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A word of warning

The information given below is based mainly on the Chancellor’s budget speech and associated press releases.  Therefore, I cannot accept responsibility for the accuracy of such information.  I have covered the parts of the budget which have the widest effect on taxpayers; it is not an exhaustive account.  On any individual tax problem, there is no substitute for taking specific advice.
The Budget in General


The Chancellor was keen to tell everyone that he had made all of the right decisions over the past two years, particularly in supporting the banks and trying to boost the economy.  He seemed to imply that his prompt action had prevented the recession turning into a depression.  He certainly quoted statistics showing that the downturn had been deeper and longer in other countries.


The tax on bankers’ bonuses, announced in December, has yielded twice as much as predicted, Income Tax receipts have improved and unemployment has not risen as much as many expected.  This has helped government finances but the amounts it needs to borrow over the next few years are still frightening, at well over £100,000,000,000 a year.  The Chancellor plans to cut public spending only by reducing administrative costs, such as by moving civil servants out of expensive London offices to other parts of the country.


In the longer term, the banks now owned by the government will be sold off and Mr. Darliing expressed his determination to recover every penny invested, which seems to assume that Labour will win the upcoming election and he will still be Chancellor.

Income Tax changes for 2009/10


Personal allowances have been frozen at the same level as 2009/10:



New rate  Notes
                                             

    £

Personal allowance

6,475
4

Age allowance
(65-74)

9,490


(over 75)

9,640


Income limit

22,900
1

Married couples 
(minimum)

2,670
2,3


(over 76)

6,965
2,3

Blind person’s allowance

1,890

Notes:
1. The full age allowance is available only where  income does not exceed this limit.  If it does, the allowance is reduced by £1 for every £2 of the excess, until it equals the personal allowance.

2. The married couple’s allowance can be claimed only by those born before 6 April 1935.  If income exceeds £29,230 then the age related allowance is reduced by £1 for every £2 of the excess, until it equals the minimum amount.

3. Tax relief is given at 10% on these allowances.
4. The personal allowance is available in full only if income does not exceed £100,000.  If it does, the allowance is reduced by £1 for every £2 of the excess until £112,950, when it is lost completely

The basic rate of tax is still 20% and will still apply to the first £37,400 of taxable income.  The next £112,600 is taxable at the higher rate of 40%, then income over £150,000 is taxable at the new additional rate of 50%.  There are two exceptions to these rates:

1. Dividends still carry a non-repayable 10% tax credit and a basic-rate taxpayer has no further liability.  Dividends are charged at 32.5% for higher-rate taxpayers and 42.5% for additional-rate taxpayers, but the 10% tax credit covers part of that.

2.

Although the 10% tax rate had been abolished for most people, it will still apply up to £2,440 on the savings income (generally bank interest) of people whose taxable non-savings income is below that level.


The rates for trusts are still 32.5%  on dividends and 40% on other income.

Offshore Tax Evasion


Penalties will be up to twice as high when tax is avoided on income arising in countries which do not share information with HMRC.  I wonder how effective this will be, if the taxpayer does not declare the income and HMRC cannot obtain details directly from that country, then what chance do they have of discovering it?

Inheritance Tax


The inheritance Tax threshold has been frozen at £325,000, with anything over that taxable at 40%.

Capital Allowances


The Annual Investment Allowance has been doubled from £50,000 to £100,000.  This is available for expenditure on equipment (generally not including cars) but not many small businesses spend more than £50,000 a year, so it will not have much effect.

Individual Savings Accounts


As announced last year the annual limit has been increased from £7,200 to £10,200, of which half can be held in cash, from 6 April 2010.  The higher limit already applies to people over 50.


The Chancellor also announced that the limit will in future rise with inflation each year.

Car Benefits


The rate of benefit on a car or van with exhaust emissions of 75g/km or less (very few vehicles) has been reduced.  For cars and vans with zero emissions (in practice, electric vehicles) the benefit charge has been abolished.  These concessions apply for five years from 6 April 2010.

New Tax Credit Rates



Increase
2010/11



£
£

Working Tax Credit

Basic element
30
1,920

Couple and lone parent element
30
1,890

30 hour element
15
790

Disabled worker element
40
2,570

Severe disability element
20
1,095

50+return to work
(16 - 29 hours)
20
1,320

                            
(30+hours)
30
1,965

Child Tax Credit

Family element
-    
545

Baby addition
-    
545

Child element
65
2,300

Disabled child element
45
2,715

Severely disabled child element
20
1,095

Income thresholds for withdrawal of Tax Credits

Basic

-    
6,420

Those entitled to CTC only
150
16,190

Childcare element (weekly)

Maximum - one child
-    
175

                    two or more children
-    
300


Up to 80% of childcare costs can be covered, up to the maximum childcare element above.


Tax Credit awards are always paid provisionally, based on the previous year’s income, then reassessed at the end of the year when actual income is known.  A reduction in income will always give a back-dated award, but only an increase in income of £25,000 or more will lead to any Tax Credits being reclaimed.

VAT


Although the Chancellor said in his speech that there were no changes to VAT, the registration threshold has been increased by £2,000 to £70,000.  The deregistation threshold has increased by the same amount to £68,000.


New fuel scale charges were also announced, presumably to apply from 1 May as usual.  The new rates will reflect increased fuel prices.


After the election, there is a good chance that the new government will increase either the scope or the rate of VAT.

Corporation Tax


Rates are unchanged from last year:

First £300,000

21%

Next £1,200.000

29.75%

Additional

28%

Stamp Duty


For two years from budget day, the stamp duty for first-time buyers has been increased from £125,000 to £250,000.  To offset the loss of revenue the rate of stamp duty on properties costing over £1m will be increased from 4% to 5% on 6 April 2011.

Excise Duties

1. The planned increases in fuel duty will now be staggered, with rates per litre rising by 1p on 1 April, 1p on 1 October and 0.76p on 1 January.

2. Road tax has been reduced for cars with exhaust emissions up to 140g/km, but increased for cars over 150g/km.

3. Tobacco duties have been increased by 1% more than inflation.

4. Alcohol duties have increased by more than inflation and cider is to be reclassified so that it is liable to a much higher rate, particularly strong cider.

Capital Gains Tax


The annual exemption remains at £10,100 and the standard rate is still 18%.  The only change is a doubling of the lifetime limit for entrepreneurs’ relief (gains taxable at 10%) from £1m to £2m.

Arrears of PAYE


HMRC will have now powers to require a financial security from an employer who has a history of late payment of PAYE.  I assume that the normal form of security would be a bank guarantee, but employers who pay late are likely to be in financial difficulties, so may not be able to obtain one.  In that sense, the rule appears unworkable.
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