INCOME TAX AND STUDENTS

WHAT IS INCOME TAX?

Income tax is your contribution to Government spending.  Everyone who earns or receives income over a certain amount in the tax year pays income tax, and the more you earn the more you pay.

Your employer will usually take the tax from your earnings each pay day and pass it on to HM Revenue and Customs.  This is known as Pay As You Earn (PAYE) – see separate leaflet. It takes care of your tax automatically and saves you having to pay tax in one go at the end of the year.

DO I HAVE TO PAY TAX ON ALL MY INCOME?

Certain forms of student income are exempt from tax e.g. grants, scholarships etc.  Taxable income includes:

· Earnings from full or part-time employment including tips and bonuses

· Dividends on shares

· Bank and Building Society interest

· Income from letting / sub-letting

· Interest from National Savings investments (except NS Certificates).

However, everyone can earn or receive an amount of income in each tax year before paying tax. This is called the personal allowance. If your income is below your personal allowance in the tax year, you won’t have to pay tax.  (A tax year starts on 6th April in one year and finishes on 5th April in the next).

The personal allowance for the tax year April 2008 – April 2009 is £6,035.00

For earnings and taxable income over your tax allowance you pay at the following rates:

· 22% on anything you earn above £6,035  up to £36,000.00

· £40% on anything above £36,000.00

If you have paid tax, but your total income was not, or likely to be, as much as your personal allowance, you may claim a refund of the tax you have paid. Ask your tax office for a repayment claim form.

WILL I HAVE TO PAY NATIONAL INSURANCE?

Most people who work must pay National Insurance contributions.

Students in full-time education at college or university do not have to pay NI contributions.  However, if you work for someone else or are self employed whilst in full time education and earn at least a certain amount (which is known as the lower earnings lever) you must pay NI contributions.

By the time you are 16 you should have received your NI number card from the contributions agency.  Your NI number will look something like this:

AB 12 34 56 C

WHAT’S MY TAX POSITION AS A PLACEMENT STUDENT?

The pay you get during practical training is taxable, but the pay you get from an employer for periods of study at college may be free from tax if you meet certain conditions.

WHAT SHOULD I DO IF I GET A HOLIDAY JOB?

If you only work during the holidays, and you expect to earn no more than £6,035 in the tax year ending 5 April, just ask your employer for a Form P38(S).  Fill this in and you won’t have any tax taken from your wages.

If you already have a part-time job during term-time, you won’t be able to use this form just for your holiday job.  You will already be ‘on the system’, so your employer will take care of the paperwork to make sure you don’t pay too much tax. 

If you leave a job, your employer will give you a Form P45.  You will need to keep this safe and give it to your next employer to make sure you don’t pay too much tax in the future.

IMPORTANT NOTE

If you had arranged for your bank or building society interest to be paid with no tax taken off because you thought you would not be liable for tax, but now expect your income to exceed your personal allowance for the year, you should inform them immediately, telling them to cancel the arrangement and to start deducting tax from your interest.

FURTHER INFORMATION

More detailed information may be obtained from your local Tax Office or from the web site:

http://www.hmrc.gov.uk/students/
The information above was last updated in 08/08.  However, we recommend before you make any decision or enter into any agreement you carry out your own checks.
