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It should be remembered that dividends are paid from a company’s
profits, the profits which have already had tax paid on them.
Effectively a shareholder is paying up to 38.1% additional rate
income tax on a company’s profits which have already suffered 20%
corporation tax!
Until April 2015 a credit was given to the shareholder as an
acknowledgement of the corporation tax paid, effectively restricting
additional tax liabilities on dividend income to only those taxpayers
paying higher or additional rates of tax. This credit was scrapped and
replaced by an individual tax-free allowance, limiting the amount of
dividend income all taxpayers receive without paying tax to £5,000.

Scotland
Gross Earnings (£)

Income Tax Rates (%)

11,850 - 13,850

19

13,851 - 24,000

20

24,001 - 44,273

21

44,274 - 150,000

41

Above 150,001

46

This tax-free allowance will be reduced to £2,000 in April 2018.

Top tip:
If you are a shareholder and would like to know the impact
of this change on the amount of tax you will pay please ask
us for a projection?

Breaking News - Scottish Budget
The Scottish budget, revealed by Finance Secretary Derek Mackay,
increased the rate of income tax by 1% for those living in Scotland
and earning over £24,000. He also announced 2 additional rates of
tax meaning a Scottish resident individual with savings, dividend
and earned income which takes them over £100,000 in total would
be subject to 13 different rates of tax on this income.

Rest of UK
Gross Earnings (£)

Income Tax Rates (%)

11,850 - 46,350

20

46,351 - 150,000

40

Above 150,001

45
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Marriage Allowance (MA)
It will be possible from 29th November 2017 for a claim for the
Marriage Allowance to be made in respect of a deceased spouse or
civil partner and for that claim to be backdated for up to four years.
The Marriage Allowance allows individuals to transfer 10% of their
personal allowance to their spouse or civil partner where the
recipient is not a higher rate or additional rate taxpayer, where they
are not in receipt of the married couple’s allowance and where the
partner donating the MA is on a lower income than the partner
receiving the allowance. The partner giving the allowance should
have an income of less than the personal allowance for the year of
the transfer.

Mr. Mackay also announced that first-time buyers in Scotland would
not pay Land and Buildings Transaction Tax on properties costing up
to £175,000 which means 80% of first- time buyers in Scotland will
not pay any tax on their first home.

Abolition of Class 2 National
Insurance Contributions (NICs) Delayed until April 2019
Many self-employed individuals will have been understandably
disappointed with the announcement in the 2017 Autumn Budget
of the delay in the abolition of the “stamp” for a year until April
2019. However this is possibly not as negative as you may have
first thought.
The Class 2 NIC is currently £2.85 per week rising to £2.95 per week
in April 2018 so at first glance it appears that the self-employed will
pay an extra £153 for the one year in which the abolition is delayed,
but consider what is being paid for with these contributions:
Maternity Allowance, Incapacity Benefit, Employment & Support
Allowance, Widow’s Benefit, State Pension and Bereavement
Benefits.
Had the Class 2 NICs been abolished before a suitable alternative
was in place, a self-employed individual would have been required
to make Voluntary Class 3 NICs in order to receive these same
benefits. Voluntary Class 3 NICs currently cost £14.25 per week
rising to £14.65 in April 2018 so the saving for the individual
amounts to £605 over the period.

An individual resident in Scotland with earnings of £40,000 will
pay £140 more than their equivalent living in the rest of the UK.
However, it is estimated that 1.4 million taxpayers in Scotland will
be marginally better off whilst all Higher Rate and Additional Rate
taxpayers in Scotland will pay more tax.

It was anticipated that there would be adjustments made to the
Class 4 NICs paid by the self-employed in order to ensure continued
contributions towards benefits but this proposal was withdrawn
following a public and media outcry after the 2017 Spring Budget
leaving the government back at the drawing board with one year to
come up with a suitable alternative to deliver contributory benefits
to the self-employed. Watch this space!

We are here to help
We can help you by ensuring that you’re aware of the changes that
will affect you, your family and your business. To find out more about
the ways that we can help you, do not hesitate to contact us.

If the individual’s spouse or civil partner is deceased, the election
can still be made provided the criteria are satisfied for the year(s)
the transfer is beneficial.
Individuals are able to backdate claims for up to four years and
with the allowance being increased to £1,185 from April 2018 the
result is an additional £237 saving for that year. A total tax saving
of around £900 will result if all four years meet the criteria and are
claimed.
Disclaimer: This pay less tax report is provided for clients of accountants and has been written for general interest. No responsibility for loss occasioned to any person acting
or refraining from action as a result of the information outlined in this edition is accepted by the authors, ProActivTax, or any associated business. In all cases appropriate advice
should be sought before making a decision. The content is correct as at 18th December 2017 ©.

Top tip:
We can check the complete year’s contributions allocated to
you for contributory benefits, especially the State Pension.
If you would like to know how many years contributions are
showing on your contributions statement please ask the
team, and take advantage of this opportunity to make a full
years contributions whilst Class 2 NICs remain in force.
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ATED
As interest rates rise and tax relief for rented properties falls, many
owners are considering the benefits of incorporating their property
portfolios. If you have a number of properties and the portfolio is run
as a business this may well be a sound idea, however, a 3% Annual
Tax on Enveloped Dwellings (ATED) will be charged in addition to the
usual tax on profits in certain circumstances.

Top tip:
If you are considering incorporating a property portfolio we
can advise you on the feasibility of incorporating, the pros
and cons and considerations to be taken into account before
incorporating and should one or more of the properties
in the portfolio have a value of £500,000 or more, we will
review the potential for the ATED being charged.

A simplified relief for landlords
with business mileage

When would the 3% charge apply?
There has to be a company involved in the ownership of the
property.
Company owned property or where the property is owned by a
partnership where a limited company is one of the partners in the
partnership.
The property must be valued at £500,000 or more.
The valuation date is 1 April 2012 if the property was owned then or
the date of acquisition, if later.

If the property is within the scope of an ATED return the information
must be with HM Revenue and Customs (HMRC) within 30 days of
the end of the reporting period and the ATED charge paid within that
same period.

As employers now have a duty to make pension contributions for
their employees it may be worth employees considering salary
sacrifice to make their contributions to the pension.

Until 2013 a fixed rate deduction was available however, this
concession was withdrawn and landlords were forced to claim the
actual motoring expenses incurred together with an allowance for
the capital depreciation of the vehicle.
From 6th April 2017 unincorporated property businesses can claim
a fixed rate for the mileage travelled on property letting business.
Landlords will have the option of calculating their allowable
deductions using the fixed mileage rates. Where capital allowances
have not already been claimed on the vehicle, a fixed 45p on the
first 10,000 business miles and 25p on any excess may be claimed
per tax year.

For example
Alex’s salary is £38,000. The minimum employer contributions to
Alex’s pension amount to £1,140 and the employer already receives
NIC relief on this of £157.32. If Alex decides to salary sacrifice her
own minimum contribution of £1,900 she will save the NIC on this
contribution of £228.00 and because the salary has reduced the
employer saves an additional 13.8% or £262.20.
Speak to us to find out more about salary sacrifice and if it will
benefit your workplace.

The property must have at least a part used as a residence.
This will be, for example, a house or flat but can be any building
which has a part suitable for use as a single dwelling. An example
would be a pub or a farmhouse where the building itself has a
business use but there is an element available for residential use.

There are reliefs available?
The Property does not attract ATED if the property is used to
generate rental income at a commercial rate as part of a property
rental business or if the property is being developed or is unoccupied
and being prepared for sale.

The cost of employing an individual includes both employers and
employee’s national insurance contributions (NICs). Employers pay
13.8% on the salary paid and the employee pays 12% after an initial
NIC free allowance.

Under a salary sacrifice arrangement the salary is reduced by the
pension contribution to be made, there is no NIC for the employer
or for the employee on the salary forgone. The employer then
makes the total pension contribution - both the employers and the
employees contributions.

If the property is a block of flats it is each separate dwelling which
must be looked at in line with the £500,000 threshold.

In the case of a pub or a farm, the residential area together with
any residential outside area, garden etc. is to be valued in itself at
£500,000 or more to incur the ATED charge.

Salary Sacrifice benefiting
employers and employees

What we will do?
These transitional arrangements may or may not benefit our clients
and so we will check on an individual basis to see which is the most
efficient method.

Using gifts to advertise your
business
Picking up a pen in a hotel or a box of matches in a bar is
commonplace but provided gifts do not amount to more than £50
per person per year, have a conspicuous advert for your business
and are not food, drink, tobacco, tokens or vouchers exchangeable
for goods then the cost of the gifts can receive tax relief.

Dividend allowance
In the Spring 2017 Budget it was announced that from April 2018
the amount of tax-free dividend payments an individual could
receive as a shareholder would be slashed from £5,000 to £2,000.
This proposal was put on hold by the general election, however, it
was reintroduced and will proceed as planned from April 2018.
The result will be that a further £3,000 of income received from
dividends will be taxed on the shareholder at their dividend rate.
This could result in as much as a further £1,143 in tax being payable
by an additional rate taxpayer in 2018/19!
Dividend Income - how is it taxed and how do the changes affect
UK shareholders?
Many individuals first experienced being a shareholder in the
1980’s following the privatisation of many utility companies, for
example British Telecom and British Gas (The “Tell Sid” campaign is
remembered by many to this day), followed by the local water and
electricity companies.
More individuals became shareholders as they received shares as
the UK’s major building societies became banks and as employing
companies used share incentive plans to incentivise and retain
employees.
This growth in the shareholding population was encouraged by
rewarding a large number of UK basic rate paying taxpayers with
relatively small amounts of dividend income being paid to them
without the need to deduct any further tax.

