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In the UK Budget on March 21, 2007 the Chancellor announced the following changes relating to the taxation of employment income:

1. A reduction to the basic rate of income tax from 22% to 20% (effective from April 6, 2008); 

2. Abolition of the starting 10% income tax rate (effective from April 6, 2008); and 

3. Alignment of the employee National Insurance contributions upper earnings threshold with the higher rate income tax threshold (effective from April 6, 2009). 

INCOME TAX
Currently, the income tax rates for employment income are as follows:

· Starting rate - 10% 

· Basic rate - 22% 

· Higher rate - 40% 

With effect from April 6, 2008 the starting rate of 10% will be abolished. Additionally, the basic rate will be reduced to 20%. Therefore the applicable income tax rates from April 6, 2008 will be:

· Basic rate - 20% 

· Higher rate - 40% 

The earnings threshold for the higher rate will be announced closer to the time this change becomes effective.

NATIONAL INSURANCE
Currently, employee National Insurance contributions are payable at a rate of 11% up to an upper earnings threshold, and an additional 1% on all earnings above the threshold and the earnings thresholds applicable to income tax and employee’s National Insurance contributions are different.

However, with effect from April 6, 2009 the upper earnings threshold for National Insurance Contributions will be same as applicable to the higher rate income tax threshold.

ACTION
Prior to the changes coming into effect:

· Employers should communicate the changes in UK taxation of employment income to their employees. 

· Employers should ensure that payroll withholding processes are updated to reflect the changes from the relevant effective date.
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