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Welcome
George Osborne has given us pension freedoms, now he has 
turned his attentions to the other end of the investing spec-
trum – amassing a decent pension pot in the fi rst place.

The Lifetime Isa has set out a blueprint for retirement saving 
for the future. The idea is savers will engage with setting aside 
money from a younger age, fl exing the Lifetime Isa as their cir-
cumstances change, be it to buy their fi rst home and/or to fund 
their later life. 

The scope of the Lifetime Isa may also 
be adapted further down the line to allow 
savers to dip into their funds for other as 
yet undefi ned “life events”.

The ability to access funds for house 
purchase, plus the 25 per cent “Gov-
ernment bonus” make the Lifetime Isa 
attractive. As has been made abund-
antly clear, it could be so attractive as to trigger mass 
opt-outs from workplace pensions. Apparently auto-
enrolment is no longer the Government’s fl agship project to 
encourage pension saving.

Much has also been made of the fact this is simply a pension 
Isa by another name. Given the Lifetime Isa and hiking the Isa 
limit to £20,000 will cost the Treasury £1.9bn over the next fi ve 
years, clearly the need to raise cash has not gone away.

The Lifetime Isa has the potential for advisers to expand 
their client base and tap into younger clients. When combined 
with the Financial Advice Market Review, the role of workplace 
advice also looks set to grow.

Pensions minister Ros Altmann says the Lifetime Isa needs 
to work in tandem with auto-enrolment. Yet her predecessor 
Steve Webb says this is a “rival product” which risks causing 
“mass confusion”. In this battle of the pension ministers, who 
will win out?
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Chancellor George Osborne has once again used 
his Budget speech to unveil major changes to the 
savings and pensions industry. Given his earlier 
apparent enthusiasm for reforming pension tax 

relief, it is perhaps not surprising he has proposed a Life-
time Isa.

Centre for Policy Studies research fellow Michael John-
son, the architect behind the proposals, has  described it 
as “the biggest change in personal saving this country has 
ever seen”.

The plan is due to be launched in April 2017. It is being 
positioned as a cross between pensions and Isas - so cash-
strapped 20-somethings do not have to choose between 
saving for their fi rst home, or their retirement. TheLife-
time Isa, in theory,  allows them to do both.

While based on earlier recommendations by the CPS, 
crucially the Lifetime Isa diff ers in two key respects from 
that blueprint: it is not as generous, nor does it it simplify 
the savings landscape. If anything, it makes it more com-
plex by adding to, rather than replacing, the current pen-
sion system.

How does it work?
The Lifetime Isa will only be available to those who are less 
than 40 years old when the scheme launches. As the rules 
stand they need to open an account by their 40th birthday. 
These savers will be able to invest £4,000 a year, from the 
age of 18 to 50 and qualify for a Government top-up.

For every £4 invested the Government adds an extra 
£1. The original CPS proposals suggested a £1 top-up for 
every £2 saved. However, even under this less generous 
matching scheme, this eff ectively gives basic rate taxpay-
ers the same uplift they would get with a pension contribu-
tion. If savers invest the maximum £4,000 each year they 

would qualify for a £32,000 bonus on top of their £128,000 
contribution.

As with regular Isas, savers can invest in cash or equi-
ties. Lifetime Isas are not as fl exible as standard Isas when 
it comes to withdrawals, though.

Savers can withdraw funds penalty-free to put down a 
deposit on their fi rst home, or they can leave these funds to 
roll up until their 60th birthday, when the entire proceeds 
can be taken tax-free. 

Withdrawals at other times are permitted, but sav-
ers will lose the Government top-up and face a 5 per cent 
penalty.

However, the Government is consulting on whether 
savers will be able to borrow against their Lifetime Isas. In 
other words they should be able to take money out, and 
provided they pay it back in within a certain timeframe, 
they will not lose these top-up payments.

A good deal for savers?
The pensions and savings industry expects Lifetime Isas 
to be popular. Hargreaves Lansdown has confi rmed it “will 
almost certainly” off er the products next year.

They clearly look attractive for those saving to get on 
the property ladder: the 25 per cent top-up easily trumps 
other short-term savings deals. It is a lot more generous 
than the current Help to Buy Isa, for example, in terms of 
both the allowance and the incentives. Those who current-
ly have one of these Isa deals will be able to roll it into the 
Lifetime Isa.

 Lifetime Isas are likely to look particularly attractive to 
parents who are in a position to help towards a property 
purchase. This money, gifted to children then invested 
into a Lifetime Isa will benefi t from an instant 25 per cent 
uplift, funded by the taxpayer.

LIFETIME ISAS

Lifetime Isa –
the next savings 
revolution
Lifetime Isas are set to change the
face of the savings landscape. But
what does their launch mean
for pensions?

EMMA SIMON 
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In fact, given these incentives, some people may 
be tempted to take out personal loans to maximise 
contributions.

A second-class retirement plan?
Aegon pensions director Steven Cameron sums up the 
views of many. He says: “If a house deposit is a saver’s pri-
mary aim, the Lifetime Isa is attractive, but they shouldn’t 
pretend it’s also taking care of their retirement planning.”

Indeed, there are concerns the attractiveness of the 
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▼

Transferring funds from Help to Buy Isa to Lifetime Isa in 2017-18

Source: HM Treasury

LIFETIME ISAHELP TO BUY ISA

Balance of savings
made aft er
5 April 2017

Transferred balance of 
Help to Buy: Isa savings 
made aft er 5 April 2017

Lifetime Isa 
contributions

£4,000
annual Lifetime 

Isa allowance

Does not count 
towards £4,000 
annual Lifetime 

Isa allowance

25% government 
bonus on total 

amount

Balance of savings
made before

5 April 2017

Transferred balance
of Help to Buy: Isa 

savings made before
5 April 2017

Lifetime Isa for medium-term savings will pull money 
away from pensions, and undermine auto-enrolment.

On the face of it Lifetime Isas may look like a reasonable 
option for retirement.

Pensions off er tax relief on the way in, but are taxed 
when the money is taken out. Only a quarter can be taken 
as a tax-free lump sum.

In contrast, Lifetime Isas off er basic rate tax relief on the 
way in (or an equivalent bonus) and there is no further tax 
to pay after 60. Savers can eff ectively take the whole 
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fund as a tax-free lump sum. It is not hard to see why youn-
ger savers, without the benefi t of advice, may see Lifetime 
Isas as an adequate alternative to pensions. But they could 
end up with far smaller retirement savings as a result.

Savers cannot accumulate the same-sized retirement 
fund with a Lifetime Isa than they can with a pension. 
Pensions allow savers to put aside £40,000 a year; Lifetime 
Isas just £4,000. Lifetime Isas are also far less attractive 
for higher-earners, who – for the time being at least – still 
get higher-rate tax relief on pension contributions. The 
Lifetime Isa bonus payments stop at 50 but with a pension 
consumers can carry on saving until they stop working and 
get tax-relief on these contributions.

The biggest risk is younger workers opting out of com-
pany pensions to maximise contributions to a Lifetime Isa. 
They stand to miss out on years’, if not decades’ worth, 
of employer contributions into a pension. This could 
have a dramatic impact on their retirement prospects. 
Under current auto-enrolment regulations, for every £4 an 
employee invests, the employer adds a further £3. This 
is far more generous than the Lifetime Isa top-ups. It is 
estimated employers contribute around 75 per cent of all 
pension contributions.

Fomer pensions minister and now Royal London direc-
tor of policy Steve Webb says: “The danger is Isas, not pen-
sions, become the ‘norm’ for saving.” 

He says if people opt out of auto-enrolment two or three 
times while saving for a house deposit they may not switch 
back in, but simply carry on investing in Isas. The higher 
standard Isa allowance - now £20,000 as a result of the 
Budget - may help facilitate this.

To exacerbate this problem, Lifetime Isas may well be 
launched just as the latter wave of smaller companies are 
staged under auto-enrolment, and as contribution lev-
els increase. These are both potential hurdles that could 
cause workers to opt out.

Webb adds: “There is likely to be a lot of positive 
marketing around Lifetime Isas. In contrast, pensions 

may well look old-fashioned, expensive and restrictive.”
If savers see Lifetime Isas as the best option in their 20s, 

they may assume this is still the case as they go through 
their 30s and 40s - and miss out on thousands of pounds 
worth of employers’ contributions as a result.

To date, auto-enrolment has proved successful, with 
nine out of 10 people staying in these workplace schemes. 
Take-up rates have been particularly high among younger 
workers. Webb says the Government needs to think about 
how the Lifetime Isa could aff ect this as part of the consul-
tation period. “We want to be building on this success, not 
undermining it,” he warns.

Sustainable retirement
Concerns have also been voiced about tax-free access to 
these funds at age 60. Pension experts point out taxpay-
er-funded incentives are supposed to encourage people to 
save enough to support them through retirement, not sim-
ply to have funds to spend at retirement.

Currently, most people take the tax-free cash lump sum 
at retirement – whether they need it or not. If the tax sys-
tem can be used as a carrot to encourage people to save, 
should it not also be used as a stick to prevent people 
emptying their retirement funds too quickly? It is worth 
remembering the 20 and 30-somethings Lifetime Isas are 
aimed at could expect to live into their 90s. The provision 
of advice to younger savers who are choosing how to invest 
their money across a suite of savings products, and those 
at the cusp of retirement, will be critical.

Pensions minister Ros Altmann says she is “delighted” 
the Government has not swept away the current pension 
framework. She says there was clearly a need for other me-
dium-term savings products, and Lifetime Isas hould help 
fi ll this gap. But she says: “We need to encourage people to 
save more for their old age by using both pensions and Isas.

“Workplace pensions still remain one of the best ways 
to do this, thanks to a combination of employer contri-
butions and additional tax relief. We need to look at how 
Lifetime Isas can support the auto-enrolment programme 
in future.”

Changing the savings landscape
Lifetime Isas off er new options for younger savers, as well 
as the self-employed, who to date have very poor pension 
provision. And not everyone is as concerned about the 
knock-on eff ect this will have on the pensions market.

Many envisage a simpler system: people save into a 
workplace pension fi rst, if one is available, then make the 
most of Isas, which are more tax-effi  cient and fl exible.

Johnson says: “Personal pensions for the [under 40s] 
have eff ectively been abolished - and replaced with a far 
simpler, more fl exible and eff ective system.”

In time, if Lifetime Isas prove to be more popular this 
could pave the way for more radical reforms – be it the 
abolition of higher rate tax relief, capping tax-free cash on 
pensions or the launch of “workplace Isas” so savers do 
not miss out on valuable employers’ contributions.

Johnson adds: “The  Lifetime Isa is the fi rst step to fur-
ther reform. The destination will be to end the distinction 
between ‘pensions’ and ‘savings’, to create a simpler sys-
tem… which gives individuals clear tax incentives to save, 
while simultaneously helping to reduce the defi cit.” �

�  Eligible for savings of up to £4,000 a year, which will qualify for a 25 per cent 
Government top-up or ‘bonus’ up to £1,000 a year

�  A Lifetime Isa can be opened between the ages of 18 and 40. The Government top-up 
is only on contributions prior to a saver’s 50th birthday

� Accounts will be available from April 2017
� Savings can be used towards a deposit on a first home worth up to £450,000
� Accounts are limited to one per person, not one per household
�  Those with Help to Buy Isas can transfer savings into a Lifetime Isa in 2017, or continue 

saving into both. Only the bonus from one account can be used to purchase a property
� For retirement, all savings can be withdrawn tax-free aft er age 60
�  Money withdrawn before age 60 will see savers lose the Government bonus plus 

interest and growth. Savers will also be forced to pay a 5 per cent penalty charge
�  Government is considering whether to allow Lifetime Isa funds to be withdrawn in full 

for other life events beyond buying a home. If savers are diagnosed with a terminal 
illness, they can withdraw the funds tax-free regardless of age

�  Government will also consult on adopting a model similar to US 401K plans, where 
savers can borrow against their Lifetime Isa funds but do not incur a penalty charge 
if funds are repaid

At a glance: Lifetime Isas

Source: HM Treasury
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must do more to make borrowers aware of the 
shock they may face when the Bank eventu-
ally inc reases the base rate.

He says: “People will be thinking rates 
haven’t moved in so long they’ll just wait until 
something moves. Our role has to be to get the 
message out that those people who think they 
will struggle once base rate goes up need to fi x 
their rates as soon as possible.”

In May, the FCA hit out at lenders for fail-
ing to use transitional rules that waive aff ord-
ability checks for existing borrowers, allowing 
them to switch mortgages when their fi xed 
period ends.

All three brokers say the continued lag in re-
mortgages provesthat little has changed since 
the FCA’s criticisms.

Hollingworth says: “A lot more text need 
to go in to here to push th cross head mover to 
the next para plus to get this tect down Lend-
ers are continuing to ignore the transitional 
rules that the FCA put in place to make sure 
people could switch to a better deal. In some 
cases, even switching product with your ex-
isting lender can be tough for interest-only 
borrowers.

Another  crosshead here
“The rules were set up to avoid having large 
numbers of mortgage prisoners and the fact 
they are not being employed means we run 

the risk of exactly that happening.”
Montlake adds: “Lenders are basically ig-

noring the transitional rules for all but exist-
ing customers. Building societies and smaller 
lenders seem to be looking after their custom-
ers a little better but others still need to work 
on how they address this situation.

“My worry is lenders could be 
storing up a problem for later down the 

line.”
Robinson agrees the transitional rules are 

not being used properly.
He says: “If the desired outcome was to pro-

vide a solution for the thousands of mortgage 
prisoners, it has not been achieved. There are 
too many borrowers who fi nd they cannot 
switch to a cheaper deal and that cannot be 
right.

“Lenders need to manage their risk eff ec-
tively but not prohibitivelyand make sure 
people are in thebest position.” Brokers have 
criticised lenders for failing to help existing 
borrowers switch to a better deal after year-
on-year remortgage approvals fell in June.

The Bank of England last week released 
data showing the fi rst uptick in mortgage ap-
provals since January, with 108,857 approvals 
in June representing an 8 per cent rise from 
100,451 in May. Industry commentators called 
it the fi rst sign the Mortgage Market Review 
has fi nally “bedded in”. But despite a return 

to growth that has seen purchase approvals 
rise 14 per cent from June 2013, remortgage 
approvals stand 2 per cent lower than a year 
earlier.

Crosshead goes in here
Brokers say the overall dip in approvals dur-

ing the fi rst half of 2014 refl ects changes to 
lenders’ underwriting policies and internal 
systems.

Blue Strawberry Mortgages principal Ross 
Robinson says: “I don’t think the downturn 
in applications was entirely surprising. There 
were a lot of changes that lenders had to pre-
pare for and as a result one would reasonably 
expect things to slow down.

“The Bank fi gures last week seemed to 
show that has now eased off .” With Bank gov-
ernor Mark Carney hinting at an imminent rise 
in the base rate, brokers say borrowers should 
review their mortgages and fi x their payments 
before the increase.

London & Country associate director of 
communications David Hollingworth says: 
“Some people may be on a very low rate al-
ready and therefore unable to get a cheaper 
deal. Other people may have verylittle equity 
in their property sorates elsewhere may not be 
as sharp as what they are already paying. 

“However, if base rate is going to go up, it is 
imperative for borrowers to fi x their rates now 
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The restricted, or tapered, annual allowance is 
a subject that is generating an enormous num-
ber of questions. It restricts tax relievable pen-
sion contributions for individuals who have 
income of £150,000 or more each year from 
6 April. The rules are very complicated and 
most misunderstandings at the moment arise 
out of the defi nitions of income.

I’m going to focus on how the tapered 
annual allowance impacts employees.

Those employees expecting to have income 
and employer pension contributions above 
£150,000 a year from 6 April will have needed 
to consider whether to maximise pre-6 April 
contributions ahead of the tapered annual 
allowance and benefi t from higher rates of 
tax relief.

They will also need to consider whether to 
reduce personal and/or employer contribu-
tions after 5 April to avoid the tapered annu-
al allowance charge or whether it's better to 
maintain contributions but suff er the tapered 
annual allowance charge. The good news is 
that in the short term carry forward may pro-
vide a solution.

So how will individuals know if they are 
impacted and what can they do?

The annual allowance for a tax year will 
be reduced so that for every £2 of income the 
individual has over £150,000, their annual 
allowance is reduced by £1. 

The maximum reduction to the annual 
allowance will be £30,000, so that anyone 
with “adjusted income” of £210,000 or more 
will have an annual allowance of £10,000. 

The main income defi nition for this restric-
tion includes earned income and non-earned 
income, so it’s not just salary, it includes oth-
er income such as dividends, bank interest, 
rental income, and so on. 

This income is adjusted by making certain 
deductions such as trading losses and deduct-
ible interest payments, and retirement annu-
ity contributions. 

It’s then necessary to add employer pen-
sion contributions and to add back any per-
sonal contributions that have reduced the 
individual’s taxable income.

The legislation has been carefully worded 
to ensure a reduction to the annual allowance 
can’t be avoided through salary sacrifi ce or in-
creasing pension contributions year on year.

An added complication is that many indi-
viduals may not know if they are caught until 
it’s too late, after the end of the tax year.

However, full carry forward may still be 
available from the three previous tax years, 
so this is likely to provide a solution for many 
aff ected individuals.

Carry forward
The availability of carry forward is an impor-
tant point to focus on. Employees impacted 
by the tapered annual allowance 
in the 2016/2017 tax year can 
use carry forward from 
2013/2014, 2014/2015 
and 2015/2016 based on 
the standard £40,000 
allowance; £50,000 
in 2013/2014. This 
may allow the em-
ployee and/or em-
ployer to continue 
contributions at 
current levels for 
up to three more 
tax years. Employees 
need to be aware of this, 
otherwise they might 
reduce or stop their cont-
ributions unnecessarily.

For example, Liz earns £220,000 
a year and has received an employer contrib-
ution of £20,000 a year for the last 3 years.

Her adjusted income exceeds £210,000 so her 
annual allowance is reduced to £10,000.

However, as she has not maximised her an-
nual allowance in the three previous years she 
can use carry forward to maintain her £20,000 
contribution.

In 2016/2017 she can carry forward £10,000 
from 2013/2014. In 2017/2018 she can car-
ry forward £10,000 from 2014/2015 and, 
in 2018/2019, £10,000 from 2015/2016.

In fact based on this scenario she could even 

increase her contributions and carry forward 
the full available amounts from each of the 
previous years.  Looking further ahead carry 
forward will still be very valuable particularly 
for those with fl uctuating income. 

Employer support
The employee pays the annual allowance 
charge not the employer, so do employers 
with highly paid staff  need to take any action? 
Many employers will want to warn their em-

ployees about this at the very least. 
Employers will not know 

the full income position 
of their employees, nor 

indeed will some em-
ployees themselves 

until the end of the 
tax year, so some 
employers may 
consider moving to 
a broad-brush ap-
proach of limiting 

all employer contri-
butions to £10,000 

a year. They would 
have to consider their 

employees' contractual 
entitlements fi rst.

The employee could either 
sweep up at the end of the tax year or 

in a following tax year, looking back for any 
excess annual allowance they have to carry 
forward from the three previous tax years.

Dialogue with employees will often be the 
best approach; for example if the employ-
er did reduce the contributions to £10,000 
they might have to make it very clear that 
any other contributions the employee makes 
themselves could be subject to the annual al-
lowance charge.

Employees with high incomes will need 
to take advice on the best course of action 
for them.

SANDRA HOGG
Senior tax and 
fi nancial planning 
manager,
Scottish Widows 

Impact of tapered allowance 
The rules are complicated and high earners will need to take advice 

Many individuals may not 
know if they are caught 
until it’s too late, after the 
end of the tax year
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Is the Lifetime Isa a blueprint for a wider overhaul of 
the pensions system that would see tax relief abol-
ished altogether? That is, literally, the multi-billion-
pound question, and advisers, providers, employers 

and other stakeholders will be attempting to work out the 
answer in the months between now and the EU referen-
dum at the earliest.

The idea Chancellor George Osborne wants to press 
ahead with a pension Isa system that sees pension contri-
butions paid out of taxed earnings but free from tax both 
in the growth period and on withdrawal is pretty well 
established. A couple of weeks before the Budget the 
Treasury was widely reported to be favouring a move to 
the pension Isa over a fl attening of existing tax reliefs: a 
move that would have given Osborne considerably more 
room for manoeuvre in his fi scal planning. But a wave of 
protests, coupled with an eff ective Cabinet Offi  ce ban on 
the launch of any controversial policy until after June’s 
Brexit referendum, led to the Treasury hurrying out a 
statement that there would be no change to pensions tax 
relief in the Budget.

“It was clear there is no consensus,” said Osborne in his 
Budget speech. “So, faced with the truth that young peo-
ple aren’t saving enough, I am today providing a diff erent 
answer to the same problem.”

True to his word, Osborne has not changed tax relief on 
pensions – yet. But many in the industry believe his “dif-

ferent answer to the same problem” paves the way for its 
complete abolition.

AJ Bell head of platform technical Mike Morrison says: 
“We couldn’t have a pension Isa, so that means we got an 
Isa pension instead.” 

He is, of course, talking about the Chancellor’s Life-
time Isa launch that sees under-40s allowed to save up to 
£4,000 a year and receive a £1,000 Government match. 
The entire pot can be accessed for the purchase of a fi rst 
home or from age 60, or before then with the loss of the bo-
nus, plus a “small” exit fee.

Morrison says: “You have to ask if, as the Chancellor said, 
there are no concerns there was no consensus, then why 
is he trying to force in a pension Isa system through the 
back door?”

It seems certain the Chancellor is not yet fi nished with 
pensions. The strengthening the incentive to save con-
sultation is still hanging in the air as, while the Govern-
ment published a summary of industry feedback as part of 
the Budget, it is yet to issue its own formal response. The 
launch of the Lifetime Isa has cost Osborne money, not 
saved it. The Budget documents point to a combined cost 
for the introduction of the Lifetime Isa and the increase in 
the Isa allowance to £20,000 of £170m in 2017/18, rising 
over the next two years to £850m in 2020/21, adding up to a 
total of almost £2bn by the end of this Parliament. If, when-
ever Osborne does revisit the pension tax relief question, 

PENSION TAX RELIEF
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Is Lifetime Isa
Osborne’s trojan
horse?
The Chancellor’s ‘diff erent answer to the same problem’ 
could pave the way for the scrapping of pension tax relief  

JOHN GREENWOOD
Editor, 

Corporate Adviser   

In partnership with
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he was serious about a fl at rate of tax relief, then it is hard to 
see why he would preface that with the launch of the Life-
time Isa. Instead, he is already sowing the idea that an Isa 
plus a contribution can be as good as a pension – ably as-
sisted by the raft of media coverage of the “pension versus 
Lifetime Isa” variety.

For Hargreaves Lansdown head of retirement policy 
Tom McPhail, the Lifetime Isa looks like the blueprint for 
the future of retirement saving. He 
says: “This looks like the reform 
Osborne wanted to roll out across 
the whole pension system. In time 
he may still do so. In the short term 
he may still chip away at pension 
allowances to help balance the 
Exchequer’s books. In the longer 
term, he may look to progressively extend the Lifetime Isa 
until it eventually replaces the pension system altogether.”

Others believe the change will come sooner because 
of the pressing need from the suddenly embattled Chan-
cellor for the huge savings that can be made by mak-
ing a switch from the so-called exempt-exempt-taxed 
system to the taxed-exempt-exempt model.

Actuarial fi rm Spence & Partners founder Brian Spence 
says: “This is almost certainly a fi rst step towards a move 
from EET to TEE. What we have at the moment seems to 
be set outside the pension regime. What we don’t know is 

how it fi ts in with auto-enrolment. But we can be absolute-
ly sure pensions will be subject to further interference.”

Punter Southall principal Neil Latham agrees. He says: 
“The Chancellor has four years, unconstrained by the Lib-
eral Democrats, and he is short of money. You have to think 
he will want to do something quite radical fairly quickly.”

Spence says precisely where Osborne’s Lifetime Isa is 
intended to sit within the overarching retirement savings 

framework is not clear. He says: 
“Osborne’s commitment to auto-
enrolment policy has to be ques-
tionable. The existing regime is in 
a mess. The lifetime allowance is 
complex. The current system does 
not work. There was an agenda 
to sweep that away, but that met 

with a backlash. What we have is a pale imitation of what 
was intended as a new system, although it is a good fi rst 
step. But this does not seem joined up.”

McPhail points out extending the Lifetime Isa across the 
entire pension system is not straightforward from a legis-
lative perspective or an operational one, particularly mid-
way through the mammoth auto-enrolment project.

He says: “The Lifetime Isa can’t be a short-term replace-
ment for auto-enrolment because the existing Govern-
ment legislation is all built around workplace pensions; in 
the longer term, who knows?”

March 2016  |  9

We couldn’t have a pension 
Isa, so that means we got 
an Isa pension instead

▼
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Centre for Policy Studies research fellow 
Michael Johnson has been pushing for a TEE 
structure for years – he had been using the 
term Lifetime Isa for some time before it was 
adopted by Osborne, and has been briefi ng the 
Treasury on modelling scenarios.

Johnson believes the Budget announce-
ment is the latest step in a long-term transition 
away from pension tax relief that started with 
pension freedoms, and ends with the work-
place Isa replacing workplace pensions, with-
in auto-enrolment legislation. “The direction 
of travel is clear. And woe betide the industry 
if it does not have some serious conversations 
around these issues,” says Johnson.

“One of the industry’s immediate criticisms 
is saying it is terrible because the Lifetime Isa  
makes people opt out of auto-enrolment. This 
is a legitimate concern, so let’s address this 
in the workplace Isa. In the workplace Isa the 
employee pays contributions out of post-tax 
income, and is eligible for the incentive. This 
can be accessed for a house purchase, while 
the employer’s contribution remains within 
the wrapper until age 60.”

One of the reasons Johnson is so convinced 
the pension Isa is such a certainty is because 
of the chaotic and ineffi  cient nature of the 
current system, where incentives are poorly 
understood and very unevenly spread across 
the population. For anyone paying 20 per cent 
tax in work and in retirement, pensions of-
fer a 6.25 per cent incentive compared with 
those moving from paying 40 per cent in work 
to 20 per cent in retirement, who get the 
equivalent of a 41.67 per cent top-up, accord-
ing to fi gures from Willis Towers Watson.

Worse still for Johnson is the circular nature 
of much of the tax relief. What is the point, he 
argues, for the Treasury giving 20 per cent tax 
relief to an individual, only to take 15 per cent 
back 40 years down the line?

One of the key drivers for pension tax relief 
change from the Treasury’s perspective is its 
ballooning cost as a result of auto-enrolment. 
The Treasury already foregoes almost £50bn 
a year through tax and National Insurance re-

PENSION TAX RELIEF
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CHRIS NOON
Partner, Hymans Robertson
The best option for an individual will 
depend on whether they need flexibility, 
the incentives available to them and the 
level of income tax they pay. As ever, 
with choice comes complexity. People 
will need guidance to make the right 
decisions for them.

JASON HOLLANDS
Managing director, Tilney Bestinvest
If the Lifetime Isa proves a roaring 
success, this could be a prelude for 
the Government to revisit the issue of 
tax relief on pensions – from which it 
recently made a tactical withdrawal.  It 
has, in eff ect, set up a live experiment for 
the much mooted pensions Isa.

LIFETIME ISA:
IN NUMBERS

£20,000
The new annual Isa savings 

limit from April 2017. The 
£4,000 contribution 

maximum annual 
contribution to the Lifetime 

Isa will count towards the 
overall £20,000 Isa limit

£1.9bn
Total cost to the Exchequer 
by 2021 of the Lifetime Isa 

and the £20,000 Isa savings 
allowance

6.25%
Incentive off ered by 

pensions for those paying 
20 per cent tax in work and 

in retirement

41.67%
Equivalent incentive off ered 
by pensions for those paying 
40 per cent tax in work and 

20 per cent in retirement

£50bn
Gross cost to the 

Government of current 
pension tax relief system in 

2013/14

450
Number of respondents 

who submitted feedback 
to the Government’s 

strengthening the incentive 
to save consultation

In partnership with

lief, and the arrival of 10 million new savers 
paying 8 per cent of band earnings makes that 
fi gure worse, not better.

Some have suggested the political chal-
lenges of taking away higher rate relief – and 
the tax-free lump sum – are too great for any 
politician to take on, raising the question of 
whether the Lifetime Isa will remain the go-
forward solution for those under 40, while 
those above that age remain within the old 
system.

And even if the pension Isa is brought in 
across the board, there will always be the 
assets held under the old regime, unless 
Osborne chooses the nuclear option and goes 
for a one-off  tax hit on the entire £1.5trn or so 
in pensions and moves it all to a TEE basis on a 
single day.

Such a move is seen as at the “very unlikely” 
end of the spectrum of possibility, but Morri-
son does see a potential option to allow assets 
to be transferred from EET to TEE at a tax neu-
tral rate. This, he says, would be a signifi cant 
potential future advice opportunity, although 
one fraught with complexity and risk.

“It may be the Government decides to al-
low investors to withdraw the money from the 
pension wrapper at an advantageous or a tax 
neutral rate. That may be interesting for ad-
visers, but it will also place them at signifi cant 
risk of regulatory comeback.”

So if Osborne’s Lifetime Isa is the Trojan 
horse into the pension tax relief system so 
many believe it is, does that mean the begin-
ning of the end for the pensions system itself?

Morrison says: “Does a workplace Isa mean 
the decimation of the pension industry? No, it 
means it has to change its focus. Propositions  
and tax wrappers will be diff erent, but the 
basic principle of putting money away for the 
long term will remain the same.”

Pensions professionals will have to wait 
until after June’s Brexit vote before they get a 
hint of what Osborne’s next move on tax relief 
will look like. And who knows, if Brexit does 
not go well for Osborne, he may not even be 
around to fi nish the job. �
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must do more to make borrowers aware of the 
shock they may face when the Bank eventu-
ally inc reases the base rate.

He says: “People will be thinking rates 
haven’t moved in so long they’ll just wait until 
something moves. Our role has to be to get the 
message out that those people who think they 
will struggle once base rate goes up need to fi x 
their rates as soon as possible.”

In May, the FCA hit out at lenders for fail-
ing to use transitional rules that waive aff ord-
ability checks for existing borrowers, allowing 
them to switch mortgages when their fi xed 
period ends.

All three brokers say the continued lag in re-
mortgages provesthat little has changed since 
the FCA’s criticisms.

Hollingworth says: “A lot more text need 
to go in to here to push th cross head mover to 
the next para plus to get this tect down Lend-
ers are continuing to ignore the transitional 
rules that the FCA put in place to make sure 
people could switch to a better deal. In some 
cases, even switching product with your ex-
isting lender can be tough for interest-only 
borrowers.

Another  crosshead here
“The rules were set up to avoid having large 
numbers of mortgage prisoners and the fact 
they are not being employed means we run 

the risk of exactly that happening.”
Montlake adds: “Lenders are basically ig-

noring the transitional rules for all but exist-
ing customers. Building societies and smaller 
lenders seem to be looking after their custom-
ers a little better but others still need to work 
on how they address this situation.

“My worry is lenders could be 
storing up a problem for later down the 

line.”
Robinson agrees the transitional rules are 

not being used properly.
He says: “If the desired outcome was to pro-

vide a solution for the thousands of mortgage 
prisoners, it has not been achieved. There are 
too many borrowers who fi nd they cannot 
switch to a cheaper deal and that cannot be 
right.

“Lenders need to manage their risk eff ec-
tively but not prohibitivelyand make sure 
people are in thebest position.” Brokers have 
criticised lenders for failing to help existing 
borrowers switch to a better deal after year-
on-year remortgage approvals fell in June.

The Bank of England last week released 
data showing the fi rst uptick in mortgage ap-
provals since January, with 108,857 approvals 
in June representing an 8 per cent rise from 
100,451 in May. Industry commentators called 
it the fi rst sign the Mortgage Market Review 
has fi nally “bedded in”. But despite a return 

to growth that has seen purchase approvals 
rise 14 per cent from June 2013, remortgage 
approvals stand 2 per cent lower than a year 
earlier.

Crosshead goes in here
Brokers say the overall dip in approvals dur-

ing the fi rst half of 2014 refl ects changes to 
lenders’ underwriting policies and internal 
systems.

Blue Strawberry Mortgages principal Ross 
Robinson says: “I don’t think the downturn 
in applications was entirely surprising. There 
were a lot of changes that lenders had to pre-
pare for and as a result one would reasonably 
expect things to slow down.

“The Bank fi gures last week seemed to 
show that has now eased off .” With Bank gov-
ernor Mark Carney hinting at an imminent rise 
in the base rate, brokers say borrowers should 
review their mortgages and fi x their payments 
before the increase.

London & Country associate director of 
communications David Hollingworth says: 
“Some people may be on a very low rate al-
ready and therefore unable to get a cheaper 
deal. Other people may have verylittle equity 
in their property sorates elsewhere may not be 
as sharp as what they are already paying. 

“However, if base rate is going to go up, it is 
imperative for borrowers to fi x their rates now 
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The pensions content in this year’s Budget 
was notable for an unscripted announcement 
and a scripted non-announcement.

The unscripted announcement came in a 
dig at the former Liberal Democrat Pensions 
Minister. The Chancellor suggested Steve 
Webb had said the Government would abol-
ish the tax-free lump sum, but instead, said 
George Osborne, he would keep the lump sum 
and abolish the Liberal Democrats.  Webb act-
ually meant, correctly, that the 25 per cent 
tax-free lump sum would disappear for future 
contributions in a pension Isa system where 
all proceeds were tax-free, but the Chancel-
lor’s statement should reassure many IFAs 
and clients who worry that the lump sum 
could be removed retrospectively. Osborne 
will not announce such a deeply unpopular 
measure that would do very little in the short 
term to reduce the defi cit.

The non-announcement was whether the 
Government intends to keep the current sys-
tem long-term. The Chancellor said there had 
been no consensus in the consultation, and 
went straight into his Liberal Democrat joke, 
which may have been a good diversion-
ary tactic.  Nowhere in the speech he de-
livered, the published version or the 
Budget Red Book, does it say a deci-
sion has been made.  The published 
summary of responses also, unu-
sually, presents no Government 
views on the comments it received.  
The way has been left open for 
possible radical change at an op-
portune time, perhaps in the not-
too-distant future.

The big positive savings ann-
ouncement was the Lifetime Isa.  We 
should warmly welcome that. The 
incentive is generous and the deter-
rents to cashing in unwisely should prove 
eff ective. Scottish Widows research last year 
found that 44 per cent of consumers in their 

30s make some of their retirement savings 
outside a pension, and the average saver puts 
aside £150 a month on top of any pension con-
tributions.  That is a large group of potential 
benefi ciaries.  The measure is also particularly 
advantageous for self-employed basic-rate 
taxpayers who are poorly served by the pen-
sion system and will now get the equivalent 
of full tax relief without any of the proceeds 
being taxable.

Concerns about the impact on automatic 
enrolment have been exaggerated.  Those 
whose priority is to get on the housing lad-
der will already place Help to Buy Isa and 
other savings vehicles above pension, while 
those who intend to make other withdraw-
als face ending up with a net 5 per cent tax 
loss so would not sensibly invest in a Life-
time Isa.  If some feel that pension should wait 
until they build up their house deposit that 
is their decision, as long as the consequen-
ces are made clear. As an industry we need 
to explain clearly the benefi ts of automatic 
enrolment pensions, including the value of 
employer contributions and the possibility of 
salary exchange if appropriate.  But we must 
be very cautious about suggesting that own-
ing a pension is more important than owning 
your home.

The Lifetime Isa adds complexity to savings 
decisions, and it is vital that the Financial 
Advice & Markets Review is delivered 
eff ectively.  As a long-term plan the forma-
tion of two bodies, with one providing pen-
sions guidance and the other overseeing 
money guidance, makes sense, but it will be 
important not to lose what is good in the cur-
rent bodies.  This includes the very broad 
range of educational fi nancial material on the 
Money Advice Service website and the army 
of volunteer industry veterans who help with 
dispute resolution through The Pensions 
Advisory Service. 

The commitment to getting the pen-
sions dashboard in place by 2019 is welcome 
because this is a step that will really benefi t 
consumers.  It is important, though, that both 
the practicalities and cost of development are 
spread among all pension schemes, and that 
all pensions, including state ones, are includ-
ed from the start.  This can be achieved eff ec-
tively if a central body coordinates and hosts 
the hub, and the new pensions guidance ser-

vice is an obvious candidate.  That has the 
added advantage that there are already 

plans for that to be funded by a levy of 
all pension schemes, so adding in the 

cost of the dashboard will not require 
a new levy.     

It is good that the Government is 
continuing to look at the eff ective-
ness of the freedom and choice 
regime, and the few new measures 
look worthwhile.  By this time next 
year there may be more evidence 
for a fuller review.   

Is this a good budget for the pen-
sions industry?  Well, changes always 

bring opportunities and challenges, 
and this year’s ones are less seismic than 

in previous Budgets. Osborne has given us 
a little breathing space from radical reforms.  

Enjoy it while it lasts. 

IAN  NAISMITH
Senior manager, 
market 
development, 
Scottish Widows

Lisa impact on AE exaggerated...  
... but adds complexity to savings decisions so FAMR must be delivered 
eff ectively

Getting the pensions 
dashboard in place by 2019 
is welcome because this will 
really benefi t consumers
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Brokers have criticised lenders for failing to help 
existing borrowers switch to a better deal after 
year-on-year remortgage approvals fell in June.

The Bank of England last week released data 
showing the fi rst uptick in mortgage approvals since Janu-
ary, with 108,857 approvals in June representing an 8 per 
cent rise from 100,451 in May. Industry commentators 
called it the fi rst sign the Mortgage Market Review has fi -
nally “bedded in”. But despite a return to growth that has 
seen purchase approvals rise 14 per cent from June 2013, 
remortgage approvals stand 2 per cent lower than a year 
earlier.

Crosshead goes in here
Brokers say the overall dip in approvals during the fi rst half 
of 2014 refl ects changes to lenders’ underwriting policies 
and internal systems.

Blue Strawberry Mortgages principal Ross Robinson 
says: “I don’t think the downturn in applications was en-
tirely surprising. There were a lot of changes that lenders 
had to prepare for and as a result one would reasonably ex-
pect things to slow down.

“The Bank fi gures last week seemed to show that has 
now eased off .” With Bank governor Mark Carney hinting 
at an imminent rise in the base rate, brokers say borrow-
ers should review their mortgages and fi x their payments 
before the increase.

London & Country associate director of communica-
tions David Hollingworth says: “Some people may be on a 
very low rate already and therefore unable to get a cheaper 
deal. Other people may have verylittle equity in their prop-

erty sorates elsewhere may not be as sharp as what they are 
already paying. 

“However, if base rate is going to go up, it is imperative 
for borrowers to fi x their rates now and avoid unexpected 
shocks.”

So with conditions seemingly in place for a remortgage 
boom, why have approvals failed to pick up?

Coreco director Andrew Montlake says: “Remortgages 
will start to rise towards the end of the year as we get ever 
closer to an interest rate increase. There is still a lot of neg-
ative talk around how hard it is to get a mortgage when that 
is perhaps not quite the case.

 � Bulleted list item 1
 � Bulleted list item 2
 � Bulleted list item 3
 � Bulleted list item 4

“We are in the summer months now, which has an eff ect 
– people naturally start looking at their mortgages at the 
end of the year. Traditionally, a lot more mortgage activity 
occurs towards the autumn and winter months.”

Hollingworth says interest-only borrowers who wish to 
remortgage will fi nd it much harder as a result of tighter 
regulations.

He says: “Interest-only could be playing a factor in this. 
Someone may have been thinking about switching but 
found that if they do, they have to switch to repayment 
because they either don’t have a repayment vehicle or the 
one they do have is insuffi  cient.”

Robinson says: “I expect an upturn over the next couple 
of months. But given the information coming out about an 
impending rate increase and the fact that lenders are of-
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Diploma is not enough 
in this complex area
Stewart Ford claims regulator’s investigation into Keydata ‘nothing 
less than an abuse of power’ on something going up to here

NATALIE HOLT
Editor, Centaur 

Media plc

The fi nancial services industry is preparing to say 
goodbye to the Money Advice Service following 
Chancellor George Osborne’s Budget announce-
ment to scrap it. The Chancellor revealed a new 

pension guidance body will be created by merging some 
elements of  the MAS with The Pensions Advisory Service 
and Pension Wise.

The aim is to provide a single point of contact for con-
sumers’ pension queries, thereby reducing the costs, 
duplication of services and confusion that comes with the 
current system. The new body is expected to be ready by 
April 2018. But can it avoid repeating past mistakes? And 
will it be tarred with the same brush as the MAS?

A catalogue of errors
The MAS courted controversy almost from inception. 
Initially set up in 2010 as the Consumer Financial Educa-
tion Body but rebranded to the MAS in 2011, many advis-
ers took umbrage at the word “advice” in its name. Their 
outrage at the muddying of waters between guidance and 
advice was exacerbated by the 2011 TV advert in which the 
MAS claimed to off er free, unbiased, independent advice.

Advisers partly fund the organisation through a levy 
imposed on the fi nancial services industry and many felt 
their rising contributions were being wasted by a quango 
that had no clear remit or accountability for its spending.

Fowler Drew director David Anderson says: “Having to 
pay for an organisation that provided a watered-down ver-
sion of what advisers themselves provide was never going 
to go down well.”

A 2013 Treasury select sub-committee report laid bare 
the extent of the MAS’ overspending on marketing and 
salaries. The report questioned the quality of service pro-
vided and branded it as “not fi t for purpose”. Another 
report from the National Audit Offi  ce found the MAS’ mon-
ey guidance service did not provide value for money. This 
all paved the way for an independent review led by Chris-
tine Farnish, former chief executive at the National Asso-
ciation of Pensions Funds and former consumer director 
at the FSA.

Before the Farnish report was published, MAS chief 
executive Caroline Rookes appeared to question the ethics 
of regulated advisers at a Labour party conference in 2014, 
provoking an adviser backlash. Then the MAS was side-
lined from delivering the guidance guarantee supporting 
pension freedoms. Anderson says: “Its inability to deal 
with more complex issues, even when not actually provid-
ing advice, was underlined when it was overlooked for the 
job of providing pension freedoms guidance in favour of 
Pension Wise and The Pensions Advisory Service.”

Since last year’s publication of the Farnish review, the 
MAS has been restructuring in line with the review’s pro-
posals to cut staff , reduce its budget by up to 38 per cent 
and focus on debt support.

A fresh start or legacy problems?
Aegon head of pensions Kate Smith argues that to be suc-
cessful the new pension guidance body must fi ll gaps in 
the market and complement, not compete, with pension 
providers and advisers.
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AMANDA 
NEWMAN SMITH 
Features writer, 
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GUIDANCE  

What direction the new guidance service must take to avoid
falling into the same trap as The Money Advice Service

Can new body succeed 
where MAS failed?
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fering some great deals at the moment, I would have ex-
pected to see more completions already.” Role of brokersn 
Robinson adds brokers should be urging clients to fi x rates 
“as soon as possible”.

He says: “A big part of the problem is borrowers often 
wait to see things happen before they take act ion. It is seen 
as a hassle to rearrange a mortgage. 

“Nothing has actually changed and it isn’t the fi rst time 
we’ve heard noises about a possible rate increase.

“Brokers should be keeping an eye on their clients’ af-
fairs and making sure they nudge them towards the sensi-
ble option – fi xing their rates as soon as possible. 

“Sadly, I don’t think enough int ermediaries take the 
proactive app roach and do this.”

Montlake agrees the mortgage industry must do more 
to make borrowers aware of the shock they may face when 
the Bank eventually inc reases the base rate.

He says: “People will be thinking rates haven’t moved in 
so long they’ll just wait until something moves. Our role 
has to be to get the message out that those people who 
think they will struggle once base rate goes up need to fi x 
their rates as soon as possible.”

In May, the FCA hit out at lenders for failing to use tran-
sitional rules that waive aff ordability checks for existing 
borrowers, allowing them to switch mortgages when their 
fi xed period ends.

All three brokers say the continued lag in remortgages 
provesthat little has changed since the FCA’s criticisms.

Hollingworth says: “A lot more text need to go in to here 
to push th cross head mover to the next para plus to get 
this tect down Lenders are continuing to ignore the tran-

sitional rules that the FCA put in place to make sure people 
could switch to a better deal. In some cases, even switch-
ing product with your existing lender can be tough for in-
terest-only borrowers.

Another  crosshead here
“The rules were set up to avoid having large numbers of 
mortgage prisoners and the fact they are not being em-
ployed means we run the risk of exactly that happening.”

Montlake adds: “Lenders are basically ignoring the tran-
sitional rules for all but existing customers. Building so-
cieties and smaller lenders seem to be looking after their 
customers a little better but others still need to work on 
how they address this situation.

“My worry is lenders could be 
storing up a problem for later down the line.”
Robinson agrees the transitional rules are not being 

used properly.
He says: “If the desired outcome was to provide a solu-

tion for the thousands of mortgage prisoners, it has not 
been achieved. There are too many borrowers who fi nd 
they cannot switch to a cheaper deal and that cannot be 
right.

“Lenders need to manage their risk eff ectively but not 
prohibitivelyand make sure people are in thebest posi-
tion.” Brokers have criticised lenders for failing to help ex-
isting borrowers switch to a better deal after year-on-year 
remortgage approvals fell in June.

The Bank of England last week released data showing 
the fi rst uptick in mortgage approvals since January, with 
108,857 approvals in June representing an 8 per cent rise 

April 2015  |  13

Caption or tip:
Detail or description 
goes here prefereably 
upto three lines

She says: “The Government needs to ensure the new 
pensions guidance body doesn’t duplicate or obstruct 
market developments, or create unnecessary costs. The 
Government also needs to set in stone success criteria and 
publicly report on these, so that value for money can be as-
sessed. It needs to make clear how consumers and other 
stakeholders benefi t from the new service.”

Mattioli Woods consultant Alex Brown is frustrated it 
has taken so long for action to be taken over the service’s 
failings, only for it to close when “fi nally given a chance to 
get going”.

Brown says: “There is a natural objection to the MAS 
within the industry. The problem was the hike in levies, 
and a lack of transparency and accountability as to what it 
was doing. If advisers saw this money being used in a posi-
tive and proactive way, the industry as a whole would have 
been more supportive.”

Brown wonders whether the new body will be tainted 
by its association with its predecessor. He says: “Advisers 
wouldn’t want to see it as a rebrand of what it was before. 
There’s a lot of negative sentiment around the MAS so the 
new body needs to get off  to a good start.”

But Anderson believes the new body is doomed to fail. 
He says: “There are two reasons for this. Firstly, however 
much you spend on marketing the general public do not 
appear to have an appetite for learning when it comes to 
fi nances; as evidenced by the very poor take-up rate for 
pension guidance.

“Secondly, and most crucially, guidance should ulti-
mately reveal that, for most people, decisions around 
funding retirement are too complex to be undertaken 
without proper tailored advice. Creating new bodies that 
will fall short of providing the type of advice that the re-
tirement challenge demands is wasteful in the extreme.”

Integration not dislocation
Sanlam UK head of employee benefi ts Elliot Silk argues 
the MAS failed because it was not linked to the provision 
of advice. He says: “Consumers are given a degree of ed-
ucation and general information but are not passed on to 
anyone, so you’ve got to motivate them to take the next 
step when it might have already taken them a year to con-
sult the MAS.”

Silk warns the new body must be clear in what it pro-
vides and avoid putting “advice” in its name. “It really 
needs to be a fi rst port of call off ering education, consist-
ency of experience and enough information for people to 
either execute the transaction themselves or realise they 
need advice. But it needs advisers to support it as well. The 
industry should own it as the industry will benefi t from it. 
There does need to be a levy on the industry otherwise we 
as advisers can’t expect to have a say in how it’s run.”

Intelligent Pensions marketing director Andrew Pennie 
agrees any new guidance body needs to have closer links 
to advice. “It is the guidance system that has failed as it did 
not point people in the right direction when they needed 
advice. Wake-up packs were set up to do a similar thing to 
the MAS; everyone was doing the same thing and none of it 
worked. It was about throwing communications at people 
but that was not driving the right outcomes.

“People need to understand the limits of guidance 
which tells you what you could do, but doesn’t tell you 

what you should do and how 
you should invest – and that is 
where people are going to make 
mistakes.”

Improving motivation and 
financial capability
With the MAS gone, the new body 
will have a key role in fi nancial ca-
pability – equipping people with 
the ability to manage their money. So what challenges lie 
ahead?

Capgemini Consulting wealth, long-term savings and 
insurance principal Rod Bryson says: “Many people talk 
about education being crucial to fi nancial capability but 
there are many well-educated individuals who can’t 
fathom some of the products available today.

“Education is only part of the challenge. Organisations 
need to take a long, hard look at the outcomes these prod-
ucts and services are delivering and ultimately need to 
think about how they simplify these outcomes, so con-
sumers fi nd them easier to understand and that outcomes 
can be easily measured.”

VouchedFor managing director Adam Price thinks too 
much focus has been on the supply of guidance but not 
enough on the generation of demand. He says: “The gap
between need and demand is much bigger than that 
between demand and supply. It is extremely expen-
sive to motivate people to take action on their fi nances, 
as evidenced by the MAS’ huge marketing spend. Most 
participants in the advice industry lack either the abil-
ity, incentive or means to generate consumer demand at 
meaningful scale.”

Advice vouchers
Some in the industry feel the Government’s focus on guid-
ance is the problem and would prefer an “advice voucher” 
scheme instead of a guidance body. Pennie says: “The Gov-
ernment could give people advice vouchers and say: ‘here 
is a list of providers where you can use them’. People like 
something tangible.” He thinks sending advice vouchers 
four or fi ve years before retirement would prevent many 
people from making mistakes before they retire.

Anderson also supports a voucher system. He says: 
“We already have advisers with the skills and expertise to 
deliver the right outcomes. That their services come at too 
high a price for some refl ects the complexity of the cur-
rent retirement landscape. A voucher system would subsi-
dise the cost and retirees would get something of genuine 
value for free. The public loves a voucher.”

For now, the industry is waiting to see how the new pen-
sion guidance service will pan out. Barnett Waddingham 
partner and head of defi ned contributions Mark Futcher 
says: “I don’t think a new guidance service can be built 
until we know the regulatory environment in which it will 
operate. We have had the Financial Advice Market Review 
and we are waiting to hear if robo-advice will be allowed.

“A robust service needs to answer three questions: 
Which option will the individual use to access benefi ts? 
When will the individual take benefi ts (recognising this 
could be at multiple points)? And who will the individual 
use to access their savings?” �
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However much you spend 
on marketing the general 
public do not appear to have 
an appetite for learning 
when it comes to fi nances
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While it’s good news that the Budget saw no 
restrictions to tax relief rates on pension con-
tributions, higher earners still face restric-
tions to their pension saving, not least via the 
latest cut to the lifetime allowance. 

As previously announced, it reduces from 
£1.25m to £1m for 2016/17 and 2017/18 for 
those without any protection. Even if the sub-
sequent planned CPI increases average 2.5 
per cent a year, it could take another 10 years 
before the LTA returns to its current level, let 
alone £1.8m. 

So LTA protection is a signifi cant benefi t for 
the increasing numbers facing the possibility 
of an LTA charge when they crystallise ben-
efi ts, on reaching age 75 with uncrystallised 
funds, or at age 75 in respect of any growth on 
drawdown funds. 

The charge is 55 per cent of any excess over 
the available LTA if taken as a lump sum, or 25 
per cent  if the excess is designated for income 
and at age 75.

FP 2016 off ers a protected LTA of £1.25m, 
but new pension contributions and 
accrual must stop by 5 April. IP 2016 permits 
further contributions or accrual, but pension 
savings must be worth at least £1m at 5 April 
to give protection set at the level of those 
savings, capped at £1.25m. A subsequent pen-
sion debit on divorce can reduce or eliminate 
IP 2016. 

FP 2016 is not available to anyone with pri-
mary protection, enhanced protection, FP 
2012 or FP 2014. IP 2016 is not available to any-
one who has enhanced protection or IP 2014. 
Applying for both FP 2016 and IP 2016 is 
permitted.

The full online application process for FP 
2016 and IP 2016 will be available from July 
and this time round there is no fi nal deadline. 
HMRC will issue permanent reference num-
bers for members to provide to their scheme 
when crystallising benefi ts, confi rming 

BERNADETTE 
LEWIS
Financial 
planning 
manager, Scottish 
Widows

Reminders and practicalities  
Higher earners still face restrictions via cuts to the lifetime allowance

LTA protection is a signifi cant 
benefi t for the increasing 
numbers facing the 
possibility of an LTA charge 
when they crystallise benefi ts

their LTA protection. For those crystallising 
sooner, an interim written application process 
using an HMRC pro forma letter is available 
from 6 April. 

Anyone using this process gets a tempo-
rary reference number valid until 31 July and 
must still use the online process once it is 
available. 

As a reminder, it is still possible to apply 
online for IP 2014 until 5 April 2017 to benefi t 
from a protected LTA of up to £1.5m if a mem-
ber had pension savings of at least £1.25m as at 
5 April 2014.

In advice terms, there may just be time for 
a contribution by 5 April 2016 to maximise the 
benefi ts of FP 2016 or IP 2016. Advisers help-
ing clients to assess optimum outcomes will 
be aware that the choice of FP 2016 and/ or 
IP 2016 depends on the interaction of several 
factors, including assumed growth rates. The 
considerations can be even more complex 
for those in fi nal salary schemes, who might 
also be weighing up whether to retire early 
to avoid an LTA charge. Let’s look at just one 
example.

Nina is in a money purchase scheme, three 

years away from her planned retirement. 
Her pension fund is valued at £1,125,000 on 5 
April 2016. She earns £300,000 a year, so she’s 
restricted to a £10,000 tapered annual al-
lowance in 2016/17. She’s entitled to either an 
annual £25,000 employer pension contribu-
tion, or a £21,968 cash alternative (allowing for 
13.8 per cent employer NI), giving her £11,643 
net (after 45 per cent tax and 2 per cent NI) to 
invest in an Isa. 

The following projections assume payment 
of any pension contributions or cash at the 
end of the tax year, and growth at 5 per cent a 
year after charges. While Nina’s choice will be 
fi xed protection, diff erent circumstances will 
lead to diff erent outcomes. 

Fixed protection choice  

Source: Scottish Widows 

Individual protection 2016 Fixed protection 2016
£1,125,000 £1,250,000

Projected fund value aft er 3 years £1,302,328 £1,302,328 £1,302,328 £1,302,328 

Projected value of contributions.

For ‘no carry forward’, 45% annual allowance (no CF) (with CF)
charge on £15,000, scheme pays basis. £57,533 £78,813 N/A N/A

Projected fund £1,359,861 £1,381,141 £1,302,328 £1,302,328

Excess over LTA £234,861 £256,141 £52,328 £52,328

LTA charge – 55% (£129,174) (£140,878) (£28,780) (£28,780)

Projected value of cash alternative in ISA N/A N/A N/A £36,705

Net available fund in 3 years time £1,230,687 £1,240,263 £1,273,548 £1,310,253

Ed -Spon Comment - Bernadette Lewis ; MM_CA Scottish Widows Budget Supplement ; Money Marketing   14 23/03/2016   13:37



JOIN IN WITH

BUDGET TALK
REGISTER FOR OUR LIVE BUDGET MASTERCLASS

THURSDAY 7 APRIL, 12.30 – 1.30PM

Our Financial Planning team will give detailed  
analysis and practical application of The Budget 2016.  

Plus you can earn unstructured CPD points.

scottishwidows.co.uk/adviser-hub

This information is for UK Financial Adviser use only and should not be distributed to or relied upon by any other person. 
Scottish Widows Limited. Registered in England and Wales No. 3196171. Registered office in the United Kingdom at 25 Gresham Street, London EC2V 7HN.  

Authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority. Financial Services Register number 181655.  
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LIFE FEELS BETTER WHEN YOU HAVE A PLAN
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