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B U D G E T   N E W S   2011


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 announced his budget as being designed to reform the nation’s economy and help families with the cost of living.  Changes to the tax system seem to be at the heart of both objectives; in particular, the main public concern about the cost of living seems to be the price of petrol and how that is affected by taxation policy. 


The government intends to continue with the policy of balancing the budget by the end of this parliament.  Of course, that still means that enormous amounts of money will be borrowed in the meantime and there are no plans to repay any of it.  The National Debt just continues to grow and grow, with interest payments taking a larger share of government spending each year.  What a way to run a country!


Growth has been lower than hoped and inflation is higher, being expected to remain over 4% throughout this year, well above target. 

VAT

The registration threshold has been increased by £3,000 to £73,000; the de-registration threshold has increased by the same amount to £71,000.
Income Tax changes for 2011/12


Personal allowances have been increased as promised for 2011/12:


Increase  New rate  Notes
                                             
    £
    £

Personal allowance
1,000
7,475
4

Age allowance
(65-74)
450
9,940



(over 75)
450
10,090


Income limit

24,000
1

Married couples 
(minimum)
130
2,800
2,3


(over 77)
330
7,295
2,3

Blind person’s allowance
90
1,980

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 £31,230 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 £114,950, when it is lost completely

The basic rate of tax is still 20% and applies to the first £35,000 of taxable income (the threshold was £37,400 in 2010/11 and the effect of the reduction is to cancel out the benefit of the increased personal allowance for higher-rate taxpayers).  The next £115,000 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 £2,560 on the savings income (generally bank interest) of people whose taxable non-savings income is below that level.


The rates for trusts are still 42.5% on dividends and 50% on other income.


The Chancellor also announced that, in 2012/13, the personal allowance will increase by £630 to £8,105 and the basic-rate limit will fall by the same amount to £34,370.  The effect of those changes is that both basic-rate and higher-rate taxpayers will see their tax reduced by the same amount.

Business Rates



Last year’s budget introduced a rates exemption for small businesses for one year from 1 October 2010.  This has now been extended for a further year to 30 September 2012.
New Tax Credit Rates



Increase
2011/12



£
£

Working Tax Credit

Basic element

1,920

Couple and lone parent element
60
1,950

30 hour element

790

Disabled worker element
80
2,650

Severe disability element
35
1,130

50+return to work
(16 - 29 hours)
45
1,365

                            
(30+hours)
65
2,030

Child Tax Credit

Family element

545

Baby addition

-   

Child element
255
2,555

Disabled child element
85
2,800

Severely disabled child element
35
1,130

Income thresholds for withdrawal of Tax Credits

Basic


6,420

Those entitled to CTC only

15,860


The withdrawal rate is now 41%
Childcare element (weekly)

Maximum -
one child

175



two or more children

300


Up to 70% 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 £10,000 or more will lead to any Tax Credits being reclaimed.

National Insurance for 2011/12


The weekly contribution for the self-employed will increase from £2.40 to £2.50.  There will also be a rather pointless change in the way this is collected, supposedly to align with the payment dates for Income Tax.  As a result, direct debits will be taken monthly from August 2011 to July 2012, instead of May to April.


As previously announced, all of the other main rates have increased by 1%, which is offset for lower earners by an increase in thresholds:

Self-employed Class 4

Profits
- over £7,225 up to £42,475

9%



- over £42,475

2%

Employee’s weekly rates

Wages 
- over £139 up to £817

12%



- over £817

2%

Employer’s weekly rates
Wages over £136

13.8%

Individual Savings Accounts


The limit for ISA contributions for 2011/12 is increased from £10,200 to £10,680, of which £5,340 (previously £5,200) can be a cash ISA.


Only those over 18 can have an ISA but, in Autumn 2011, the government will introduce a Junior ISA to replace the Child Trust Fund which it abolished last year.  Like the Child Trust Fund, the child will not be able to withdraw anything from the Junior ISA while under 18.  The tax benefits would be minimal, however, because a child can already open a bank account and receive gross interest as a non-taxpayer.

Capital Gains Tax


The Annual Exemption for 2011/12 is increased from £10,100 to £10,600.  Gains above that are taxed at 18%, or 28% for a higher-rate taxpayer.  Entrepreneur’s Relief remains, so that gains on the sale of business assets are taxed at only 10%, with the lifetime limit of gains increased from £5m to £10m.

Corporation Tax


Rates have been reduced as planned.



2010/11
2011/12

First £300,000 (small companies’ rate)
21%
20%

Next £1,200,000
29.75%
27.5%

Additional (main rate)
28%
26%

The main rate will be reduced to 25% in 2012/13, 24% in 2013/14 and 23% in 2014/15, but there was no announcement about the small companies’ rate.

Approved Mileage Allowance


This is the tax-free rate which employers can use to reimburse employees for business use of their own cars, which had not changed since it was introduced in 2002.  From 6 April 2011, the rate is increased from 40p to 45p a mile for the first 10,000 miles in any year, but the rate for any additional mileage remains at 25p.  It does seem odd that only the initial rate has been raised, when the main increase in motoring costs in the last 9 years has been the price of fuel, which would affect the cost of all mileage.


An employee who is reimbursed at less than these approved rates can claim the difference as an expense against income, saving tax at the individual’s marginal rate (20%, 40% or 50% depending on the level of income).


There is also a passenger rate at 5p a mile, which an employee can claim for each co-worker who travels in the car.  That rate is now extended to volunteers who use their cars for charities.
Reform of Income Tax and

National Insurance


The government will consult on the possible integration of the Income Tax and National Insurance systems.  This seems an impossible ambition when the two systems are so fundamentally different:

1. Income tax is calculated on an individual’s total income from all sources.

2. National Insurance applies only to earned income (employment and self-employment) and, where there is more than one employment, is calculated separately in each one.  Payment of National Insurance also determines entitlement to benefits.

Pension Contributions


The previous government planned to abolish higher-rate tax relief on pension contributions from 6 April 2011, but that policy has been abandoned.  Instead, there will now be an annual limit of £50,000 (previously £225,000) on pension contributions qualifying for tax relief at basic and higher rates, if appropriate. 

Inheritance Tax


 The nil-rate band remains £325,000 and anything over that (after other exemptions) is chargeable at 40%.  From April 2012, however, the rate will be reduced to 36% where 10% or more of the net estate is left to charity. 

Excise Duties

1. Alcohol duties will rise by 2% above inflation on 28 March 2011.  Additionally, the rate on weak beers (up to 2.8% abv) will be reduced by 50% and the rate on strong beers (over 7.5% abv) will be increased by 25%.  The cynic in me says that this will create an incentive for brewers to reduce the alcohol content of their strong beers to a point just below where they would pay the extra duty.

2. Tobacco duties will rise immediately by 2% above inflation, with some adjustments to the way it is calculated, and an extra 10% on hand-rolling tobacco.  This will add between 33p and 50p to the price of a packet of 20 cigarettes.

3. As widely predicted, the planned inflationary increase in fuel duty has been deferred (until January 2012) but there has also been an immediate cut of 1p a litre.  The government proposes to make up the lost revenue by changing the way in which oil companies are taxed.

4. Road tax rates have increased by around 5% for all but the lowest emission cars.  The rates for lorries have not changed.
Review of Reliefs


The Office of Tax Simplification has completed its review of reliefs and allowances in the tax system, and the Chancellor announced that he would abolish 43 redundant reliefs.  Most of them seem fairly obvious, such as the tax exemption for interest on National Savings Bank Ordinary Accounts, which has been meaningless since those accounts were abolished several years ago.

Help for Charities


There are significant changes in Gift Aid, the system by which charities can reclaim tax on donations.

1. From April 2013, charities will be able to reclaim tax on small donations (£10 or less, £5,000 a year in total) without the donor completing a Gift Aid declaration.  This new concession will apply only to charities which have operated the existing Gift Aid scheme satisfactorily for at least 3 years.  It seems that the new scheme could even apply to such things as street collections, where there is no record at all of who gave what.

2. In 2012/13, HMRC will introduce a system for charities to make online claims for Gift Aid.

3. There will be less restrictive rules on the value of benefits which a large donor can receive as a result of a donation to a charity.

Enterprise Investment Scheme


The government proposes to make the EIS more generous from April 2012, by increasing both the rate of tax relief (from 20% to 30%) and the annual maximum an individual can invest in new shares.  The aim of EIS is to encourage investors to subscribe for shares in start-up companies; that type of investment, by its very nature, will always carry a high risk.

Child Care Vouchers


Employers can provide employees with tax-free childcare vouchers up to a value of £55 a week.  It is very common for employees to sacrifice part of their salary for such vouchers, with a resulting tax and NI saving for both them and their employers.  From 6 April 2011, that limit will be reduced to £28 a week for 40% taxpayers and £22 a week for 50% taxpayers.


The practical problem seems to be whether an employer would always know that an employee is a 40% or 50% taxpayer; the salary may not be high enough to incur higher-rate tax, but the employee could have additional income from, say, property and investments. 

























Copyright 2011 David Pattinson, 233, London Road, Balderton, Newark, Nottinghamshire. NG24 3HA

Fax: 01636 706544 Website: www.davidpattinson.co.uk


_951819552

_951819554

_951819551.bin

