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Budget changes
There was a time when we did not produce a newsletter about the Budget as
there were very few items of interest for personal financial planning. How times
have changed!
These days, we only seem to have to blink and George Osborne will have
announced some change which will have a significant impact on savings,
investment and pension planning.
Thankfully, as was touted before the event, there were no changes to pension tax
relief and Mr Osborne even took time to tell us that he was not changing existing
rules relating to tax-free cash either.
However, there was more than enough to whet our financial planning appetites,
even though the Budget announcement itself was more about confirming that the
changes already scheduled to materialise for the 2016/17 tax year are in fact
happening.
In this newsletter, we will look firstly at the new changes announced in the recent
Budget, which will still require ratification from a Finance Act. We will then
consider the changes coming in at the start of the new tax year, which had been
announced in previous Budget statements.

Income tax – personal allowance and bands
The income tax personal allowance will increase
from £11,000 in 2016/17 to £11,500 in 2017/18.
The basic rate threshold will be increased from
£32,000 in 2016/17 to £33,500 in 2017/18, thus
creating a higher rate threshold of £45,000 in
2017/18.
The NICs Upper Earnings Limit will also increase
to remain aligned with the higher rate threshold.
There remains no change to the additional rate
threshold of £150,000 or the tapered removal of
personal allowance where income exceeds
£100,000.
New tax allowances – ‘property income’ and
‘trading income’
The new ‘dividend’ tax allowance and ‘savings tax’
allowance remain scheduled to commence from 6
April 2016 (see later in newsletter).
Additionally, from April 2017, the government will
introduce a new £1,000 allowance for property
income and a £1,000 allowance for trading income.
It will be interesting to see whether the property
income allowance will apply to income generated
from collective property funds, thus allowing it to
be used for more mainstream investment returns
as opposed to outright property rental.
The trading income allowance will obviously assist
those with minimal income from micro-trading (on
e-bay, car-boot sales or whatever) in no longer
needing to declare or pay tax on that income.
Capital Gains Tax – general
For disposals on or after 6 April 2016, the higher
rate of CGT will be reduced from 28% to 20% and
the basic rate will be reduced from 18% to 10%.
However, there will be an 8% surcharge for gains
on residential property (that do not qualify for
private residence relief) whereby the 28% and 18%
rates will effectively continue to apply.
This is good news for investors in liquid assets but
no change for those investing directly into property.

ISA allowance
The ISA allowance will rise from £15,240 to
£20,000 in April 2017.
The Lifetime ISA
From April 2017, individuals aged between 18 and
40 will be able to open and save into a Lifetime ISA
and the government will provide a 25% bonus on
the annual contribution made at the end of each
tax year. The bonus will be paid on contributions of
up to £4,000 per tax year (maximum bonus £1,000)
until age 50.
Any contributions to a Lifetime ISA will sit within the
overall £20,000 ISA limit and transfers from other
ISAs will be allowed to fund a Lifetime ISA. The
government wants it to be as easy as possible for
individuals to save additional funds on top of those
receiving a bonus (for example, if they want to
contribute more than £4,000 a year or keep
contributing after age 50) so will now explore
options with our industry.
After an initial holding period of 12 months, funds
can be withdrawn to buy a first home up to a
maximum of £450,000 without loss of bonus or
other penalty. Similarly, no loss of bonus or other
penalty will apply where funds are withdrawn from
the age of 60 (or on earlier diagnosis of terminal ill
health).

Other withdrawals will be allowed at any time but
the bonus element of the fund (including any
interest or growth on that bonus) must be returned
to the government and a 5% charge will be
applied.
The government will also explore whether there
should be the flexibility to borrow funds against the
Lifetime ISA without incurring a charge if the
borrowed funds are fully repaid and whether other
lifetime events could be included in the ‘penaltyfree’ range.
The Help to Buy ISA will still remain available to
new savers until 30 November 2019, and open to
new contributions until 2029. Savers will be able to
save into both but will only be able to use the
government bonus from one of their accounts to
buy their first home.
The bonus is equivalent to upfront basic rate tax
relief on pensions and, where there is no penalty
on access, it is more tax-efficient than a pension
for basic rate tax payers as there is no tax on
withdrawal. Of course, for retirement the minimum
age is 60 whereas it is currently 55 for pensions
(albeit that this minimum age will increase) and
there is no bonus after age 50 for the LISA
whereas there is tax-relief throughout with a
pension.
Add the LISA to the cash ISA, the stocks and
shares ISA, the Innovative Finance ISA, the Help
to Buy ISA and the JISA…then throw in all the
differing rules and the ISA regime is becoming
ever more complex.
However, LISAs are sure to be an attractive
means of parents and grandparents providing
financial support to young adults/children to help
them both with the purchase of their first homes
and in planning for their retirement.
March 2016 Budget - Overview
Overall, the latest Budget has provided good news
for savings and investments but please remember
that these changes have yet to receive Royal
consent through a Finance Act, which will usually
happen during the summer months.

Changes happening with effect from 6th April
2016
There are a number of changes occurring at the
start of the new tax year as a result of previous
Budgets and Autumn statements. Here is a brief
summary of the key changes.
New dividend tax allowance
From April 2016 the Dividend Tax Credit will be
replaced by a new tax-free Dividend Allowance.
The Dividend Allowance means that we will not
have to pay tax on the first £5,000 of our dividend
income, no matter what non-dividend income we
have.
The allowance is available to anyone who has
dividend income.
Headline rates of dividend tax are also changing.
We will pay tax on any dividends we receive over
£5,000 at the following rates:
• 7.5% on dividend income within the basic
rate band
• 32.5% on dividend income within the higher
rate band
• 38.1% on dividend income within the additional
rate band

This simpler system will mean that only those with
significant dividend income will pay more tax. If we
are an investor with modest income from shares,
we will see either a tax cut or no change in the
amount of tax we owe.

Pension allowances
The Lifetime Allowance for pension funds is being
reduced from £1.25 million to £1 million with effect
from 6 April 2016. If we have a pension fund which
is already greater than £1 million or has the
potential to be so by the time we retire, we can
apply for different types of protection which can
help us to retain the higher Allowance.
For Additional Rate Taxpayers, the Annual
Allowance (the maximum amount that can be
contributed to a pension in any one tax year) is
being reduced from £40,000 to as low as £10,000
depending upon exact taxable income.
We will be in touch with any clients for whom these
changes may be an issue.
Summary
We are getting used to the fact that George
Osborne’s Budgets tend to include some quite
radical changes to the personal financial planning
landscape. Unfortunately, they tend to make things
more complicated as we can see with the ISA
regime.

New savings tax allowance
From 6 April 2016, if we are a basic rate taxpayer
we will be able to earn up to £1,000 in savings
income tax-free. Higher rate taxpayers will be able
to earn up to £500. This is called the Personal
Savings Allowance.
Savings income includes account interest from:
• bank and building society accounts
• accounts with providers like credit unions or
National Savings and Investments
• interest distributions (but not dividend
distributions) from authorised unit trusts,
open-ended investment companies and
investment trusts
• income from government or company bonds
• most types of purchased life annuity payments

Clearly, as your financial planners, we have to
keep our knowledge of the changing legislation
up-to-date and please, rest assured that we will be
in touch with you if there are any aspects of
changing legislation which impact upon your
personal circumstances.

“we have to keep our
knowledge of the changing
legislation up-to-date”
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Interest Rates
(BOE base
rate)

0.5%

0.5% at
31.03.16

The Bank of England Base Rate remains at 0.5%.

House Prices
(Nationwide)

House prices
increased by
4.5% in 2015

The annual
change in
house prices
is 5.7% at
31.03.16

UK house prices increased by 0.8% in March and
there was an acceleration in annual house price
growth to 5.7%.

6242.30

6,174.90 at
the close on
31.03.16

The FTSE 100 increased by 1.28% in March.
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