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B U D G E T   N E W S   2014

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 was keen to emphasise the country’s good economic performance, with both actual and forecast growth being higher than expected a year ago.  Government finances are still in a poor state, however, and it will be several years before the budget deficit is eliminated, even on the most optimistic forecasts.  Moreover, all of the Chancellor’s careful planning could be upset by the possible economic consequences of political development in Europe.

The tight fiscal constraints of the government’s finances meant that there were never going to be any big giveaways, so what tax changes there were are just tinkering with the system.  Conversely, there were never going to be any big tax rises either, with an election just over a year away.

Tax-exempt Savings


Increase
2014/15



£
£

Individual Savings Account (ISA)



Overall limit
360
11,880


of which cash
180
5,940

Junior ISA
120
3,840

Child Trust Fund
120
3,840


These are the rates as originally planned, which will apply from 6 April 2014.  The Chancellor announced, however, that ISAs will be reformed on 1 July 2014 into the New ISA (NISA).  The subscription limit for 2014/15 will increase to £15,000, which can be split as the saver pleases between a Cash NISA and a Stocks and Shares NISA.


The Junior ISA limit will rise to £4,000 on 1 July 2014.

Income Tax changes for 2014/15

Personal allowances have been increased as promised for 2014/15:


Increase  New rate  Notes
                                             
    £
    £

Personal allowance
560
10,000
4

Age allowance


Born between 6.4.38 and

                           5.4.48
-    
10,500


Born before 6.4.38
-    
10,660


Income limit
900
27,000
1

Married couples 
(minimum)
100
3,140
2,3


(over 80)
250
8,165
2,3

Blind person’s allowance
70
2,230
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 £28,320 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 £120,000, when it is lost completely.

The basic rate of tax is still 20% and applies to the first £31,865 of taxable income (the threshold was £32,010 in 2013/14 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 £118,135 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.

Although the 10% tax rate has been abolished for most people, it will still apply up to £2,880 on the savings income (generally bank interest) of people whose taxable non-savings income is below that level.

New Tax Credit Rates



Increase
2014/15



£
£

Working Tax Credit

Basic element
20
1,940
Couple and lone parent element
20
1,990
30 hour element
10
800
Disabled worker element
80
2,935
Severe disability element
35
1,255
Child Tax Credit

Family element
0
545
Child element
30
2,750
Disabled child element
85
3,100
Severely disabled child element
35
1,255
Income thresholds for withdrawal of Tax Credits

Basic

0
6,420
Those entitled to CTC only
100
16,010

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.

Air Passenger Duty


The three bands for long-haul flights will be merged into one from April 2015 to remove anomalies in the rates for various destinations.

Bingo Duty


The rate of bingo duty is being reduced from 20% to 10% on 30 June 2014.

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 for a period of two years.  The Chancellor has now announced a further increase to £500,000 a year from April 2014 to December 2015.


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.

Tax changes for 2015/16
1.
The personal allowance will increase to £10,500, which is the same as the current age allowance for people born between 6 April 1938 and 5 April 1948.  One more increase and it is likely to overtake the current allowance of £10,660 for people born before 6 April 1938; that would be the end of age allowances.
2. Married couples and civil partners will be able to transfer part of the personal allowance between them, provided that neither is a higher-rate taxpayer.  The amount was originally announced as £1,000, but has been increased to £1,050 to keep it at 10% of the personal allowance.  It will be beneficial where one spouse is a non-taxpayer and the transfer will save the other spouse £210 a year In tax.

3.
The 10% starting rate of tax for savings will be replaced by a nil rate up to £5,000.  It is difficult to explain how this will operate; it is easier to say that it will not apply to anyone whose non-savings income (earned income and pensions) is £15,500 or more.

Stamp Duty Land Tax


Two years ago, the government introduced a 15% rate of SDLT for residential properties purchased through companies at a cost of more than £2million.  That threshold has now been reduced to £500,000.

Those companies also have to pay an annual tax charge.

VAT


The registration threshold has been increased by £2,000 to £81,000; the deregistration threshold has been increased by the same amount to £79,000.

Alcohol Duty

1. The duty on bear has been reduced by 1p a pint. Despite the Chancellor claiming that this will be good for beer drinkers, I cannot see the reduction being passed on to consumers.

2. The duty on spirits has been frozen.

3. The duty escalators for wine and high strength cider will end.

Pension Changes


The government has for a long time encouraged people to save for their retirement by allowing tax relief on contributions to registered pension schemes.  The use of the money so saved has been highly controlled so that, apart from a tax-free lump sum of about a quarter of the fund, it had to be used to buy an annuity, which is an income for life, taxable as it is received.  The rules were relaxed slightly in recent years, to allow an income to be drawn from the fund without buying an annuity, but the amount which could be taken each year was still limited.  Those rules ensured that the savings which had been subsided through the tax system were genuinely used to provide an income in retirement.


It came as a major surprise, therefore, when the Councillor announced that all of these restrictions will be abolished over the next few years, allowing people to use their pensions funds as they please on retirement, even withdrawing all of the money at once.  After the tax-free lump sum, anything else would still be taxable at the time it is withdrawn; if the whole fund is taken at once, then the marginal rate of tax could be much higher than it would have been on annual withdrawals.


Not surprisingly, many commentators are worried that some people will be reckless with their retirement savings, blowing it all on cars and holidays and then expecting the state to support them when it has all gone.  There are two other concerns:

1.
Those who expect to live into their nineties may still view an annuity as the best value option but, if they are the only people taking them, then the annuity rates will continue to fall.

2. 
There may be a rush of people using their retirement funds to invest in buy-to-let properties, which would have a detrimental effect on the housing market.

Classic Cars


For some years now, vehicles registered before 1 January 1973 have been exempt from road tax.  That date will now automatically move forward one year on 1 April each year, so that all vehicles become exempt from road tax when they are more than 40 years old.
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