Lower Corporation Tax for N.Ireland

It might be in your interest, no matter how small your business is, to support the proposed reduction in corporation tax. Here is the email address to send your opinion to: niconsultation@hmtreasury.gsi.gov.uk
I have picked an example of a small company, run by one person, to emphasise the benefit of a lower Corporation tax rate in N.Ireland.

Say you make a profit of £37,200 in the tax year 11/12.

1. First of all, if you’re a Sole Trader you will pay tax of £5,945 and National Insurance of £2,828 – giving you a Net Income of £28,427 
2. If you’re a limited company you can pay yourself a Tax/Ni free salary of £7,200 and then Corporation tax of 20%, £6,000 – leaving you with a Net of £31,200. 
3. Now if the Corporation Tax rate was only say 10%, you could still pay yourself a tax free salary but only pay £3,000 in Corporation Tax – leaving you with a Net Income of £34,200  

This simple example proves what an advantage lowering the rate would be. At the moment there are still a lot of Sole Traders who are not totally convinced about incorporating to a limited company. Although they would save tax (more specifically N.Insurance) they might feel the extra administration is not worth it. However with the lowering of the Corporation Tax rate to 10% or even 12.5% who would argue about saving up to £6k every year.

· Higher profits: If you have even higher profits there’s even more potential to save - for a Sole Trader the savings would be even bigger as your profit increases, as you would not be paying tax at 40%. You would then begin to pay extra tax on your dividends, but only if you took more than £38,700 in total out of your company every year. For those already incorporated your tax bill could be halved. 

· Lower profit: Even if we took a lower profit figure of say, £19,200 – you could still save £1,153 by converting to a limited company and an additional £1,200 if the Corporation Tax rate was reduced to 10% 
This whole initiative might at least help some of us to survive the recession a bit longer and help counteract some of the other tax increases (especially VAT going up to 20

  % - and don’t forget VAT is a tax on Sales so you have the ridiculous situation where some companies are actually making losses and still have to pay huge VAT bills!). 

Local companies are, of course, local employees and also suppliers to other local businesses so there is the whole spin-off benefit for the Northern Ireland economy. 

In this very brief article I have not got into the whole broader argument about the reduction in the block grant and impact of this tax reduction on much larger (multi-national) companies. Of course there is even a greater saving for these larger companies as the higher Corporation Tax rate for larger companies is actually 26% this year but will be reduced to 24% over the next two years. Maybe it would be a good idea to keep with the two tier approach and have a small company rate at 10% but a large company rate at 15%. 

Phasing in the lower tax rates might also be a good idea as it would lessen the impact of the reduction in the block grant and I believe all politicians would then see the overall benefit in the Northern Irish Economy.

Anyway, if you would like to give your opinion – maybe explaining how your business helps and supports the local economy, please e mail: niconsultation@hmtreasury.gsi.gov.uk
