy mean that the Federal Reserve would postpone the decision into 
2016? Well we finally got our answer in December, with a modest rise of 
0.25%, which was accompanied by reassuring messages about the future 
path of rate rises. Markets were reassured by this because postponing 
would have sounded all sorts of alarm bells at a time when there were 
plenty of other issues to worry about.

And so we slipped into 2016 but, unfortunately, the year has not started 
well……Stock markets have reacted negatively to continued fears about 
the strength, or otherwise, of the Chinese economy: uncertainty about 
the impact of higher interest rates on Global emerging market economies, 
whose debts are frequently denominated in US$: and concerns about 
whether David Cameron will be able to persuade his European counterparts 
to give up enough to enable him to win the vote and the UK stay in the 
European Union. 

January has been another difficult month as a result of all of this uncertainty 
and I think investors need to prepare themselves for more of the same in 
the weeks ahead. Having said that, unless you need to sell investments 
to pay for something specific, we subscribe to the widely-held view that 
now is very much a time to hold one’s nerve and stay invested. There is 
no doubt that the US and UK economies are growing quite well, certainly 
better than current share prices might suggest, and Japan and Europe 
are also looking attractive for the medium to long term investor. Indeed, the 
fund managers who are working away on your behalf are not investing in 
the “global economy” or “global stock markets” per se. In each region and 
asset class there will be themes, sectors or individual stocks that represent 
attractive investment opportunities and the active fund manager is seeking 
these out. There are still plenty of high quality companies in every market 
which have been caught up in the market panic and whose prices have 
fallen along with the rest. These prices will recover first when sentiment 
changes……and it will, at some point.

Mark Fletcher   
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