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In this issue we focus on:
l 5th April Deadline
l The extent of the Annuity Market Deficiencies
l Workplace Pensions – Experience to Date

5th April Deadline
Last month I posted a ‘heads up’ on the impending cutback in Lifetime Allowance and of the Fixed and Individual
Protection opportunities available to all. I also issued an alert on the reduction in Annual Allowance – both due to
come into effect on 6th April 2014.

Make sure that you have reviewed your total pension scheme assets and decide if you need to apply for protection
to preserve your £1.5m Lifetime Allowance.

The existing (and valuable) ‘Carry Forward’ provisions are to remain in place for the moment – as will the potential
to take advantage of the combination of ‘Pension Input Periods’ and ‘Carry Forward’ for the purpose of relieving
an allowable single contribution. The message is clear – make the most of these special provisions and reliefs,
whilst they remain with us.

The maximum contribution is £50,000 for Pension Input Periods (PIPs) ending in the tax year 5 April 2014. It then
reduces to £40,000 for subsequent PIP.

This year’s Budget Day is 19th March. The importance of this event has, however, waned in recent years, with the
forward fixing of Allowances and Tax Bands – and of the growing reliance upon the Chancellor’s Autumn Statement.
We already know that the Personal Allowance will rise £560 to £10,000 in April – with a marginal contraction of the
Basic Rate Tax Band. The Higher Rate threshold will rise £415 to £41,865, and so deliver the majority of the
improvement in Personal Allowance to Higher Rate Taxpayers.

ISAs – make sure you take advantage of the annual allowance of £11,520 of
which up to £5,760 can go into a cash ISA.

For a junior ISA the limit is £3,720.
The lifting of the mean-spirited embargo on investments for children with Child Trust Fund (CTF) holdings 
won’t take effect until 6th April 2015 – so there’s another year to go before many parents and grandparents will 
be free to invest the child’s £3,720 of Junior ISA allowance or transfer low yielding CTF accounts into better 
yielding Junior ISAs.

Whilst considering year-end allowances and investment for others, it’s right to remember the tax year sensitive
Annual Gift IHT exemption of £3,000, gifts that would be exempted under ‘normal expenditure’, the ability to go
back one year if the allowance was not used and the freedom to move wealth between spouses without limit, IHT
free, this may help equalise income possibly moving from a higher rate taxpayer to a basic rate taxpayer.

For Inheritance Tax the individual Nil-Rate limit remains unchanged at £325,000 – as does the ability to recover
unused Nil-Rate band exemption in respect of a deceased spouse.

The tax year classification of many of these allowances and reliefs demands special attention over the remaining
7 weeks of this tax year. 
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Annuities
Last month, Steve Webb, the Pension Minister, spoke of his apparent unhappiness over the complexity of the
annuity market. He thought that “retired workers” should be given the power to switch annuity provider – “in the
same way as homeowners change their mortgage deals”. 

Now I have some regard for the Pensions Minister, but I am really puzzled about the seeming naivety of his
comments. I fully recognise that standard annuity rates have almost halved over the last 20 years – but it has been
Government policies of rock bottom interest rates and ultra-low gilt yields that have inflicted most of that damage.

The commercial annuity market is, in my opinion, both innovative and competitive. Of the 400,000 annuities bought
each year, I know that many are bought highly competitively – with underwritten annuities competing strongly with
standard annuity deals. Improving longevity is inevitably tempering standard annuity terms for many – but the only
real deficiency I see is the inclination of many annuitants to accept the terms offered by the existing provider,
instead of comparing offered terms with those available from the wider marketplace.

Drawdown offers extraordinary benefits to those who’ve taken adequate measures to fund for their retirement –
and is, in theory, available to all. But Drawdown demands a certain level of member involvement and financial
awareness. It also carries a need for competent unbiased advice – and therefore encounters a cost effectiveness
threshold that prices it out of the lower end of the retirement benefits market.

And it’s this lower end of the member fund range that’s least well served by current structures. Members cannot
be compelled to compare offered terms with those available elsewhere but they can certainly be given a hefty
prod. It may be human nature to do nothing – but when considering the offered terms for a lifetime income it must
surely be worth a phone call to test the rate. We’re here – and very happy to help. 

Workplace Pensions - Experience to Date
A week ago the National Employment Savings Trust (NEST) published its second Workplace Pensions “annual
snapshot of the automatic enrolment landscape” report. For all of us involved with employer pensions, this report,
entitled: “NEST Insight, Taking the temperature of automatic enrolment” begs careful study, and can be read online
using the URL below...
(https://www.nestpensions.org.uk/schemeweb/NestWeb/includes/public/docs/NEST-insight-2014,PDF.pdf). 

2014 will be the year in which the first tier of medium sized private employers will reach their scheme ‘staging
date’. Forward planning is the loudest message to take from this report – although of the 30,000 employers
reaching their ‘staging date’ this year, less than 25% of those with staging dates within the next 5 months (the
majority) have so far confirmed either the provider they’re to use or their compliance with the regulatory structures.

The experience of employers with schemes now up and running is particularly illuminating: 55% reported difficulties
in understanding the legalities of the reforms, 68% “experienced difficulties” in meeting their Auto-enrolment duties
and 20% of these newly registered employers had taken over 16 months to ready themselves for Auto-enrolment.

This second year of Auto-enrolment brings a significant increase in the number of employers reaching their scheme
staging dates – moving on from just a few thousand in 2012/13 to over 30,000 in 2014. A sizeable proportion of
these medium-sized employers have neither employee pension scheme experience nor employed individuals
dedicated to managing the employer’s pension scheme arrangements. For these companies – and for everyone
that will be drawn into the net in 2015, the message is simple. Start early - it’s already later than you think! Call us
on 0121 693 0690 for our help to get you going.

Geoffrey Stait
6 February 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.


