
	

	

March 2016 

AAM Wealth Solutions Update 
UK Budget 2016 – The Wealth Solutions View 

 

RUMOURS, RHETORIC AND REALITY 

The backdrop to this year’s Budget was the so called “black hole” in economic growth. This, plus low/nil inflation 
has had a negative impact on earnings and thus, inevitably, taxation receipts. 

The rumoured absence of any material/fundamental change to pensions tax relief came to pass. Given the 
numbers involved though, most expect this subject to be revisited - possibly in the not too distant future. And we 
may have just got a glimpse of what the future may look like in the shape of the Lifetime ISA. 

Key changes announced in the Budget of relevance include: 

• The introduction of the Lifetime ISA 

• The reduction of the CGT rates to 18% (from 28%) for higher and additional rate taxpayers (individual 
and trustees) and to 10% for basic rate taxpayers 

• The continuation of salary sacrifice to fund pensions income tax and NIC effectively 

• More anti-avoidance provisions 

• Some technical changes to the pensions freedoms rules 

• An increase in the personal allowance to £11,500 and the higher rate threshold to £45,000 in 2017/18 

• The announcement of consultations on investment bond taxation and on highly personalised bonds 

• A 2020 reduction in corporation tax to 17% 
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As with most years, the previous Budget and the Autumn Statement already flagged a number of changes to be 
introduced in 2016/17 – either from the start of the tax year, or at some other time in the year (e.g. on Royal 
Assent of the 2016 Finance Act). 

This year’s Wealth Solutions UK Budget update focuses on changes and consultations announced in the 2016 UK 
Budget speech and supporting papers and what they mean for you.  

 

KEY TAX MEASURES 

1. Income Tax 

• From April 2016, the government will increase the personal allowance from £10,600 to £11,000. 

• The personal allowance will further increase to £11,500 in 2017/18. 

• The basic rate limit will increase to £32,000 for 2016/17 and £33,500 for 2017/18. As a result, the higher 
rate threshold will increase to £43,000 and £45,000 respectively. 

• The dividend tax credit will be replaced by a new £5,000 tax-free dividend allowance for all taxpayers 
from April 2016. The dividend tax rates will be set at 7.5% for basic rate taxpayers, 32.5% for higher rate 
taxpayers and 38.1% for additional rate taxpayers. 

• Finance costs will be restricted on buy-to-let residential properties gradually from 6 April 2017 to the 
basic rate of income tax. 

• When the personal allowance reaches £12,500 it will be indexed. 
 

2. National Insurance Contributions 

• Class 2 NICs to be abolished from 2018. 

• Termination payments over £30,000, which are subject to income tax, will also be subject to NICs from 
2018. 

 

3. Capital Gains Tax 

• From April 2016 (and subject to some exceptions) the basic rate of capital gains tax (CGT) will reduce 
from 18% to 10% and the higher rate will reduce from 28% to 20%. 

• The 18% and 28% rates will still apply to disposals of residential property, e.g. for buy-to-lets. 

• The government will introduce an individual lifetime limit of £100,000 on gains eligible for CGT 
exemption through the Employee Shareholder Status for arrangements entered into on or after 17 
March 2016. 

 

4. Inheritance Tax 

• There was only one announcement in the Budget in relation to IHT and this concerns minor technical 
changes to legislation dealing with objects granted exemption from Estate Duty. 

 

5. Savings and Investments  

Individual Savings Account (ISA), Lifetime ISA and Help to Buy ISA 

• The overall annual ISA subscription limit for 2016/17 will remain at £15,240 but will be increased to 
£20,000 from 6 April 2017. 

• A Lifetime ISA will be introduced from 6 April 2017 which will enable those who are under the age of 40 
to save up to £4,000 in a tax year and receive an annual government bonus of 25%. The bonus is earned 
on savings made before age 50. 
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o The Lifetime ISA has been designed as an alternative or an additional retirement fund. 
o To maximise benefits, the fund should not be withdrawn until the saver reaches age 60, otherwise 

the government bonuses, together with any growth and interest will be lost. There will also be a 
5% charge. There is however an exception, where the withdrawal is to fund a deposit on a first 
home worth up to £450,000 at least 12 months after opening the account. 

 

Venture Capital Trusts, Enterprise Investment Schemes and Seed Enterprise Investment 
Schemes 

• With effect from 6 April 2016, the government will exclude all remaining energy generation activities 
from the Enterprise Investment Scheme, the Seed Enterprise Investment Scheme and Venture Capital 
Trusts. 

Savings Income 

• From April 2017 the government will change the tax rules so that interest from OEICs, authorised unit 
trusts, investment trusts and peer-to-peer loans may be paid without deduction of income tax. 

 

6. Tax Avoidance and Evasion 
The relentless onslaught on (what the government perceives as) aggressive tax avoidance continues…. 

• A new criminal (strict liability) offence of tax evasion in relation to failing to declare offshore income and 
gains. 

• New civil penalties for offshore tax evaders and those who enable tax evasion. 

• New tough measures in legislation to be introduced against serial avoiders and promoters of tax 
avoidance schemes. 

• Legislation will be introduced to impose a new penalty of 60% of the tax due to be charged on cases 
successfully attacked by General Anti Abuse Rule (GAAR). 

• The scope of the £30,000 exemption for termination payments to be tightened to prevent manipulation. 

• Possible limitations of the range of benefits that attract income tax and NIC advantages when provided 
as part of salary sacrifice schemes – pensions though appear to be excluded. 

• Off-payroll engagement in the public sector to be seriously reviewed, which will negatively impact on 
those providing services to the public sector through their own limited companies. 

• A tougher regime to be imposed in relation to loans to participators (“LTP”) i.e. loans from companies 
to shareholders in substitution for taxable salary or dividends. The LTP tax rate is to increase from 25% to 
32.5% from April 2016 in relation to loans/advances made on or after 6 April 2016. 

• Legislation to be introduced to combat disguised remuneration - £2.5bn target has been set for tax from 
those provisions. 

 

7. Property Tax 

• Draft legislation and guidance on the higher rates of Stamp Duty Land Tax (SDLT) for purchases of 
additional residential properties has been published alongside the Budget. Notably, the proposed 
exemption for large-scale investors has been dropped and the time limit in the ‘replacement of a main 
residence’ test has been extended from 18 to 36 months. 

• Disposals of residential property that do not qualify for private residence relief will continue to be 
charged at the 18% and 28% rates of capital gains tax, despite the fact that the main rates of CGT will 
reduce to 10% and 20% (for basic and higher rate taxpayers respectively) from 6 April 2016. 

• From April 2017 individuals with property income below £1,000 will no longer need to declare or pay tax 
on that income. 
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8. Pensions 

• Finance Bill 2016 will introduce legislation to amend Finance Act 2004 to permit: 
o Dependants who cease to meet the dependant’s criteria on reaching age 23, will be able to 

continue to receive dependants flexi access drawdown or dependant’s annuity as an authorised 
payment, aligning the treatment with that of a nominee. 

o A serious ill health lump sum may be paid from crystallised funds and if paid post age 75, will be 
taxable at the recipient's marginal rate. 

o A charity lump sum death benefit will be tax free when paid on the death of a member pre age 75 
and the two-year rule for payments to a charity to be tax free is also removed. 

o A trivial commutation lump sum may be payable from a money purchase pension that is in 
payment. 

o On the death of a member of a cash balance scheme, the scheme may need to top up the funds 
to meet the promised level of death benefits payable to the beneficiaries and the full amount of 
the lump sum payable will be authorised. 

• Responses to the consultation on pensions tax relief "Strengthening the Incentive to Save" were 
published but with no indication of any preferred government strategy for relief in the future. 

 

9. Domicile and Residence 

• The cost base of non-UK based assets belonging to those who become deemed domiciled in April 2017 
will be the market value of that asset on 6 April 2017. 

• Transitional provisions will be introduced with regard to offshore funds held by those who become 
deemed UK domiciled under the 15 out of 20 tax years’ rule. No details of these provisions are yet 
available. 

 

10. Tax Simplif ication and Tax Administration  
The government is to respond in due course to the Office of Tax Simplification (OTS) report on income tax and 
NIC alignment. 

• A system of “simple assessment” is to be consulted on to allow HMRC to assess a person’s income tax 
and CGT liability without the completion of a self-assessment return. 

• Further consultation on making tax digital from 2018. 

• OTS to be commissioned to undertake a review of employer and employee NIC. 

• Pay as you go tax payments to be possible for the self-employed and landlords keeping their records 
digitally. 

 
 

Disclaimer 
The facts and data contained in this document are sourced from https://www.gov.uk/. The information contained in this 
document is based on our understanding of current UK Tax and Social Security legislation and practice which is subject to 
change at any time. This information is not advice and you should seek advice on your personal circumstances. Whilst we have 
taken all reasonable care to ensure that the information contained in this document is not untrue or misleading at the time of 
publication, we cannot guarantee its accuracy or completeness. This document contains data and information obtained from 
third parties and as such we cannot guarantee its accuracy. All the information and views given in this document are presented 
for general consideration only. Accordingly, AAM Advisory Pte Ltd can accept no responsibility for any loss occasioned as a 
result of any action taken or refrained from as a result of the contents hereof. You must always seek advice before taking or 
refraining from taking any action. The contents of this Budget Report are based on the proposals put forward by the 
Chancellor in his Budget speech. These need to be approached with caution as the details may change during the passage of 
the Finance Bill through Parliament. 

 


