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Plenty to ponder in 2015

As ever there was a lot going on in 2014 but especially 
so for the financial planning industry. Last year saw the 
most radical reforms to pensions that we have witnessed 
in our lifetimes and, for a change, it was nearly all good 
news as the government continued their policies of 
encouraging saving and personal choice. However, care 
must be taken. I am sure many of you may recall Mrs 
Thatcher’s pension reforms and the advert showing the 
“breaking handcuffs”  in an attempt to illustrate freeing 
employees from Final Salary Schemes but the outcome 
then was not as planned and led to some appalling 
advice being given.

The quality of advice is now, I am glad to say, considerably 
better and the industry is better regulated but bad practice 
still continues. I personally receive at least two cold calls 
each week offering to review or unlock my pension and 
I have managed to save a few enquirers, looking for a 
second opinion, from making disastrous decisions that 
would have had serious long term implications. 

At first glance, the new rules appear straightforward but 
look under the bonnet and there is plenty to think about. 
The changes become effective from April and with the 
right advice however, there is much to be gained and 
much of this newsletter addresses the key points that I 
believe should be considered. 

On the investment front, we had expected lower returns 
over 2014 following the exceptional returns of 2013. This 
proved to be the case and the journey was a bumpy 
one with the main FTSE 100 index ending the year pretty 
much as is it started at around 6,600. However, whilst it is 
the FTSE 100 index that is widely reported in the media, 
it is not a great indicator of investment returns and does 
not reflect a typical portfolio for Fraser Heath clients. You 
will be pleased to know that whilst the FTSE returned just 
0.2% overall, your portfolios should have outperformed 
this handsomely and added further to the attractive gains 
we saw in 2013. More on this in “Investment Matters”.

For Fraser Heath we expect another busy year, especially 
in retirement planning where the rule of changes will 
mean some additional detailed reviews and the number 
of enquiries for help by smaller businesses grow as their 
respective pension automatic enrolment staging dates 
get nearer.

It therefore leaves me to wish you a happy 2015 and 
please take time to read the important information 
contained in this newsletter. 

Jim Collier
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Last year saw mixed fortunes for the different asset classes and a 
few unexpected outcomes. The predicted rise in interest rates never 
materialised despite a few votes in favour of a rate rise in the Bank of 
England committee. A fall in the 10 year gilt yield from 2.5% to 1.4% 
was certainly a shock and meant that gilts were, surprisingly, amongst 
the strongest asset classes in 2014.  These surprising outcomes were 
heavily influenced by disappointing figures from Europe, highlighted by 
Germany’s growth slowing to a virtual standstill which led to  the Euro 
weakening against all major currencies. In an attempt to arrest this decline 
amid continued fear of deflation in the Eurozone, the European Central 
Bank announced a huge Quantitative Easing (QE) program that will see 
60 billion Euros pumped into the economy every month to September 
2016 – a total of 1.1 trillion Euros. A little late in the day perhaps but certainly 
welcomed by both markets and economists alike. 

The spectre of a departure from the Eurozone by Greece, imaginatively 
dubbed a “Grexit”,   became a greater possibility following the recent 
Greek election which resulted in two anti-austerity parties forming an 
unlikely coalition. It remains to be seen whether the new government will 
be successful in persuading Germany and the other countries to accept 
their solution which is basically to pay back less in return for keeping the 
Eurozone together...possibly not!

Interest rates here in the UK which were expected to rise last year now 
look set to remain unchanged for some time to come, with inflation having 
fallen to record levels, driven down by dramatically lower oil prices and  
groceries which fell 2% over the year. Official figures show inflation is 
currently at 0.5% in the UK, and with the pound strengthening against 
the Euro and deflation in Europe, the likelihood of interest rates going up 
any time soon has diminished. Instead the focus remains on growth and 
avoiding deflation. However, with unemployment continuing to fall and 
wages now rising more quickly than in recent years, these incredibly 
low levels of inflation may not last for long.  This of course translates to 
miserable rates for savers, hence the incredible demand for the new 
National Savings 65+ Guaranteed Growth Bonds, but at least younger 
savers can beat the current rate of inflation too if they shop around. Whilst 
bad news for savers, the prospect of low rates for longer has lead to some 
especially competitive fixed rate mortgages with a 10 year fixed rate of 
2.99% now available.

2014 saw the US market provide the best equity returns from developed 
markets and Asian markets also had a good year recovering from a 
disappointing 2013. The US saw strong GDP growth and benefited from 

a strong dollar and falling unemployment. The development of shale gas 
meant the US has become an oil exporter and as we know this has had a 
massive knock on effect. The Fed seems to have handled the reduction 
in QE relatively well and corporate America generally continues to post 
healthy results.
 
As far as the investment outlook for the coming year is concerned, 
however, despite encouraging economic news from the UK and United 
States, the outlook in overall terms for 2015 is broadly similar to last year, 
with single digit returns very much being the expected order of the day. 
But taking account of low inflation and what deposit rates are available, we 
think this would still be a favourable outcome. With an election in May and 
general uncertainty about the strength of the global recovery, the volatility 
we have seen in recent months will remain the order of the day. We still 
believe that in order to generate growth over and above inflation, one has 
to be invested in real assets as interest rates look set to remain at record 
low levels for the foreseeable future and therefore some risk and volatility 
needs to be tolerated. 

Mark Fletcher

Pensions Are Changing – For the better

In March 2014 Chancellor of the Exchequer George Osborne announced several radical changes to the ways 
you can manage and access your pension and these were confirmed in the Taxation of Pensions Bill published 
on October 14. They become effective from April 2015 and are designed to give savers greater control over their 
money when looking to generate income for their retirement. Also, the government have importantly dropped the 
“death tax” and made it easier to leave unused pension pots to nominated beneficiaries.
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In view of this, it’s time to look at pensions afresh. Some of you may 
have negative feelings towards pensions (and in many cases for good 
reasons!). If that describes you, then we urge you to look at pensions 
again. In our opinion, they have just claimed the number one spot as 
the U.K.’s savings vehicle of choice. For anyone aged 55 or over, or 
anyone who is saving money that they know they won’t need until 
that age, the pension has all the features of an ISA plus some added 
benefits. Money held in an ISA has interest growing free from Income 
Tax and gains free from Capital Gains Tax, it is also accessible in full 
whenever you need the money. The pension has always had the same 
Income Tax and Capital Gains Tax benefits and now, from age 55, is 
just as accessible as the ISA. However, it also;

• benefits from tax relief on the contribution with the availability 
of some of the money back tax-free (ordinarily 25% of the fund) 
and can shelter your savings from inheritance tax and potentially 
income tax on the funds remaining in the pension on your death. 

Now you can have your cake and eat it!

This improvement in pensions means that your financial plans need to 
be revisited to make sure that you are weighing up the pros and cons 
of the pension wrapper relative to other savings vehicles and making 
informed decisions on how now to best arrange your finances. Here’s 
our top 10 list of just some of the topics that we think you should be 
thinking about:-

1. Did you know that even if you are not earning you can 
still contribute £3,600 to a pension if you are under 75.  

2. Pension planning is particularly attractive for higher rate 
taxpayers who can get tax relief on their contribution of 40% 
(for example where £6,000 in an ISA could be turned into 
£10,000 in a pension). If you are then able to withdraw money 
from the pension at a later date with 25% of the fund paid tax 
free and the rest taxed at, say, 20% basic rate tax then your 
savings have had a significant boost from tax relief. Higher rate 
taxpayers should therefore consider whether they have made 
best use of pension funding before the end of the tax year. 

3. The government allows us to contribute £40,000 into a pension 
each year providing our earnings make us eligible to do so. We are 
also able to potentially use unused relief from the three previous 
tax years. If you have a large sum of money that you wish to put into 
your pension and your earnings can justify it, you should consider 
carrying forward unused relief from the 2011/2012 tax year 
before it is no longer available or higher rate tax relief is removed. 

4. If you are within five years of your expected retirement then 
you need to start to have a clear idea of how you might look to 
utilise your pension funds when you retire. The strategy that you 
anticipate using will influence the optimum investment process that 
you should adopt in the years leading up to that date. Whereas 
in the past the strategy always factored in that you are looking 
to take an income from the pension at your retirement date, 
now that the requirement to use the pension solely for income 
has disappeared, this strategy may no longer be appropriate. 

5. Just because you can take your money out of the pension 
after 55 does not mean that this is something you should 
rush to do. You need to make an informed decision on the 
excellent tax benefits of keeping money held in a pension 
against the tax treatment of the investments that you might 
make if you choose to draw money out and invest elsewhere. 

6. We recommend that you always seek advice before cashing in 
any pension pots. We believe that a mistake that many clients will 
make will be to cash in a small pension pot and use it for a one-off  

purchase such as a holiday or a car. In addition to the impact on 
your income tax position, just as importantly, as soon as you have 
withdrawn funds from a pension in the new regime where some 
of the money is assessable to income tax you will be restricted to 
only being able to save £10,000 per year into your pension going 
forward and you will be unable to carry forward unused relief.  

7. In the past we have always strongly encouraged clients to retain 
any defined benefit pension scheme because almost invariably, 
transferring to a money purchase pension would be likely to result 
in less income for you. However, some clients may feel that they 
now have a very high level of defined benefit pensions to look 
forward to but arguably a shortage of available cash for one-off 
items. Therefore for some people with an expectation of sufficient 
pension income in retirement, a consideration might be to transfer 
part or all of a defined benefit pension so that you can get a 
better balance of income and accessible capital in retirement. 

8. Clients who are over 55 before 5 April 2015 and who think that 
they may wish to access some of their pension fund before they 
stop working and who want to be able to have the freedom to 
continue to contribute more than £10,000 gross per year should 
contact us urgently. This is because there is a small window of 
opportunity left available for clients to have a Capped Drawdown 
pension which would allow them to facilitate accessing money 
from the pension while retaining the full £40,000 annual allowance. 

9. If you are a parent of children who are eligible to receive 
Child Benefit and you are earning over £50,000, there is the 
ability to reclaim your Child Benefit allowance by making a 
pension contribution that then reduces your income to below 
£50,000 per year. This means that a saver could potentially 
move money from another savings account into their pension 
and enjoy both higher rate tax relief on the contribution and 
reclaim the High Income Child Benefit Tax Charge (which for a 
parent with three children would be an extra £2,475 per year).  

10. Some people may have money in an old occupational pension 
scheme, including Section 32 Buyout Bonds and Executive 
Pension Plans, where they have a protected tax free cash 
entitlement of more than 25% of the fund. If this applies to you, 
please contact us.

As can be seen, there is lots to consider in the light of these changes 
and as always, your usual Fraser Heath financial adviser would be very 
pleased to hear from you and to advise you accordingly.

Miles Hendy
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Nominate Pension Beneficiaries 

In order to benefit from the improved death benefits from pension 
funds it is important to officially nominate potential beneficiaries. On 
death before age 75, the remaining fund can pass entirely tax free to 
your chosen beneficiaries. On death after 75, the remaining fund can 
pass to your beneficiaries as a lump less a 45% tax, or to nominated 
beneficiaries to be taxed at their prevailing marginal rate. This latter 
option is obviously likely to be beneficial hence the importance of 
nominating beneficiaries.

Pensioner Bonds – savings for the over 65’s

Pensioner Bonds were unveiled last year by the government as a way 
of improving the savings options for the elderly.

People in retirement who live off their savings have struggled for years 
with pathetic interest rates that meant their money was shrinking in real 
terms. So, the government stepped in and offered two accounts to 
over 65’s, a one-year bond paying 2.8% interest, and a three-year bond 
paying 4%.

Everyone knew these bonds would fly off the shelves, so the government 
capped them at a maximum investment of £10bn. Individuals can only 
take out one of each type of bond and deposit a maximum of £10,000 
in each. The Pensioner Bonds are expected to be withdrawn from sale 
shortly so we encourage you to act now. The best way to apply is 
through the NS&I website as opposed to submitting a paper application.

Easy as 123 

The Santander 123 account is one of the best on the market for instant 
access interest bearing accounts, paying up to 3% on balances of 
£3,000 to £20,000, plus cashback on household bills. Account-
holders will get 1% cash back on water and council tax, plus mortgage 
payments if you have a mortgage with the bank. 2% cash back can 
be earned on gas and electricity bills, and 3% cash back is given on 
mobile and home phone bills, broadband and TV packages. There is 
a £2 monthly fee, but this is usually negated by the interest. You have 

to have £500 per month of transactions so typically one would transfer 
Direct Debit Mandates to this account and make an equivalent deposit 
to cover known outgoings.  At a time when savers are struggling to get 
decent returns on their money  the Santander 123 account offers great 
value.

Based upon a constant balance of £20,000 in the account for a year  
you would accrue interest of £456 after basic-rate tax is deducted 
and  £336  after higher rate, having paid the £2.00 per month fee, not 
forgetting the discounts that improve this further. It would be best to visit 
a branch to open an account but initially more information can be found 
at www.santander.co.uk 

Remortgage applications are down!

A recent report on remortgaging, shows it to have hit its lowest level 
since 2010. It seems that it is mainly the fear of rates rising that drives 
people to proactively change their mortgage. Although understandable, 
in many cases this is not logical as fixed rates now are amongst the 
lowest they have ever been and you can now get a 10 year fixed rate 
mortgage for 2.99%, subject to status. This is therefore an opportune 
time to look at your mortgage, especially if you are paying the lenders 
Standard Variable Rate!

For further details please contact our Mortgage Department on 
0117 9329797 and speak with either Shaun or Chris.

VCT and EIS

Sadly for some investors, contributing to a pension is no longer an 
option as they have elected for Fixed or Enhanced Protection or are 
at risk of breaching their lifetime allowance, now £1,250,000, by the 
time they reach retirement. Other attractive tax efficient investments 
are available, such as Venture Capital Trusts (VCTs) and Enterprise 
Investment Schemes (EIS).  Both offer 30% tax relief and tax free growth 
but they are very much at the high risk end of the investment spectrum 
and so are not for everyone. If you would like further information on 
either of these type of scheme please do get in touch. 

Richard Ellis


