2. Where money comes from 
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 Choose from any of the following:
2.1 Wages from an employer

2.2 Income from self-employment

2.3 Pensions 
2.4 Money from savings and investments 

2.5 Grants and loans 

2.6 Benefits

2.1 Wages from an employer

If you are having problems with any employment issue, contact an advice centre such as a Citizens Advice Bureau. They will be able to help, or will put you in touch with a specialist who can.

If you are employed by someone to do a job you get a wage. The money is usually paid directly into a bank, but sometimes may be paid by cheque or in cash. Wages are usually paid to you weekly or monthly.
The wage before any money is taken away is called the gross wage.

· Deductions for National Insurance

· The employer is responsible for paying your tax and national insurance. They take this money from your wages before you get paid. The money that is left is called the net wage

· If you would like to be bale to work out how much you are taxed go to the exercise below

· Pensions and union fees

· Sometimes money is also taken away to pay for a pension or for membership of a trade union. You should have a choice about this. If you are asked to say how much you are paid, for example when applying for benefits, you should make it clear if extra money is being taken away.

· Child Tax Credit: Child Tax Credit is a means-tested allowance. It is paid to parents and carers of children or to young people who are still in education. To find out more, take a look at our section on Child Tax Credit. 
· Working Tax Credit: Working Tax Credit is a means-tested allowance. You are entitled to it if you are in employment and if you meet certain conditions. To find out more click here (LINK).

· Extra money

· Sometimes extra money is paid with wages

· If you have paid too much tax you may get a tax refund. You may also get a bonus or money for overtime

You may be losing out by not getting this extra money. See an advice centre, such as the Citizens Advice Bureau, or phone the tax credits help line (Telephone 0845 6095000).

Activity: Understanding your pay slip. Take a look at this payslip to learn more about it.
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Your employer should also give you a pay slip. Pay slips can look very different to each other but should show any money that has been taken off or added on to your pay. Keep your pay slips safe – you will need them to claim certain benefits as well as to see if you have been paid the right amount.

· Benefits that can be claimed when working

Some benefits can be claimed even when you are working. Examples for such benefits are:

· Working Tax Credit

· Child Tax Credit

· Child Benefit

To find out more, please contact your local Citizens Advice Bureau or take a look at the Website of the Department for Work and Pensions http://www.dwp.gov.uk
· Benefits that are not affected by how much you earn

· Child benefit – for people with children

· Disability Living Allowance – for adults or children who have a disability

· Benefits that are affected by how much you earn

· Income Support or Jobseeker’s allowance

· Council Tax Benefit (you may also be entitled to get your council tax bill reduced if someone in the house is disabled or a carer or if you are the only adult)

· Housing benefit

· Child Tax Credit

· Working Tax Credit

For full details of these please contact a Citizens’ Advice Bureau.

Working out tax
Everyone is allowed to earn a certain amount of money before they have to pay tax. This amount is called a personal tax allowance.

The personal allowance for a person under 65 is currently £4,745. 

The allowances change every year. The change is announced in the budget.

If you have children, are blind or married and age over 65 other allowances are used. Contact an advice centre or your local tax office for information on these.

To help you understand how tax is worked out look at this example.

1) Take your personal allowance away from your gross wage
Example – Mr Dhesi earns £17,950 before tax.
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Mr Dhesi has to pay tax on £13,205 of his wage.

The amount of tax you pay goes up the more you earn. These different tax amounts are called bands.

· For the first £2,020 over your allowance you pay 10% tax. 

· Between £2,021 and £31,400 over your allowance you pay 22% tax. 

· For above £31,400 over your allowance you pay 40% tax. 

Mr Dhesi earns more than £2,020 over his allowance.

2) Take 10% of the first £2,020 over the allowance.

This means that he has to pay 10 % of £2,020 as tax. He will have to pay 22% on the rest.

· 10% is 10 hundredths or 10/100 
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£2,020 x 10% = £202

3) The next band is 22%
Remember that Mr Dhesi had £13,205 that he had to pay tax on. 
This is less than £31,400 so the 40% band doesn't apply.

He has paid tax on £2,020 of the £13,205.

He has to pay 22% tax on the rest.
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That leaves £11,185 that he pays 22% tax on.

£11,185 x 22% = £2,460.70

4) Add the amounts of tax together
Mr Dhesi has to pay £202 + £2,460.70 tax.
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Mr Dhesi pays £2,662.70 in tax.



Now try it with your earnings - remember to use our pop-up calculator if you need some help with the maths! Remember, it's at the top of every page if you ever need a handy calculator.

2.2 Income from self-employment
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Keeping simple books
If the turnover of your business is less than £15,000 then you do not need to produce detailed accounts for tax (the turnover is the amount you take in from customers).

You will need to provide details of your

· Total turnover

· Total business purchases and expenses 

· Net profit. 

Keeping records in a book is a great help. You will need records to claim benefits and to work out your tax and National Insurance. If your turnover is less than £15,000 a simple record like the one below will be all you’ll need. Otherwise you should buy a purpose-made accounts ledger. They are on sale in most stationery shops.

Use a different column for:
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Under Notes write;
· what the money was made from or spent on 

· who paid or received it 

· if a cheque was written, the cheque number. 

Keep everything separate.
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At the end of each month add up the amounts.

If your business has a high turnover you should think about using an accountant. You may also have to pay VAT.

Putting money aside
As a self-employed person you have to pay tax and National Insurance as well as any running costs. Put aside a proportion of everything you earn so you can pay your tax when it is due.

Paying tax
You will have to pay tax on the profit that you make.

To work out the profit you will need the total turnover (total amount received from customers) and the total allowed expenses.

· Contact your local tax office for a list of the expenses that are allowed. 

Profit = Turnover – Expenses

To work out your tax
· Work out your profit for the year (takings less expenses)

· Deduct your personal allowance (contact your tax office if you don’t know this)

· The first £2,020 above your allowance is charged at 10%
(10% of £2,020 is £202)

· Take £2,020 away then find 22% of the rest (as long as your income is below £31,400 above your allowance) 
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For some more practice with working out tax see Wages from an employer.

Paying National Insurance
As a self-employed person you should pay class 2 and class 4 National Insurance Contributions. If your earnings are below £4215 a year you can apply for a certificate of exception. This means you don’t have to pay National Insurance.

Above that amount you should pay £2.05 a week for class 2 contributions.
52 x 2.05 = £106.60 per year.

You should pay class 4 contributions equal to 8% of profits between £4,745 and £31,720.

For Example:
Profit £17,586
Take away threshold amount
£17,586 – £4,745 = £12,841

8% of £12,841 = £1027.28

· In this example you should pay £1027.28 a year for class 4 National Insurance Contributions.

· You pay £106.60 Class 2 contributions. (52 weeks x £2.05 = £106.60) 

The total amount you pay for National Insurance is £1,027.28 + £106.60 = £1,133.88


Activity:
Find out how much class 4 National Insurance the following self-employed people should pay.
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(To compare your results take a look at the box on the right)

2.3 Pensions 
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When your pension is paid to you
· Payment of pension benefits. 

State Retirement Pension
This is paid by the Benefits Agency (Department for Work and Pensions) when we reach retirement age. Retirement age is different for men and women, but this is being changed so that men and women will retire at the same age.

Women born before 6 April 1950 will not be affected they will retire at 60.

Women born after 6 April 1955 will retire at age 65.

Those born between those dates will retire at some time between 60 and 65 – contact your local Department for Work and Pensions office for details.

The amount of State Retirement Pension is based on how much National Insurance you have paid during your working life. The way that it is worked out is too complicated to show here as it has changed so many times.

The pension is split into:

· Basic Pension 

· Additional Pension – based on earnings 

· Graduated Pension – based on National Insurance Contributions between 1961 and 1975 

· An increase for certain dependants – such as children 

· An age addition for anyone aged 80 or over 

· An addition for disability if a person was on incapacity benefit shortly before retirement. 

Note: You can get a pension forecast by contacting the Benefits Agency (Department for Work and Pensions).

The pension will not be affected by any other money you have coming in to your household. It will count as income against means-tested benefits such as Income Support, Housing Benefit and Council Tax Benefit.

State Retirement Pension is not usually worth very much. Many people claim Income Support under the Minimum Income Guarantee in addition to their pension. 

From later in 2003 the Government is planning to introduce Pensioners Tax Credits instead of Income Support.

Occupational or company pensions

Many employers operate a pensions scheme for their employees. In most cases they pay a regular amount into the pension. You can also opt to pay extra money into the pension from your wages. The younger you start, the bigger the potential benefits.

If your employer has five or more staff and doesn’t offer a pension scheme, they do have to tell you about stakeholder pensions and allow you to pay into one through your wages. You should look carefully at all of the information that your employer gives you.

Personal Pensions

As well as the pensions shown above you can join into a personal pension scheme. The terms of these vary a lot between different companies. Be careful about who you ask for advice. Some financial advisers only sell the products of one company. If you want help with how to invest your money you should contact an independent adviser.

To find an independent financial adviser in your area you can contact :

Independent Financial Adviser Promotions

2nd floor

117 Farringdon Road

London

EC1R 3BX

080000853250

www.unbiased.co.uk
Regular payments or regular payments and lump sum?

With a personal pension you may choose between taking your benefits as a regular income only, or include part of them as a lump sum.

This can be a hard choice.

You have to balance what you can do with a lump sum against the extra income that you may get. Bear in mind that people are living a lot longer than they did so the difference in the amount you eventually receive may be quite a lot.

Note that means-tested benefits are affected by any payments that you get.

2.4 Savings and Investments
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· you can choose an investment fund designed to produce regular income. 

You can produce an income from your savings and investments by investing a lump sum. You can also invest a regular amount of money when you have some surplus cash. If you invest a lump sum then you can make a single investment and also combine it with additional amounts whenever you want.

It is important to recognise that there is usually some sort of risk involved. In the 1930s a lot of people lost money when several major banks collapsed.

Banks use money from savers to invest in stocks and shares, Government Gilts, money markets and corporate bonds. If the bank invests it well then the bank makes money. If they do badly the bank can lose money.

If everyone who has money in a bank asks for it at once then the bank will not have enough money to pay everyone! This is what happened in the 1930s to a bank in Germany, and then to other banks across the world. The same thing has almost happened recently to banks in Japan, Germany and America.

Saving and investing involves varying degrees of risk. If you want to save money in a bank/building society, you will be taking almost no risks with your money. If you want an income, then the potential income you can receive will normally be linked to the risk you are prepared to take with your money. 
Generally speaking, the higher the potential returns from an investment, the greater the risk of losing some or all of the money you have invested. 

The table below shows some examples of the degree of risk.
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Independent Financial Adviser Promotions
2nd Floor
117 Farringdon Rd
London
EC1R 3BX
Tel: 08000 853250
www.unbiased.co.uk

They will send you details of three independent financial advisers in your area.

Some of the questions a financial adviser may ask you include:
· Have you planned for retirement? Do you want to increase the amount a pension would pay when you retire?

· Have you any debts? Is the amount you are paying in interest on a debt more than investing the money would earn for you? 

· Do you want to invest in property? If you live in a council property do you have the right to buy (your local council housing department can provide the information)? If you have a mortgage do you want to pay some off? 
· Are you getting any benefits that may be affected.

· Do you have an emergency fund fund for unexpected expenses? 

If you decide you want to save or invest then you will be asked to consider:
· how much to invest? 

· whether to invest in one or several things? 
· what you want to invest in? – there are lots of issues here. It is a balance between risk and payoff. Some companies offer ethical investment opportunities if this is important to you. 

A financial adviser will be able to help you consider these points.

Easy access to your money
If you just want somewhere to keep your money where you can get to it then you may want to think about whether you want a:

· Basic Bank Account

· Current Account

· Savings Account

· Credit Unions

· Basic Bank Accounts: These allow you to take out money of a cashpoint but won’t let you go overdrawn. Even someone who is bankrupt can use one of these accounts.

· Current Accounts: These allow us to use cheque cards and debit cards.

· Savings account:  These usually pay more interest but may have conditions attached, such as losing interest if yout ake money out and having a notice period before being able to take money out. Banks, Building societies and Post Offices have savings accounts.

· Credit unions: They are cooperatives offering savings and loans. They have conditions of membership – such as living and working in a particular area. They don’t pay interest but they may pay a dividend up to 8%.

· Tax on savings - Interest on savings is usually taxed if you pay income tax. Non-tax payers can claim payment of interest without tax deducted. Contact the Inland Revenue or your building society for a form if this applies to you. 

· Means-tested benefits - If you are claiming these, then you must declare your savings.
2.5 Grants and Loans
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· Education

· Homes

· Benefits

· Charities

[image: image17.png]It is possible to get grants to help with education. Normally they are
limited to:

© Students with children

© Students with a disability

© Care Leavers

© Students with high traveling costs

Other students have to depend on loans, although may get help with
tuition fees. Contact your local education authority for more details.
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Grants are available from a local authority to help with repairs,
renovations, adaptations (such as for disability) and conversions. To
find out the conditions of these you should contact your local council.

It is also possible to get a grant to help with insulation - for details of
these telephone 0800 3162815.
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© Prisoners on home leave (Community Care Grant)

© People released from prison (Community Care Grant)

© People who have been homeless (Community Care Grant)

For details of these contact the Benefits Agency
(Department of Work and Pension-Benefits).
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are ignored.




2.6 Benefits
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The Government is working on changing the way that benefits are claimed and who deals with them. If you have been told in the past that you cannot get any benefits you should ask again. Look below to see if any of these situations apply to you.
· Help with rent and Council Tax. 

· In work. 

· Looking after children. 

· Sickness and disability. 

· Unemployed but able to work. 

· Under 18. 

· Over 60. 

· Making an appeal for benefits.

Help with rent and Council Tax
If you do not have much money coming in and you are responsible for paying rent, Council Tax or both then you may be able to claim Housing Benefit, Council Tax Benefit or both. To claim these contact your local council.
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This may save you from further costs. Remember that the benefit may not cover the whole amount you have to pay.

If you are a pensioner and aged 70 and over you are entitled to get an extra £100 to help with your council tax bills. 

In work
In April 2003 the Working Tax Credit was introduced. It is administered by the Inland Revenue and has replaced Working Families Tax Credit and Disabled Person's Tax Credit. 

To find out more about this benefit you can phone the Tax Credit help-line (0845 609 5000). You can also look on the Inland Revenue web site.


Looking after children 
If you are looking after children you can claim Child Benefit for them. If someone else gets the Child Benefit but the child lives with you and not them then you should go to an advice centre such as the Citizens Advice Bureau. Child Benefit can be extended until after a child is 18 if they stay at school or go to college. For more information on Child Benefit, please take a look at the Inland Revenue Website: http://www.inlandrevenue.gov.uk/childbenefit/index.htm.
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If you claim Income Support you will be asked to go for an interview to ask you about work that you could do. Your claim may not be accepted if you do not attend. If you do not think you can go you must contact the Benefits Agency (Department of Work and Pensions).

Extra amounts of money to look after children are also paid with:

· Incapacity Benefit 

· Invalid Care Allowance 

· Job Seeker's Allowance. 

If a child has a long-term illness or disability you may be able to claim Disability Living Allowance. To get a claim pack phone the disability benefits help-line on 08457 123456. You will need to show that the child needs more looking after than another child the same age would do. It is therefore important to fill the form in as carefully as possible.

Sickness and disability
If you are off work due to sickness or ill health you should get Statutory Sick Pay (SSP) from your employer. If you do not get Statutory Sick Pay you can claim Incapacity Benefit. Statutory Sick Pay can last for up to six months, at the end of which you will be given a form to claim Incapacity Benefit. 
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then you should be able to claim Disability Living Allowance. 

If you are over 65 and you need care from someone you can claim Attendance Allowance.

These Benefits also open the door to extra money on:

· Income Support 

· Jobseeker's Allowance 

· Housing Benefit 

· Council Tax Benefit 

· Extra help with road tax and parking. 

Someone may also be able to claim Invalid Care Allowance to look after you, though if you are on Income Support you may get less money if they do.

Because of the complexity of these benefits we recommend that you go to an advice centre for expert help. An advice centre such as the Citizens Advice Bureau will help you free of charge.
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Under 18
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Over 60
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You can put off getting your pension by having it deferred. We recommend that you take further advice before doing this to see whether you will be better off claiming your pension later. 
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Making an appeal for benefits
Many people are turned down for benefits that they should be able to get, particularly disability benefits such as Disability Living Allowance and Attendance Allowance. You can appeal against a decision but you have to do this within one month. Appeals after more than a month are only accepted in special circumstances.

You will stand much more chance of winning an appeal if you have help. You can get free help from any Citizens Advice Bureau and also from law centres and money advice centres.

Activity: Try working these out for yourself.�Using £4.745as the personal allowance, how much tax should these people pay?


Remember 


 take off the personal allowance


10% of the first £1,960 over that


22% of the rest (as long as it’s not more than £30,500 over the allowance)


add up the amounts





Ms Wilkinson earns £16,500 a year


Mr O’Hara earns £18,400 a year


Mr Inwood earns £5250 a year





(To compare your results take a look at the bottom right corner of the side)














Pensions are paid to us when we get older or when we are unable to work through ill health. How and when they are paid will depend on the terms of that particular pension scheme. 


There are several different types of pension:


State Retirement Pension. 


Occupational or company pensions. 


Personal pensions. 








Activity - finding 8%�To find a percentage if you don’t have a calculator


Percent means for every hundred, so 8% means 8 for every 100.��First find 1%. 1% is one for every hundred.


To find 1% divide by 100, for example;


1% of £712 = £7.12 


1% of £28,000 = £280 


1% of £120,023 = £1,200.23 


To divide by a hundred move the decimal point 2 places to the left.


To find 8% multiply 1% by 8,


1% of 712 = 7.12 and then 7.12 x 8 = £56.96 








Ms Wilkinsonpays  £2,343.70 tax


Mr O’Hara pays £3,161.66


Mr Inwood pays £50.50 tax





Jane £1,300.40


Ramesh £1,220.40


Eric £820.40





Money coming into a household can come from different places. 


Here we hope to help you:


Understand different types of income


See if there is extra money that you are entitled to


Work out things like how much tax you should pay


Work out how much national insurance self employed people should pay 


There is lots of information, and also a chance for you to work things out for yourself.





Name: this is the person who the payslip is issued to





Date: The date of this payslip, if weekly this will be the end date, if monthly just the month and year are shown 





Tax week/ month number: how many weeks/ months into the current year





Gross wages to date: How much money you’ve received in this tax year





Tax deducted to date: How much money has been deducted to this date





Code number: Your tax code, used to calculate your tax free personal income;





Overtime: Any additional overtime you may have worked will be shown here





Bonus, holiday: any additional money being paid as bonus or holiday entitlement will be shown here





Sick pay: Any statuary sick pay or statuary maternity pay you have received





Basic: Basic wages for any deductions





Gross: Gross wages before any deductions 





Total Deductions:  The amount the employer has deducted from your gross wage





Tax credits: any tax credit benefits you are eligible for





Net pay: The actual amount you will find in y our wage packet





Total deductions: Total amount of deductions for this week/month





Other deductions: Optional, any deductions not listed above





Rates: Optional, only used if you are a higher earner with your wages taxed at different levels





Company pension: Optional amount deducted if you are part of a company pensions scheme





Income Tax: How much Income Tax you’ve paid





National Insurance: How much National Insurance you’ve paid





Tip: - To work out 10% of £2,020 you can divide by 10 (10% is the same as a tenth).











If you work for yourself then you are self-employed.


If you are self-employed then you have to pay Income Tax and National Insurance.


The type of National Insurance that you pay is different to someone who is employed.








There are many options available for saving and investing money. For example;


you can receive interest on your savings in a building society 


you will usually get dividend payments from owning shares 


you can choose an investment fund designed to produce regular income. 








Need help or advice?�A financial adviser can give you help and advice. To find an independent financial adviser in your area you can contact:





Sometimes we need access to large sums of money that we haven’t saved for and have to apply for a grant or a loan. 


Grants are sums of money that may be paid to you and don’t have to be paid back. Loans are sums of money that have to be repaid. Before asking for a loan it is better to see if you qualify for a grant.








State benefits�Benefits are also sometimes called allowances, pensions, tax credits or entitlements.


There are many different benefits that can be claimed. It is important to get advice from an advice centre, such as the � HYPERLINK "http://www.nacab.org.uk" \t "_blank" �Citizens Advice Bureau�, to be sure that you are claiming every benefit that you are entitled to. This section introduces some of the main benefits but cannot cover all of them.








If you are worried about being behind with your rent then you can ask for interim payments of housing benefit. These should be paid within two weeks of providing all of the evidence needed to support your claim. You do not have to tell your landlord that you are claiming benefits – some private landlords do not like people to be on benefit. You will have to prove how much rent you have to pay. If you are worried about this ask an advice centre (the � HYPERLINK "http://www.nacab.org.uk" \t "_blank" �Citizens Advice Bureau� for example) to help you claim.


If the council is taking action against you for being behind with your Council Tax then you should let them know that you are claiming benefit and ask them to put a hold on any further recovery action. 








If you are in paid work (as an employee or self employed) you may be eligible for Working Tax Credit.


If you have one or more children then you may be eligible for the Child Tax Credit. You can find out more about both the Working Tax Credit and Child Tax Credit from the Inland Revenue or in the section on Tax Credits.


If you are a single parent, or if the other parent is unable to work, you can claim Income Support. To get Income Support you must be working less than 16 hours a week, not have too much money saved up and not have too large an income.








Not everyone can get Incapacity Benefit - it depends on how much National Insurance that you have paid. It is a good idea to claim Income Support. Do not wait for a decision because Income Support is not normally backdated.


If you are sick or disabled because of work or through being in the armed services go to a Citizens Advice Bureau as other benefits and pensions may apply.


If you:


have difficulty walking 


need guidance or supervision outdoors 


are unable to cook 


need care from someone else 


need watching over 








Unemployed but able to work


If you are out of work then you can claim Job Seeker's Allowance. This is paid to people who are available for and actively seeking work. You will have to sign a jobseeker's agreement to say what you are going to do to find work. It is important not to place too many restrictions on what jobs you would take. 


If you are 'sanctioned' while you are on Job Seeker's Allowance you may not receive any benefit for a time. You can claim hardship payments – you will need to ask about these. If you are sanctioned for any reason it is best to go to an advice centre such as the Citizens Advice Bureau for further help.








If you are under 18 years of age you will usually have to register with a careers centre and make yourself available for youth training in order to be able to get an allowance. 


There may be other money and help that you can get if you are:


sick or disabled 


pregnant 


about to join the army 


caring for someone 


a single parent 


a care leaver. 








If you are over 60 then you do not have to be available to work, even if you have not reached the age when you can get your pension. You can claim Income Support under the Minimum Income Guarantee. This is designed to top up any money that you have to a minimum level. 


You may also receive a State Retirement Pension when you reach retirement age in addition to any works pensions and personal pensions that you have paid for.


You should receive a pension forecast before you reach retirement age that will tell you how much State Retirement Pension you will get. If you have not had one phone your local Benefits Agency (Department of Work and Pensions) and ask about this. 


Retirement age is still different for men and women. Women should receive a pension from age 60, men from age 65.


You can put off getting your pension by having it deferred. We recommend that you take further advice before doing this to see whether you will be better off claiming your pension later. 








General note - Rules about benefits are very complicated. The section is meant as a rough guide only. We recommend that you go to an advice centre, such as a Citizens Advice Bureau, to find out more.








