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Budget 2013
With the dust still settling on the Chancellor’s latest budget, some of the key changes that have an
immediate impact from the start of the current 2013/14 tax year are:
• An increase in the standard
personal allowance (which is
the amount you can earn tax
free before basic-rate income
tax kicks in) from £8,105 to
£9,440
• A reduction in the additional
rate of income tax from 50%
to 45% (and from 42.5% to
37.5% for dividends)
• The removal of the higher
age related allowances for
individuals born after 5 April
1948 (and who therefore attain
age 65 after 5 April 2013); and
• The Introduction of a £3,600
annual limit on total premiums
that can be paid into qualifying
life assurance policies
There is also good news for home
buyers through the “Help to Buy’’
scheme, Equitable Life Victims
who will receive compensation if
they bought a with profits annuity
before 1992 and drawdown
pension users who will benefit
from a 20% increase in the
maximum amount of annual
income they can draw each year.
There were also a number of
important future impacts; most
notably:• The
decision
to
further
increase the standard personal
allowance to £10,000 from
April 2014
• Further reductions in the
pensions lifetime allowance
from £1.5m to £1.25m and the

annual allowance from £50,000
to £40,000, also effective from
April 2014
• The introduction of new child
care tax breaks worth up to
£1,200 per child to subsidise
the cost of child care for every
child under five, from April
2015.
• A new single tier state pension
of £144 a week in today’s
terms, for anyone reaching
state pension age from April
2016; and
• Also from 2016, a capping of
social care costs for the elderly
at £72,000.
In this article though, we are
going to focus on the new taxfree childcare initiative being
introduced in 2015.
Childcare scheme
Under the Governments proposed

tax-free childcare initiative eligible
families will be able to claim
20% tax relief on childcare costs
of up to £6,000 per child from
April 2015. This could mean a
benefit of up to £1,200 per child,
per year. The proposed system
will replace the current system
of childcare vouchers which
allows individuals to receive up
to £243 of tax-free vouchers per
month if their employer operates
a voucher scheme, although
not all do. Typically employees
can elect to exchange salary
for an equivalent amount in
vouchers and, as the vouchers
are received free of income tax
and national insurance, this
represents a significant benefit.
For example, for a couple who
are both basic rate taxpayers and
who each claim the full voucher
entitlements this can represent
a saving of £1,866 per year
(£933 each)

Whilst the proposed scheme
will bring tax-free childcare to a
wider audience not everyone will
be better off:
Winners
• Self-employed individuals and
employees who do not have
access to a childcare voucher
scheme as they will be eligible
for the new scheme.
• Higher and additional rate
taxpayers who joined the
voucher scheme after 6 April
2011. Under the current
voucher system higher rate
taxpayers can only receive up
to £124 of vouchers per month
(this reduces to £110 per month
for additional rate taxpayers)
Losers
• Couples where only one
individual works – These
individuals are eligible for
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childcare voucher schemes
but not for the new tax-free
childcare initiative.
• A family with two or more
children, where both parents
are working (and paying
basic rate tax) but who spend
less than £9,330 per annum
on childcare (£777.50 per
month).
This is because
the current voucher system
gives both an income tax and
National Insurance saving. The
proposed scheme will only give
tax relief at 20% meaning that,
to make the same £933 saving
total childcare costs would
have to be at least £9,330.

From Autumn 2015, parents
already claiming vouchers can
continue to receive this support
or switch to the new system. New
parents will only have access to
the latter scheme. The old scheme
is more beneficial, specifically, for
higher-rate taxpayers but only if
they joined before 6 April 2011.
Please note that the above list is
not necessarily exhaustive as we
can only give a brief summary in
this article. Please feel free to
contact us for advice or guidance
in respect of this or any other of
the announcements arising from
this year’s Budget.

Flat-rate state pension
brought forward to 2016
On the back of the main Budget announcements the Government reaffirmed its objective to introduce
a new single tier state pension of £144 a week (in today’s terms) details of which were first released
in January in the Government’s long-awaited white paper on pension reform.
based on their existing National
Insurance (NI) contribution record.
This figure is broadly the amount
of state pension that they will have
accrued to that date under the
current system. Individuals with
a foundation amount equal to or
greater than the flat-rate pension
will not be able to accrue any
further state pension entitlement
but they will have their entitlement
preserved.
Importantly it was announced that
the implementation date will now
be brought forward to April 2016.
This is therefore a year earlier than
the date published in January’s
white paper which indicated that a
new single tier pension would not
be introduced until April 2017 ‘’at
the earliest”.
To summarise, the introduction of
the flat rate pension will mean:

paid) will be required to qualify
for any state pension. 35
qualifying years will now be
required to be eligible for the
full state pension (up from the
current figure of 30 years)
• The ability to contract-out of
the additional state pension
via a defined benefit (e.g.
final salary) scheme will be
abolished.

• The new single-tier state
pension will only be payable
to people who reach State
Pension Age (SPA) after 5 April
2016. Current pensioners and
those reaching SPA prior to the
implementation date will not
be affected and will continue
to receive their State Pension
in line with existing rules.

• Category B pensions will also be
abolished, which means that it
will no longer be possible for a
spouse without a full NI record
in their own right to use their
spouses NI record to improve
their own state pension.

• A minimum of 7-10 ‘qualifying
years’
(years
in
which
sufficient National Insurance
(NI) contributions have been

As part of the transition to a flatrate state pension individuals yet to
reach SPA by 5 April 2016 will have
a ‘foundation amount’ calculated,

Will I be better or worse off
under the new rules?

There will be some winners and
loser as a result of the changes;
and most notably:
Winners
Probably the biggest winners
are the self-employed who are
not currently able to accrue any
entitlement to the additional state
pension. This is because (and
assuming they would not be
entitled to a pension credit topup) a self-employed person with a
full NI record reaching SPA today
would only be entitled to a full
basic state pension of £110.15
a week – compared to £144 a
week if they reach SPA after the
implementation date.
Losers
Individuals with a poor NI record
could lose out significantly under
the new system. In particular,
Widows with a poor NI record
could lose out following the death
of their husband because they will

no longer be able to inherit any of
their husband’s state pension.
The abolition of the additional state
pension will also hit occupational
defined benefit schemes hard. It
is estimated that up to six million
employees, who currently pay
reduced NICs on their earnings
between the NI earnings threshold
and upper accrual point, will
face an effective tax rise of up to
1.4% on that tranche of earnings.
Employers will also see their NI
liability for each contracted-out
employee on the same tranche of
earnings rise by 3.4%. This will
put more pressure on final salary
schemes and a knock-on effect
could be more schemes being
wound up.
Summary
The move to a single-tier state
pension should in the long term
greatly simplify the system as a
key criticism has been that the
existing rules are complex and
make it very difficult for individuals
to work exactly what state pension
they may receive.
That said,
the transition will clearly not do
away entirely with calculating
entitlements under the current
system.
As always please feel free to
contact us for further guidance if
you are unsure how the proposals
will affect you.

Could a Cyprus savings
‘grab’ happen here in Britain?
In March, Cyprus sent shockwaves throughout Europe when it decided, as part of a £10bn bailout
package agreed with the EU and IMF, that it was going to introduce a 6.75% one-off tax on deposit
savings of up to £100,000 held in Cypriot banks, with sums over that threshold paying 9.9%.
Aside from the basic fact that
this effectively amounted to
confiscating peoples savings the
reason this was so fundamentally
shocking was that, since the start
of the financial crisis, there has
been a guarantee that deposits
under £100,000 would be
protected. The purpose of this
guarantee is simple: to ensure
faith in the integrity of the banking
system in order to prevent mass
withdrawals, and, ultimately a
collapse in the financial system.
Fortunately the original EUIMF deal was voted down in
Cyprus’s parliament.
A new
deal with no levy was placed on
the table which instead involves
a significant restructuring of
the banking system, although
there will be strict controls on
withdrawals to prevent any run
on the banks.
The question has already been
asked: Could this happen in the
UK? A key mistake the Cypriot
government made was the direct
approach in attempting to seize
its citizens’ wealth to pay its
debts. If you are going to plunder
peoples savings then at least be
more discreet about it!
However, there is another angle
which illustrates how our wealth
is already, silently, being seized.
The Bank of England are doing
everything they can to try and
stimulate economic growth as
this is the quickest, pain-free
route to start paying off our debts
but part of this strategy has seen
round after round of quantitative
easing (or QE), which essentially
increases the supply of money.
The UK is not alone though as
almost all major Governments
with a debt problem are taking
similar action, as they hope that,
as well as simply putting more
money in the system, increasing
the supply of money will also help
to put downward pressure on
their currencies – and a weaker
currency (hopefully) results in
increased exports and gets the
economy moving.

The first effect of this is to devalue the pound in your pocket.
The second potential effect (that
many economists fear) is that
QE encourages inflation as more
money sloshing around in the
system should eventually serve
to push up prices. In addition,
we already have negative real
interest rates (i.e. – interest
rates below the rate of inflation)
meaning a significant element
of UK inflation is effectively what
we import. In other words, low
interest rates also contribute to a
weaker pound and the weaker our
currency is the more expensive it
is to buy from abroad.
It is important to remember,
however, that whilst too much
inflation is of course a bad thing
the Government do not appear
overly concerned about stoking
the inflationary fire. We only have
to look at the inflation (CPI) rate
which ran at 2.8% in March (its
highest rate since May 2012) with
the Bank of England predicting
inflation will exceed 3% later
this year. This is well above the
inflation target of 2% and yet we
are unlikely to see rises in interest
rates (at least for the foreseeable
future) and could even see
another round of QE.

So, if a combination of low
interest rates (hitting savers and
pensioners) and rising inflation
is damaging our wealth why
doesn’t the Government change
direction? The answer lies in
our debt problem:
Not only
do we have a deficit (i.e. our
Government spends more than it
raises in revenue) but we have an
enormous pile of (growing) debt
to pay off. Inflation of course is
a debtor’s best friend because
it erodes the ‘real’ value of the
debt. To you and me, however,
inflation feels more like a hidden
tax as we simply see prices rise
and the purchasing power of our
money reduced.
What can I do to protect my
savings?
Firstly we must stress that it is
essential to first seek financial
advice. However, should the
pound weaken further, holding
significant amounts in cash
(sterling) may not be the best
way of protecting the ‘real’
value of your savings. For those
with a sufficient appetite to risk
consideration could be given to
investing part of your savings in
other assets such as equities,
other currencies, or even gold

as a hedge against any further
drop in the value of the pound.
Whilst we have seen gold prices
become more volatile and the
huge price increases of the past
10 years are likely to be over, this
could still be appropriate for a
small part of some portfolios. As
always this will depend on your
exact circumstances and attitude
to investment risk.
In addition, making best use of
your tax allowances is another
way of ensuring that you don’t
compound the problem by paying
more tax than you need to. A good
example is to make use of your
ISA allowance each year (£11,520
for 2013/14). It is also worth
mentioning that if the Government
did choose to go down a ‘wealth
tax’ route in the future it would
be politically difficult for them to
impose this on tax-incentivised
savings accounts!
Please feel free to contact us
for further advice and guidance
in respect of any of the issues
raised in this article.

Who wants to be a millionaire?
Most people can identify with the dream of one day becoming a millionaire but it would also be fair to
say that for many of us the chances of ever achieving this dream seem a remote and distant possibility.

Unfortunately, the feeling that
this is an impossible target quite
often means we pin our hopes on
unlikely solutions such as playing
the lottery, or, perhaps more
commonly we simply accept
being a millionaire is more than
likely just a pipe dream. If you
are willing to invest sufficiently
over the long term, however, the
£1m target might be more within
reach than you think.
There are of course various high
risk investment strategies you
could consider but the greater
likelihood is that you will never
achieve this goal via a ‘quick
and easy’ route and in reality
will probably end up worse
off than before you started.
Trying to spot the next great
investment opportunity or trying
to perfectly time the markets
is difficult enough for even the
most
successful
investment
manager, never mind ordinary
investors, and is always very
high risk. Building a £1m fund
is possible, however, with two
basic ingredients: sufficient time
and an appetite to take some
degree of investment risk.
Let’s consider an example. To
maximise tax efficiency and

to target state pension age,
we will assume an individual
contributes to an ISA starting at
age 36 (retirement age will be 68)
and that they are then able to
contribute the maximum amount
of £11,520 per year. (This is
the maximum allowance for the
2013-2014 tax year for stocks
and shares ISAs.) The maximum
annual ISA allowance will likely
increase over time to keep pace
with inflation, but for the sake
of argument we’ll assume that
contributions stay constant over
time at £11,520 per year. If you
diligently keep up those annual
subscriptions, you will need to
achieve an average return of
5.7% (after charges) per year in
order to end up with an ISA worth
more than £1 million after 32
years. Total contributions in this
time would have been £368,640.
This
demonstrates
the
potential impact of consistent
contributions
and
assumes
realistically achievable growth
rates. Of course, it must be
said that if the growth rate in
our example was significantly
lower – let’s say a deposit rate
of 2% (after tax) - this would
mean it would take 51 years to
break the £1million mark. Total

contributions in this time would
also have been £587,520.
It may be that you feel that it
is either too late to or simply
unaffordable to start making
these level of contributions but
it is still worth considering the
potential fund that could be built
if saving for a child using the new
junior ISA limits.
Let’s assume a Junior ISA is
started at birth and you are
able to contribute the maximum
amount of £3,720 per year (This
is the maximum allowance for the
2013-2014 tax year for Junior
ISAs.). This maximum level will
likely increase over time to keep
pace with inflation, but again
for the sake of argument we’ll
assume that contributions stay
constant over time at £3,720 per
year. Assuming the same 5.7%
growth after charges, then they
could have a fund at age 18 of
over £118,125 which is quite a
decent pot to cover university
costs with hopefully some left
over as a welcome contribution
to a house deposit. If this is
left for another 50 years and
no further contributions are
made, assuming the same level
of growth then the pot could

be worth over £1.88 million
– a reasonable return for an
investment of £66,960 and the
perfect example of compound
growth.
As with any such examples
this is assuming growth and
contributions will be consistent
and as the world of investing
has shown us over the past
decade or so, this is not
as predicable but is a
good example of what
can be achieved with
appropriate long term
planning and some
commitment.

Levels and bases of and reliefs from taxation are subject to change and their value depends on the individual circumstances of the investor.
The value of your investments can fall as well as rise and investors may not get back the full amount originally invested. Past Performance is not a guide to future performance.
Equity investments do not include the same security of capital which is afforded with a cash account.

