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SPRING IS SPRUNG
And so I (Geoff) come to put pen to paper once again.  My retirement hasn’t actually been as total as I originally planned since I did spend some of the winter lending a hand to supplement numbers a bit following Michael’s retirement.  Enough to be a help and enough to make me realise that I’m not cut out for this kind of thing any more.  I also haven’t finished the best-selling novel or movie script yet but it might help if I actually started.  Too many other things clamouring for attention I’m afraid.  So I will sublimate my need to write by knocking off a few words about the Budget, life at EMTACS and financial plans for the coming years.

Michael has left us – although we tried to convince him otherwise and he can enjoy his life as a Leicester City season ticket holder – probably more than he expected! Liz joined the fold to keep the tax side of things ticking over and you might bump into Michelle on the accounts side.  Apart from that, the hardcore gang continue, people only leave to relocate or retire and that consistency helps us know your financial affairs inside out.

REPORT CARD FOR JANUARY

Without me around for the better part of the January hiatus, the team managed similar levels of getting the returns in on time as has been the case in the past.  It was amusing to see just who reads our newsletters as some clients rang up to speak to me only to find that like Alice, I don’t live here any more.  We emerged with no-shows from the usual suspects and we’ve been working on those because of the much more brutal deadline at the end of April.  If your 2014/15 Return is still not with the Revenue by now then you’ll be getting penalties of £10/day up to £900 in late July, and an extra £300 on August 1st. 

ODD ALLOWANCES

[image: image2.jpg]



There’s a new tax allowance on the block – the Marriage Allowance.  This is supposed to be a tax benefit for spouses/civil partners with one half having income below the tax threshold.  The allowance isn’t enormous – for 2015/16 it’s £1,060 at 20% (you can’t get it if you’re a higher rate tax-payer).  It’s a free £212 so if you as a couple have such a situation, make sure you tick the box for this on the Green Tax Return questionnaire form.

The lower-income person applies for it, which they do either on a Tax Return or by doing it online at https://www.gov.uk/marriage-allowance.  If you or your other half is not a taxpayer then we need to know their full name, their NI number and to have a copy of their P60.  Still let us know if you’ve done this online.
The oldie is the Blind Person’s Allowance.  For some reason the Revenue give a tax allowance to those registered as blind.  Deaf, mute, disabled, mental health problems?  Tough – the Revenue don’t care.  Possibly the reason for this unfairness is that blindness is something that has a registration process.  If your vision gets bad then you register this fact with the local authority in order to qualify for access to help with visual aids etc.

It is a worthwhile thing too – for the 2015/16 year you are able to claim £2,290 worth of tax allowance which if you are a basic rate taxpayer reduces your tax liability by £458.  Of course if you have no tax liability this isn’t helping, but the theory’s good.

BILLS

Please remember that accounts paperwork received after 15 Dec 2016 will incur our usual surcharge to cover the overtime that everyone has to work during those two chaotic months as we do our best to get as many Returns as possible submitted before the 31 Jan filing deadline.  This will add £50 (plus £10 VAT for the Chancellor) to your bill, so it is worth getting your stuff to us before 15 December.  Remember that for us to guarantee filing your Return by 31 January 2017 we need all the paperwork and information by 31 October 2016.
DIVIDENDS
We have now reached 2016/17 and a new set-up applies for dividends.  The Treasury’s plan is to put a stop to wicked people who manipulate the system by trading as a Limited Company when they don’t really need to, thereby saving themselves National Insurance and facilitating juggling profits from one year to the next so as to avoid Higher Rates of tax.  I can’t say I blame them – it was always something I felt a bit squeamish about but it was legitimate tax avoidance.  

What happens is that the company will still pay tax at 20% (falling to 19% for 2017/18 and to 18% for 2020/21).  Under the old system, after the profits were taxed, you could just take the money out as dividends and wouldn’t have to pay anything further on the money unless you ended up a Higher Rate taxpayer.  That usually meant taking wages of £8K and dividends of around £30K.  A bit of a faff but better than paying Class 4 NI of 9% on the profits as well.

Now if you want to carry on like that for 2016/17, things will be different.  Dividends that you receive will be taxed at 0% for the first £5K and then at 7.5% for anything that doesn’t make you a Higher Rate taxpayer, but an ugly 32.5% on anything beyond that.  Suppose your business makes a £45K profit before you take anything….

Old Rules:  As a company, you pay yourself an £8K salary and pay 20% Corporation Tax on the remaining £37K profits, so £7,400.  That leaves £29,600 profits that you take as dividends.  Nothing more is owed, so the taxman gets £7,400.

New Rules:  The company pays the same salary, has the same profit and a Corporation Tax bill of £7,400 is owed.  But for Income Tax things are different.  Of the £29,600 divs, £3K is covered by your normal tax-free allowance not used by the salary and £5K is at 0% but you are charged £21,600 @ 7.5% = £1,620.  Taxman ends up with £9,020

As Sole Trader: The profits of £45K are covered by £11K personal allowance.  You owe 20% on the next £32,000 and 40% on the top £2,000 for total Income Tax of £7,200.  But you also owe £3,330 in National Insurance.  Taxman ends up with £10,530.
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So running through a company with this level of profits used to save you over £3,000 and now saves you £1,500.  Still worth it (and it can still be used to smooth out profits from a fat year) but now the advantages are less clear cut.  We will be looking at these things on a case by case basis to see that companies continue to be helpful and seeing what the most effective routes are.

THOSE EVIL LANDLORDS

A number of changes have come in at the beginning of this tax year, which affect those who have rented out either a part of their house or who are renting out properties in a buy-to-let way.  One of these changes is nice and three are negative.

The good one is for those with tenants in their own home.  The Rent-a-Room Relief has been stuck at £4,250 since 1997 and to bring it up to a more realistic figure this limit has been increased to £7,500.  You can’t then claim anything else against the rents you receive because it’s meant to be a simple system.  Note that if your tenants are paying a chunk of the household bills you should make sure that they pay money to British Gas and not to you as their share of a British Gas bill.  Otherwise it’s treated as rent.

Downer No. 1:  From 1 April 2016, anyone who is buying a house which is a second or additional property gets to pay an extra 3% on all the stamp duty bands.  That means a steep increase across the board.  For a £200K property the stamp duty bill rises from £1,500 to £7,500.  If you are buying a new home but have yet to sell an old one then you can get back the ‘extra’ stamp duty that you’ve paid so long as the sale of the old one goes through in less than three years.

I think this is designed to stop people building property empires by buying properties and doing up and selling on.  It eats into any resale profits you might have been hoping for.  If your plan is to buy something for your retirement income then it’s a pain but over a 20 year period it’s not the end of the world.  Existing rented properties are unaffected.
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Downer No. 2:  Not in until April 2017 is the reduction in tax relief that you can claim on any loan interest incurred on buying a property.  You used to be able to just subtract the interest paid from the rental income and so if you were a Higher Rate taxpayer you’d be getting the taxman to give you 40% back.  From 2017/18 this will be reduced over a period of 4 years, so that by the 2020/21 year you can only get 20% relief on what you pay in interest.  This change is portrayed as a means by which higher-income people get no more advantage than basic-rate taxpayers – really it’s a way of the Treasury dipping their beak into the profits of those evil landlords who don’t have the best of reputations.

Downer No. 3:  If you rent a place furnished (providing beds, furniture etc) then you were able to claim 10% of your rental as a fair payment for the wear and tear on your soft furnishing.  From April 2016 this is scrapped and you must claim for the actual costs of replacing things in your rental property. Note this does not mean expanding what is provided by you as a landlord.  So if you replace a defective TV with a combined TV and satellite system you’ll only be able to claim for a replacement TV.  But if you put a comfy 3 piece suite to replace the naff collection of odd chairs that were there before, you can claim that cost.
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A DEATH IN THE FAMILY

Bet you’ve never seen one of these before.  It’s the origin of the phrase “weekly stamp”.  Once upon a time employees had these too.  Employers bought a stamp for each employee each week and stick it on a card.  At the end of the year the employer would submit the card and the employee would count the year towards pension rights.  If you left a job part way through a tax year, your employer would give you the card to pass to the new employer to take over.  That’s where the expression “to give someone their cards” comes from.  If you then signed on as unemployed, you would need to show the card to show your stamps were up to date in order to get the dole.  

The self-employed carried on putting their Class 2 stamps onto cards for a couple more years before they went over to paying every few weeks and it’s slowly changed to quarterly payments and now 6-monthly chunks of £70-odd.  However this system has now run to its conclusion and you all paid your last separate chunks of Class 2 NI for 2014/15 last Summer.  For 2015/16 those amounts will now be added to your tax return and handed over to HMRC with your payments for Tax and Class 4 NIC.  It’s taken over 40 years for them to make this system catch up with employees.

The Revenue have been trying to make things even more confusing by sending out letters to people whose Direct Debits have been cancelled telling them that they should be re-established and listing future NI payments.  We’ve spoken to them and they say they have no control over their computer, which “tends to run amok with these things”.  Even they have said that people receiving such requests should just ignore this.  If you have any Direct Debit payments beyond July 2015, shout and they’ll give it back even if they’re unlikely to say sorry.
And even then the Revenue aren’t content to leave it alone.  They want to scrap Class 2 NI entirely and build the amount that would have been paid into the percentage they charge for Class 4 (currently 9% of your profits over £8K or so).  But there’s a problem.  Right now it’s your Class 2 contributions that generate your pension/benefits rights.  The Class 4 NI just makes the whole thing fair and proportionate but gains you nothing.  So they need a way of altering this and in a simple fashion so that it can be done on the self-assessment Tax Returns.

UGLY RUMOURS – NO TAX RETURNS?  OR QUARTERLY?
Stories in the paper claim that people will no longer have to file a Tax Return.  Actually what this means is that people with really simple tax affairs are going to be able to not do a Return because a lot of information comes through to the Revenue via one means or another. So they get the details from your P60s and other sources and of course small amounts of interest (less than £1,000 in normal circs) are not taxable any more.  So they can sort of do your Return for you.  You do still have an obligation to tell them that you’ve just set up a massage parlour, which would of course mean that you did have to do a Tax Return after all.

However for the self-employed, for those with rental properties, substantial investment income or any sources outside of the Revenue’s reach, a Return will remain obligatory.

Second rumour – people will have to do their Tax Returns on a quarterly basis (which kind of points in the other direction).  This was an idea floated by the Treasury, which implied having to do the figures 4 times a year, quadrupling our and your efforts.  There was a lot of push-back against this idea from all manner of people and an online petition got to the 100,000 point at which Parliament has to hold a debate, in which it emerged that the Revenue were consulting on a plan to hear from businesses on a quarterly basis.  

You are businesses I’m afraid to say and it looked as if there would be a level at which this requirement would not be applied – the whole thing is now part of a consultation exercise and it emerged that it was really a means by which the Revenue could cut their costs and get a better handle on tax collection to stop people’s profits soaring without someone being aware of it.  Of course these people don’t live in the real world.  Watch this space...

TAXMAN GIVES AWAY 20% OF NOTHING
Under previous Budget changes, there’s been a change in the way interest is taxed from April 2016.  It used to be taxable in the same way as any other source of income with the exception that banks and building societies took 20% off your interest before you saw it.  The net effect for basic rate taxpayers was that there was nothing to do.  What you got from the bank was £8 but was really £10 less £2 tax and since that was the amount of tax you owed no-one cared greatly.

Now however, the government have decided to exempt the first £1,000 of the interest on your savings (basic rate taxpayers) and the first £500 of interest for higher rate taxpayers.  That’s so everyone gets the same benefit of £200.  Once upon a time this would have mattered but frankly if you’ve got £1,000 of interest then you have probably got £100K sat in your bank account.  So for nearly everyone, the limit doesn’t really matter.  What does matter is that your bank and building society will stop pre-deducting 20% tax from your interest.  So instead of getting 0.4% interest on your money, you’ll be getting 0.5%.  Whoopy doo.
But there’s a spinoff from this – the point of cash ISA’s is that your interest rolls up in a non-taxable fashion and now this isn’t relevant.  I expect cash ISA’s to wither on the vine without such an advantage.  Since you could barely get an ISA with an interest rate much above 1.5%, a whole level of faffing around will disappear.  
COMPANY DIRECTORS

For most of the last few years we have had to alter the amount that directors draw from their companies so as to maximise the efficiency of the system.  This year for once they’ve left the lower limits where they were (though they have raised other limits).  So it’s the same figure as last year and for 2015/16 you should have paid yourself £670/month.  By doing that, there’s no tax bill, no NI to pay (as an employee or an employer).  But you still get to count that year towards your future pension and benefits.

If you are one of those who actually have to pay tax and NI because of the level of wage you’re drawing or because you have employees, don’t forget the Employer Allowance which entitles you to claim back the first £2,000 of any NI that you’ve handed over to the Revenue during 2015/16.  This figure has been increased to £3,000 for 2016/17.  If you haven’t reduced payments to the Revenue during the year it’s not too late to claim this on the end-of-year forms.  If we handle the PAYE then we’ll see to those claims.

THE PENSION TRAP

There’s been a healthy degree of grumbling about the fact that the pension age has risen to 66, especially amongst women who spent the first half of their working life expecting to retire at 60.  It is true that they had 20 years notice that retirement age was increasing to 65, but the rise up to 66 was with relatively little notice and has meant quite a rapid change for those women born 1954-59.
This combines with a change in the amounts of pension payable.  The new ‘flat-rate’ pension came on stream from 6th April and so long as you reach pensionable age having paid 35 years of full-cream National Insurance then you will earn £155/week.  But there are circumstances in which the NI that you’ve paid was less than the full rate.  If you opted out of SERPS because you were paying Class 1 OR if you were part of an employer pension scheme (teaching or local authority say) then you will have paid your NI at a lower rate.  In both circs these will have contributed to your earning either a state pension up-rating or a pension from your employer.  

It’s very hard to understand the system, especially as it’s brand new but the key is to find out where you stand.  Anyone over 55 can get a pension projection from the DWP – you can do this online at www.tax.service.gov.uk/checkmystatepension or over the phone on 0345 3000 168.  The online version makes you register yourself, get yourself verified from your passport etc before it lets you in so it’s a bit more painful.

The projection will tell you how many years you’ve paid in and tell you whether or not there is any possibility of increasing your pension by paying in for future years or topping up years you might have missed.  If your record contains years when you have contributed at lower rates then you can improve them by paying a year’s worth of Class 2 NI, even if you’ve already paid in 35 years.  Complicated but the first step is to know where you stand.
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STANDING ORDER MANDATE

Please pay £               to account name EMTACS, account number 69087695 at Co-Op Business Direct (Kings Valley, Yew Street, STOCKPORT, Cheshire, SK4 2JU), sort code  08-92-99, on                                  and on the 10th day of each month thereafter, until further notice.  Please cancel any previous Standing Orders to EMTACS.

Signed ..................................................  


Date .........................................

Bank Name:
....................................................................

Address:
....................................................................


....................................................................


....................................................................


....................................................................

Account name and number:
.....................................................................

Sort Code:
.....................................................................
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