






Tel: 01636 706543   E-mail: david@davidpattinson.co.uk
	
B U D G E T   N E W S   2015


Copyright 2015 David Pattinson, 233, London Road, Balderton, Newark, Nottinghamshire. NG24 3HA
Fax: 01636 706544 Website: www.davidpattinson.co.uk

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.  Also bear in mind that there is a General Election in May, so anything done now could be undone by the new government.



The Budget in General

	“Today, I report on a Britain that is growing, creating jobs and paying its way.”  Not surprisingly in an election year, the Chancellor was keen to trumpet the coalition’s successes in managing the economy and government finances, and contrast that performance with the record of the opposition when they were in power.

	The key measures of success, as the Chancellor sees them, are: a growth rate of 2.6%, better than any other major advanced economy in the world; a record number of people in work and the number of unemployed claiming benefits at its lowest since 1975; living standards back to their 2010 level; inflation down to 0.2%; national debt no longer rising as a percentage of GDP; and a falling budget deficit.

	The pain is not over yet, however, as further cuts in public spending will be necessary to achieve the aim of a balanced budget by the end of the next parliament in 2019/20.

		

Excise Duties

	Alcohol duties have been reduced as follows:

	Beer and cider	1p a pint
	Spirits	18p a bottle
	
	The duty on wine, however, is unchanged and tobacco duties will rise by 2% with immediate effect.

	The fuel duty increase planned for September will not now go ahead, but Vehicle Excise Duty (commonly known as road tax) will rise in line with inflation next month.


Future Income Tax Changes

a) The Personal allowance will be £10,800 in 2016/17 and £11,000 in 2017/18; the basic rate bands for those years will be £31,900 and £32,300 respectively.

b) The current nil benefit charge for zero emission vans will be phased out by increasing it to 20% of the normal benefit in 2015/16, increasing by 20% more in 2016/17, 2017/18 and 2018/19, 10% more in 2019/20 and the final 10% in 2020/21.

c) From 2016/17, a new Personal Savings Allowance will mean that things like bank and building society interest will be exempt from tax up to £1,000 for a 20% taxpayer, or £500 for a 40% taxpayer.  I assume that banks will no longer be required to deduct tax at source, otherwise HMRC will be swamped with small repayment claims.

d) From April 2016, farmers will be able to average their profits for tax purposes over 5 years instead of 2.

e) Class 2 National Insurance Contributions for the self employed (the weekly stamp) will be abolished after consultation on the detail and timing.  The Class 4 Contribution, which is a percentage of profits, will remain and will then presumably be the means by which entitlement to benefits is earned.

		

Benefits-in-kind

1. Small benefits-in-kind are, by concession, ignored by HMRC but, following a technical consultation, a statutory tax exemption for certain benefits up to £50 will apply from 2015/16.  The exemption covers things like Christmas gifts to employees.  To prevent abuse of the exemption by directors of small companies, there will be an annual limit of £300 on such benefits provided to them and family members employed by the company.

2. In a long overdue reform, business travel, subsistence and similar expenses paid by an employee and reimbursed by the employer, will be exempt from tax.  This will avoid the need for the expenses to be reported on P11D, or for the employer to apply to HMRC for a dispensation from doing so, but will not apply until 2016/17.





Pension Policies

	It was announced in last year’s budget that, from April 2015, all restrictions on the use of pension funds will be removed, allowing people to do as they please with the funds, even drawing the whole amount at once.  In April 2016, that principle will be extended to existing pensioners, allowing them to convert an annuity into a lump sum.

		

Help to Buy ISA

	This is a new type of savings account to help first-time buyers to save a deposit for a house, which will be available from Autumn 2015.  An account must be opened within 4 years after that, but can be kept for any length of time.  The initial deposit can be up to £1,000, then monthly savings can be up to £200.  A bonus of 25% of the amount saved (a very generous subsidy) will be paid, up to a maximum of £3,000, when the money is used to buy a house.

		

Tax-exempt Savings

		Increase	2015/16
		£	£
Individual Savings Account (ISA)	240	15,240
Junior ISA	80	4,080
Child Trust Fund	80	4,080

	From Autumn 2015, savers will be able to withdraw money from a cash ISA and put it back later without using any more of the annual allowance.

		

Annual Investment Allowance

	Businesses normally claim tax relief on equipment and vehicles by means of capital allowances at 18% or 8% a year.  The Annual Investment Allowance is a temporary measure which allows the full cost to be claimed in the year of purchase (except for cars) up to a specified limit.  That amount was increased from £25,000 to £250,000 in January 2013 and to £500,000 a year from April 2014 to December 2015.  The Chancellor has now indicated that it will not revert to £25,000 in January 2016, but some higher level.

	I have never been a supporter of these allowances, because they encourage businesses to take investment decisions just for the tax savings, and cause wide variations in tax bills from year to year.  Furthermore, having claimed the full cost in the year of purchase, the full proceeds will be taxable if it is sold and not replaced.  That can pile up a large tax liability for the year when the business ceases.










Income Tax changes for 2015/16

	Personal allowances have been increased as promised for 2015/16:
	Increase  New rate  Notes
                                             	    £	    £
Personal allowance	600	10,600	4
Age allowance		
Born before 6.4.38	-   	10,660	5
	Income limit	700	27,700	1
Married couples 	(minimum)	80	3,220	2,3
	(over 81)	190	8,355	2,3
Blind person’s allowance	60	2,290
Married couples		1,060	1,060	6

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 £27,820 then the 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 £121,200, when it is lost completely.

5. This is the last year when there will be an age allowance, as it has been frozen and the normal personal allowance will be a higher amount in 2016/17.

6. This new allowance can be claimed by married couples or civil partners where one partner has income below the personal allowance and the other is not a higher-rate taxpayer.

	The basic rate of tax is still 20% and applies to the first £31,785 of taxable income (the threshold was £31,865 in 2014/15 and the effect of the reduction is to cancel out some of the benefit of the increased personal allowance for higher-rate taxpayers).  The next £118,215 is taxable at the higher rate of 40%, then income over £150,000 is taxable at the additional rate of 45%. 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 37.5% for additional-rate taxpayers, but the 10% tax credit covers part of that.

2.	There is now a 0% tax rate up to £5,000 on the savings income (generally bank interest) of people whose taxable non-savings income is below that level.







New Tax Credit Rates

		Increase	2015/16
			£	£

Working Tax Credit
Basic element	20	1,960
Couple and lone parent element	20	2,010
30 hour element	10	810
Disabled worker element	35	2,970
Severe disability element	20	1,275

Child Tax Credit
Family element	0	545
Child element	30	2,780
Disabled child element	40	3,140
Severely disabled child element	20	1,275

Income thresholds for withdrawal of Tax Credits
Basic		0	6,420
Those entitled to CTC only	95	16,105
	The withdrawal rate is still 41%

Childcare element (weekly)
Maximum -	one child	0	175
		two or more children	0	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 £2,500 or more reduction in income will give a back-dated award, while an increase in income of £5,000 or more will lead to Tax Credits being reclaimed in whole or in part.

	Over the next few years, Tax Credits and some other benefits will be replaced by the new Universal Credit.

			

VAT

	The registration threshold has been increased by £1,000 to £82,000; the deregistration threshold has been increased by the same amount to £80,000.

		

Gift Aid Small Donations Scheme
	
	From 2016/17, the maximum level of donations which can be claimed through this scheme will be increased from £5,000 to £8,000, making the maximum tax reclaim for a charity £2,000 instead of £1,250.














No more tax returns?

	The big surprise in the budget was the Chancellor’s announcement that he intends to abolish the annual tax return.  On closer examination, the proposal seems to amount to no more than the end of tax returns on paper or using commercial software.  Details of a taxpayer’s income will be held in a digital tax account and some information, such as PAYE earnings and tax deducted, will be transferred automatically from other parts of the HMRC computer system.  Other income, such as self-employment and rents, will still have to be entered by the taxpayer (or accountant) and that process is likely to be little different to completing a tax return using the HMRC online filing facility.

	The aim is that, by early next year, all of the country’s five million small businesses and ten million individuals will have digital tax accounts.  The aim is to be fully operational, with fifty million digital tax accounts, by 2020.  I assume that a computer upgrade will be needed and perhaps I am being unduly cynical, but I think of the government’s past record with grandiose IT projects.  For instance, the Basic Payment Scheme for farmers was recently abandoned and Universal Credit, which was supposed to be fully operational three years ago, is still just being piloted in a few areas of the country.

	To paraphrase Mark Twain, reports of the death of the tax return may have been greatly exaggerated.
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