Income Tax Computation – Q1 Solutions
(a) Molly Income Tax Computation 2021/22
Molly receives bank interest of £22,500 and no other income in 2021/22
Calculate Molly’s income tax liability in 2021/22

						Savings		Total
						£			£
Bank Interest					22,500			22,500
Total Income					22,500			22.500
Less: Personal Allowance			(12,570)		(12,570)
Taxable Income				9,930			9,930

Tax Calculation:
Savings
5,000 @ 0%								0
1,000 @ 0%								0
3,930 @ 20%								786
Income Tax Liability							786
As Molly has no non-savings income, the full £5,000 0% starting rate band is available on the taxing of the savings income.
Molly is a basic rate taxpayer and therefore has a savings income nil rate band of £1,000







(b) Polly Income Tax Computation 2021/22
Polly has a trading profit of £13,500 assessable in 2021/22 and receives bank interest of £18,000
Calculate the income tax liability of Polly for 2021/22
						Non-savings	Savings	Total
						Income	Income
						£		£		£
Trading Income				13,500				13,500
Bank Interest							18,000		18,000
Total Income					13,500		18,000		31,500	
Less: Personal Allowance			(12,570)			(12,570)
Taxable Income				930		18,000		18,930

Tax Calculation
Non savings
				930 @ 20% =					186
Savings
(5,000 – 930 = 4,070 starting rate band)
				4,070 @ 0%					0
				1,000 @ 0%					0
				12,930 @ 20%				2,586
Income Tax Liability								2,772
Polly has non savings taxable income of £930, so has a 0% starting rate band available for her savings income of £4,070.
Polly is a basic rate taxpayer, so her savings income nil rate band is £1,000




(c) Daisy Income Tax Computation
Daisy received a salary of £19,500 (PAYE £1,400) and also received £10,000 bank deposit interest and dividend income of £1,000 in 2021/22
Calculate Daisy’s income tax payable for 2021/22

Non		Savings	Dividends	Total
Savings	Income
Income
£		£		£		£
Employment Income			19,500						19,500
Bank deposit interest					10,000				10,000
Dividends								1,000		1,000
Total Income				19,500		10,000		1,000		30,500
Less: Personal Allowance		(12,570)					(12,570)
Taxable Income			6,930		10,000		1,000		17,930

Non savings
		6,930 @ 20%								1,386
Savings	1,000 @ 0%								0
		9,000 @ 20%								1,800
Dividends
		1,000 @ 0%								0
Income Tax Liability									3,186
Less tax deducted @ source
PAYE											(1,400)
Income Tax Payable 									1,786
Daisy has non savings taxable income in excess of £5,000, so the 0% starting rate for the savings income is not applicable
Daisy is a basic rate taxpayer, so her savings income nil rate band is £1,000
Daisy has less than £2,000 of dividend income so the dividend income nil rate band applies to all the dividend income 
