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In this issue...

As the advent of spring brings not only
longer days but also a new tax year, there
is still much to get to grips with in the
fallout from the Spring Budget. Although
most of the measures that appeared were
thoroughly teased, there were still a few
surprises to affect your new tax year
planning. While national insurance cuts
were well leaked, some surprises remained.
Reforms to the high income child benefit
charge were largely welcomed, although
the increased threshold from £50,000

to £60,000 was balanced out with an
increase to the size of the band to which
it applies. We explore this and other key
takeaways from the Budget in the feature
for this spring edition of our newsletter.
We also look at the probable lowering of
interest rates in 2024, the renewed appeal
of ISAs following cuts to dividend and CGT
allowances, the tax traps around pension
withdrawals and the increased costs of
living in retirement.

The year of interest rate cuts?
Signs indicate a drop is coming for interest rates.

The Spring Budget
Reform of the high income child benefit charge
plus NIC cuts and more.

Retirement living costs increase

New research highlights the need for setting
aside more funds for a moderately comfortable
retirement.

06

The renewed case for ISAs
Improved terms and diminished allowances draw
attention back to ISAs.

Tax charge trap for pensions
Be careful how you manage withdrawals.

Don’t discount inflation

Although inflation is slowing you may still need to
review your pension plan and insurance provision.

Succession - have you got a plan?
Making adequate provision for transition of
ownership or worst-case scenarios is crucial.
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ISAs - A fantastic tax-exempt investment
wrapper that every investor should fully
utilise each tax year

The day I started my career in the wealth management industry - October 27th, 1986 - was
termed Big Bang. Nothing to do with my arrival of course but the date that signalled the
start of significant deregulation in the City of London and led to many old established city
firms being taken over by large banks (both domestic and international). This was a period
that led to significant innovation in retail investments and subsequently further changes
to the regulatory environment and ultimately to the creation of the Financial Services
Authority — the predecessor to our current regulator the FCA

At the time, our client interactions were firmly

based in the City with investment bankers forming a
significant part of our client base. One year after Big
Bang we saw the introduction of the tax advantaged
savings account - the Personal Equity Plan or PEP.
This was the precursor to the Individual Savings
Account or ISA, which was introduced in 1999. At the
time the PEP was launched in 1987 | remember being
surprised at the number of clients who dismissed the
tax break as being too small.

Roll forward almost 37 years and the real value of these tax-exempt investments is very
evident. If you had invested the full allowance into both PEPs and ISAs since inception, you
could by now have invested £411,760. As a couple therefore £823,520. If investors had chosen
to commit these investments to the stocks and shares components of PEP and ISA funds (97%
of our clients under our guidance) then you should not be surprised to learn that we have a
substantial number of individual clients with ISA accounts worth significantly more than £1
million and several couples therefore with invested assets significantly over £2 million.

In the context of rising taxes, reduced allowances for both income and capital gains tax (CGT)
and the inability to invest more than £10,000 per annum in pensions for high earners due

to the tapering legislation, the benefit of accumulating investments in ISAs is undeniable. A
couple with £2 million in an ISA portfolio can currently enjoy natural tax-free income off a
diversified portfolio of income generating funds of about £80,000 per annum. That is the
equivalent of a gross income to a higher rate taxpayer of over £130,000 per annum.

Many of our long term clients in this cohort are now establishing Junior ISA (JISA) investments
for their children, and indeed grandchildren, of £9,000 per annum to continue the valuable
process of both passing on wealth in a tax efficient way and helping children get on the property
ladder or indeed help towards funding a university education. A £9,000 annual investment into a
global focused stock market ISA fund from birth to age 18, will generate a fund of over £290,000
given an average investment return of 6% per annum. That's enough to educate a child through
4 years of university and give them a £200,000 deposit on a first home.

For those that thought ISA investments, and their forebears PEPs in the late 80’s were trivial,
they were wrong! Compound interest coupled with valuable tax breaks is a powerful force.
The current annual ISA investment allowance is £20,000 per individual for the main ISA and
£9,000 for Junior ISAs (those under 18). We would encourage investors this year to invest
early in the tax year on the premise that we believe the outlook for investing is improving
against the very challenging back drop of the last few years post Brexit, the pandemic and
then the tragedy of global conflicts.

We update a number of key guides quarterly on major financial planning issues - several topics
including health, ISAs and succession planning are featured in this issue of our Newsletter.

You can find the Key Guides on the home page of our website under the dropdown heading
‘News’ and then ‘Key Guides'. https:/www.rosan-ifa.com/guides The current April 2024 Key
Guide on ISAs covers all the technicalities and options on these investments. Please contact
the office directly, or your usual contact point, to seek guidance on strategy for this year’s ISA
investments for you and your family to ensure you benefit from accumulating assets in these
highly attractive UK investment vehicles.

We do wish all our readers an enjoyable summer period (should it ever arrive) and a
continuation of better market returns in the quarters ahead after a good start to this year.

Rob Sandwith | Chief Executive
May 6th, 2024



INVESTMENT

Coming down:
the year of interest

rate cuts?

Interest rates have risen for two years straight, but the
outlook indicates a change of direction in 2024.

he Bank of England raised its
bank rate from 010% to 0.25% just
before Christmas 2021 and from
that point until September 2023
UK interest rates only moved in one direction:

T

upwards. Then, after fourteen consecutive
increases, the Bank pressed pause at 5.25%.

There is now an expectation, not disputed

by the Bank’s Governor or Chief Economist,
that the next move will be downwards. As the
graph shows, the UK’s interest rate pattern of
rise and stall has been mirrored by two other
major central banks, the US Federal Reserve
and the European Central Bank (ECB).

However, in 2024 central bankers will want
convincing evidence that the inflation dragon
has been slain before the ratchet down
begins. A cut too early could force a reverse in
direction if inflation returns.

INVESTMENT REACTION

Nevertheless, markets are anticipating rate
cuts. The yields on 10-year government bonds
have fallen since last autumn in the UK, US and
Europe as investors decide to lock in to current
rates. The knock-on effects are visible in the UK
mortgage market, where new fixed-term rates
have started to drop.

NS&l has also reacted, withdrawing its
popular one-year guaranteed bonds, cutting
the Premium Bonds prize rate by 0.25% and
reducing the return on its three-year green
bond from its peak of 5.7% from August to
November 2023 to just 2.95% now.

If you have been holding cash deposits, either
directly or via money market or similar funds

- perhaps in an ISA or a SIPP - you should
have benefited from the rise in rates. However,
unless your deposits were on average earning
within 0.7% of bank rate - after allowing for tax
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and any charges - your deposit growth would
not have kept pace with inflation in 2023, let
alone 2022. In fact, in the last 15 years it has
been rare for the bank rate to be higher than
the CPI inflation rate.

DEPOSITS REVIEW

That historical failure to keep pace with
inflation, combined with the likely fall in rates,
means that now is the time to review the
amount of cash you hold on deposit. For all but
the most cautious investor, deposits are not
suitable as long-term investments.

If your goal is income, you could consider
fixed-interest funds to take advantage of
current long-term bond rates. Alternatively,
equity income funds, investing in the UK and
internationally, offer attractive dividend yields
with potential for long-term income growth.

Talk to us about your options now: deposits
may be less attractive once the lines on that
graph start marching down.

-+ Investments do not offer the same level of
capital security as deposit accounts. Investing
in shares should be regarded as a long-term
investment and should fit with your overall
attitude to risk and financial circumstances.

The value of your investment and the income
Jfrom it can go down as well as up and you may
not get back the full amount you invested.

Past performance is not a reliable indicator of
future performance.

The Financial Conduct Authority does not
regulate tax advice and advice on cash deposits.
Tax treatment varies according to individual
circumstances and is subject to change.




As the clock ticked down to the 2024 Budget, the old-fashioned concept of
‘Budget purdah’ was well and truly buried under a steady release of leaks.
Nevertheless, Budget Day still contained a few meaningful surprises.

hancellor Jeremy Hunt was under
C great political pressure to add

to the tax cuts announced in his

Autumn Statement 2023 and, if
possible, steal a march on Labour’s tax plans.
However the Office for Budget Responsibility
(OBR) had made it clear that his scope
for generosity was minimal, declaring the
Treasury’s spending plans beyond 2025 to be
worse than fiction.

Mr Hunt managed to square the circle, but only
by bringing his margin of error down to just

£9 billion in 2028/29, a figure which the OBR
described as “a tiny fraction of the risks around
any forecast”.

WHAT’S NEW?
Some of the Chancellor’'s Budget measures
likely to affect you include:

M National Insurance contributions (NICs)
The main rates of employee (class 1) and
self-employed (class 4) NICs will be reduced
by two percentage points to 8% and 6%

respectively from 6 April 2024. The 2%

rate on earnings/profits above £50,270 is
unchanged. These reductions once again
alter the mathematics around the wisdom of
incorporation and whether to draw bonuses
or dividends.

High Income Child Benefit Charge (HICBC)
The income threshold at which this charge
starts to bite will rise from £50,000 to
£60,000 for 2024/25. Simultaneously the
rate of charge will halve to 1% for each £200
over the threshold. Consequently, the size
of the income band in which the HICBC can
apply will double to £20,000 (£60,000 to
£80,000). By 2026, the income threshold is
expected to move from an individual basis
to a household basis.

Residential property The maximum capital
gains tax (CGT) rate on residential property
gains will be cut from 28% to 24% in
2024/25, while all other CGT rates remain
unchanged. Some second homeowners

will be stung, however, as the favourable

tax rules for furnished holiday lets will be
scrapped from April 2025.

UK ISA The Chancellor issued a consultation
paper on a ‘UK ISA’ This new variant will
have a contribution limit of £5,000, which
will be in addition to the existing overall
£20,000 ISA limit (unchanged since
2017/18). As the name implies, the new ISA’s
investment options will be UK-focused

and could include UK shares, collective
funds investing in the UK, UK corporate
bonds and gilts. There are likely to be rules
preventing transfers to other (internationally
unconstrained) ISAs.

Non-domicile rules The arcane tax rules
which offer favourable tax treatment to
some UK residents with a foreign domicile
will be scrapped from 2025/26. The new
regime will be based solely on tax residence
and will be accompanied by a range of
transitional rules for those currently claiming
non-UK domicile.




Bl VAT From 1 April 2024, the value added tax
(VAT) registration threshold will rise for the
first time in seven years from £85,000 to
£90,000.

If any of these changes could affect you

or your business, or you would like further
information on the Budget’s contents, please
do not hesitate to contact us.

-+ The value of your investment and the income from
it can go down as well as up and you may not get
back the full amount you invested.

Investments do not offer the same level of capital
security as deposit accounts. Investing in shares
should be regarded as a long-term investment and
should fit with your overall attitude to risk and
financial circumstances.

Past performance is not a reliable indicator of future
performance.

The Financial Conduct Authority does not regulate tax
advice. Tax treatment varies according to individual
circumstances and is subject to change.

RETIREMENT

Retirement living costs
increase

Savers need to build up more funds if they want to secure a decent
standard of living in retirement.

n independent pensions
body has updated its
A calculations on how much

money people need to
fund a basic, moderate or comfortable
lifestyle in retirement. Rising food and
energy costs, plus the fact more people
want to socialise with family and friends
post pandemic, has pushed up the cost
of a ‘moderate’ retirement by £8,000, to
£31,300 a year - with couples looking at
a combined cost of £43,100 a year.

As the name suggests, this is not
funding a life of luxury. The Pensions and
Lifetime Savings Association (PLSA)
says this covers one week-long holiday
in Europe each year, running a small

car, modest amounts for socialising,
alongside essential bills.

MODERATE LEVEL INCREASES
MOST

The costs of ‘minimum’ and ‘comfortable’
lifestyles have also increased - although
not by as much in percentage terms.
The PLSA estimates an individual needs
£14,400 a year to fund a basic lifestyle
and £43,00 for a more ‘comfortable’
retirement.

These are estimates, and individuals’
spending requirements will vary. But the
numbers can be useful as part of a wider
pension planning process. Remember,
not all this cost needs to be met by
private pensions, as from April this

year those qualifying for the full state
pension will get £11,502 a year, although
that alone is not enough to meet basic
living requirements according to these
calculations.

»
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Improved terms, together with the erosion of tax allowances elsewhere,
are making ISAs a favourable option for the new tax year.

ince their launch, successive
S Chancellors have made revisions
to Individual Savings Accounts
(ISAS). In the Autumn Statement
2023 and recent Budget, the current
Chancellor introduced useful administrative
simplifications for 2024/25, but left the
investment limit at £20,000, a figure left
unchanged since 2017/18. The proposed
British ISA would have an additional £5,000
allowance.

However, it is arguable that Jeremy Hunt'’s
most important boost for ISAs appeared in the
previous year’'s Autumn Statement, when he
announced:

B The dividend allowance was to be halved to
£1,000 for 2023/24 and then halved again
to just £500 for 2024/25.

B Similarly, the capital gains tax (CGT) annual
exempt amount was to be cut from £12,300
to £6,000 for 2023/24 to be followed by a
further cut to £3,000 for 2024/25.

B The personal savings allowance zero level
for additional rate taxpayers would affect
many more taxpayers from 2023/24
because the additional rate threshold was
cut by nearly £25,000 to £125,140.

The dramatic reductions in the dividend
allowance and the CGT annual exempt amount
alone mean that you could be paying up to

£2,450 more tax on the returns from your
investments in 2024/25 than 2022/23. Even a
basic rate taxpayer could find themselves over
£1,050 worse off.

TAKE ANOTHER LOOK
One way to sidestep these tax increases is to
maximise the use of ISAs. As a reminder:

B Dividend income within an ISA is free of UK
income tax, although withholding tax may
apply to foreign dividends.

B Interest from deposits or fixed interest
securities is also free of UK income tax.

B Gains on investments held within ISAs are
free of CGT.

B There is nothing to report regarding ISAs on
your tax return.

Despite these tax advantages, in recent years
ISAs have fallen out of favour with investors.
The latest HMRC data (for 2021/22) shows
subscriptions for that year were 20% less than
in 2014/15. Part of that decline is probably

due to the April 2016 launches of the dividend
allowance (initially set at £5,000) and personal
savings allowance. Low interest rates were also
likely to have been a factor - the popularity of
cash ISAs suffered when rates were near zero.

As we move into a new tax year, now is the
time to consider your ISA contributions. If you

edit : stockfour /Shutterstoe

maximised your ISA contributions for 2023/24,
and you can make another ISA investment of
up to £20,000 over 2024/25, you will be able
to remove as much as £40,000 of capital out
of UK income tax and CGT. You should also
review your existing ISAs to make sure you are
making full use of their tax benefits; cash ISAs
may not offer you the optimum tax savings.

<+ Investments do not offer the same level of capital
security as deposit accounts. Investing in shares
should be regarded as a long-term investment and
should fit with your overall attitude to risk and
financial circumstances.

The value of your investment and the income from it
can go down as well as up and you may not get back
the full amount you invested.

Past performance is not a reliable indicator of future
performance.

The Financial Conduct Authority does not regulate tax
advice. Tax treatment varies according to individual
circumstances and is subject to change.

@ You could be paying up to
£2,450 more tax on the returns
from your investment in
2024/25 than 2022/23. Even
a basic rate taxpayer could be
over £1,050 worse off.




PENSIONS

Tax charge trap
for pension withd

rawals

Pension freedom rules have given people earlier and more flexible access to their retirement
savings. However, many are paying too much tax when they first make a withdrawal, due to the
way HMRC’s computer systems operate.

atest HMRC data shows it

processed 12,000 reclaim forms
L in the last three months of 2023,
relating specifically to this issue. In
total HMRC paid back nearly £39m to savers who
have been overtaxed on pension withdrawals,
making the average rebate £3,216.

The issue arises when savers first make a
withdrawal from a drawdown plan. HMRC
software assumes that the money taken will be a
regular monthly withdrawal, and effectively taxes
it accordingly, via an emergency tax code.

In many cases, however, people aren’t taking this
as a regular payment. Instead they are using the
pension freedom rules to make one or more ad-
hoc withdrawals - perhaps to pay for a holiday,
home improvements or reduce debts - and as

a result end up with a smaller sum due to this
taxation issue. For example, if you withdraw
£10,000 at the start of the financial year the

tax code would assume an annual income of
£120,000.

INVESTMENT

This problem occurs when people are taking
flexible lump sums from their pension, known as
uncrystallized fund pension lump sum (UFPLS)
payments. But this tax trap doesn’t apply to

all pension withdrawals. For example, it won’t
apply if you are taking your tax-free lump sum
(known as the pension commencement lump
sum: people from the age of 55 can withdraw up
to 25% of their savings tax-free). And if you are
taking a monthly income, via a drawdown plan,
then the tax should be broadly correct, although
there may be some adjustments to be made,
depending on any other income you receive.

TAX REBATE

If you have made a one-off withdrawal from your
pension and are concerned you may have paid
too much tax, you can get this money back. The
quickest way to do this is by completing one of
HMRC'’s tax reclaim forms. You need to complete
either a P55, P53Z or P50Z form depending on
your circumstances. All three are available on
HMRC’s website.

Don’t discount inflation

Despite slowing down considerably, inflation has not gone

away yet.

UK CPI ANNUAL INFLATION: 01/2020 TO 12/2023
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Provided you complete the correct form, HMRC
states that it aims to process these refunds
within a 30-day window. Those who don’t
complete a form should have this tax readjusted
in the following year, via the self-assessment
process.

If you are planning to make a flexible withdrawal
from your pension plan in the near future,

there are steps you can take to try to avoid this
problem. The best way is to make a very small
initial withdrawal. The temporary tax code is
then imposed on this smaller sum, and will be
reapplied to the second, larger withdrawal. There
may still be some adjustments to make, but it is
unlikely to result in such a large overpayment.

<+ The Financial Conduct Authority does not
regulate tax advice. Tax treatment varies according
to individual circumstances and is subject to change.

For specialist tax advice, please refer to an accountant
or tax specialist.

The fact that annual price rises have dropped to
under half their October 2022 111% peak does
not mean you can now ignore inflation’s impact.
As some of those who grew up in the 2010
-2020 era of low inflation are now realising, a
falling inflation rate (disinflation) is not the same
as a general falling in prices (deflation). Prices are
still rising, albeit at a slower rate.

In three years since the start of 2021, inflation
added over a fifth to average prices, only 2.2%
less than the increase across the entire decade
from 2010. You could now need to review your
financial plans if they are more than a couple of
years old. The level of life and health cover that
looked more than adequate in 2020 may no
longer be enough. Similarly, the pension pot that
looked sufficient for a comfortable retirement
may now be at the just-getting-by level.
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NEWS ROUND UP

New online trading
data sharing rules

If you sell things online using sites such as
Ebay or Vinted, or rent out your home via
Airbnb or similar sites, those platforms will
now automatically share data with HMRC.
The rules are designed to ensure that

those earning via digital platforms are fully
declaring their correct income and tax. There
is an ‘occasional seller’ exclusion for those
making less than 30 sales under the value
of around £1,700. The relevant platforms will
start reporting data from 1 January 2025, so
there’s time to understand if you could be
affected.

<+ The Financial Conduct Authority does not
regulate tax advice. Tax treatment varies
according to individual circumstances and is
subject to change.

Student loans hit by
marginal tax rates

Last December’s Scottish Budget

introduced a new ‘advanced’ 45% income
tax rate covering taxable income between
£62,430 and £125,140. One unfortunate
conseguence of the change was to create

a potential marginal ‘tax’ rate of 78.5% on
earnings between £100,000 and £125,140

for graduates still repaying their student
loans (67.5% effective income tax rate + 9%
graduate repayment + 2% national insurance).
If you think you have escaped this by living
outside Scotland, be warned - the equivalent
elsewhere in the UK is 71%.

<+ The Financial Conduct Authority does not
regulate tax advice.

PLANNING

Succession - have you got a

plan?

It is not only fictional multinational media empires that need to consider future

ownership and control.

In 2023, the question of how to transfer control
of a large, high profile family organisation
gripped attention. First the Sky Atlantic

series, Succession, drew us in, followed by its
inspiration, the transfer of the Fox and News
Corporation reins by Rupert Murdoch to his son,
Lachlan.

What happens when ownership changes is not
only a concern for the likes of multinational
empires, real or otherwise. If you are a private
company shareholder/director or a partner in a
partnership, business succession is something
that should matter to you. For example, what
would happen if one of the fellow shareholders
in your company or partners in your partnership
suddenly died or suffered a disabling accident?

The way to deal with such potential business
threats is to have a plan in place before disaster
strikes and, equally important, to ensure the
money is there to execute it. One without the
other can be a minefield.

Take the example of a suddenly

unless the remaining partners have the
resources to buy out their colleague, a new
partner may need to be found or the business
might even have to be sold.

REALISTIC, PROFESSIONAL
PROVISIONS

What you and your business associates need to
protect against such situations are:

B appropriate, tax-efficient agreements (such
as key person insurance or shareholder
protection) to deal with the sale of interests
on death and serious illness; and

B life and health insurance cover to fund
the purchase costs those remaining in the
business will face.

For advice on both aspects, talk to us today -
as Succession showed, you never know what
tomorrow might bring.

- The Financial Conduct Authority does not regulate
tax advice or business continuity

disabled partner. Your
agreement may require

the partner to

retire in such a
situation, but
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according to individual
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change.
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