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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


With economic forecasts still bleak, the Chancellor had little room for manoeuvre, but may finally manage to restore some growth through the measures he has taken.  Many commentators, however, still consider that his forecasts are too optimistic, particularly for government borrowing.  If he is wrong, then the country’s credit rating could be downgraded again, leading to an increase in borrowing costs.


The attempt to stimulate the housing market with help for buyers is a novel idea but, to be effective, it needs to just increase activity, not fuel an increase in prices which are already too high.  Only time will tell.


As in previous budgets, the announcements on tax included some measures to take effect a year or more ahead.  One of those is the increase in the personal allowance to £10,000, which was part of the coalition agreement.


One puzzling feature of the last 12 months is the way that unemployment has been falling, despite the economy apparently being in recession.  Sometimes I wonder about how reliable government statistics really are.

Income Tax changes for 2013/14

Personal allowances have been increased as promised for 2013/14:


Increase  New rate  Notes
                                             
    £
    £

Personal allowance
1,335
9,440
4

Age allowance

Born between 6.4.38 and

                           5.4.48
-    
10,500
Born before 6.4.38
-    
10,660

Income limit
700
26,100
1

Married couples 
(minimum)
80
3,040
2,3


(over 79)
210
7,915
2,3

Blind person’s allowance
60
2,160
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 £28,540 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 £118,880, when it is lost completely.

The basic rate of tax is still 20% and applies to the first £32,010 of taxable income (the threshold was £34,370 in 2012/13 and the effect of the reduction is to cancel out most of the benefit of the increased personal allowance for higher-rate taxpayers).  The next £117,990 is taxable at the higher rate of 40%, then income over £150,000 is taxable at the additional rate of 45% (reduced from 50% in 2012/13).  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.

Although the 10% tax rate has been abolished for most people, it will still apply up to £2,790 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.   With the reduction in the additional rate of Income Tax, however, the tax credit on distributions to beneficiaries is now only 45%, so may not cover all of the tax paid by the trust.
VAT


The registration threshold has been increased by £2,000 to £79,000; the deregistration threshold has been increased by the same amount to £77,000.


As usual, there will be new fuel scale charges for vehicles with private use for VAT periods starting on or after 1 May 2013.

Childcare


There is currently a scheme where employers can provide tax-free childcare vouchers to employees, which are worth up to £55 a week to a basic-rate taxpayer.  That will be phased out from Autumn 2015, to be replaced by a scheme which will allow payments to buy childcare vouchers up to the value of £6,000.  The vouchers will be purchased at a 20% discount which, effectively, gives basic-rate tax relief.  To begin with, only children under 5 will be eligible, but later all children up to 12 will be included.  Both parents must be working, each with income under £150,000, and they must not be receiving support through tax credits or universal credit.
Future Income Tax Changes


Age allowances have already been restricted to those who were over 65 or 75 on 5 April 2013, so there will be no new claimants, and the amount is likely to remain the same.  The basic personal allowance will increase to £10,000 in 2014/15 and will rise with inflation after that so, in time, it will catch up with the age allowances and they will disappear altogether.

The higher personal allowan+ce for 2014/15 will be partly funded by reducing the basic-rate tax band from £32,010 to £31,865.

Company Car Tax


From 2015/16, the percentage of list price used to calculate company car benefits will be increased by 2%, with a new maximum of 37%.  The percentage used is determined by the exhaust emissions of the car.  The new starting rate will be 13%, to replace the zero rate for zero-emission cars and the 5% rate for low-emission (up to 75g/km) cars.  The rate then increases by 1% for each 5g/km of exhaust emissions.
Corporation Tax


The main rate has been reduced as planned.


2012/13
2013/14

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

next £1,200,000
25%
23.75%

Additional (main rate)
24%
23%


The main rate will fall again to 21% for 2014/15 (as announced last year) then to 20% (the same as the small companies’ rate) for 2015/16.  There will then be a single rate of 20% for all companies, so there will no longer be any need for the complicated associated company rules, which were designed to prevent large companies being divided into small units to take advantage of the small companies’ rate.  That change will delight accountants everywhere, as the rules for deciding what was an associated company were horribly complicated.

Banks also pay a levy based on their asset value, and that will be increased to ensure that they do not benefit from the lower rates of Corporation Tax. 
Employment Allowance


From April 2014, all employers will have an allowance of £2,000 a year to set against their employer’s National Insurance liability.  This is intended to encourage employment by significantly reducing the costs for small businesses.  The detailed rules have yet to be announced, but inevitably there will be extensive anti-avoidance provisions, to prevent businesses being artificially split to claim the allowance more than once.

Pension Contributions


The limit on pension contribution eligible for tax relief will be reduced from £50,000 to £40,000 a year in 2014/15.  The lifetime allowance will be reduced from £1.5m to £1.25m at the same time.

New Tax Credit Rates



Increase
2013/14



£
£

Working Tax Credit

Basic element
-    
1,920
Couple and lone parent element
20
1,970
30 hour element
-    
790
Disabled worker element
65
2,855
Severe disability element
30
1,220
Child Tax Credit

Family element
-    
545
Child element
30
2,720
Disabled child element
65
3,015
Severely disabled child element
30
1,220
Income thresholds for withdrawal of Tax Credits

Basic

-    
6,420
Those entitled to CTC only
50
15,910

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 £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.
Tax-exempt Savings


Increase
2013/14


£
£

Individual Savings Account (ISA)



Overall limit
240
11,520


of which cash
120
5,760

Junior ISA
120
3,720

Child Trust Fund
120
3,720

Cash Accounting


As planned, businesses with a turnover up to the VAT registration threshold will be able to prepare accounts on a cash basis from 2013/14.  That means that only amounts received or paid during the year are included, with no adjustment for stock, debtors and creditors.  Although that seems simple, there are special rules for calculating allowances for motor expenses, use of house and loan interest.  It will also be necessary to make an adjustment in the years when a business changes from the normal accruals basis to cash accounting or back again.


No accountants are likely to use cash accounting for clients, as it does not save much work and does not produce results which give a true and fair view in accordance with normal accounting principles.  The only users, therefore, are likely to be people preparing their own tax returns.  Experience tells me that most of those people will not read the rules properly, so will not produce figures which are accurate even on this supposedly simpler basis.

I have heard nothing about whether banks and building societies will be willing to accept cash accounts as proof on income in a mortgage application, but they generally do not understand accounting and tax rules, anyway.

General Anti-Abuse Rule


There is a long-standing legal principle that people are allowed to arrange their affairs within the law in order to minimise their tax liabilities.  That is called tax avoidance, which is legal, as opposed to tax evasion, which is saving tax by illegal means.  In recent years, governments have become concerned by what they call “unacceptable” or “abusive” tax avoidance, which seeks to use the law to gain an advantage which was not intended.


Some accountancy firms promote such tax-avoidance schemes, so a law was introduced several years ago requiring users to disclose the fact on their tax returns.  Many such schemes have failed when challenged in the courts but, where they succeed, the only option for government has been to make complicated changes in the law.


The Finance Bill will therefore introduce a General Anti-Abuse Rule (GAAR) to counteract any tax advantages arising from “abusive” tax avoidance arrangements.  It seems that it will be up to HMRC to decide what is “abusive” but presumably it will be possible to challenge them in the courts.  To me, that seems like a field day for tax lawyers.

Excise Duties
1.
The fuel duty increase which was due to take effect on 1 September 2013 will be cancelled.

2.
Tobacco duties have been increased by 2% above the rate of inflation.

3.
Duties on spirits, wine, cider and perry have been increased by 2% over inflation, adding 2p to a litre of cider, 10p to a bottle of wine and 38p to a bottle of spirits.

4
The big surprise was a reduction in beer duty of 1p a pint.  Personally, I cannot see this having much effect in either pubs, where prices are generally rounded to the nearest 10p, or supermarkets, where six cans will still sell for £5.

5.
Except for HGVs and buses, road tax will increase in line with inflation from 1 April 2013.

Help to Buy

Two schemes will be introduced.

1.
From 1 April 2013, the equity loan scheme will provide up to 20% of the value of a new-build home, provided that the buyer has a 5% deposit.  The loan is interest free for five years; from year six, a fee of 1.75% is payable, rising annually by inflation plus 1%.  If interest rates remain low, that could look very expensive after a few years.

2.
From 1 January 2014, the mortgage guarantee scheme will help buyers with small deposits to obtain mortgages, by covering potential losses to lenders if the borrower does not repay the loan.  This is not limited to new-build homes.


Both schemes are limited to properties with a value up to £600,000.
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