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LEWIS: Hello.  In today’s programme the losers and the winners 

from those income tax changes.  Which side will you fall on?  Why millions of 

people will have to pay more into their pension just to stand still.  Bob Howard’s 

been talking with bank staff who could be facing the sack. 

 

HOWARD: We’ve learnt that that’s the ultimate price to pay for not 

having their salary paid into the right account. 

 

McLEAN: We believe that the employer’s approach in this has been 

heavy handed and certainly not conducive to good employee relations. 

 

LEWIS: More from Bob later.  But first, the Budget.  One thing 

that’s emerged from the fog surrounding Gordon Brown’s announcement this week is 

that many people, some of them on very low incomes, will end up paying more tax 

from April 2008.  Hundreds of listeners have e-mailed and contacted us to ask why 

me?  The problem is that the Chancellor is scrapping the 10 pence rate of tax on the 

first slice of earned income or pensions, doubling it to 20 pence, and that will mean 

bigger tax bills for some people on low incomes.  It affects all age groups.  Jill from 

South Devon is 61.  She needs to boost her state pension by working. 

 

JILL: People like myself on a low income are going to find 

 



 

themselves paying a higher rate of tax until they’re 65, until we’re of an age of to take 

advantage of the higher tax threshold.  I feel absolutely let down.  We’ve been told 

that people on lower incomes should be looked after and pensioners like me with all 

these costs going up all the time, we will really suffer disadvantage.  

 

LEWIS: Gregory is at the other end of the age scale and just as 

worried. 

 

GREGORY: When the Budget tends to come around, there’s always 

emphasis on pensioners and how it’s going to affect those, which is only fair, but I’m 

a 23 year old network administrator for a small company in Berkshire.  My actual 

wage is £16,500.  As I see it, this Budget is going to make me worse off.  Until I 

can somehow work myself up on a higher wage, I’m going to be paying extra per year 

for income tax; and trying to deal with that on top of paying rate, paying council tax, 

living expenses, running a car, it’s going to make it very hard for me. 

 

LEWIS: Well just two of the hundreds of people - young and old - 

who’ve contacted us, worried and indeed puzzled that they on low incomes will be the 

big losers of Gordon Brown’s last Budget.  And the Treasury confirmed to us last 

night that one in five households will end up worse off.  Well live first to Mike 

Brewer from the Institute for Fiscal Studies.  Mike, you’ve analysed these figures.  

Just who will win and lose? 

 

BREWER: Well we agree with the Treasury’s assessment that overall one 

in five households will be worse off, two in five broadly unaffected, and two in five 

will gain.  So who are those one in five who are worse off?  Most of them will be 

single people without children on less than £18,000 a year and not receiving tax 

credits.  That will include, I think as you say, some fairly young people but also 

some fairly old people above 60.  The other important group is two earner families 

who might be paying more income tax but not getting enough in tax credits and so 

they’ll still be worse off overall. 

 

LEWIS: Yes and it’s quite a lot, isn’t it?  We talked to someone on 

Thursday - a lettings agent, Kate.  She earns £15,500 a year.  She’s going to pay 

 



 

£62 a year more.  But if she earned twice that, £31,000, her tax bill would be falling 

by about £250, so it’s a shift from the lower paid to the middle paid. 

 

BREWER: Yes, the set of income tax changes Gordon Brown announced 

are very unusual for Gordon Brown’s measures in that they tend to make rather well 

off people slightly better off and make low income people pay slightly more in 

income tax, and that’s very unusual for the kind of changes Gordon Brown makes. 

 

LEWIS: Mike Brewer, thanks very much.  Now with us also is Anita 

Monteith.  She’s Technical Manager at the Tax Faculty at the Institute of Chartered 

Accountants.  Anita, the big headline of the Budget, as Gordon Brown intended, was 

cutting tax - tuppence off the basic rate.  Good news, hurray, but it’s leaving some 

people worse off.  Explain how this balance works. 

 

MONTEITH: Well of course he used the headline ‘2p off basic rate of 

income tax’, but if you looked at the Budget speech and listened more carefully, you 

heard early on he said “this is a balanced Budget”.  So … 

 

LEWIS: So neither giving away, nor taking? 

 

MONTEITH: Quite.  So there had to be some losers if there was going to 

be this big gain.  We have such a complicated tax system though that for him to start 

fiddling around at the ends, inevitably he’s not going to be able to help all the people 

that he should be looking at. 

 

LEWIS: No.  So by doubling the rate on the sort of first band of 

income, that obviously hurts the people who have got those low incomes and then 

they don’t get enough back from the cut in the basic rate to repay them.   

 

MONTEITH: That’s right. 

 

LEWIS: That’s why people like Gregory who we heard from will be 

about £42 a year worse off. 

 

 



 

MONTEITH: Gregory and students who are working their way through 

university.  There’s no protection for them because they’re not going to get increased 

personal allowances like older people. 

 

LEWIS: No.  Now one of the things Gordon Brown talked about were 

tax credits.  He was saying that a lot of people on low incomes will get tax credits.  

But listening to us is Katie Lane from the Citizens Advice Bureau.  Katie, people 

like Gregory, as I understand it, won’t get tax credits.  Who will they help? 

 

LANE: They help families primarily, but … 

 

LEWIS: Families with children? 

 

LANE: That’s right.  But also those on low incomes without 

children.  But there are more complex entitlement rules, so people have to work 30 

hours if they haven’t got children and also they don’t benefit those under 25.  The 

tax credit system has a lot more rules involved in it than the tax system. 

 

LEWIS: Right and if you don’t have children, I think you can’t even 

get tax credits at a point where you’re still losing money from the tax system.  There 

are problems of take up, aren’t there, with tax credits too, so even those who might 

get them may not in fact claim them? 

 

LANE: Well that’s right.  That particular group, those without 

children, there’s only a 25% take up rate at the moment, so the government needs to 

do much more to promote tax credits to this group, otherwise people will clearly be 

losers. 

 

LEWIS: So you do think that there will be a lot of people in this lower 

income band who either won’t claim or can’t get tax credits who will lose out from 

the tax change? 

 

LANE: There will be a lot of losers.  And also the tax credits is a 

complex system and unless the administration improves those who only stand to gain 

 



 

small amounts from it will be reluctant to get involved in this huge risk of 

overpayment for people if they don’t keep the Revenue well informed of all their 

change of circumstances. 

 

LEWIS: He did make one change to that though, didn’t he, to help 

some people? 

 

LANE: That’s right.  They introduced 4 week run on, so those who 

leave work are still entitled to working tax credits for 4 weeks after they leave work 

and that can help when people don’t inform directly of when they leave work. 

 

LEWIS: So if they’re sort of in and out of work.  Okay, thanks very 

much for that, Katie Lane.  John Whiting’s also with us.  John, this whole Budget 

was billed as ‘simplification’.  We’ve heard about the abolition of the 10p rate on 

earnings and pensions, but it’s actually still being kept for savings. 

 

WHITING: Indeed, it’s still there.  And you’re right, in principle it’s 

simpler to have just 20% and 40% tax and indeed some harmonisation of national 

insurance with tax, but the snag is the 10% will still be there for actual savings 

income.  I feel as if that’s aimed at the older person - the 65 plus, little bit of savings 

income perhaps, of course they’ll also get higher personal allowance - and that’s 

meant to compensate them for their loss of that 10% band otherwise apart from this 

savings income, which of course will be a bit of a complexity in calculation. 

 

LEWIS: Yes, now the Treasury said to me well we’re protecting 

pensioners, but what they really meant were people over 65. 

 

WHITING: Over 65, yes. 

 

LEWIS: They get these higher allowances and that’s going up by an 

extra jump to give them back the money they’re losing from the other changes. 

 

WHITING: Yes, very carefully calculated in many ways. 

 

 



 

LEWIS: It won’t affect Jill who we heard from earlier because she’s 

61, but anyone over 65 should be okay. 

 

WHITING: That’s correct.  And I’ve had a couple of people in Jill’s 

position - people who’ve taken early retirement on a modest pension.  They are 

going to be worse off. 

 

LEWIS: Yes, it’s a strange, strange collection, isn’t it?  And John, 

inheritance tax.  We heard something about that.  But then he said, “Oh that’s not 

till 2010”. 

 

WHITING: Yes, he made something of a play of lifting the inheritance tax 

threshold up to £350,000.  Oh, we thought, that’s rather good, isn’t it?  Except, as 

you say, it’s not until 2010.  We’ve already got the figures inked in in the interim - 

for example, it’s going up to £300,000 from this April.  So really the increase is 

pretty modest.  It doesn’t really do anything about adjusting inheritance tax for real 

house prices. 

 

LEWIS: No.  And of course stamp duty - the other big one that affects 

house prices - no change there. 

 

WHITING: No change there, so both inheritance tax and particularly 

stamp duty will continue to give him more money because we’ve had rising house 

prices. Good old fiscal drag tosses a good deal more money into the Treasury. 

 

LEWIS: Yes.  And Anita Monteith, small businesses.  There were a 

lot of changes on business tax - overall neutral but some winners and some losers. 

 

MONTEITH: Yes.  I think smaller businesses are really going to suffer. 

 

LEWIS: These are incorporated businesses, the ones that have ‘limited’ 

after their name? 

 

MONTEITH: Yes.  I think businesses anyway are really going to have a 

 



 

tough time, but there are an awful lot of people in one man companies at the moment 

and the Chancellor … 

 

LEWIS: And one woman companies. 

 

MONTEITH: And one woman companies.  One person companies.  

They’ll all be coming out.  Many of them are people like teachers, hospital workers.  

They are correctly - I think - targeting people who are trying to avoid earnings levels 

of tax, but it’s very complicated for those people and it’s going to cost them a lot of 

money. 

 

LEWIS: Yes, they’re people who’ve become incorporated as 

companies but really are now going to have to be self-employed. 

 

MONTEITH: That’s right.  Yes, yes. 

 

LEWIS: And for pure self-employed people, some changes to capital 

allowances that might help briefly? 

 

MONTEITH: That’s right.  Capital allowances are the reliefs you get when 

you buy computers and other bits of plant and machinery and the rates on those are 

going to be falling.  There’s a new relief coming in, but we don’t know the details 

yet. 

 

LEWIS: And that will all start (like most other things) in 2008.  Now 

another person to contact Money Box was Rosemary.  She lives in Suffolk.  She’s 

on a low income.  She won’t benefit from the cut in the basic rate and indeed she 

thinks it will cost her more for other things. 

 

ROSEMARY: It’s a triple whammy.  I’m losing because I’m going to be 

paying more tax, but also I’m losing because my pension’s not going to get such good 

contributions and the money I give to charity is also going to be reduced as a result of 

the reduction in the rates. 

 

 



 

LEWIS: Now John Whiting, in a sentence the reduction in the basic 

rate of tax means charities get less and our pensions get less.  Just explain that. 

 

WHITING: Both of them qualify for tax relief.  And if you look at the 

charity, if you’re giving £100 to a charity, they get £128 at the moment because they 

get the basic rate tax back.  Well once the basic rate tax goes down, their income 

goes down, so to still give them £128 you’d have to up your donation to £102.50. 

 

LEWIS: Right and the same thing for pensions.  And to put some 

figures on that, we’re joined by Steven Yeo from actuaries Watts and Wyatt.  Now 

Steven, what’s the effect?  An individual who at the moment pays basic rate tax and 

puts £1,000 a year say into a pension, what will they have to put in in future to make 

sure the same amount ends up in the fund? 

 

YEO: They’ll have to put another 2½% in, so that’s an extra £25 to 

get the same total amount going into their pension. 

 

LEWIS: So everyone on basic rate tax who’s paying into a pension 

should be upping their contributions by 2½%, £25 per £1,000? 

 

YEO: If they’re members of a money purchase scheme where the 

contribution gets grossed up for tax purposes.  If they’re in an occupational scheme, 

the tax treatment’s different. 

 

LEWIS: Right, so occupational scheme - you mean ones that are 

related to your salary, so basically the employer guarantees the pension anyway or in 

theory guarantees the pension? 

 

YEO: That’s right. 

 

LEWIS: But people paying into personal pensions, self-employed 

people and people at work paying into these money purchase schemes will all have to 

raise their contributions if they’re basic rate taxpayers? 

 

 



 

YEO: Yes. 

 

LEWIS: What’s the overall effect of this because we must put billions 

into pensions.  This is going to be a big saving for the Chancellor or indeed a cost to 

us. 

 

YEO: There’s £8 billion getting basic rate tax relief of member 

contributions going into pensions, so this will reduce the amount going into pensions 

by about £160 million.  Now of course if the basic rate’s still lower by the time these 

people come to draw their pensions, they won’t lose all that.  But they’ll definitely 

lose the quarter that they would have taken as a tax free sum. 

 

LEWIS: Yes and of course we don’t know what the tax system is going 

to be like in 2 years, never mind in 20 years.  So that’s a big chunk.  So this is the 

Chancellor taking £160 million out of pensions in effect a year? 

 

YEO: Indeed, especially out of money purchase pensions, yes. 

 

LEWIS: And what about people on higher rate tax, just briefly? 

 

YEO: Well higher rate taxpayers do well out of the pension system 

and ironically again Gordon Brown has helped them do even better because they get 

tax relief at 40% on the way in and they’ll only pay 20% on the way out now, so 

they’re doing even better after this Budget. 

 

LEWIS: Steven Yeo, thanks very much.  And also thanks to Anita 

Monteith, John Whiting, Mike Brewer and Katie Lane.  We did ask a Treasury 

minister to come on the programme.  We were told they’d done enough Budget 

interviews this week.   

 

Now before we leave the Budget, one of the more unexpected moments … 

 

BROWN: There are 125,000 employees who through no fault of their 

own when their employer became insolvent lost their work pension and the Secretary 

 



 

for Work and Pensions is announcing today that he will extend the Financial 

Assistance Scheme from its present budget of £2 billion to a total of £8 billion.  

(Cheers)  Every one of the 125,000 workers will now receive help. 

 

LEWIS: Well the Chancellor was announcing an extension to the 

scheme which helps people whose company pension was wound up between 1st 

January 97 and 5th April 2005. For schemes that collapse after that, there’s a much 

better Pension Protection Fund.  But the earlier Financial Assistance Scheme is 

criticised - not as good, they say, as the Pension Protection Fund.  Now Money 

Box’s Chris A’Court’s here.  Chris, who does this FAS help? 

 

A’COURT: Well until Wednesday’s announcement, the Financial 

Assistance Scheme would only help around 45,000 people, Paul.  It excluded the 

younger members who were more than 15 years away from their retirement and it left 

out those who would get a pension of less than £10 a week.  But now the scheme 

will include everyone. 

 

LEWIS: And how much will they get? 

 

A’COURT: They will all get 80% of the core pension they were expecting.  

That’s an improvement for some who would have got as little as 50% or even 

nothing.  But - and it’s a big but - they will have to wait until they’re 65 even if their 

works pension scheme was designed to pay out at say 60.  The maximum pension it 

will pay has been raised from £12,000 to £26,000, though very few will get anything 

like that.  And, crucially, the pension once it starts will be frozen.  It will not go up 

in line with inflation, so it will be worth less each year. 

 

LEWIS: Thanks, Chris.  Well one of those who’ll benefit is Trevor 

Ryan.  He worked for Allied Steel and Wire whose pension scheme wound up in 

2002.  He was excluded because at 53 he was too young.  The change does mean 

he’ll now get £4,000 a year. 

 

RYAN: It’s good for me in so much as there’s that little bit extra there, 

but the likes of people that are close to retirement age, it’s made very little difference.  

 



 

And the other thing that you’ve got to bear in mind, it’s not index linked, which is 

going to reduce the amount I get from the age of 65 each year. 

 

LEWIS: Well listening to that is Dr Ros Altmann who’s been advising 

the people who have lost some or all of their pensions.  Ros Altmann, this is good 

news as far as it goes then? 

 

ALTMANN: Yes, Paul, this is very welcome.  Any extra help has to be 

good news.  The sadness for me is that I would love to be sitting here saying this 

issue is now solved and these people can get on with their lives, but I’m not because 

the extension that was announced is not actually going to help the people who are 

really suffering now. 

 

LEWIS: Why not? 

 

ALTMANN: The Financial Assistance Scheme doesn’t start paying out to 

anybody until they reach age 65, even if their scheme pension age was 60 or 62.  

Trevor would have expected to retire at 62.  He won’t get anything until he’s 65.  

There are a large number of people who’ve now found that they are getting nothing 

from their scheme and nothing from the Financial Assistance Scheme either.  They 

are left destitute.  Many of them are very ill.  They either are struggling to work or 

too ill to work.  And they just haven’t got the money and this extension does not 

recognise that. 

 

LEWIS: The High Court instructed the government to reconsider its 

position.  The government tells me it has made that reconsideration and this is it. 

 

ALTMANN: Well the government may think that, but what the judge said 

was that the government must admit that it is responsible for what’s happened and 

that it is guilty of maladministration and then go away and rethink the scheme in light 

of that.  What the government seems to have done is continue to maintain that it has 

done nothing wrong and that it’s not guilty of any maladministration at all and that 

it’s just decided to extend the scheme for benevolent reasons.  Now that does not 

comply with the High Court ruling. 

 



 

 

LEWIS: Despite the hardship that Trevor and many other people 

suffer, from a taxpayer’s point of view the Chancellor said that this would cost £8 

billion.  It does sound like a lot of money to people who are out there today paying 

their taxes.  They may think where’s this money going to come from. 

 

ALTMANN: The government seems to want to pretend to everybody that 

it’s terribly expensive to sort this out and it can’t possibly be afforded.  But the 

reality is that the £8 billion is not £8 billion.  John Hutton, the Secretary of State for 

Work and Pension, briefing for Labour MPs shows that the real value in today’s 

money of the £8 billion is actually just £1.9 billion. 

 

LEWIS: It still sounds a lot of money. 

 

ALTMANN: After the payments are made, they are all taxed, and people 

who get the payments will then not be entitled to means tested benefits.  So, again, 

the net cost to taxpayers of restoring these peoples pensions for the next 60 years or 

so would come down to closer to £1 billion - about £1.2 billion, I estimate. 

 

LEWIS: And that’s not £1.2 billion a year.  That’s £1.2 billion over 

60 years, is it? 

 

ALTMANN: In total. Estimates based on the data that we have so far show 

that it will cost about £40 million a year between now and 2011 to replace 

everybody’s pensions in full.  I think we all need to understand the magnitude of 

government spending.  £40 million in the DWP budget would amount pretty much to 

a rounding error.  Officials made mistakes which overpaid just one benefit - pension 

credit.  Last year alone, that cost taxpayers £130 million.  That’s three times as 

much as you’d need to give all these people their pensions back. 

 

LEWIS: And, Trevor, you’ve been listening to all that.  What’s your 

view?  What would you like to see the government do? 

 

RYAN: Bring our pensions back up to the level that we was expecting 

 



 

or somewhere close to it and compensate everyone. 

 

LEWIS: Trevor Ryan and Ros Altmann.   

 

Now apart from the Budget, other things have been happening this week and one was 

the surprising news that employees of Royal Bank of Scotland could be disciplined if 

they didn’t have their salaries paid into a current account with the banking group.  

And now Money Box has learned these refuseniks could even face the sack.  Bob 

Howard’s been on the trail.  Bob, what have you found? 

 

HOWARD: Well, Paul, perhaps surprisingly around 14,000 members of 

the RBS Group either don’t have RBS bank accounts or if they do are not having their 

salaries paid into that particular account.  The bank’s Chief Executive Gordon Pell 

isn’t very happy.  He’s written to 2,000 of them so far telling them they must arrange 

to have their salaries paid into an RBS current account or face disciplinary action.  

When we pressed  RBS as to what that could mean, they considered that in the last 

resort it meant the sack.  Many RBS employees have e-mailed the BBC about the 

issue.  Some supported the bank, but most were highly critical. 

 

MALE: I think that it’s Big Brother gone crazy. 

 

FEMALE: I’m absolutely disgusted with the way that this has been 

handled.  The first thing we knew about it was an appalling letter saying we must 

comply or face a disciplinary. 

 

HOWARD: Most RBS employees didn’t want to speak on Money Box, 

even anonymously, because they feared that could also result in disciplinary action.  

But one member of staff was prepared to do so by mobile phone.  He has an RBS 

account, but currently has his salary paid into the Halifax and he doesn’t understand 

why he’s being asked to change. 

 

RBS EMPLOYEE: The reason they say is because of best practice and financial 

code of conduct, but their arguments don’t really stack up on that.  In a three page 

letter, they’ve refused to give me any good reason why I should change other than 

 



 

because it’s the rules and it just seems very heavy-handed for no good reason.  I 

myself have received a deadline and it’s never been told what will happen to us other 

than disciplinary action, but to be honest I don’t see how it could be anything other 

than dismissal if we refuse to do what they want us to do. 

 

HOWARD: We repeatedly asked the Royal Bank of Scotland why the 

issue was so important for them - was it to prevent fraud or to show the public that the 

staff had faith in their products and understood them - but Royal Bank of Scotland 

wouldn’t explain more or be interviewed by Money Box.  They preferred instead to 

stick to this written statement. 

 

RBS STATEMENT: In common with industry practice, our terms and conditions 

require staff to open a current account with us for the payment of their salary.  This 

is made clear to all staff during the interview process and forms part of the overall 

reward package we offer.  Our staff are at complete liberty to run accounts with 

other providers if they wish. 

 

HOWARD: So to be clear, staff are free to have other non-RBS accounts, 

but they must have an RBS Group current account for their salary to be paid into.  

As well as e-mailing the BBC, banking staff have been phoning the union Amicus to 

complain.  It says it’s taking legal advice and doesn’t think the bank has the right to 

force staff to open accounts.  Alison McLean from Amicus says the RBS is wrong to 

press its staff to make this sort of change. 

 

McLEAN: We believe that the employer’s approach in this has been 

heavy-handed and certainly not conducive to good employee relations.  Now it 

wasn’t a problem a year ago, 2 years ago, and now all of a sudden it is a problem, and 

what we’re talking about here is employees who have been loyal to the bank, 

dedicated and now find themselves in a situation where potentially they could face 

disciplinary action for failure to have their salary paid into a group bank account. 

 

HOWARD: Money Box researched the policy of other major banks and 

there are big differences.  HSBC and Barclays say they also require their staff to 

have their salaries paid into current accounts within their banking groups, but none 

 



 

have written letters to their employees in the manner of RBS.  Lloyds TSB and 

Halifax Bank of Scotland told us their staff were under no obligation at all to have a 

company current account.  Richard Arthur, an employment lawyer at the law firm 

Thompsons, thinks any staff who decide to take their employer to an industrial 

tribunal over this issue would have a strong case. 

 

ARTHUR: There are matters which are really to do with the working 

relationship, but on the other hand there are matters which are properly to be regarded 

as aspects of your private life and I put where you choose to bank as in that second 

category.  My view is that if an employment tribunal got to hear of an employer who 

was dismissing or disciplining an employee for not banking with their employer, then 

it would take a pretty dim view of that. 

 

HOWARD: Employment lawyer Richard Arthur.  Paul, I should point out 

that the Royal Bank of Scotland has told Money Box that no employee has been 

disciplined or dismissed yet. 

 

LEWIS: Thanks, Bob.  So should employers be able to tell their 

employees where to do business?  You can join the debate on that on our website on 

Have Your Say - website: bbc.co.uk/moneybox.  That’s it for today.  But you can 

contact us there through the website, listen to the programme, catch up with 

Thursday’s Budget Call.  Find out more from the BBC Action Line by calling 0800 

044 044.  Vincent Duggleby’s here on Monday with our phone-in Money Box Live 

on tax planning.  I’m back next weekend with Money Box.  Today the reporter was 

Bob Howard, the producer Chris A’Court, and I’m Paul Lewis. 

 


