Personal Allowances – Computations Solution
Mike Income Tax Computation 2021/22
							Non-savings		Total
							£			£
Employment Income 				108,000		108,000
Total Income						108,000		108,000
Less: Personal Allowance (w1)			(8,570)		(8,570)
Taxable Income					99,430			99,430

Income Tax calculation:
Non savings
37,700 @ 20%								7,540
61,730 @ 40%							             24,692
99,430										
Income Tax Liability								32,232
Less: Tax deducted at source
PAYE										(32,000)
Income tax Payable								        232
(w1)
Normal Personal Allowance	12,570
Less ½ [108,000 – 100,000]           (4,000)	
Revised Personal Allowance	   8,570







Ken Income Tax Computation 2021/22
		Non- 		Savings	Dividends	Total
		Savings
		£		£		£		£

Trading Income		130,000					130,000
Bank Interest				40,000				40,000
Dividends						36,000		36,000
Total Income		130,000	40,000		36,000		206,000
Less: Personal Allowance (w1)		(-)						   (-)
Taxable Income		130,000	40,000		36,000		206,000

Income Tax calculation:
Non savings
	37,700 @ 20%					7,500
	92,300 @ 40%					37,000
Savings
	20,000 @ 40%					8,000
	20,000 @ 45%					9,000
Dividends
	2,000 @ 0%					0
	34,000 @ 38.1%					12,954
								74,454

Ken is an additional rate taxpayer, so he has not savings income nil rate band.  As non-savings taxable income exceeds £5,000 there is no 0% starting rate band to utilise.
The first £2,000 of dividend income benefits from the dividend income nil rate band irrespective of the level of other income. 
(w1)
Normal personal allowance	12,570
Less ½ [206,000 – 100,00]	(53,000)
Restricted to	        Nil

[as an adjusted net income exceeds £125,140 the personal allowance is reduced to nil]


James Income Tax Computation 2021/22

			Non		Savings	Total
			Savings	
			£		£		£

Trading Income			102,000			102,00
Bank Interest					4,000		4,000
Total Income			102,000	4,000		106,000
Less: Personal allowance (w1)			   (9,570)			  (9,570)
Taxable income			  92,430	4,000		  96,430

Income Tax calculation:
Non savings
	37,700 @ 20%				7,540
	54,730 @ 40%				21,892

Savings	500 @ 0%					0
	3,500 @ 40%				1,400
Income Tax liability							30,832

James is a higher rate taxpayer, so has a savings income nil rate band of £500.  As his non savings taxable income exceeds £5,000 there is no 0% starting rate band available.

(w1)
As adjusted net income exceeds £100,000, the normal personal allowance is restricted.

Normal Personal allowance		12,570
Less ½ [106,00 – 100,000]		(3,000)
Revised personal allowance		 9,570
