3. Where money goes
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Choose from any of the following:
3.1 Council Tax 

3.2 Income Tax and Tax credits 

3.3 VAT

3.4 National Insurance

3.5 How taxes are spent

3.6 Savings and investment

See 'Spending money and budgeting' section for information on household expenditure, planning and budgeting. 

3.1 Council Tax

[image: image2.png]



The amount of Council tax that you pay relates to the value of your house on the 1st of April 1991, it was built since an estimated value is used. The value of all homes is divided into eight bands from A to H. A banded houses are those with the lowest value and therefore people who live in them will pay the least while H banded houses are the most expensive so people will pay more Council Tax.

How to pay your Council Tax
When you receive your Council Tax bill it normally explains how and when to pay. Normally, you can pay by instalments (e.g. ten monthly payments).

However, you can choose to make one payment or in some cases two. In all cases you must pay by the due date (e.g. first day of the month) or you may be told you are in arrears. If you fail to pay your Council Tax it can cause you problems as non payment of Council Tax is a serious matter.
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Most local authorities offer you different ways to pay your Council Tax. You need to check what ways your own council provides. You can locate your council offices by searching the Internet or by using a local telephone directory. 

Non-payment
If you do not pay an instalment of your Council Tax then the local authority can obtain a court summons from a Magistrate's Court. If you receive a summons you must immediately contact them. In many cases they will allow you to make them an offer to repay the arrears. However, if you have missed three or more instalments then they can demand payment in full, so contacting them at once is vital.

If you fail to pay arrears after receiving a summons then the local authority can ask for a liability warrant from the court. This can result in deductions being made from wages, Income Support, Jobseekers Allowance or even a visit from the bailiffs to take your property or possessions.

Reducing your Council Tax
There are a variety of discounts available that can reduce your Council Tax bill. They include:

· If you live alone then you may be entitled to a reduction in the tax by a quarter. 

· If your property is empty then you may have your bill reduced by 50%. 

· Full-time students are not normally required to pay. 

· If you have a low income then you may qualify for Council Tax Benefit. 

· If you are disabled or have a disabled person who lives with you and have adapted or use part of the building for their needs. 

In all cases you need to contact your local council to check if you are eligible for the reduction.

Council Tax Benefit
If you have problems paying your Council Tax then there is help called Council Tax Benefit, which is paid to you by local councils. If you have a low income and pay Council Tax then you may qualify for help. You can find out the details by visiting the Department for Work and Pensions: http://www.dwp.gov.uk/lifeevent/benefits/council_tax_benefit.htm. 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.
3.2 Income Tax and Tax Credits
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This is called your allowance. Each year the Inland Revenue sends you a tax code. This takes the form of a number such as 474. This represents the total amount of money you can earn before paying tax. To work out how much you can earn you need to multiply your code by ten so that a code of 474 means you can earn £4,745 before paying any tax.

Allowances change each year since the government normally increases them by the rate of inflation and sometimes changes the way they are calculated. 

There are several different allowances. The main ones are:

Paying Income Tax
When you first start working you might expect to earn your allowance before having to pay tax but normal practice is to consider how much you would earn during the whole tax year and to average your income tax over the entire year so you will pay immediately.

There are also two new tax credits since from April 2003, which work in a different way to tax allowances, for more information take a look below.

[image: image5.png]Every taxpayer receives an individual allowance which in 2004/2005
was £4745. (£4745 for 2004/2005)

L Personal allowance for people aged 65 to 74: older taxpayers
aged between 65 to 74 receive a slightly larger
personal allowance which in 2004/2005 is £6830.
(£6830 for 2004/2005)

© Personal allowance for people aged 75 and over: older taxpayers
aged 75 or over receive a slightly larger personal
allowance which in 2004/2005 is £6950.
(£6950 for 2004/2005)




[image: image6.png](2 Blind Person’s Allowance

This is an additional allowance for people who are registered blind
with their local authorities. In 2004/05 this allowance is £1.560




[image: image7.png]Working Tax Credit is a means-tested allowance that is paid to you
through your wages. You are entitled to it if you are in employment
and if you meet certain conditions. 1t depends on how much money
you have coming into your household each year whether you are
entitled to this tax credit or not. If you are entitled to this tax credit
the amount also depends on your annual household income.




[image: image8.png]Child Tax Credit is a means-tested allowance. It is paid to parents and
carers of children or some young people who are still in education.
You are entitled to receiving Child Tax Credit if you or your partner

« are aged 16 or over and
« are responsible for at least one child or for some young people who

are still in education and
© if your household income is below £50.000 a year

The amount of Child Tax Credit that you are entitled to receive is made
up of different elements. These elements are:

© A family element- this s paid to any family with responsibility
for at least one child. this element is £545 in 2004/05

© A child element - this is paid for each child or qualifying young
person in the family. This element is £1,625 in 2004/05

© Further elements for 2004/05:
© Family element, baby addition: family's are entitled to this
addition in the first year of a child's life. This element is £545
« Disability element: £2,215
¢ Severe disability element £890




The more you earn the more Income Tax you pay. There are three taxable bands:

Starting Rate 10% - you pay 10% of the first £2,020 you earn after your individual allowance 

Basic Rate 22% - you pay 22% from £2,020 to £31,400 

Higher Rate 40% - you pay 40% of everything you earn over £31,400 

The bands determine how much you pay after your personal allowance has been deducted. To learn how your tax is calculated visit the Wages from an employer page.
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3.3 Value Added Tax (VAT)
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Currently there are three different rates for VAT:

· 17.5% - this is the VAT rate added to most goods and services 

· 5% - this is a reduced VAT rate which is put on fuel and power used in the home (you can take a look at the electricity bill and you will find out that there is only 5% charged) and by charities 

· 0% - there isn't any VAT on most food, books, newspapers and young children’s clothing. 
So most of the time when you buy goods or services, you pay the VAT. It is usually included in the shown prices of products you buy. 
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3.4 National Insurance (NI)
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There are six different classes of contributions to the NI. Some classes count towards certain benefits – so you need to know which class you should contribute to.

National Insurance contributions in general cover Job Seeker's Allowance, Incapacity Benefit, Retirement Pensions, Bereavement Benefits and Maternity Allowance. 

Below you can see a list of the different classes of NI and the different benefits you can claim.

If you are working as an employee usually you have to pay class 1 contributions. The benefits listed in the table are only general information. 

The benefit you actually receive is dependent on how much contributions you’ve paid before and your illegibility for the benefit. 
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More information on National Insurance can be found on the Inland Revenue web site.

Your National Insurance number
Usually every citizen of the UK receives a National Insurance number when they turn 16. You keep this number for a lifetime.

If for some reason you didn't receive the number automatically you have to apply for one. You should contact the nearest office of the Department for Work and Pensions to arrange an appointment for an interview. In this interview you have to prove your identity.

If you work you always need to have a National Insurance Number. It is your account number for all dealings with the Inland Revenue and Department for Work and Pensions. 

When you start working you should tell your employer your NI number right away. This is important because if your employer allocates your contributions to the wrong account you might have problems with claiming benefits later on.

3.5 How taxes are spent
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So the taxes you pay are used to pay for transport, education, health, law and order, housing, culture/media/sport, trade and industry, environment/food/rural, overseas development and defence.

When the government increases taxes it is because it needs more money to finance these services. Sometimes tax needs to be increased to help deal with economic problems. 

In 2002, the government decided to raise taxes to improve public services such as education and health. This means that more money is taken from your salary – but at the same time you can benefit from better public services.
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This is an impressive list of services. The amount of money, which is spent on them varies with schools and education usually representing the larger part of the budget.
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Council Tax is the local tax, which pays for local services but another important contributor is Business Rates. Their full title is Non-Domestic Rates. You have to pay Business Rates if you occupy a shop, office, workshop or other business site. However, you still have to a pay a reduced amount even if the building is empty. 

In some cases you may be using your home to run a business or living over the business (e.g. a flat over a shop). In these cases you may have to pay both Council Tax and Business Rates. How you are using your home for the business is an important element in deciding if you need to pay Business Rates. You can find details about Business Rates on the Department for Transport, Local Government and the Regions web site: http://www.local.dtlr.gov.uk/finance/busrats1.htm.

Government Grants
Although Council Tax and Business Rates make a large contribution to paying for local services they are insufficient to pay for the all the services. The extra money comes directly from government and is calculated using a complex formula.

3.6 Savings and Investments
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There are a bewildering number of options for saving and investing money. It is important to recognise that there is usually some sort of risk involved. The degree of risk varies between investments. Many organisations offer you ways to save and invest, and there are many ways of doing this. These include:
· building societies 

· banks 

· government National Savings 

· credit unions 

· friendly societies 

· stock market 

· insurance companies 

· collective investments 

A key factor in choosing an account is the amount of interest that each option pays. In the Useful tools section you will find an interest calculator that you may find useful. Interest rates change so you should check what your savings are earning.

We recommend that you seek the advice of an Independent Financial Adviser in order to make the most of your savings and investments. To find an IFA (Independent Financial Adviser) in your area, visit the IFA Promotion web site

For more help on savings and investments see ‘Where money comes from’ and ‘Risk and return’.

Building Societies
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[image: image24.png]You can pay and withdraw money at any time. However, these types
of account although easy to use often pay the smallest amount of
interest.




[image: image25.png]Regular Savings Account

These accounts require you to agree a regular pattern of

payments (e.g. £10 per month) and in return for a higher rate

of interest but they sometimes restricted how many withdraws
you can make in a year.
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These require you to save a minimum amount and provide a
guaranteed rate of interest over a fixed period (e.g. one, two or
five years). You can withdrawal your money but you will often lose
interest for early withdrawals.




[image: image27.png]Mini Cash ISA (Individual Savings Account)

The interest you earn on an ISA is tax-free. You are limited to
saving a total of £3000 in any single tax year (i.e. April to April)
but can withdraw your money at any time with the loss of some
interest. You can only open one mini cash ISA in any one year.
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A maxi ISA can be composed of a Mini Cash ISA + stocks and shares,
or the whole Maxi ISA allocation can be used for stocks and shares.
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Each type of account will have different conditions, which you should think about before opening an account. Interest is normally paid with the income tax deducted.

If you do not pay tax you can apply to the Inland Revenue to have your interest paid without deducting tax. You need to complete a form, which you can get from the building society or the Inland Revenue.
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[image: image31.png]Basic bank account

These allow you to take money out of a cash point but won't let
you go overdrawn. Even someone who is a bankrupt can use one
of these accounts.




[image: image32.png]Current account (the most common type)

These allow us to use cheque books and debit cards. If you overdraw
then you will be charged by the bank even if it is for a short time. Some
banks offer special accounts which reduce the charges on overdrafts.




[image: image33.png]Savings account

These usually pay more interest but may have conditions
attached, such as losing interest if you take money out. Banks,
Building Societies and Post Offices have savings accounts.




Government National Savings
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[image: image35.png]You can save from £100 to £20,000 in premium bonds and you can
apply to withdraw the investment at any time. No interest is paid on
premium bonds but each month a prize draw occurs with the chance
to win prizes ranging up to £1 million pounds. Each £1 bond is
entered into the prize draw so if you own 100 you have 100 chances
to win.




[image: image36.png]The interest you earn on an ISA is tax-free.

The Mini-cash ISA allows you to save a total of £3000 in any
single tax year (i.e. April to April) but you can withdraw your
money at any time with the loss of some interest. You can only
open one mini cash ISA in any one year.
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There are a variety of types of bond. Some of them are designed
for children or pensioners. Essentially they require you to save a
minimum amount and provide a guaranteed rate of interest over a
fixed period (e.g. one, two o five years). You can withdrawal your
money but you will often lose interest for early withdrawals.




[image: image38.png]Saving Certificates

Savings certificates provide a tax -free way of saving. They are a
lump sum investment. You buy a number of certificates and for a
given period (e.g. two or five years) you receive a guaranteed
interest rate. At the end of the period your original investment is
repaid to you.




[image: image39.png]Investment Accounts

You start an investment account with £20 at any post office and
add to it with further amounts but these need to be a minimum of
£20. You can withdraw money by giving a months notice or by
losing the previous 30 days interest on the amount withdrawn.




[image: image40.png]Ordinary Accounts

You can start an ordinary account with £10 at any post office and add
to it with further amounts but these need to be a minimum of £10.
You can withdraw up to £100 at any post office. To withdraw larger
amounts requires you to apply by post using a form which you can

obtain from any post office.




Since the investments are backed by the Government they are very secure.

For more information: www.nationalsavings.co.uk/index.jsp
Credit unions
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For more information about Credit unions see the web site of the
Association of British Credit Unions.

Interest on your savings
You decide how much money you would like to save each week or month. If you have a loan through the credit union it could be eligible to be insured for free so in the unlikely event of your death the outstanding balance will be repaid in full. You must continue to save while paying for your loan although if your savings total more than the outstanding balance of your loan you can withdraw the surplus money if you wish, or continue saving. Each year the credit union pays out it profits back to its members this is called a 'dividend'. The dividend is calculated at a percentage rate set by the credit union on a yearly basis. The dividend might be a lower rate of interest than those offered by banks, building societies or insurance companies.

Cheap loans 
Credit unions sometimes offer cheaper loans. There is a limit to how much you can borrow. You might be able to borrow up to three times what you have in the credit union savings.

Free loan insurance 
If you were to die while repaying a loan the loan is instantly paid off.

Friendly societies
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For more information on Friendly societies visit the following web sites:
www.friendlysocieties.co.uk and www.afs.org.uk.

Stock market
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You can buy stocks and shares in a company listed on the stock market. If their value increases your investment increases. However, if their value falls your savings are also reduced, losses and gains are only 'real' when shares are actually sold. Many organisations pay an annual dividend to shareholders. However, this depends on how well the organisation is performing.

There are many ways of investing in the stock market without directly buying stocks or shares. Most banks, building societies and insurance companies offer unit trust funds and investment trusts which invest in a wide range of stocks and shares. A good place to find out more is at the Motley Fool web site: http://www.fool.co.uk/lrninvnov.htm?ref=leftnav 

Insurance companies

[image: image44.png]



Some employers provide life assurance cover for their employees. Ask your employer if this benefit is available to you. If you are lucky enough to have an employer who provides this sort of cover, think about whether it is adequate for your needs or if you should arrange additional cover. Remember too that if you leave your employer, you will need to make your own arrangements in the future.

Life Insurance as a Way of Investing
Endowment policies are often used as a way of saving for the long term, combining life insurance with a way of potentially growing your money. They usually run over a fixed term, such as 10, 15 or 25 years. At the end of the term the company will pay out a lump sum, based on the money made by investing your payments over the life of the policy. If your policy has run for more than 10 years, this will normally be free of tax.

Pensions
Pensions are used to build up a large lump sum in a similar way. At the end of the policy term, the lump sum paid out is used to provide an income when you retire. Again, because the money is invested in the stock market, the final value of the policy (and so the amount of pension you will receive) cannot be guaranteed. If you die before you start taking your pension, the value of your policy when you die will be paid to your spouse or dependants

To find out more about pensions, you could use the Association of British Insurers’ online pension calculator: http://www.pensioncalculator.org.uk/pages/home.php

For more on saving and investing, see the section on Risk and return and for more on planning for the future, see the section on ‘Making personal life choices’. 

Collective investments
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· Unit trusts - Your money buys ‘units’ which are pooled together with other investors and invested on your behalf. Units are bought at the offer price and sales are made at the bid price. The charge you have to pay when you join a unit trust is the difference between the bid and the offer price. 

· Investment trusts are public limited companies, quoted on the Stock Exchange, which buy and sell shares in other companies. Investors pool their contributions with those of others and buy shares in the Investment Trust. There are a set number of shares and their value changes depending on the value of the company. 

· Investment companies (OEICs) combine a number of the features of unit trusts and investment trusts. They are public limited companies like Investment Trusts and investors pool contributions to buy shares. The major difference between OEIC's and investment trusts is that the number of shares available is not fixed and is 'open-ended'. 

If you want to find out more about collective investment you can find out more at the FSA website.
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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.

Almost everybody wonders where their money goes. Most people have complained about the amount of Income Tax, VAT, Council Tax or other form of taxation they have had to pay sometime during their lives. This section will help you to understand the different forms of taxation and what happens to your money.


Taxation is decided by local and national government. Local government sets and collects Council Tax while national government decides on the rates of Income Tax, VAT and National Insurance.








Council tax is a local tax, which is used to fund services such as schools, rubbish collection, social services, police and fire services. You may hear it called the Poll Tax or Community Charge, although these were earlier forms of local taxation. 











You can simply go to your council offices and pay.  Some councils will provide you with a payment card or with a  plastic swipe card to make the process simple. You can pay wish cash or with a cheque in most cases.





Direct Debit allows the Council to take the Council Tax directly form your bank account. It involves you instructing your bank by completing a direct debit mandate (form) and sending it to them.





You can instruct your bank to make regular payments towards your Council Tax Bill by setting up a standing order. This involves completing a form and sending to your bank. The Council Tax information often includes a standing order form.





Some councils will now allow you to pay online by accessing their website online. This involves you in entering details and to identify yourself and using a Switch or Visa card.





You can normally make a payment at any post office as long as you take your council tax bill with you. Some councils provide you with a payment card or plastic swipe card which you can use instead of the bill. Payments can be in cash or by cheque whichever you prefer.





Income Tax was introduced during the Napoleonic Wars as a temporary wartime measure and has remained with us ever since. Few people would admit to liking Income Tax but we all want to benefit from the services that governments provide and pay for using Income Tax.


Income Tax is based on how much you earn and in simple terms the more you earn the more you pay. However, everyone is allowed to earn a minimum amount before they have to pay tax.








Self Assessment


�Your tax code and hence the amount of tax you pay is based on your income. The Inland Revenue will ask some people to complete a form describing their income from employment, savings and other sources. This is called Self Assessment. In most instances, but not all, you will only be required to complete a Self Assessment form if your are self-employed.





Further information�Lots of leaflets and information are available online from the�Inland Revenue web site.








VAT is a tax collected by the central government. It belongs to a set of taxes called 'indirect taxes': it is a tax added to goods or services. 


VAT is charged on the supply of goods and services in the UK and on the import of goods and certain services into the UK. 








Example:�You are buying some clothes – two pairs of socks, a t-shirt and some trousers. In total you pay £49.98. Included in the price is 17.5% VAT. 


Businesses are able to reclaim most of the VAT on goods and services for use by the business. The VAT is usually reclaimed quarterly by completing a VAT return form and returning it to Customs & Excise. Any VAT due from invoices is also paid at the same time.








Most people who work have to pay contributions for National Insurance. 


National Insurance contributions are related to what you earn. That means that you pay a certain percentage of your wage. 


The contributions are paid to the National Insurance fund and build up your entitlement to certain benefits.








Most people think that they are paying too much tax. In this section we want to explain what your tax money is used for.


Taxes are spent on many different things. They are for public spending. �Public spending means spending on public property - on institutions and services that are not privately owned.








Local taxes


Local services are paid for in three ways.


These are:


Council Tax 


Business Rates 


Government grants. 


Local services include many different things. Which of the following do you think are provided by your local council?








This pie chart illustrates an example breakdown of expenditure on local services.


Many local authorities provided detailed breakdowns of their expenditure for local people. This is usually included with your Council Tax bill in the form of a pamphlet.








Many people save by simply putting their change in a jar or by keeping money in an old purse in their own homes. The obvious problem is losing your money if you are burgled. However, sometimes saving your pennies is a useful way of getting into the savings habit. This method should not be seen as a replacement for a proper interest bearing savings account, but can be useful for 'rainy day' saving.








Many building societies have, in the last few years, changed to become more like banks. 


Building societies offer many different ways of saving. Some of these are: 








Although the interest earned on ISA's is currently tax free you should not assume this will always be the case over the coming years. The government of the day may change their tax status from time to time.





Banks


Banks offer a variety of accounts. These include:








National Savings are supported by the British Government. They offer a wide range of ways to save such as:








Credit unions are co-operatives offering savings and loans. They have conditions of membership – such as living or working in a particular area.


Credit unions are not about making a profit. They exist to help the members. However, most will only offer loans after you have saved with them for some time. There is usually a limit on how much you can borrow, too.








Friendly societies are one of the oldest financial institutions. Members of a friendly society pay into a common fund from which they can benefit in a time of need.


In the past joining a friendly society gave a degree of security that your family would be provided for in case of a sudden death or illness.


Interest earned on money you save in a friendly society is tax-free, but there are restrictions. There are approximately 200 friendly societies in Britain today.











The stock market is a list of companies who have decided to offer shares in their company for purchase by the public and financial institutions (banks, insurance companies etc). The best known UK stock market is the FTSE 100 which includes the top 100 UK companies.








Life insurance�The main function of life insurance is to offer financial protection for your family or other dependents in the event of your early death. 


You pay a monthly premium, and the insurance company invests the money. In the event of your death, the company pays out an agreed sum to the beneficiary named in the policy. With some policies the money can be paid as a regular monthly income rather than a lump sum.








Collective investments pool many investors’ contributions into one big investment fund. This way you can buy a stake in a range of investments. Collective investments are unit trusts, investment trusts and ‘open ended’ investment companies. All offer a wide range of choice; letting you decide where you want to invest your money and how much risk you want to take.








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:





Schools


Army


Fire Services?


Social Services?


Hospitals?


Roads?


Railways?


Planning Permissions


Telephones


Trading Standards


Libraries & Museums


(take a look at the box on the right side to find out if you are right!





Services provided by the Council:


Schools, Fire Services, Social Services, Roads, Libraries & Museums, Trading standards, Planning permissions








