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B U D G E T   N E W S   2017

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

As the UK begins the formal process of leaving the EU, the Chancellor said that his priority is economic stability.  Gross Domestic Product (the measure of everything the country produces) grew 1.8% in 2016, more than expected, and is forecast to grow 2.0% in 2017.  Unemployment has continued to fall, inflation is low and tax receipts have been higher than predicted, reducing the need for the government to borrow.


This does not mean an end to austerity, however, as the National Debt is nearly £1.7 trillion, which is about £62,000 for every household in the country.  Just paying the interest on that debt accounts for about 6% of government expenditure, which is approximately the same as the amount spent on defence.
Self-employed NI


Self-employed people pay two National Insurance Contributions in 2017/18: Class 2 which is £2.85 a week and Class 4, which is 9% of profits between £8,164 and £45,000, then 2% over that.  For a long time, self-employed people have paid less NI than employed people because they did not earn the same benefits.  The Chancellor made the argument that this was no longer reasonable now that everyone will receive the same flat-rate pension.

It had already been announced that the Class 2 Contribution will be abolished in April 2018.  At that time, the main rate of Class 4 will be increased from 9% to 10%, then to 11% a year later.  Liability to pay Class 4 NIC ceases at the end of the tax year in which state pension age is reached.


Just a day after the budget, in the face of opposition in her own party, the Prime Minister announced that this change would not be put before Parliament until the autumn, at the end of a review of modern employment practices.
Road Tax

Rates for cars, vans and motorcycles will increase in line with inflation on 1 April 2017, which will mean no more than £5 a year extra.

Tax Credit Rates



Increase
2017/18



£
£

Working Tax Credit

Basic element
0
1,960

Couple and lone parent element
0
2,010

30 hour element
0
810

Disabled worker element
30
3,000
Severe disability element
15
1,290
Child Tax Credit

Family element
0
545

Child element
0
2,780

Disabled child element
35
3,175
Severely disabled child element
15
1,290
Income thresholds for withdrawal of Tax Credits

Basic

0
6,420

Those entitled to CTC only
0
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 £2,500 or more will lead to Tax Credits being reclaimed in whole or in part.


The freezing of Tax Credit rates, combined with the introduction of the National Living Wage, will inevitably lead to fewer and smaller claims for these benefits.


Over the next few years, Tax Credits and some other benefits will be replaced by the new Universal Credit, which is already available to single people with no children.

Excise Duties


Rates on alcohol will increase by these amounts on 13 March:


Beer
 2p a pint


Cider
 1p a pint


Wine
10p a bottle


Spirit
36p a bottle


The planned rise in tobacco duty will immediately increase the cost of a packet of 20 cigarettes by 22p.  From 20 May, there will be a minimum rate of duty, which will increase the price of cheap brands only.
VAT


The registration threshold will increase from £83,000 to £85,000 on 1 April 2017, and the deregistration threshold will increase from £81,000 to £83,000.

Corporation Tax


As planned, the rate of Corporation Tax will be reduced from 20% to 19% in April 2017, then to 17% in April 2020.

Business Rates


Many businesses have complained about the rates revaluation which comes into effect in April 2017.  The Chancellor announced some concessions to help small businesses and, in particular, public houses.

Scottish Tax


The Scottish Government now has the power to vary the rate of Income Tax for Scottish residents, so their tax codes will have an S prefix, for instance S1150L.  An employer in the rest of the UK who employs a Scottish resident will have to apply the Scottish rates.

The only difference in Scotland for 2017/18 is that the 20% band will be only £31,500, which is £2,000 lower.  I have yet to see any guidance on how to deal with someone who moves between Scotland and the rest of the UK during a tax year.
Making Tax Digital


Included with this newsletter is a summary of this important change in the tax system.

Income Tax changes for 2017/18


Personal allowances have been increased as promised for 2017/18:


Increase  New rate  Notes
                                             
    £
    £

Personal allowance
500
11,500
1

Marriage allowance
50
1,150
2

Born before 6.4.35


3


Married couples
maximum
90
8,445
4


minimum
40
3,260
4


Income limit

300
28,000

Blind person’s allowance
30
2,320

Personal Savings Allowance


5

Basic-rate taxpayer


1,000

Higher-rate taxpayer

500

Notes:
1. 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 £123,000, when it is lost completely.
2. Marriage 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.
3. The married couple’s allowance can be claimed only by those born before 6 April 1935.  If income exceeds the limit then the allowance is reduced by £1 for every £2 of the excess, until it equals the minimum amount.

4. Tax relief is given at 10% on these allowances.
5. The new Personal Savings Allowance applies to bank and other interest.  Banks no longer deduct tax at source on interest.

The basic rate of tax is still 20% and applies to the first £33,500 of taxable income.  The next £116,500 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. There is a new system for taxing dividends, which no longer carry a tax credit, but will still be treated at the top slice of income.  The first £5,000 is exempt, then the excess is taxed at 7.5% for basic-rate taxpayers, 32.5% for higher-rate taxpayers and 38.1% for additional rate taxpayers.  The exemption will be reduced to £2,000 in 2017/18.

2.
There is 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.
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