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Budget 2023: Goodbye lifetime allowance

Better economic forecasts open the door to big tax breaks on pensions and business investment,
maintaining the energy price cap, and benefit reforms to encourage more into the workforce

In his first proper Budget, Chancellor
Jeremy Hunt took advantage of some
improvement in economic forecasts to
offer big tax breaks on pensions and
business investment, continue the
energy price cap, and put more money
into encouraging Brits to return to work.

Hunt said he was focused on creating
enduring, sustainable growth, rather
than simply a short-lived rebound from
the pandemic lows. To do that, he
targeted several areas that have been
identified as impediments to work and
investment. The most eye-catching were
changes to pensions.

After cutting several tax allowances and
thresholds in his Autumn Statement
back in November, this time around
Hunt was able to offer more to
households and businesses. Presenting
some of the most wide-reaching pension
reforms for several years, the Chancellor
didn’t restrict his focus to senior NHS
practitioners as was previously touted.

Pensions Lifetime Allowance
Following rumours that the Pensions
Lifetime Allowance (LTA) was due to be
increased to £1.5 million or perhaps to
its 2011/12 high point of £1.8m, the
biggest shock of the Budget was the
proposed abolition of the LTA
altogether.

Since its introduction in 2006, the LTA
has been very complex and has changed
regularly; currently it is set at
£1,073,100. The LTA sets a ceiling for
your pension pot, above which you must
pay extra tax generally when you
withdraw it (or when you reach age 75).
This ceiling includes both what you pay
in and investment returns that increase
your pension pot. Currently, that

penalty rate is 55% for lump sum
withdrawals and 25% if you take the
excess as income (in addition to any
income tax you pay).

Hunt’s changes mean these LTA tax
charges will no longer be applicable
from 6 April. While the actual removal
of the LTA entirely needs to pass
through Parliament, it will still continue
to exist without any tax charge. The
government is aiming for it to be
entirely abolished as of 6 April 2024.
The impact on pension savers will be
almost immediate, as from the 2023/24
tax year there will be no LTA charge,
regardless of the size of your pension.

Currently, individuals are typically able
to draw up to 25% of their pension
benefits up to the LTA as a tax-free
lump sum. The removal of the LTA
won’t remove this limit on tax-free
lump-sum withdrawals. As of the
2023/24 tax year, the maximum
Pension Commencement Lump Sum
(PCLS) will be retained at £268,275 (i.e.
25% of the LTA) and will be frozen
thereafter. Except for people who have a
right to either a higher lifetime
allowance or have pension
commencement lump sum protection.
For example, Fixed Protection 2016
secures your LTA at £1.25m when it was
reduced previously. Although the
applications in terms of LTA protection
are now limited to either Individual or
Fixed Protection 2016, they could offer a
greater PCLS than is currently available
(25% of £1.25m in this example). If you
are unsure about your transitional
protection arrangements, please speak
to your financial planner.

The original intention of the
government, from their consultations,
was to ensure that senior NHS
practitioners were not motivated by
pension tax charges to stop paying into
their pensions by either taking early
retirement or leaving the NHS
altogether. However, the decision to
remove the LTA will benefit people in a
wide range of industries, and the hope
from the government is that it will
encourage these experienced individuals
with high earnings to remain in the
workforce for longer.

Pension contribution allowances
Since reaching its peak in the 2010/11
tax year, the annual allowance for tax-
relievable pension contributions has
been significantly reduced. Set at
£40,000 since the 2014/15 tax year, the
annual allowance is now rising for the
first time in 13 years to £60,000.

This 50% increase will be welcome to
people on higher incomes who will be
able to save larger amounts into their
pensions going forward. With tax relief
rules remaining the same, this increases
the incentive for people around the
higher and additional rate thresholds to
not only save more into pensions each
tax year, but also to optimise their tax
position through pension contributions.

The annual allowance is tapered for very
high earners — and this remains in place
— but the point at which it starts to taper
has increased to an ‘adjusted income’ of
£260,000. Every £2 of adjusted income
over £260,000 will reduce someone’s
annual allowance by £1 until the annual
allowance is tapered down to its new
minimum of £10,000. This minimum
has now returned to its original level
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after being £4,000 from the 2020/21
tax year onwards. The change of these
thresholds means higher earners will be
able to take advantage of an increased
annual allowance, and even those where
tapering applies can pay more into
pensions than is currently possible,
regardless of their income.

In addition to the allowances above,
another restriction to pension savers
that has been in place since the pension
freedoms is the Money Purchase Annual
Allowance. This is applicable to those
who have flexibly accessed their pension
pots, primarily through drawdown, and
limits the amount of tax relievable
contributions that can be made to
pensions. While it was originally
£10,000 when introduced, it was
lowered to £4,000 from the 2017/18 tax
year. After campaigning from a number
of pension providers, this has once
again increased to £10,000 per year.

While many with larger pension pots
will have reduced or ceased contributing
to pensions to avoid breaching the LTA,
removing it entirely — when considered
alongside the changes to the annual
allowance for contributions — will make
pension saving far more attractive than
it has been in recent times, and re-
establish the pension as the primary
savings vehicle for retirement funding.

Getting Britain working

Other areas that Hunt targeted were
reform of long-term illness and
disability benefits and support, along
with greater funding to encourage more
people into the workforce, especially
now that flexible working is widely
practised. There were also measures to
get more of the 7 million working age
adults who are currently out of a job
back into the workforce, through a
mixture of increased support and
harsher penalties.

Hunt’s Budget also included a multi-
billion-pound billion plan to address
rampant childcare costs. He expanded
free childcare in England and outlined
plans to boost the numbers of
childminders, subsidise childcare
providers and ensure all schools offered
‘wraparound’ care for school-aged
children from 8am to 6pm by 2026.

The government hopes these schemes
will persuade more parents to re-enter
the workforce once parental leave has
finished.

Changes from the Autumn
Statement

Some of the major announcements from
the Chancellor’s statement in November
are due to come into effect from 6 April,
including an increase to the rate of
corporation tax and reductions to the
Capital Gains Tax (CGT) annual exempt
amount, dividend allowance and the
additional rate income tax threshold.
These will all go ahead as planned
following the Budget announcement.
The changes announced on 17
November will result in higher levels of
tax and an even greater need for
financial planning to ensure tax
allowances can be utilised while they’re
still available. We've put together a

checklist ahead of the 5 April deadline
here.

UK to avoid recession

New forecasts from the Office for
Budget Responsibility, showed a
sunnier outlook for the UK economy,
helped by lower borrowing costs,
lessened energy prices and from the
expected effects of Hunt’s measures to
encourage work. Instead of decreasing
1.4% in 2023, the economy will shrink
only 0.2%, according to the government
financial watchdog, before recovering to
an annual growth rate of 1.9% by 2027.
That would mean the UK avoiding a
technical recession in 2023 (two
quarters of negative GDP growth).

This more helpful outlook no doubt
gave Hunt the confidence to embark on
the reforms we have already discussed.
It also helped him to extend the
government’s energy price guarantee at

the £2,500 average annual level through

to June, when retail prices are expected
to start falling. It had been expected to
increase to £3,000.

He also used the fiscal headroom to
unveil a three-year 100% ‘full-
expensing’ scheme that allows
businesses to offset capital spending on
their tax bill. That means buying new
cars, equipment, computers, etc, are
immediately deducted from the

corporate tax they pay. This will cost, on
average, £9bn a year.

The Budget was overshadowed by dark
clouds gathering over Credit Suisse, one
of Europe’s biggest lenders. Only days
after US-based Silicon Valley Bank,
Silvergate and Signature Bank went
bankrupt, investors became concerned
with Credit Suisse, sending its share
price plummeting and causing more
worries about weaker banks.

We will offer a more in-depth analysis
of the macroeconomic impacts of the
UK Budget soon, along with an
explanation of what is occurring with
Credit Suisse.

The table on the next page sets out the
main tax changes for the 2023/24 tax
year. But remember that tax treatments
depend on your individual
circumstances and that the rules could
change in the future.
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The main tax changes

Personal Taxes

2022 Threshold 2023 Threshold

45p Additional Rate Income Tax £150,000 £125,140
4op Higher Rate Income Tax £50,271 £50,271
Personal Allowance Income Tax £12,570 £12 570
Dividend Tax Allowance £2 000 £1,000
Capital Gains Tax Allowance £12,300 £6,000
Inheritance tax Nil-Rate Allowance £325.000 £325,000
Inheritance Tax Main Residence Allowance £175,000 £175,000
Seed Enterprise Investment Scheme Investment Limit £100,000 £200,000
Business Taxes

Old Rate New Rate
Energy Profits Levy 25% 35%
Temporary Electricity Generator Levy New tax 45%
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Important information

This document and the information within it does
not constitute investment research or a research
recommendation. Forecasts of future performance
are not a reliable indicator of future performance.

The above information represents the current
and historic views of Rathbones’ strategic asset
allocation committee. It should not be classed as
research, a prediction nor projection of market
conditions and investment returns. It is in no way
guidance for investors on structuring their
investments.

The opinions expressed and models provided
within this document and the statements made are,
due to the dynamic nature of the items discussed,
valid only at the point of being published and are
subject to change without notice, and their
accuracy and completeness cannot be guaranteed.

Nothing in this document should be construed
as a recommendation to purchase any product or
service from any provider, shares or funds in any
particular asset class or weighting, and you should
always take appropriate independent advice from a
professional, who has made an evaluation, at the
point of investing.

The value of investments and the income
generated by them can go down as well as up, as
can the relative value and yields of different asset
classes. Emerging or less mature markets or
regimes may be volatile and subject to significant
political and economic change. Hedge funds and
other investment classes may not be subject to
regulation or the protections afforded by the
Financial Conduct Authority (FCA) or the
Prudential Regulation Authority (PRA) regulatory
regimes.

Rathbones will not, by virtue of distribution of this
document, be responsible to any person for
providing the protections afforded to clients for
advising on any investment, strategy or scheme of
investments. Neither Rathbones nor any
associated company, director, representative or
employee accepts any liability whatsoever for
errors of fact, errors or differences of opinion or for
forecasts or estimates or for any direct or
consequential loss arising from the use of or
reliance on information contained in this
document, provided that nothing in this document
shall exclude or restrict any duty or liability which
Rathbones may have to its clients under the rules
of FCA or the PRA.

We are covered by the Financial Services
Compensation Scheme (FSCS). The FSCS can pay
compensation to investors if a bank is unable to
meet its financial obligations. For further
information (including the amounts covered and
the eligibility to claim) please refer to the FSCS
website www.fscs.org.uk or call 0800 678 1100.

Rathbone Investment Management
International is the Registered Business Name of
Rathbone Investment Management International
Limited which is regulated by the Jersey Financial
Services Commission. Registered office: 26
Esplanade, St. Helier, Jersey JE1 2RB. Company
Registration No. 50503. Rathbone Investment
Management International Limited is not
authorised or regulated by the PRA or the FCA in
the UK.

Rathbone Investment Management International
Limited is not subject to the provisions of the UK
Financial Services and Markets Act 2000 and the
Financial Services Act 2012; and, investors entering
into investment agreements with Rathbone
Investment Management International Limited will
not have the protections afforded by that Act or the
rules and regulations made under it, including the
UK FSCS. This document is not intended as an
offer or solicitation for the purpose or sale of any
financial instrument by Rathbone Investment
Management International Limited. Not for
distribution in the United States. Copyright ©2023
Rathbones Group Ple. All rights reserved.

No part of this document may be reproduced
in whole or in part without express prior
permission. Rathbones and Rathbone Greenbank
Investments are trading names of Rathbone
Investment Management Limited, which is
authorised by the PRA and regulated by the FCA
and the PRA. Registered Office: Port of Liverpool
Building, Pier Head, Liverpool L3 1NW. Registered
in England No. 01448919. Rathbone Investment
Management Limited is a wholly owned subsidiary
of Rathbones Group Plc.

Our logo and logo symbol are registered
trademarks of Rathbones Group Plc.

The value of investments and the income from them may go down as well as up and you may not get back what you originally
invested. Tax treatments depend on the individual circumstances of each client and may be subject to change in the future.

Contact us

If you would like further information or to arrange an initial meeting,

please contact us on 020 7399 0000

Head Office
8 Finsbury Circus, London, EC2M 7AZ

For ethical investment services:
Rathbone Greenbank Investments
0117 930 3000
rathbonegreenbank.com

rathbones.com

For offshore investment management
services:

Rathbone Investment Management
International

01534 740 500
rathboneimi.com

g @Rathbones1742
n Rathbones Group Plc
m Rathbones Group Plc




