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June/July 2015
N E W S L E T T E R

Summer Budget 2015

This newsletter is slightly later than usual, to allow it to include coverage of the Summer Budget on 8 July.  This is the first truly Conservative budget speech by George Osborne, as he is no longer restricted by his former Liberal Democrat coalition partners. I have concentrated on taxation measures, of which there are many more than expected, but the budget also contained announcements on benefits and other spending.
Income Tax Allowances and Rates 

The personal allowance will increase from £10,600 now to £11,000 in 2016/17 and £11,200 in 2017/18.  The higher-rate threshold will rise from £42,385 now to £43,000 in 2016/17 and £43,600 in 2017/18. The basic rate of tax is locked at 20% for the duration of this parliament.
Dividend Taxation


Dividends currently carry a 10% Tax Credit which covers the liability of a basic-rate taxpayer, while a higher-rate taxpayer pays an extra 22.5%. From April 2016, the Tax Credit will be abolished and the first £5,000 of dividends received by an individual will be exempt from tax; the excess will then be liable at 7.5% for basic-rate taxpayers and 32.5% for higher-rate taxpayers.

This change will make a limited company less attractive as a way for a small business to save tax, even with the reduction in Corporation Tax.
Capital Allowances

The Annual Investment Allowance, which allows the full cost of plant and machinery (but not cars) to be deducted from profits in the year of purchase, was temporarily increased from £25,000 to £500,000 up to 31 December 2015. It will now reduce to a new permanent rate of £200,000 which, for most small businesses, will be enough to cover all purchases in a year.
Inheritance Tax


There will be an extra nil-rate band when a residence is passed on death to direct descendants. It will start at £100,000 in 2017/18, and then increase to £125,000 in 2018/19, £150,000 in 2019/20 and £175,000 in 2020/21. Like the general £325,000 nil-rate band, any part of this additional amount which is not used can be passed on to a surviving spouse or civil partner.  So then, 2 x £325,000 plus 2 x £175,000 makes a potential nil-rate band of £1,000,000 for any married couple. This is not quite the £1,000,000 IHT threshold which the Conservatives have long promised, but it will operate as such for many people.
Corporation Tax


The rate of Corporation Tax will be reduced from 20% to 19% in April 2017 and to 18% in April 2020.
Rental Income
1. Landlords of furnished residential properties can currently claim either the cost of replacing furniture, or an annual Wear and Tear Allowance of 10% of rents. Landlords of unfurnished properties can claim neither, even where they provide basic items like carpets and kitchen appliances. From April 2016, all residential landlords will be able to claim the cost of replacing furniture and the Wear and Tear Allowance will end.
2. Starting from April 2017, the relief on mortgage interest will be restricted to basic-rate tax.

3. Rent-a-room relief will increase in April 2016 from £4,250 to £7,500.

__________________________________________
_
Employment Allowance


This allowance, which is a deduction from employers’ National Insurance Contributions on wages, will be increased from £2,000 to £3,000.  One-person companies, however, will be stopped from claiming unless there are non-director employees; it is probably too much to hope that the director’s spouse would count as that other employee.
___________________________________________

Tax Credits


The government continues to tinker with the Tax Credit system, which was supposed to have been replaced by Universal Credit by now. The aim is to save money.
1. From April 2016 the taper rate will increase from 41% to 48% and the income threshold will be reduced from £6,420 to £3,850.

2. The Child Element will not be awarded to third or subsequent children born after April 2017 or to more than two children of new claimants after then.

3. From April 2016 the income disregard (increase in income ignored when a claim is reviewed after the end of the year) will fall from £5,000 to £2,500.

4. From April 2017, the Family Element will be limited to those already receiving it. 

5. Tax Credits will be frozen for the next four years. 
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