
Budget round-up 
 

Pension lifetime allowance 
 

In an unexpected announcement, the 
maximum value of pension wealth 
which can be accumulated without 
incurring a 55% tax charge is to be 
reduced from £1.25 million to £1 
million with effect from April 2016.  
 

This is the third reduction in the 
‘lifetime allowance’ since 2010, when 
the allowance was £1.8m. However, 
in the same way as with previous 
reductions, savers whose funds are 
already approaching or exceed the 
new maximum will be able to protect 
the excess from the tax charge by 
applying to HM Revenue & Customs. 
 

Estimates suggest that a £1m 
personal pension or other defined 
contribution fund could buy an 
inflation-linked income of £28,000 
p.a., compared with an income of 
£33,000 from a £1.25m fund. 
 

The figures for final salary schemes 
are slightly different, reducing the 
available pension income from 
£62,500 to £50,000. 
 

Bearing in mind that pensions can 
now be passed between generations 
tax-free, whereas ISA benefits can 
only be passed to spouses or civil 
partners, the reduction in the pension 
allowance underlines the value of 
ISAs as a primary source of 
retirement income.  
 

Another consideration is that ISA 
contribution limits continue to 
increase, whereas some ministers 
have suggested that the annual 
allowance for pension contributions 
should be reduced for higher-rate 
taxpayers.  
 

Switching out of annuities 
 

People who had already used their 
pension savings to buy annuities 
before the changes which made this 
unnecessary are to be given the 
opportunity to sell their annuities. 
 

The buyers would be insurance 
companies or pension funds, seeking 
income-producing investments, and 

the seller would be able to invest the 
proceeds in the form of taxable cash 
or in a drawdown pension scheme or 
a new annuity contract.  
 

However, the buyers of second-hand 
annuities would wish to make a 
profit, and this would reduce the sale 
proceeds. Considerations of this sort 
will be taken into account in the 
consultation process which is 
planned by the Government. 
 

Savings allowance 
 

With effect from April 2016, basic 
rate taxpayers will be granted a new 
annual allowance which will take 
£1,000 of annual savings income out 
of the charge to tax. For higher rate 
taxpayers, the allowance will be 
£500. 
 

This means that if £40,000 were 
earning 2.5% in a savings account, 
all of the interest would be tax-free, 
and for a couple the tax-free deposits 
could be as much as £80,000.  
 

It has been calculated that if a couple 
were to use their full pension 
contribution allowances of £40,000 
and their full ISA allowances of 
£15,000, then if they also took 
advantage of the new savings 
allowance, the total tax-free savings 
would amount to £190,000 p.a.! 
 

More flexible ISAs 
 

In a further concession to savers, the 
Chancellor has announced that with 
effect from the Autumn of 2015, ISA 
savers will be allowed to withdraw 
money from their ISAs and to 
reinvest within the same tax year 
without losing the tax benefits. 
 

In addition, would-be first time house 
buyers are to be offered special ‘help 
to buy’ cash ISAs, to which the 
Government will add £50 to every 
£200 invested.  
 

The maximum Government 
contribution, based on the saver’s 
contributions of £12,000, would be 
£3,000, and the resulting total of 
£15,000 would fund a 10% deposit 
on a typical starter home. A couple 
could double-up on these benefits. 

 

An end to tax returns?! 
 

During the next parliament, digital tax 
returns are to be introduced, with the 
objective of enabling individuals and 
small businesses to avoid the need 
to file annual tax returns. 
 

The plan is for the digital returns 
eventually to be pre-populated by 
HMRC, an objective which will be 
assisted by the fact that because of 
the new savings allowance, most 
people will not be taxed on their 
income from interest on savings.  
 

Deeds of variation 
 

The Government has stated its 
intention to review the use of deeds 
of variation for inheritance tax 
planning. The deeds are the means 
by which, for many years, 
beneficiaries under a Will or intestacy 
have been able to agree to vary the 
disposition of the assets of a 
deceased person. 
 

In most cases, variations have been 
made to take account of changed 
family circumstances or to mitigate 
the arbitrary effects of an intestacy, 
but the Government is concerned to 
ensure that they are not also used to 
achieve inappropriate tax benefits 
 

Inheritance tax on homes 
 

Not included in the Budget 
announcements was a Conservative 
suggestion that in order to reduce the 
impact of rising house prices on the 
current £325,000 frozen nil rate band 
for inheritance tax, an additional 
allowance of £175,000 per person 
should apply to families’ main home.  
 

The combined effect for a married 
couple or partners in a civil 
partnership would be to remove from 
the charge to inheritance tax homes 
with a value of up to £1 million. On 
homes with a value of £2 million, the 
saving would amount to £140,000. 
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No responsibility can be accepted for the accuracy of the information in this newsletter and no action should be taken in reliance on it without 

advice. Please remember that past performance is not necessarily a guide to future returns. 
The value of units and the income from them may fall, as well as rise. Investors may not get back the amount originally invested. 

 

 


