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Dividend allowance cut doubles taxpayers

With the dividend allowance now cut to just £500, the number of taxpayers paying tax on
dividend income for 2024/25 is expected to be double what it was three years ago.

Previously set at £2,000, the dividend allowance was reduced to
£1,000 for 2023/24, and to £500 from 2024/25 onwards. This
reduction has had the biggest impact on basic rate taxpayers. Just
under 700,000 basic rate taxpayers paid tax on dividend income
for 2022/23, but this number will leap to nearly I.7 million for the
current tax year.

Tax liability

A modest share portfolio of just over £10,000 yielding 5% will
now use up the dividend allowance, leaving the investor with a tax
liability notifiable to HMRC. Consider this:

*  Notification requires either contacting the HMRC helpline,
asking HMRC to collect tax through a tax coding change (if
employed), or completing a self-assessment tax return.

J With a basic rate of 8.75% on dividend income, the amount
of tax due will often be frustratingly low given the
inconvenience involved.

The average amount of tax due from basic rate taxpayers is
estimated to be £385 for the current tax year; down from £780
three years ago.

Even worse will be where an investor opts for script dividends.

These are still taxable despite no cash being received, so tax will
have to be funded from other sources.
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At the same time as the dividend allowance has been cut, the
level of dividend payouts by companies has generally recovered to
pre-Covid levels.

Mitigation

If dividend income
exceeds the £500
allowance, some
mitigating steps
might be possible.
The obvious move
is to make full use
of Independent
Savings Account
allowances for
some current, and

all future, share
investments. Another approach would be to invest for capital
growth rather than dividend income. Making use of the dividend
allowance of a spouse, partner or an aduft child by spreading a
share portfolio across the family is another possibility.

HMRC's guide to tax on dividends can be found from the link
below:

https://www.gov.uk/tax-on-dividends
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Can you spot a fake HMRC letter?

Unfortunately, scam warnings have become a regular occurrence. The latest scam highlighted
by HMRC is rather‘old school', involving letters posted to companies instead of the more usual
digital communication.

The scam letters being sent out are quite convincing. They come with a

genuine-looking HMRC letterhead, and purport to come from the ‘Indv

and Small Business Compliance’ team.

Targeted companies

The scam focuses on the claim that a targeted company is required to

verify their income in order to identify any business not declaring their

full income. They then request:

. business bank statements for the past |3 months;

®  the latest set of filed accounts, including information which — for
smaller companies — would not be available from Companies
House;

. VAT returns for the last four quarters; and

° for each director; a copy of their passport or driving licence.

Scammers can easily use copies of a director's passport or driving

licence to steal their identity for fraudulent purposes, possibly even

accessing the company’s bank account.
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The scam letter uses intimidation tactics, threatening an investigation and
a potential freeze on business activity if a response is not received.

Spotting the scam

These scam letters use correct technical legislation and avoid obvious
spelling and most linguistic mistakes that are usually clear giveaways. Two
things to bear in mind when looking out for such frauds:

. HMRC does usually request information from companies by letter
or via a business tax account, rather than by emailHowever,
HMRC email addresses end @hmrec.gov.uk, while the emall
address used in these fraudulent letters is:
companies-review(@hmrc-taxchecks.org.

*  Alegitimate HMRC letter will include the company’s unique tax
reference (UTR).

HMRC has published a list of their recent letters to help you confirm if a
letter is genuine. The list can be found from the link below:

https://www.gov.uk/guidance/check-if-a-letter-youve-received-from-
hmrc-is-genuine
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Student loan threshold frozen

The student loan repayment threshold for England and Wales has been frozen at £25,000 until

2027, to the detriment of many new university students this September.

Increased numbers of UK students are going to university due to
good A-level results and fewer international students, which means
this freeze will now affect even more people.

Repayment

Repayment starts the April after a graduate has left university. So,
with a three-year course, this year's cohort of students will not start
repaying loans until 2028 at the earliest:

° Freezing the £25,000 threshold — rather than increasing it in
line with inflation or wages — brings graduates into the
repayment net earlier than would otherwise be the case.

i After 2027, the government may increase the threshold in line
with inflation, but this will still mean a few years of fiscal drag.

Under the new repayment rules introduced in 2023, students do not
start to repay their student loans until they are earning over £25,000
a year (£2,083 monthly).

Once earnings exceed £25,000, repayment is at the rate of 9% on
the excess. Interest is added to the loan from day one, with the
potential repayment term running to 40 years.

Self-funding
Wealthier parents will want to know whether they should be
self-funding their child's university fees and living costs, rather than

taking out a student loan. However, the decision is far from straight-
forward given that the normal debt rules do not apply here.
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For example, parents might pay the full cost of university education
of approximately £60,000, but if their child never earns more than
the repayment threshold then self-funding will have been a massive
mistake. The problem, of course, is estimating earnings for up to 40
years into the future.

A compromise strategy is to take the full student loan, and then

for parents to look at paying the loan off early after graduation.
They would only do so if it looks like their child is going to have a
high-earning career. However; this is complex area of pros and cons,
depending very much on personal circumstance.

Guidance on repaying student loans can be found from the link
below:

https://www.gov.uk/income-tax-rates
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Tips and troncs — what does it mean for your business?

Since July, it has been illegal for employers to withhold tips from staff. The payment of tips will
probably result in a national insurance contribution (NIC) cost for both employer and employ-
ees, but this extra cost can be circumvented if a tronc arrangement is used to distribute tips.

The new legislation applies mainly to those operating in the
hospitality sector; and covers all tips, gratuities and service charges.
It also brings the law into line with modern payment practices as it
covers tips left via card payment.

NICs

Tips paid to employees are subject to both income tax and employee
NICs. The NIC cost is at a rate of 8% where tips — when added to
normal earnings — fall between £1,048 and £4,189 monthly.
Employers pay NICs once a monthly threshold of £758 is reached,
although their liability is normally reduced by the annual £5,000
employment allowance.

For example, if a restaurant pays out £25,000 worth of tips, the
employer will probably be facing an additional NIC cost of nearly
£3,500.The cost for the staff could be up to £2,000.This is where a
tronc arrangement comes into play.

Troncs

A tronc is an arrangement used to distribute tips. It is run by a
troncmaster.
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Provided it is the troncmaster who decides how tips are to be
distributed among staff, there are no employee or employer NICs
on amounts paid out. It is still possible, however, for the tips to be
included on the employer’s payroll.

The troncmaster will typically be a member of staff, atthough larger
businesses might prefer to use the services of a specialist provider.
There is no problem if the employer makes the decision on who to
appoint as troncmaster; what is important is that the employer plays
no part, directly or indirectly, in the allocation of tips.

HMRC's detailed guidance on tips, gratuities, service charges and
troncs can be found from the link below:

https://www.gov.uk/government/publications/e24-tips-gratuities-
service-charges-and-troncs/guidance-on-tips-gratuities-service-
charges-and-troncs
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Capital gains tax: a minority sport?

Will increased capital gains tax (CGT) mean less tax gets paid?

Individual capital gains tax
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The Labour Party's 2024 manifesto said, We will not increase
National Insurance, the basic, higher, or additional rates of Income
Tax, or VAT The absence of any comment on CGT meant that Rachel
Reeves received persistent questions during the election campaign
about a possible increase. Unsurprisingly, there was no definitive
answer.

At the beginning of August, HMRC published new data about how
much CGT had raised. The figures were for 2022/23, when the annual
exemption was £12,300 of gains, as opposed to the current £3,000.
Nevertheless, they provide some interesting information about who
pays how much:

. Only 348,000 people made enough capital gains to pay the tax.
That is about 1% of the number of income taxpayers.

*  The total amount of CGT paid by individuals was £13.63 billion,
with trusts accounting for another £0.797 billion.

o 2,000 taxpayers — less than 1% of all CGT payers (who realised
at least £5 million of gains) — paid 41% of all CGT collected

Tax Paid £m

from individuals. Another 4,000 taxpayers with gains between
£2 million and £5 million paid 6% of the total.

° There was more tax paid in the previous two tax years.
Between 2021/22 and 2022/23 the Exchequer’s receipts fell
by 15%.

That final bullet point deserves an explanation, because it is unusual
for tax receipts to fall year-on-year, yet alone for two years. In July
2020, the then chancellor Rishi Sunak, commissioned the now-defunct
Office of Tax Simplification (OTS) to review CGT.The move
prompted speculation that CGT would be increased, a sentiment
that was reinforced when the OTS suggested aligning CGT rates

with income tax and sharply reducing the annual exemption.The
predictable result was a pre-emptive rush to realise gains, boosting
CGT payments.

In the event, Mr Sunak ignored the OTS proposals, although
subsequently one of his many successors did take up the idea of
cutting the annual exemption. As we wait to see what will be in
Rachel Reeves' Budget on 30 October; the story of CGT receipts may
have provided her with an interesting lesson: hints of raising the tax

are enough in itself to generate extra revenue.

Should you wish to discuss this News Update in further detail please contact BGM

at: communications@bgm.co.uk

Disclaimer: This information provides an overview of the issues considered and is for general information only. It is not intended to provide advice and

should not be relied upon in any specific transaction.
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