
The Budget 2016: Headlines

Mr Osborne’s third Budget in 
the space of a year included a 
number of re-announcements 
from his Autumn Statement, 
but there were a few surprises. 

Lifetime ISAs
From April 2017, adults under 40 will qualify  
for a new Lifetime ISA. The maximum annual 
contribution will be £4,000 to which the 
government will add a 25% bonus (so a £100 
contribution will become £125 in the plan). 

You can use the funds, including the bonus,  
to buy a first home at any time from 12 months 
of opening the account. Or you can withdraw the 
funds tax free from age 60 for use in retirement. 
Withdrawals can be made at any time for other 
purposes, but you’ll forfeit the bonus element 
plus any interest or growth, and face a  
5% charge.

At the same time the total amount you can  
save each year in an ISA will be increased  
from £15,240 to £20,000.

Personal allowance
The Personal Allowance (the amount of income 
you can earn before you start paying Income 
Tax) will increase to £11,500, and the higher  
rate threshold will rise to £45,000 in April 2017.

The Dividend Allowance
This was a surprise announcement in last  
year’s Summer Budget and also begins in 
2016/17. The allowance will mean that the first 
£5,000 of dividends you receive in a tax year  
will not be subject to any further tax, regardless 
of your marginal tax rate. The existing 10% 
dividend tax credit disappears from 6 April 2016.

Capital Gains Tax
From 6 April 2016 most rates will be cut by  
8% so gains will generally be taxable at 10%  
to the extent they fall in the £32,000 wide basic 
rate band (2016/17) and 20% if they fall into  
the higher or additional rate bands. However,  
for gains on residential property (eg. Buy to Let)  
and carried interest the 2015/16 tax rates of 
28% and 18% will continue to apply. The capital 
gains tax annual exemption for 2016/17 will 
remain unchanged at £11,100.

National Insurance
From April 2018 employers will need to pay 
National Insurance contributions on pay-offs  
(for example, termination payments) above 
£30,000 where Income Tax is also due.

Class 2 National Insurance contributions (NICs) 
for self-employed people will be scrapped from 
April 2018 and they will only need to pay one 
type of National Insurance on their profits,  
Class 4 NICs.

After April 2018, Class 4 NICs will also be 
reformed so self-employed people can continue 
to build benefit entitlement.

New tax allowances for money 
earned from the sharing economy
From April 2017, there will be two new tax-free 
£1,000 allowances – one for selling goods or 
providing services, and one on income from 
property you own.

People who make up to £1,000 from occasional 
jobs – such as sharing power tools, providing  
a lift share or selling goods they have made  
– will no longer need to pay tax on that income.

In the same way, the first £1,000 of income  
from property – such as renting a driveway  
or loft storage – will be tax free.

Corporation Tax
The main rate of Corporation Tax has already 
been cut from 28% in 2010 to 20%, the lowest  
in the G20. It will be cut again to 17% in 2020, 
benefitting over 1 million businesses.

Business rates
From April 2017, small businesses that occupy 
property with a rateable value of £12,000 or less 
will pay no business rates.

There will be a tapered rate of relief on 
properties worth up to £15,000. This means  
that 600,000 businesses will pay no rates.

Stamp duty rates for commercial 
property
New rates and tax bands are 0% for the portion 
of the transaction value up to £150,000; 2% 
between £150,001 and £250,000, and 5% 
above £250,000.

Buyers of commercial property worth up  
to £1.05 million will pay less in stamp duty.

Stamp duty rates for leasehold rent transactions 
will also change, with a new 2% stamp duty  
rate on leases with a net present value over  
£5 million.

HM Revenue and Customs practice and the  
law relating to taxation are complex and subject 
to individual circumstances and changes which 
cannot be foreseen. For specific tax advice 
please speak to your accountant or tax 
specialist.

Contains public sector information licensed 
under the Open Government Licence v3.0.

Bright Blue Wealth hello@brightbluewealth.com 01932 579700 
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If you’d like to know more of the details 
behind the Budget headlines, please get 
in touch. 
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As of April 2016 the Dividend Tax Credit 
has been replaced by a new tax-free 
Dividend Allowance. This means you 
won’t have to pay tax on the first £5,000 
of your dividend income, no matter 
what non-dividend income you have.

Any dividends you receive over £5,000 will be taxed  
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

Dividends received by pension funds are currently exempt 
from tax, while dividends received on shares held in an ISA 
will continue to be tax free.

Important considerations:

•  Married couples should make the most of each other’s 
income tax allowance and tax bands and consider 
splitting their investments.

•  Dividend tax is linked to the rate of income tax you pay. 
You may be able to reduce your taxable income by 
deferring withdrawals from a drawdown pension until  
a new tax year or transferring cash deposits to a  
lower-earning spouse.

•  Using an Onshore or Offshore Investment Bond for part 
of your investments can defer tax, as investors only pay 
tax when profits are withdrawn. 

•  A pension contribution can be used to reduce dividend 
tax liabilities for many investors by taking advantage of 
the tax relief on the contribution. 

The value of investments and any income from them  
can fall as well as rise. You may not get back the amount 
originally invested.

HM Revenue and Customs practice and the law relating  
to taxation are complex and subject to individual 
circumstances and changes which cannot be foreseen.

For specific tax advice please speak to your accountant  
or tax specialist.

Contains public sector information licensed under the Open  
Government Licence v3.0.

Dividends Allowance

Please seek advice before taking any action. For a 
review of your investments and tax allowances, 
please get in touch. 
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Pension planning for  
the self-employed
There are 4.5 million self-employed people 
in the UK – that’s one in seven of the UK 
workforce – but only 18% of them contribute 
to a pension.

The explanation for this low number might be that saving for a  
pension when you’re self employed isn’t as straightforward as it is  
for an employed person. For instance, the latter might automatically 
benefit from a workplace scheme and employer contributions. 

Don’t rely on the State Pension
Whether you’re employed or self-employed you’re entitled to  
the full basic State Pension, but don’t expect this alone to give  
you the income you’ll need to retire in comfort. 

In fact, many people over estimate how much they will receive from  
the basic state pension, which is currently just £115.95 a week plus  
any means-tested benefits. This rises to a maximum flat rate of  
£155.65 from April 2016 – but only for those who’ve paid 35 years  
of National Insurance – giving an income just over £8,000 per year.

As State support is unlikely to enable you to continue your current 
standard of living into retirement, it’s imperative for the self-employed  
to find other ways of providing the additional income they will need. 

Start saving early
It’s stating the obvious, but the sooner you start saving into a pension  
the bigger your potential retirement fund. You’ll also have more time  
to benefit from the tax relief that’s available.

To highlight the difference saving early makes, a 25 year-old male  
who was looking to retire at 68 and saving £400 a month would have  
an estimated pension pot of £20,100 a year. A 45 year old male retiring  
at 68 would have to save £1,000 a month to have an estimated pension  
pot of £19,700.

Minimise the amount of tax you pay
One of the main benefits of paying into a pension is the tax relief the 
savings attract. For example, if you’re a basic rate taxpayer paying  
£80 into your pension each month, HMRC will effectively add an  
extra £20 in tax relief. 

The maximum amount you can save each year that attracts tax relief 
(otherwise known as the annual allowance) is £40,000. If you wish  
to withdraw funds whilst continuing to pay into a defined contribution 
pension scheme, the annual allowance is reduced to £10,000.

Importantly, if your income is low and you’re not able to save  
the full £40,000 in one tax year, you can carry forward any  
unused allowance and use it against earnings in the next tax  
year. Please note:

•  You must have been a member of a registered pension scheme  
during the years you want to carry forward

•  You can’t receive tax relief on contributions over and above your 
earnings in tax year

•  You can only carry forward unused allowance from the three  
previous tax years

What type of pension is right?
The self-employed can choose from a range of different pension  
products, including stakeholder pensions, personal pensions and  
Self Invested Personal Pensions (SIPPs). Each has its advantages  
and disadvantages – we can advise on which is right for you. 

Perhaps the most flexible pensions are stakeholder schemes.  
They allow you to save as little as £20 per month and the charges  
are relatively low, which is helpful if you have irregular income levels.

Talk to us
If you’re self-employed and need advice about your pension planning, 
please get in touch to discuss your options.

HM Revenue and Customs practice and the law relating to taxation are 
complex and subject to individual circumstances and changes, which 
cannot be foreseen.

The value of investments and any income from them can fall as well  
as rise and you may not get back the original amount you invested.  
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Simple steps to tax planning
Professional advice and careful planning 
can help you to make the most of legitimate 
opportunities to reduce the amount of tax  
you pay.

Your Accountant, or tax specialist, will be your first port of call when  
it comes to tax, but it’s also an important consideration in your day  
to day financial planning. Here are some areas where you can make  
sure you’re not paying too much tax. 

Pay As You Earn (PAYE) and National Insurance (NI)
Check your PAYE tax code 
Always check your tax code when it’s issued – HMRC don’t always  
get it right. You can ask them to correct any errors that might otherwise 
cause you to pay more tax, or pay tax earlier than you would through 
your self-assessment tax return. 

National Insurance contributions (NICs) 
If you have more than one job you may overpay NICs during the  
tax year. You can claim this back from HMRC. 

Married or civil partnership
Transferable personal allowance
Married couples and registered civil partners can share some  
of their personal allowance. This means that the unused allowance  
of one partner can be used by the other, resulting in an overall tax  
saving for both. 

More than one property?
Couples getting married or entering into a civil partnership who  
own separate properties must nominate one as their main home  
for Capital Gains Tax purposes within two years of the marriage  
/ registered civil partnership. 

Inheritance tax (IHT)
Make sure you have an up to date will
A will is a key part of estate planning – not just because it sets out what 
you want to happen to your wealth after your death, but also because it 
covers a number of other important aspects. If you die without a will, the 
rules of intestacy determine how your estate will be distributed and there 
could be an unnecessary IHT bill for the loved ones you leave behind.

Consider leaving part of your estate to charity
Any amounts you give to a UK registered charity (during your lifetime,  
or as a bequest) are exempt from IHT. In addition, broadly speaking,  
if you leave 10% or more of your taxable estate to charity, then the IHT  
rate levied on your estate is cut to 36%. 

Could you make monetary gifts from your spare capital?
You can gift up to £3,000 free of any IHT each tax year. And if  
you forget to make your £3,000 gift one year, you can carry  
forward to the next tax year and gift up to £6,000. 

Using the IHT marriage exemption for gifts 
Gifts made to someone who is getting married or registering a civil 
partnership are exempt within limits based on your relationship to  
the parties. A maximum of £5,000 applies if you are a parent. 

Pensions
Are you taking advantage of your annual allowance for making 
pension contributions? 
Your annual allowance for the tax year 2016/17 is £40,000, however,  
those earning more than £150,000 will have their allowance reduced  
on a tapering basis down to £10,000. 

Could you carry forward any unused annual pension allowances? 
You can carry forward unused allowances from the three previous tax 
years and use these to cover pension contributions greater than the 
current year’s annual allowance.

HM Revenue and Customs practice and the law relating to taxation are 
complex and subject to individual circumstances and changes, which 
cannot be foreseen.

Get in touch today for advice on how to maximise tax efficiency 
in your financial planning. 
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Bright Blue Wealth 
11 Windsor Street 
Chertsey 
KT16 8AY 

01932 579700 
hello@brightbluewealth.com 
www.brightbluewealth.com 


