
 
 

__________________________________________________________________________________ 
Page 1 of 7 CPP, Chartered Accountants March 2016 

SPRING 2016 BUDGET – SOME SELECTED HIGHLIGHTS 

 

PERSONAL TAX 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  

The usual tweaks 
 
 
Tax bands and rates 
 
 
The personal allowance in 2016/17 will be £11,000, up from £10,600.  It will rise to 
£11,500 in 2017/18, instead of £11,200 which was previously announced.  This will 
benefit all those with income up to £100,000; above that level the personal allowance 
tapers away by £1 for every £2 above £100,000, meaning that in 2016/17 taxpayers 
with income above £122,000 will have no personal allowance. 
 
 
From 2016/17 there will no longer be an age-related allowance for those born before 
6th April 1938. 
 
 
The higher rate threshold above which tax is payable at 40%, currently £42,385 for 
those eligible for the personal allowance, will be £43,000 in 2016/17 and £45,000 in 
2017/18.  The Government’s intention is to raise it to £50,000 by the end of this 
Parliament.  Additional rate tax at 45% continues to be payable on income above 
£150,000. 
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Dividend tax changes 

 
Dividends: £5,000 tax free? 
 
Many individuals do not have £5,000 of dividend income so are potential winners in the new regime.  
The removal of any tax on dividends up to £5,000 increases the attractiveness of holding some 
investments which provide dividend returns rather than interest receipts.  Use can then also be 
made of the CGT annual exemption (currently £11,000) by selective selling of investments. 
 
Basic rate taxpayers in particular need to appreciate that all dividends received still form part of the 
total income of an individual.  If dividends above £5,000 are received, the first £5,000 will use up 
some or all of any basic rate band available.  The element of dividends above £5,000 which are 
taxable may well therefore be taxed at 32.5%. 
 

 
A no-brainer for the under 40s? 
 
Lifetime ISA 
 
A new Lifetime ISA will be available from April 2017 for adults under the age of 40.  Individuals will 
be able to contribute up to £4,000 per year and receive a 25% bonus from the government.  Funds, 
including the government bonus, can be used to buy a first home at any time from 12 months after 
opening the account, and can be withdrawn from age 60 completely tax-free. 
 
 
Further details of the new account, which will be available from 2017, are as follows: 
 

 Any savings an individual puts into the account before their 50th birthday will receive an added 
25% bonus from the government. 
 

 There is no maximum monthly contribution and up to £4,000 a year can be saved into a Lifetime 
ISA. 
 

 The savings and bonus can be used towards a deposit on a first home worth up to £450,000 
across the country. 
 

 Accounts are limited to one per person rather than one per home, so two first time buyers can 
both receive a bonus when buying together. 
 

 Where an individual already has a Help to Buy ISA they will be able to transfer those savings into 
the Lifetime ISA in 2017, or continue saving into both.  However, only the bonus from one 
account can be used to buy a house. 
 

 Where the funds are withdrawn at any time before the account holder is aged 60 they will lose 
the government bonus (and any interest or growth on this) and will also have to pay a 5% 
charge. 
 

 After the account holder’s 60th birthday they will be able to take all the savings tax-free. 
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Other taxes 
 
Interest paid gross 
 
As previously announced, banks will pay interest gross from 2016/17.  This reflects the fact that 
most savers will benefit from the tax-free savings allowance (£1,000 for basic rate taxpayers, £500 
for higher rate taxpayers).  Any tax due on interest above these amounts will normally be collected 
via the PAYE code. 

 
Inheritance tax 
 
The nil rate band is currently £325,000.  As announced in the Budget in Summer 2015, from April 
2017 there will be an increase to the nil rate band for the taxpayer’s main residence.  This will be 
£100,000 in 2017/18, rising by £25,000 a year until it reaches £175,000 in 2020/21.  The result will 
be that a surviving spouse will have a nil rate band of up to £1 million (because the nil rate band of a 
deceased person is transferred to the surviving spouse).  The extra £175,000 relief will be tapered 
away for estates with a net value over £2 million at the rate of £1 for every £2 over that limit, and it 
will therefore be reduced to nil on an estate of £2.35 million. 
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BUSINESS TAX 

 
A reason to consider incorporation if a sole trader and good news for existing Limited 
Companies 

 
Corporation tax rates  
 
The main rate of corporation tax is currently 20% and this rate will continue for the financial year 
beginning on 1st April 2016.  The main rate of corporation tax will then be reduced as follows: 
 

 19% for the financial years beginning on 1st April 2017, 1st April 2018 and 1st April 2019 
 

 17% for the financial year beginning on 1st April 2020 
 
 

Loans to participators (directors) 
 
The 25% rate of tax charged on loans to participators and other arrangements by close companies 
will increase to 32.5%.  This applies to loans made and benefits conferred on or after 6th April 2016.  
This increased rate mirrors the dividend upper rate.  The government has noted that this will 
prevent individuals gaining a tax advantage by taking loans or making other arrangements to extract 
value from their company rather than remuneration or dividends. 
 
 

A small bit of good news for the self-employed? 
 
Abolition of Class 2 National Insurance Contributions (NIC) 
 
The government will abolish Class 2 NIC from April 2018 and in due course will publish its response 
to the recent consultation on state benefit entitlement for the self-employed.  This will set out 
details of how the self-employed will access contributory benefits after Class 2 is abolished. 
 
 
Making tax digital and spreading tax payments to ease cash flow 
 
From 2018 businesses, self-employed people and landlords who are keeping records digitally and 
providing regular digital updates to HMRC will be able to adopt pay-as-you-go tax payments.  This 
will enable them to choose payment patterns that suit them and better manage their cash flow. 
 
 
“Micro Entrepreneurs” 
 
There will be a new allowance for “micro entrepreneurs” (individuals earning small amounts from 
trading or property).  From 2017/18 the first £1,000 of income from trading and the first £1,000 
from property will be tax free.  Those earning more than these amounts may either deduct the 
allowances from their gross income or calculate business expenditure in the usual way. 
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EMPLOYMENT TAXES 

 

Termination payments becoming more expensive? 
 
Taxation of termination payments 
 
From April 2018 the government will tighten the scope of the income tax exemption for termination 
payments to prevent manipulation. 
 
Termination payments over £30,000 which are subject to income tax will also be subject to employer 
NIC.  The government will undertake a technical consultation on tightening the scope of the 
exemption. 
 
The tax treatment of payments in lieu of notice (PILONs) currently depends on whether they are 
contractual.  If so, they are taxable as earnings; but if not, they are tax free (subject to the overall 
limit of £30,000 on termination payments).  From April 2018 all PILONs will be subject to income tax 
and national insurance as earnings. 
 
 

Levelling the playing field 
 
Employment intermediaries and relief for travel and subsistence 
 
As announced in the Spring 2015 Budget, the government will introduce legislation in the Finance 
Bill 2016 to restrict tax relief for home to work travel and subsistence expenses for workers engaged 
through an employment intermediary.  This will bring the rules into line with those that apply to 
employees. 
 
 

Good and bad news on Employer’s NI 
 
Employment allowance 
 
The NIC Employment Allowance was introduced from 6th April 2014.  It is an annual allowance which 
is available to many employers and can be offset against their employer NIC liability. 
 
From April 2016, the government will increase the NIC Employment Allowance from £2,000 to 
£3,000 per year.   
 
BUT from April 2016 companies where the director is the sole employee will no longer be able to 
claim the Employment Allowance. 
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CAPITAL TAXES 

 

Defer any events likely to give rise to a capital gain? 
 
Capital gains tax (CGT) 
 
The current rates of CGT are 18% to the extent that any income tax basic rate band is available and 
28% thereafter.  The government is to reduce the higher rate of CGT from 28% to 20% and the basic 
rate from 18% to 10%.  The trust CGT rate will also reduce from 28% to 20%.  So if you are 
contemplating disposing of any assets giving rise to a capital gain in excess of your annual 
exemption, consider deferring the gain until the new lower rates kick in. 
 
 

But no respite for owners of more than one property 
 
The 28% and 18% rates will continue to apply for carried interest and for chargeable gains on 
residential property that do not qualify for private residence relief (including buy-to-lets). 
 
 

Entrepreneurs’ relief still highly valuable 
 
The rate for disposals qualifying for Entrepreneurs’ Relief (ER) remains at 10% with a lifetime limit of 
£10 million for each individual. 
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OTHER MATTERS 

 

Business rates 
 
Business rates have been devolved to Scotland, Northern Ireland and Wales.  The Chancellor has 
announced cuts on business rates for half of all properties in England from 1st April 2017.  In 
particular the government proposes to: 
 

 Permanently double Small Business Rate Relief (SBRR) from 50% to 100% and increase the 
thresholds to benefit a greater number of businesses.  Businesses with a property with a 
rateable value of £12,000 and below will receive 100% relief. 
 

 Increase the threshold for the standard business rates multiplier to a rateable value of £51,000, 
taking 250,000 smaller properties out of the higher rate. 

 
 

Stamp duty land tax 
 
From 17th March 2016, the Stamp Duty Land Tax (SDLT) rates for purchases or lease premiums of 
non-residential property will be nil for the first £150,000, then 2% up to £250,000 and 5% above 
£250,000.  For rent paid under a lease the rates applied to the net present value of the rent will be 
nil for the first £150,000, then 1% above £5 million and 2% above £5 million. 
 
The old system was a “slab” system in which one rate applied to the entire transaction.  This is a 
“slice” system in which SDLT is paid on the portion of each transaction that falls within the relevant 
tax band.  It echoes similar changes to SDLT on residential property in 2014. 
 
As previously announced, there will be a 3% surcharge on the purchase of additional residential 
properties from 1st April 2016.  There are some changes to the original proposal, notably that to help 
those moving in difficult circumstances, purchasers will have 36 months rather than the originally 
proposed 18 months to either claim a refund from the higher rates or before the higher rates will 
apply, in the event that there is a period of overlap or a gap in ownership of a main residence.  Also, 
there will be no exemption for significant investors. 
 
 

Wear and tear allowance 
 
As previously announced, the 10% wear and tear allowance which can be claimed in lieu of the 
actual renewal cost of furniture in furnished lettings will be abolished in April 2016. 
 
 
 
 


