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This quarters economic headlines were focused mainly on the newly appointed Head of the US 
Federal Reserve Bank, Janet Yellen, the problems in the Ukraine and the continued improvement 
in UK property prices. 

Ms Yellen has shown solidarity with her former colleague Ben Bernanke confirming it will be 
business as usual on Capitol Hill.  The stockmarket has reacted favourably to her appointment.  
Certain sectors such as Technology have fallen as investors move away from the high fliers of 2013 
and back into the solid income producing stocks within the index.    This stock rotation is a reaction 
to political issues, such as those seen in the Ukraine and Russia.  Also commentators are expecting 
a correction in the market following a spate of negative company announcements and volatility 
in emerging markets due to the reduction in Quantitative easing (QE). 

Given the size of their economy, the problems with the Ukraine should have little impact on 
Western economies.  However once the involvement of Russia is taken into consideration it could 
become quite a different story.  It is unlikely that, whatever the outcome, this will have a 
fundamental impact on the UK, Europe and US.  Whilst this is an issue to take into consideration 
it is considered that, in investment terms, matters will soon return to normal.  

In the UK economic data has continued to improve as the impact of QE works through the system.  
The Budget Deficit should continue to close, albeit very slowly through 2014.  The growth is, 
unfortunately, not being led by manufacturing or investment but instead by the Governments 
stimulus packages including the ‘Help to Buy’ scheme.  Evidence suggests it has had the effect on 
boosting sentiment in the property markets and encourage more people to consider buying a 
home.  There are however variations between regions in the take up of the scheme and those 
regions where enthusiasm has been greatest have witnessed the smallest increases in house 
prices over the year.  The Scheme has now been extended to 2020 but the major house builders 
are cautious about its longer term impact.   

 

 



Budget Summary 2014 

Radical changes to the pension regime were one of the highlights of this year’s Budget.  These 
fundamental changes are designed to make pension funds more accessible and give individuals 
more control of how they use their funds.   
 
We would however point out that just because a particular course of action has now become 
available to a member doesn’t of course mean it’s suitable for them. For the majority of people 
the right choice for retirement income is likely to remain annuity purchase 
 
Although some changes take place more or less immediately, the remainder won’t take effect 
until April 2015 and a number of issues are being consulted on so it is possible that changes will 
be made before they become law.  
 
Retirement Options  
 
The following changes took effect from 27th March 
 

The Minimum Income Requirement (MIR) for flexible drawdown is reducing from £20,000 pa to 
£12,000 pa.  In simple terms this means that as long as your have a secured income (i.e. lifetime 
annuity and / State Pension) of £12,000 per annum you can effectively draw as much from your 
pension pot as you wish.    

Capped drawdown maximum income (i.e. the maximum income you can take based on 
Government Actuary’s Department figures) is increasing to 150% from 120%  

The triviality limit is increasing from £18,000 to £30,000 - if your total pension funds are below 
this figure you can take the full amount as a lump sum with the first 25% free of tax and the 
balance taxed at your marginal rate of income tax.  

The maximum size of a pension pot which can be taken as a lump sum (regardless of total pension 
wealth) is increasing from £2,000 to £10,000 and the number of personal pots that can be taken 
under these rules is increasing from two to three.  
 
From April 2015  
 
The Government proposes to change the rules to allow people to access their pension savings as 
they wish from age 55, subject to their marginal rate of income tax (rather than the current 55% 
charge for full withdrawal).   It is proposed that the first 25% will still be free of taxation. 
 
The government’s priority is to change the way that people in retirement can access their pension 
savings, as the current system effectively forces the majority of individuals with private pensions 
to buy an annuity. People are living longer and their needs are becoming more varied. The reforms 
to the State Pension and the triple lock guarantee are intended to give people certainty regarding 
what they will receive from the state.  The introduction of Automatic Enrolment (see separate 
article below) could increase the amount of pension savings. 
 



Those who want the security of an annuity will still be able to purchase one. Equally, those who 
want greater control over their finances in the short term will be able to extract all their pension 
savings in a lump sum. And those who do not want to purchase an annuity or withdraw their 
money in one go, but would prefer to keep it invested and access it over time, will be able to 
purchase a drawdown product.  
 
The introduction of the state single tier pension will also significantly change the state support on 
offer to pensioners, providing greater certainty of their income and lifting a significant number 
above the level at which they are eligible for means-tested benefits. 
 
Under the new system, those who have already purchased an annuity will remain bound by the 
contract they have made with their annuity provider. However, those who are currently in 
drawdown should be able to benefit from these reforms. 
 
The government also recognises that increasing the flexibility and choice available to those with 
pension savings may increase the risk that people fall back on means-tested benefits later in life.  

Investment Reforms 

Individual Savings Accounts (ISAs) 
  
From 1st July 2014 ISAs will be reformed into a simpler product, the ‘New ISA’ (NISA), and all 
existing ISAs will become NISAs. From that date the overall annual subscription limit for these 
accounts will be increased to £15,000.  For the first time, ISA savers will be able to subscribe the 
full amount to a Cash NISA (currently only 50% of the overall ISA limit can be saved in cash). 
Investors are able to open one Cash NISA and one Stocks and Shares NISA each tax-year. However, 
once open, the Cash or Stocks and Shares NISA can be transferred between providers unlimited 
times.  
 
Under NISA’s, investors will also have new rights to transfer their investments from a stocks and 
shares to a cash account (currently only the opposite is possible). There will also be changes to 
the rules on the investments that can be held in a NISA, embracing a wider range of securities. 
 
Between 6th April and 1st July 2014, the total amount that can be paid into a Cash ISA is £5,940 
and the combined amount paid into Cash and Stocks and Shares ISAs must not exceed £11,880.  
 
From 1st July 2014 an investor can add further money to either their Cash or Stocks and Shares 
NISA, up to the new £15,000 limit. From 1st July 2014, any money held in a Stocks and Shares 
NISA can be transferred to a Cash NISA.  
 
Child Trust Fund (CTF) / Junior ISA (JISA) 
The amount that can be subscribed to a child’s Junior ISA or CTF in 2014/15 will also be increased 
to £4,000.  
 
New National Savings Pensioner Bond  
These will be available from January 2015 to those aged 65 plus. Rates will be set in the Autumn 
but estimated to be 2.8% (1 year) and 4% (3 year). Maximum investment £10,000 per person. 



  
Premium Bonds 
The maximum investment in Premium Bonds is increasing from £30,000 to £40,000 in June with 
a further increase to £50,000 planned.  
 
Taxation 
  
Income Tax  
The Personal Allowance will increase to £10,500 in 2015/16 (it increases to £10,000 from 6th April 
2014).  The threshold for 40p income tax rises from £41,450 to £41,865 next month and by a 
further 1% to £42,285 in 2015/16.  
 
Starting Rate for Savings from 6th April 2015  
From 6th April 2015 the starting rate of tax for savings income (such as bank or building society 
interest) will be reduced from 10% to nil, and the maximum amount of taxable savings income 
that can be eligible for this starting rate will be increased from £2,880 to £5,000.  
 
One of the effects of this change, when combined with changes to the personal allowance, is that 
savers will not be liable for tax on any interest they receive if their total taxable income for 
2015/16 is less than £15,500.  
 
The eligibility rules for completing a form R85 will also change from 6th April 2015, to enable more 
savers to register to receive interest payments without tax deducted. Currently an R85 can be 
completed by a saver whose total taxable income for the tax year will be below their tax-free 
personal allowance. From 6th April 2015, a saver who is unlikely to be liable to tax on any of their 
savings income in the tax year can complete an R85 and register to receive interest without tax 
deducted – even if they pay tax on other (non-savings) income. In practice, this means if a saver’s 
total taxable income will be below the total of their tax-free personal allowance plus the £5,000 
starting rate limit for savings, from 6th April 2015 they can register to have interest paid on their 
accounts without tax deducted, using form R85.  
 
 
 
Transferable tax allowances for married couples and civil partners  
From 2015/16 this allows a spouse or civil partner who is not liable to income tax above the basic 
rate to transfer £1,050 of their personal allowance to their spouse/civil partner, provided that the 
recipient of the transfer is not liable to income tax above the basic rate. 
 
 

 
 
 
 
 
 
 
 
 



Market Review 
 
During the six months ending 31st March 2014 capital changes in the main markets have been as 
follows:-                                                                 

  
    
 
This Index is calculated on the basis that a client's Portfolio is invested as detailed below with 
net income re-invested at the payment date: - 
 
Property         10.0% 
Building Society Deposits      20.0%  
UK Government Index Linked Stocks     10.0%  
UK Equities        40.0% 
North America         10.0% 
Europe         10.0%   

 
 
 
 

    
% Change 
6 months   

%Change 
12 months  

United Kingdom        
FTSE 100 Index   +    2.10%   +    1.60%  
FTSE All Share Index   +    2.60%   +    4.10%  
FTSE Mid 250 Index   +    9.20%   +  16.70%  
(exc. Inv trusts)        
FTSE Small Cap. Index   +    6.40%   +  17.60%  
(exc. Inv trusts)        
FTA Brit. Gov. Securities Index       
All Stocks   -     1.80%   -    2.20%  
North America        
Standard & Poors Composite  +    8.30%   +    9.60%  
Japan         
Nikkei 225   -    5.40%   -    0.60%  
France         
CAC 40 Index   +    5.50%   +  16.40%  
Germany         
DAX Index   +  11.10%   +  20.60%  
Property        
Halifax Property Index   +    7.80%   +  12.10%  
Inflation         
UK Retail Prices Index   +    1.50%   +    2.90%  
           
*This column adjusts the capital changes to reflect the movement of Sterling against the relevant   
Local currency.        
         
Composite Index   +    2.64%   +    4.15%  



 
Workplace Pensions 

 
Many of you will have seen the advertisements on the new Workplace Pensions Scheme set up 
by the Government to encourage saving for retirement. 
 
All employers with 5 or more eligible employees are obliged to set up a Qualifying Workplace 
Pension Scheme.   
 
The first step is to establish the Staging Date, i.e. when the Scheme must be set up by.  This is 
based on the PAYE reference.  It must then be established who are workers and whether they 
are entitled workers, eligible or non-eligible jobholders.   
 
All entitled workers must be automatically enrolled into the Scheme but have the option to opt 
out.  Each year they must be automatically opted back in unless they tell their employer otherwise.  
Jobholders who are not automatically enrolled i.e. under the age of 22 can elect to opt in. 
 
From the Staging Date until 30th September 2017 the minimum contribution by the Employer is 
1% with an additional 1% paid either by the Employer or Employee.  Between 1st October 2017 
and 30th September 2018 this increases to 2% by the Employer and an additional 3% by the 
Employer or Employee.  After that it increases to 3% by the Employer and a further 5% by the 
Employer or Employee. 
 
The employer must also select a default investment option for their employees.  
 
As an employer, particularly those who have not made pension contributions on behalf of their 
employees in the past, the task may seem quite onerous and we are happy to assist in any way 
we can.  
 
We would recommend that all employers establish their Staging Date immediately.  We are happy 
to assist in setting a timetable for setting up the Scheme and would suggest that this will take at 
least 9 months. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Featured Fund 
 
M&G Optimal Income 
 
In an environment of low interest rates corporate bonds offer attractive returns for investors and 
perform well. 
 
As the economy improves equities begin to outperform as investors are attracted to the potential 
for higher returns and corporate bonds suffer as a result.  As interest rates rise the capital value 
of corporate bonds can fall as investors move out of bonds into higher risk assets.  A balanced 
portfolio should however contain some corporate bond exposure. 
 
At this point in the economic cycle it is preferable to be invested in a portfolio which has a flexible 
mandate to invest in high quality, low yielding bonds but with the option to move into lower 
quality, higher yielding bonds which can act more like equities. 
 
In this regard the M&G Optimal Income fund is an attractive fund for this point in the cycle.  The 
team have the option of investing high or lower quality bonds as they feel it appropriate. 
 
The performance of the fund is detailed below and if you would like more information then please 
do not hesitate to contact us. 
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The value of investments and the income from them can go down 
as well as up and investors may not get their original investment 
back. Past performance is no guide to the future. 
 

The firm is authorised and regulated by the  
Financial Conduct Authority 

 


