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This publication is part of an occasional series of briefing
documents covering HR and legislative initiatives.

If you require further copies of this briefing or information about
Midland HR and Payroll Solutions' portfolio of HR and payroll
solutions, please contact the Marketing team.
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1. Introduction

There was little doubt about Gordon Brown’s intentions as he set about
his 8" Budget with a self-congratulatory air.

Often resembling an election broadcast more than a budget speech, the
chancellor spent the first 20 minutes playing all of his political trump
cards and doing his utmost to dampen the Tories’ bonfire.

Britain is enjoying its longest period of economic growth for 200 years,
he claimed, promising the 2004 budget would “lock in an economic
stability that can and will endure.”

Those who doubted his growth forecasts of 2.3% for 2003 were put in
their place, and he forecast even better news ahead, with a predicted
3% - 3.5% growth this year.

He told the house unemployment was at its lowest since 1993 at 2.9%,
and manufacturing output was expected to grow by just under 2% this
year.

He claimed the ‘golden rule’ on balancing the books over the economic
cycle would be met with a surplus of £11bn.

And he said Britain was now outperforming many other industrialised
nations, including the US, Germany and Japan.

Once the trumpet blowing was out of the way, Mr Brown settled down to
deliver a Budget which was low on surprises and, for the majority,
serious consequences.

The Budget included freezes on corporation tax, capital gains tax, air
passenger duties, vehicle excise duty and stamp duty.

Other announcements included 1p on beer duty, tax on cigarettes up 8p
a packet, while the inheritance tax threshold went up to £263,000.

There was bad news for many public sector workers. The chancellor
used the budget to unveil plans to cut more than 70,000 posts, while
promising to channel funds into frontline services.

The Inland Revenue and Customs and Excise will be merged, with the
loss of around 40,000 jobs, while the Department for Education is set to
lose almost a third of its HQ workforce.

But there was better news for small businesses, as the chancellor
included a number of measures intended to cut the unnecessary red
tape which many small businesses claim is the biggest obstacle to
success.

In addition, the chancellor announced the extension, for one year, of
first year allowances for small enterprises from 40% to 50%, while the
VAT registration threshold was increased from £56,000 to £58,000,
keeping 5,000 small businesses out of the VAT system.
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Another main point of interest for businesses was the chancellor's
announcement that no decision would be taken on adopting the Euro
until the next Budget at the earliest.

It all added up to Labour’s most political Budget yet, as they set out
their stall to give themselves the best possible chance of a third term.
Only time will tell if they’ve done enough to secure it.
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2,

Overview

Apologies for that feeling of déja vu, that seems inescapable now with
Gordon Brown'’s budgets. There was very litle HR/Payroll news that
had not already been announced in December’s Pre-Budget Report. Oh
well, let us refresh ourselves anyway:

a

Income Tax — As per the Pre-Budget Report in December,
personal allowances go up, with an increase in bands. As
predicted, though, the rates stay the same.

National Insurance — Again, as announced in December,
modest increases to the earnings bands, but no change in the
rates.

Company Cars - The emission levels related to company car
tax charges in 2006/2007 have been frozen so that the 15% tax
charge starting point will be based on an emission level of 140
grams per kilometre of carbon dioxide (5 grams lower than that
for 2004/2005). The fuel benefit tax charge remains unchanged
(using the same benchmark figure of £14,400).

Company Vans - From 6 April 2005 a nil charge will apply to
employees who have to take their van home and are not
allowed other private use. Tax and NI charges for use of a work
vehicle to drive home will be waived for emergency service
workers.

Tax Credits — The Pre-Budget Report detailed increases to
some of the allowances that make up Working and Child Tax
Credits for year 2004/2005. However, more interestingly, the
Government will be consulting on the implementation of
phasing out payment via the employer’s payroll for Working Tax
Credits. Employers will undoubtedly welcome this one.

Pension Scheme Earnings Cap — The Pension Scheme
Earnings Cap increased by £3,000 to £102,000, which was
higher than expected (probably a sweetener for high earners
following the Government’s recent decision to proceed with a
£1.4m lifetime cap on a pension’s fund).

National Minimum Wage — A new minimum wage for 16 and
17-year-olds is to be introduced from October 2004. The other
bands rise again in October.
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o Skills Strategy - A New Deal for Skills to ensure that
individuals are helped to develop the skills they need for
employment and employers can develop the skilled workforce
needed for the success of their business. The Employer
Training pilots are to be extended to six new areas.

O Payroll Giving — Chancellor decides to end the 10% tax relief
supplement on all company payroll-giving donations, first
introduced in 2000. This is partially made up for by the
announcement to extend cash incentives to small and medium-
sized companies to take up the scheme.

O Employer-Supported Childcare - Employees will be able to
receive up to £50 a week of childcare tax and National
Insurance free where their employers contract with an
approved child carer or provide childcare vouchers for the
purpose of paying an approved child carer.
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3. Detailed Analysis

Income Tax

Points to note:

O 10% rate extended to first £2,020 for 2004/2005, an increase of
£60.

O 22% rate applies between £2,021 and £31,400 for 2004/2005.

Q Personal Allowance increases to the new rate of £4,745 for
2004/2005 for those under 65, an increase of £130.

Full details of the Income Tax Allowances, Rates and Bands are given
in Appendix 1.

National Insurance Contributions

Details of the 2004/2005 National Insurance Rates and Thresholds can
be found in Appendix 2

National Minimum Wage

A £3 minimum wage for 16 and 17-year-olds is to be introduced from
October 2004.

Trade Secretary Patricia Hewitt said she made her decision based on
advice from the Low Pay Commission. The commission had found
"continued evidence" that young workers were receiving little or no
training and "exploitative" rates of pay. TUC boss Brendan Barber said:
"Unions will be delighted that their campaigning has paid off."

The minimum wage for over-21s will rise in October from £4.50 to £4.85
an hour.

For 18 to 21-year-olds it will go up to £4.10 from the current rate of
£3.80.
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Company Vans and Emergency Vehicles

From 6 April 2005 a nil charge will apply to employees who have to take
their van home and are not allowed other private use. Where private
use is unrestricted the existing £500 or £350 scale charge will apply
dependent upon the age of the van.

From 6 April 2007 the discount for older vans will be removed and the
scale charge for unrestricted private use will increase to £3,000 and if
an employer provides fuel for unrestricted private use an additional fuel
charge of £500 will also apply.

Tax and NI charges for use of a work vehicle to drive home will be
waived for emergency service workers, such as fire and ambulance
personnel, where there is an operational reason for the vehicle to be at
the employee’s home.

Payroll Giving

The Charities Aid Foundation (CAF) expressed disappointment at the
Chancellor’s decision to end the 10% tax relief supplement on all
company payroll-giving donations. However, it ‘cautiously welcomed’
the announcement to extend cash incentives to small and medium-
sized companies to take up the scheme.

Since the tax boost was launched in April 2000, payroll giving has seen
enormous growth: in just four years the number of companies offering
payroll giving has doubled, with over five million employees now able to
donate to charity, tax-free from their pay.

Stephen Ainger, CAF’s chief executive, said: “The 10% supplement has
had a dramatic impact on employee giving over the last few years with
donations growing from £37 million in 2000 to £86 million in 2003. What
is particularly disappointing about the announcement is that the
scheme’s success has come at a relatively low cost to Government.

Payroll giving enables employees to give direct from their salary before
tax. For basic rate taxpayers, pre-tax payroll donations cost the donor
only £7.80 for every £10 given. In the 2000 Budget, the Government
removed the £1,200 ceiling on annual tax-free giving and pledged the
10% supplement on top of the pre-tax amount.

Employer-Supported Childcare

Currently where an employee receives the provision of childcare or
childcare vouchers as a benefit-in-kind a tax charge arises on the
benefit, except in limited circumstances where the employer provides a
nursery or créche on the employer’s premises, or one that is wholly or
partially managed and financed by the employer. No employers’ Class
1A National Insurance charge currently arises on the provision of
childcare and childcare vouchers are currently exempt from Class 1
National Insurance.

The Government announced in the Pre-Budget Report in December
2003 that from April 2005 a new tax exemption will apply to employer-
contracted childcare and childcare vouchers. The tax exemption will be
limited to the first £50 a week of contracted childcare or vouchers and
the National Insurance exemption will be aligned with this. The main
conditions for the exemption will be:
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O The childcare benefit is made available to all employees where a
scheme operates.

O The childcare is registered child care or approved home-childcare.
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Appendix 1:

Income Tax Allowances, Rates and Bands

2003/2004 2004/2005

Allowances
Personal allowance £4,615
Personal allowance — age 65-74 £6,610
Personal allowance — age 75 and £6,720
over
Married couples allowance — people  £5,565
born before 6 April 1935
Married couples allowance — aged £5,635
75 and over
Income limit for age-related £18,300
allowances
Blind person’s allowance £1,510
Pension schemes earnings cap £99,000
Rates and Bands 2003/2004
Starting rate 10% Up to £1,960
Basic rate 22% £1,961 to £30,500
Higher rate 40% Over £30,500
Car Fuel Benefit

2003/2004 2004/2005

Based on same
percentage figure
derived from level of
CO, emissions used to
calculate car benefit.

Multiply percentage Multiply percentage
figure by a set amount  figure by a set amount
for the year (£14,400 for the year (£14,400
for 2003/4). for 2004/5).

No Change

Based on same
percentage figure
derived from level of
CO, emissions used to
calculate car benefit.

Increase

£4,745 £130
£6,830 £220
£6,950 £230
£5,725 £160
£5,795 £160
£18,900 £600
£1,560 £50
£102,000 £3,000
2004/2005
Up to £2,020

£2,021 to £31,400
Over £31,400
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Appendix 2:

National Insurance Rates and Thresholds

National Insurance Contributions 2004/2005 - Employee

Employee Contributions NElg png)l;Z?e
Earnings Table letters
A B,E G C D, F J,L, S D,F, LS
Below £79.00 weekly
Below £342.00 monthly Nil Nil Nil Nil Nil Nil
Below £4,108.00 yearly
£79.00 to £91.00 weekly
£342.00 to £395.00 monthly 0% 0% Nil 0% 0% 1.6%
£4,108.00 to £4,732.00 yearly
£91.01 to £6,10.00 weekly
£395.01 to £2,644.00 monthly 11% 4.85% Nil 9.4% 1% Nil
£4,732.01 to £31,720 yearly
Over £610.00 weekly
Over £2,644.00 monthly 1% 1% Nil 1% 1% Nil
Over £31,720.00 yearly

negative employer's contribution.

Note: The amount of Employee NIC rebate actually paid to the employee is limited to an amount sufficient to reduce
their normal contribution to zero. Any excess is used to reduce the employer's contribution, which may result in a
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Employer Contributions Employer NIC Rebate
Earnings Table letters
LegiSIation ABC.J D, E, L F.G,S D,E L F,G,S
0 0 Below £79.00 weekly
B”ef’ng Below £342.00 monthly Nil Nil Nil Nil Nil
Below £4,108.00 yearly
£79.00 to £91.00 weekly
£342.00 to £395.00 monthly 0% 0% 0% 3.5% 1.0%
Budget 2004 £4,108.00 to £4,732.00 yearly
Summary £91.01 to £610.00 weekly
£395.01 to £2,644.00 monthly 12.8% 9.3% 11.8% Nil Nil
£4,732.01 to £31,720.00 yearly
Legislation Brief Over £610.00 weekly
ing ¢ Legislation b Over £2,644.00 monthly 12.8% 12.8% 12.8% Nil Nil
Over £31,720.00 yearly
Midland HR &
Payroll Solutions
Ruddington Hall
Ruddington
Nottinghamshire Class 1A NICs
NG11 6LL 2003/2004 2004/2005
Tel: +44(0) 115 945 6000 Rate 12.8%
Fax: +44(0) 115 940 5286 To be paid by 19 July 2004 19 July 2005
Email:marketing@midlandhr.co.uk
Class 1B NICs
Page 9 of 11
2003/2004 2004/2005
Version 0.1
Date: 17/03/2004 Rate 12.8%
To be paid by 19 July 2004 19 July 2005
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Appendix 3:

Other Benefit Rates

Statutory Sick Pay (SSP) 2003/2004 2004/2005
Minimum weekly earnings to qualify £77.00 £79.00
Weekly rate payable £64.35 £66.15

For further information see Inland Revenue publications:
O Employer's Help Book E15 - Pay and time off work for parents
O PAYE and NICs rates and limits for 2003-2004 E12

Maternity Allowance 2003/2004 2004/2005
Standard weekly rate £100.00 £102.80
Retirement Pension 2003/2004 2004/2005
Basic weekly pension £77.45 £79.60
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Appendix 4:
About Midland HR & Payroll Solutions .......

Founded in 1984, Midland HR & Payroll Solutions, formerly Midland
Software, is a well-respected independent Human Resources solutions
provider to over 250 customers including high profile blue chip, public
sector and healthcare organisations in the UK and abroad.

Midland HR & Payroll Solutions is uniquely positioned in the market,
able to offer both best-of-breed software as well as a comprehensive
range of managed services tailored to meet customers’ individual
needs. Traditionally, companies had to choose to either go to an
outsourcing provider or software provider, but now they can have the
best of both worlds.

Midland’s current HR solution, Trent, is an innovative enterprise-wide
Human Resources Management Solution combining power and
sophistication with simplicity and ease of use.

Midland HR & Payroll Solutions is ISO9001 (2000 version) TickIT

registered.

Midland HR & Payroll Solutions
- your lifetime partner in Human Resources
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This information briefing has been produced by Midland HR & Payroll
Solutions for guidance only. Whilst the contents of this briefing were
correct to the best of our knowledge and belief at the time of going to
press, we will not be responsible for any loss or damage caused by any
person relying on any statement or omission in this briefing. We
strongly recommend that you always seek specific professional advice
upon any areas of concern.
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