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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 began by saying that he wanted to reward work and lift millions of people out of tax.  Things are looking brighter for the economy, as the Office for Budget Responsibility has revised its growth forecast for 2012 from 0.7% to 0.8%; the forecasts for the next two years are 2% and 2.7%.


Government borrowing for this year is now expected to be £1billion lower at £126billion but is still an enormous figure.  It is forecast to continue falling, until it reaches £21billion in 2016/17.  Remember that those figures represent the amount by which government spending exceeds the revenue from taxes each year, so the overall national debt is still growing.


Inflation is expected to continue falling from its peak last year.

Excise Duty


Excise duties have been increased as follows:

Immediately

Cigarettes
37p a packet of 20

Cigars
12p a packet of 5

Hand-rolling tobacco
37p a 25g pack

Pipe tobacco
20p a 25g pack

Beer
3p a pint

Cider
2p a litre

Wine
11p a bottle

Spirits
41p a bottle

1 August 2012

Petrol/diesel
3p a litre


There are small increases in road tax for most cars from 1 April 2012, but no changes for lorries.


Income Tax changes for 2012/13


Personal allowances have been increased as promised for 2012/13:


Increase  New rate  Notes
                                             
    £
    £

Personal allowance
630
8,105
4

Age allowance
(65-74)
560
10,500



(over 75)

10,660


Income limit
1,400
25,400
1

Married couples 
(minimum)
160
2,960
2,3


(over 78)
410
7,705
2,3

Blind person’s allowance
120
2,100

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 £30,500 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 £116,210, when it is lost completely

The basic rate of tax is still 20% and applies to the first £34,370 of taxable income (the threshold was £35,000 in 2011/12 and the effect of the reduction is to cancel out the benefit of the increased personal allowance for higher-rate taxpayers).  The next £115,630 is taxable at the higher rate of 40%, then income over £150,000 is taxable at the 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 £2,710 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.

New Tax Credit Rates



Increase
2012/13



£
£

Working Tax Credit

Basic element

1,920

Couple and lone parent element

1,950

30 hour element

790

Disabled worker element
140
2,790

Severe disability element
60
1,190

50+return to work
(16 - 29 hours)

removed

                            
(30+hours)

removed

Child Tax Credit

Family element

545

Child element
135
2,690

Disabled child element
150
2,950

Severely disabled child element
60
1,190

Income thresholds for withdrawal of Tax Credits

Basic


6,420

Those entitled to CTC only

15,860


The withdrawal rate is still 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.

Company Car Benefits


The benefit charge for private fuel will rise by 7% in 2012/13.  The main benefit charge for the car (excluding any private fuel) is calculated as a percentage of the list price on a sliding scale based on exhaust emissions, with a maximum of 34%.  Those rates are unchanged in 2012/13, but will rise by 1% in 2014/15 to a maximum of 35%, then again in the following two years to reach a maximum of 37% in 2016/17.


The 3% supplement for diesel cars will be abolished in 2016/17.

Stamp Duty Land Tax


As widely predicted, the stamp duty on properties sold for more than 2 million has been increased from 5% to 7%, the so-called mansion tax.  There will be an even higher rate of 15% where the purchaser is a company, to discourage properties being held in that way to avoid stamp duty on subsequent sales.

Child Benefit


The Chancellor announced last year that Child Benefit would be withdrawn from higher-rate taxpayers and the details have now been released.  The point where it starts to be lost is where one partner has income of £50,000, which is greater than the higher-rate threshold, so will not catch all higher-rate taxpayers.  Furthermore, it seems unfair to consider only the income of the higher earner, as a couple earning £45,000 each will not lose anything.


The clawback will be made by way of an extra Income Tax charge which will start from the rather odd date of 7 January 2013.  It is likely that people will be drawn into the self-assessment system just to calculate this charge.  Once income reaches £60,000, the extra tax will reclaim all Child Benefit, so people who know that will happen may prefer to disclaim it.

Corporation Tax


Rates have been reduced as planned.



2011/12
2012/13

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

Next £1,200,000
27.5%
25%

Additional (main rate)
26%
24%

The main rate will be reduced to 23% in 2013/14 and 22% in 2014/15, but there was no announcement about the small companies’ rate.


For banks, the saving in Corporation Tax will be largely offset by the increase in the bank levy, which will raise £2.5 billion.

Income Tax Changes For 2013/14


The personal allowance will increase by £1,100 to £9,205, which is a big step towards the target of a £10,000 allowance by the end of this parliament.


Age allowances, however, will be frozen at their 2012/13 levels and restricted to those already entitled to them in that year.  The age allowances are likely to disappear as the personal allowance rises.


The additional rate, on income over £150,000, will be reduced from 50% to 45%.

Small Business Tax Simplification


From 2013/14, small businesses (defined as those with turnover under the VAT threshold) will be able to prepare accounts for tax purposes on a cash basis.  That means accounts showing amounts of money received and paid in the year, without regard to debtors, creditors and stock, or the distinction between capital and revenue expenditure.  That defies all normal accounting convention, but I suspect that people who prepare their own tax returns have been doing this for a long time, so HMRC will be happy that they no longer have to investigate them.


One problem with using the cash basis is that ignoring things like debtors and creditors can make the profit fluctuate a lot from year to year.  That would make tax payments even more erratic and could even lead to an unnecessary higher-rate liability in a year when the profit appears higher.  Variations in profit are also likely to prompt an investigation from HMRC.

Disincorporation


People usually have good reasons for forming a company to run a business but, years later, it may no longer be appropriate and there may be unpleasant tax consequences in winding up.  The government will therefore be consulting on options to make disincorporation easier.

Capital Allowances


As announced in the 2011 budget, capital allowances for businesses have been reduced for 2012/13:

1. The Annual Investment Allowance will be reduced from £100,000 to £25,000.

2.
The main rate will be reduced from 20% to 18%.

3.
The special rate will be reduced from 10% to 8%.

Individual Savings Accounts


The limit for 2012/13 has been increased to £11,280, of which £5,640 can be invested in a cash ISA.


A new Junior ISA will be introduced for U.K. resident children who do not have a Child Trust Fund.  Although they will be tax-exempt like adult ISAs, there seems little advantage in them, as children would generally be non-taxpayers anyway so would not have to pay tax on interest.  The only benefit may be that banks will offer a better rate of interest than an ordinary savings account.

State Pension Age


The state pension age is already set to rise to 66 then 67, but the Chancellor will set up an automatic review to ensure that it continues to rise in line with life expectancy.

Cap on Tax Reliefs


There is already a limit on the tax relief on pension contributions.  The Chancellor has proposed that other reliefs, such as charitable donations, losses and enterprise investment schemes, should also be capped.  The maximum that can be claimed in such reliefs will be limited to £50,000 or 25% of income, whichever is greater.  This has caused some concern among charities that wealthy people will be deterred from making large donations.

Capital Gains Tax


The Annual Exemption for 2012/13 is frozen at £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 remaining £10m.

Inheritance Tax


There have been no changes, so the nil-rate band is still £325,000 and the rate of tax 40% above that.

VAT


The registration threshold has been increased by £4,000 to £77,000; the de-registration threshold has increased by the same amount to £75,000.


There has been a minor change to the rules on hot takeaway food, so that everything except freshly-baked bread will now be standard-rated.
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