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In this issue we focus on:
l An apology!
l Interest Rates and the Recovery
l Action before the April Allowance restrictions

An apology
I don’t think my closing bulletin of 2013 was one of my best. It was such a dismal affair – and at such a happy time
of the year – I can only think that I was having a bad day! The irony that I was striving for, when contrasting the
‘recovery’, with the country’s ever growing indebtedness, somehow became lost in a gloom of exasperation. Sorry
about that. I’ll stand by the facts – but grovel over the delivery!

Interest Rates and the Recovery
2014 promises to be a year of economic growth for the UK. The beginnings of this growth emerged in the second
quarter of 2013 and has slowly gathered strength since. Predictions for the coming year vary but growth of around
2½% is being widely forecast.

We know that our ‘recovery’ is essentially debt fuelled and has much more to do with growing consumer confidence
and spending than with broadly based industrial output – but growth has to start somewhere and, for the moment,
we’ll take what’s on offer.

Economic recovery is coming at a hefty cost. Enforced ultra-low interest rates, whilst benefiting the wider economy,
have silently inflicted great pain upon legions of diligent savers. For it’s the savers, in their unwitting role as creditors,
who’ve suffered the greatest losses over the last 5 years of recession. But not, I think, for that much longer.

The emergence of strengthening economic growth will put pressure on Base Rate much sooner than forecast last
year by Mark Carney. Under his new ‘forward guidance’ of six months ago, he linked Base Rate with Unemployment
Rate – saying that Base Rate should be expected to remain unchanged until unemployment was driven down to
7% - perhaps around 2016. Now, against all expectations, we find that over the 6 months to October last year,
unemployment fell steadily from 7.7% down to 7.4% - and has continued to fall since. 

We have no way of knowing how much of the reduction in the numbers of those claiming unemployment benefit
is attributable to the new claimant disciplines being rigorously applied by Job Centre staff – nevertheless it looks
as though the 7% threshold might be broken as early as this summer. Should this happen, then small incremental
increases in Base Rate seem likely to follow. 

Any upward movement in Base Rate would be extraordinarily welcome news for all savers and would-be annuitants.
A further strengthening of the Pound also looks to be on the cards for 2014. A strengthening Pound would produce
downward pressure on (dollar based) energy prices whilst also reducing the cost of food and other imported
commodities.

Should these developments come about, then our recovery will bed in and herald the return of some semblance
of normality to the capital markets. Let’s raise a glass to that.

Now to pension matters, relevant to the first three months of 2014.
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Action before the April Allowance restrictions
l Lifetime Allowance

Pension Lifetime Allowance (PLA) reduces again on 6th April 2014, when the current Allowance of £1.5m will be
cut to £1.25m. Benefits which exceed PLA incur a tax charge of 55% if paid as a lump sum or 25% if paid as
income. This income would then be taxed again under PAYE rules.

Existing Primary Protection, Fixed Protection and Enhanced Protection structures will remain in place but will be
supplemented by Fixed Protection 2014 (FP14) and Individual Protection 2014 (IP14).

These new Protections will be available to everyone, including those who have no current protection, regardless
of size of their pension savings.

Applications for FP14 must be made prior to 6th April 2014, whilst those applying for IP14 have until 5th April 2017.

Whilst we shall be in touch with each of our clients whom we believe will benefit from Fixed Protection 2014, we
shall also be happy to offer information and guidance to others upon this sometimes complex matter. Just ask.

l Annual Allowance

The reduction in pension Annual Allowance, this time from £50,000 to £40,000 will be effective from 6th April 2014.
Contributions made by the employer in excess of the Allowance shall result in a charge to Income Tax at the
member’s highest marginal rate.

The existing ‘Carry Forward’ provisions remain in place and where circumstances permit, enable a member to
sweep up unused Annual Allowance from 2010/11 onwards and register a single combined, qualifying contribution
in the current tax year. Where appropriate opportunities arise such initiatives also take maximum benefit from the
current £50,000 Annual Allowance provisions. 

The combination of carefully defined ‘Pension Input Periods’ and ‘Carry Forward’ invite the payment of a very
substantial and fully qualifying contribution into a Member’s Account. Definitely an opportunity not to be missed.
Just ask us.

Continual political interference in pension allowances and structures is certainly vexing – but it’s worth remembering
that Registered Pension Schemes remain by far the most tax efficient and under-used vehicles for successful
retirement planning freely available to us. Make hay!

As ever, if you have any comments about any of the points I have raised in this bulletin, we would be delighted to
hear from you. Simply go back to the ‘Leave a Comment’ section.

Geoffrey Stait
10 January 2014

The opinions expressed are those of the author. The material provided is for general information only and does not constitute
investment, tax, legal or other form of advice. You should not rely on this information to make (or refrain from making) any
decisions. Links to external sites are for information only and do not constitute endorsement. Always obtain independent
professional advice appropriate to your own particular circumstances.


