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Now that the dust has settled on the Spring Budget, 
we thought it may be a good idea to have a look in a 
little more detail at some of the changes made and try 
to fathom out some of the decisions that were made 
by Chancellor Philip Hammond, both on the day and 
subsequently.

Mr Hammond had already announced that this was his 
final Spring Budget, and with Brexit and Donald Trump still 
dominating the headlines, it was expected to be a ‘business as 
usual’ statement with few surprises. We had expected further 
support for Social Care and the NHS, and we were not surprised 
to see very little change to personal taxation or savings, aside 
from those that had already been announced, such as Personal 
Allowance increases and the Lifetime ISA launch.

U-Turn on Class 4 National Insurance 
contributions
The real surprise was the proposal to increase Class 4 National 
Insurance contributions from the self-employed. His argument 
around this was based on fairness. The self-employed have 
historically received less State benefits and therefore paid a 
smaller NI contribution to reflect this. Now that some of these 
State Benefits (such as Maternity Allowance and an improved 
State Pension) are now being made available to the self-
employed, he felt that they should contribute more. This had 
an element of common sense to it, but as we all know, common 
sense and politics very rarely go together. With some Tory 
MPs feeling that this didn’t really sit well with the spirit of their 
manifesto which stated that there would be no tax increases, 
Philip Hammond was forced to back down on this and it was 
withdrawn.

The interesting point now is where he will find the £2billion 
that this was going to generate. He is still very keen to balance 
the books and it is now clear that direct taxation cannot be 
touched. Pensions are always a favourite ‘low hanging fruit’ with 
Chancellors, as we have seen in recent years with continued 
reductions to Annual Allowance and Lifetime Allowance and we 
will be watching this closely.

Inheritance Tax Allowances – Residence Nil 
Rate Band
The new inheritance tax (IHT) allowance for main residence 
is due to launch on a tapered basis from 6 April 2017 and 
adjustments to that taper, either offering a reduced level of 
allowance or a longer taper to gain the full allowance, may also 
offer a solution to the budget shortfall.

Dividend Tax Allowance
The other change that slipped in under the radar was the 
reduction in Dividend Tax Allowance. This tax was launched 
last year and had a tax-free allowance of £5,000. It was this 
allowance that was reduced to only £2,000 from April 2018. 
The two key sectors affected by this are people with direct 
investment, such as shares or unit and investment trusts and 
company directors.

Let’s look at the investor first. Yields on many FTSE 100 shares 
are now paying in excess of 4%, and the Dividend Allowance 
of £5,000 meant that the only people potentially affected by 
the Dividend Tax were mainly those with portfolios in excess 
of £100,000. The reduction to £2,000 means that a portfolio in 
excess of £40,000 could now be affected. This brings a lot more 
people into this equation and the change surprised us.

The other people affected are company directors who traditionally 
use dividends as a way of being remunerated. There were a record 
5.5 million private sector businesses based in the UK at the start 
of 2016 and they are often described as the lifeblood of the UK. 
Many of these are owner-managed businesses and this will be a 
direct tax on those people. However, as it is deemed as a reduction 
in an allowance, it doesn’t fall foul of the Conservatives’ manifesto 
and so whilst the NI increase for the self-employed goes, the new 
Dividend Tax Allowance remains.
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The Chancellor clearly has his hands tied by a need to reduce the 
deficit and an inability to increase taxes to do so. There is only 
so much cost cutting that can happen and we expect to see more 
allowances being trimmed or even removed in this period of 
Government. Another good example of this is the point below.

Money Purchase Annual Allowance
HMRC have confirmed the reduction in Money Purchase Annual 
Allowance (MPAA) from £10,000 to £4,000. This is the amount 
you can save into a pension, once an individual has withdrawn 
taxable income and the reduction had been proposed in the 
Autumn Budget Statement, to clamp down on those seeking 
double tax relief.

After a consultation over the winter, this had now been 
agreed and comes into effect from 6 April 2017. There are no 
proposed changes to the way the MPAA currently operates, the 
Government simply does not believe that an MPAA of £10,000 
is appropriate or needed on an ongoing basis. In their words, it 
has set the MPAA at a level that focuses Government support on 
those who genuinely need, rather than simply choose, to draw on 
their pension savings.

Once again, pensions have been selected against and at a time 
when people are being strongly encouraged to save for their own 
retirement, this sort of incidental legislation makes pensions 
appear complicated and can penalise those who have drawn 
benefits in all good faith and now wish to continue saving.

All in all, the 2017 Spring Budget won’t be described as Philip 
Hammond’s finest hour. The U-turn on the National Insurance 
increase hurt his credibility and he is now left searching for an 
extra £2billion of savings. This will need to be addressed in the 
Autumn Statement and that is never a good start to any Budget 
announcement. By the autumn, we will have started down the 
long road to Brexit and people will be looking closely at any early 
effects of this enormous change. Let’s hope the early signs are 
good, as £2billion is a lot of money to find.

Detailed below are some of the other key points, with many 
simply confirming announcements that were made in previous 
Budgets in 2016.

LIFETIME ISA - Introduced in the March Budget, the 
Government have confirmed that the Lifetime ISA will be 
introduced from 6 April 2017 for savers under the age of 40. At 
present, there are very few providers who are willing to enter this 
market and so we have a watching brief on it at present.

ISA ALLOWANCE - The Budget confirmed that the ISA 
allowance will increase to £20,000 for the 2017/18 tax year. The 
ISA allowance at present is £15,240.

NS&I INVESTMENT BOND - As confirmed in the autumn, 
NS&I will offer a new 3-year savings bond. The rate has been 
confirmed as 2.2%. The Bond will be open to those aged 16 
and over, subject to a minimum investment limit of £100 and a 
maximum investment limit of £3,000. This has come in for some 
criticism as savings rates have improved slightly since the autumn 
when the rate was announced and this is now not as competitive 
as it could be.

INSURANCE PREMIUM TAX (IPT) - Note that IPT will 
increase for the third time in less than eighteen months from 10% 
to 12% with effect from 1 June 2017. This was confirmed in the 
Autumn Statement but we feel it is worth reiterating.

TAX RATES & THRESHOLDS - The changes to the tax 
thresholds announced in March 2016 were also confirmed:

Personal Allowance (the amount people earn before they have to 
start paying Income Tax) - this will increase to £11,500 from 6 
April 2017

PERSONAL TAX - The higher rate tax threshold, above which 
higher rate tax applies, will rise to £45,000 from 6 April 2017

Summary
The key points outlined above may well raise questions regarding 
your own personal circumstances. There are, of course, many 
other changes that will affect tax-payers one way or another.

If you would like to discuss your current financial planning 
arrangements to make sure you are maximising the opportunities 
now available to you, please do not hesitate to contact us.


