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DISCLAIMER
This guide is intended as general guidance only and does NOT constitute accountancy, tax, financial, investment or other professional advice. 
The author does not make any representations or warranties with respect to the accuracy or completeness of this publication and cannot accept any responsibility or liability for any loss or risk, personal or otherwise, which may arise, directly or indirectly, from reliance on information contained in this publication. 
Please note that tax legislation, the law and practices by the government and regulatory authorities (e.g. HM Revenue & Customs) are constantly changing. We recommend that for accountancy, tax, financial, investment or other professional advice, you consult a suitably qualified accountant, tax specialist, independent financial adviser, or other professional adviser. 
Please note that your personal circumstances will vary from the general examples given in this guide and your professional adviser will be able to give specific advice based on your personal circumstances. 
This guide covers UK taxation only and any reference to ‘tax’ or ‘taxation’ unless the contrary is expressly stated, refer to UK taxation only. Please note that references the contrary is expressly stated , refer to UK taxation only. Please note that references to the ‘UK’ does not include the Channel Islands or the Isle of Man. Foreign tax implications are beyond the scope of this guide. 
While this guide may refer to matters other than UK taxation, the author does not accept any responsibility or liability for any loss which may arise from reliance on such information contained in this guide. 
All persons described in the examples in this guide are entirely fictional. Any similarities to actual persons, living or dead, or to fictional characters created by any other author, are entirely coincidental. 


Introduction 
Tax is what pays for the public services we all rely on, so it is inherently not a bad thing. 
However, I believe that paying more than your fair share of tax, or being faced with sudden and unjustified tax increases, is something to be avoided. This is where this  tax guide can help. By using legitimate and reasonable tax-planning strategies, and by understanding what you are entitled to claim, you can reduce your tax burden and ensure you pay no more than your fair share.
Another essential part of ensuring you do not pay more than your fair share is understanding what has changed and what is about to change. That is why I have produced this guide, which focuses entirely on recent and forthcoming developments.
Throughout the guide, my aim is to keep you informed of the key tax changes that have already taken place, as well as those due to come into effect in the near future. I will explain the implications of these changes and outline how you can plan for them.
Where proposed future changes are concerned, I will consider the steps you can take now to mitigate their impact and to make the most of the current rules while they remain in force.
We will also look beyond the immediate changes, highlighting tax-planning opportunities that may arise after the changes take effect, or during any transitional periods.
I will also show and explain all the calculations so that you can follow and apply the steps to your personal situations. It does not mean you should not speak to your professional adviser if you have one but you will be armed with an understanding of how the numbers are arrived at. You will become more knowledgeable. 
ADD THE CHAPTER SUMMARIES HERE :

Assumptions
Unless stated otherwise, this guide assumes that individual taxpayers are long-term UK residents and are not:
· Scottish taxpayers
· Subject to the High-Income Child Benefit Charge
· Claiming the Marriage Allowance
· Minors under the age of 18
· Subject to the off-payroll working rules (IR35)
· Claiming Winter Fuel Payments or any devolved equivalents
Certain chapters will address some of these matters separately, and where different assumptions apply.
Unless stated otherwise, we have ignored the Capital Gains Tax (CGT) annual exemption of £3,000, as it is now too small to be of material significance, with a maximum potential saving of just £720 (24% CGT tax rate multiplied by £3,000)
Welsh taxpayers may, at some point in the future, become subject to different Income Tax rates. However, there is currently no indication that this will occur in practice.
Scottish taxpayers are subject to different Income Tax rates. While this may affect the overall amount of tax payable, it does not usually alter the underlying principles discussed in this guide. On the limited occasions where it does, the impact will be explained.
TERMINILOGY AND ABBREVIATIONS
· Spouse: For the purposes of this guide, the term “spouse” includes a civil partner, but applies only to individuals who are legally married or in a legally registered civil partnership.
· Tax Year: References to a tax year are to the UK tax year ending on 5 April in each calendar year. For example, the 2025/26 tax year runs from the 6th April 2025 to 5 April 2026.
· Trade: In tax terminology, a “trade” or “trading business” refers to a regular business activity, such as a shop, garage, plumbing or electrical business, a farm, or a manufacturing or engineering operation, among many others, including property development. 
For most tax purposes, professional activities carried on by lawyers, accountants, doctors, dentists, and surveyors are treated in the same way. Crucially, for the purposes of this guide, a trade does not include a property investment or property letting business.
· Disposal: A “disposal” of an asset (such as a property) includes not only a sale, but also a transfer to another individual, a company, or a trust.
· Partnership: For the purposes of this guide, unless stated otherwise, references to a partnership include a Limited Liability Partnership (LLP), and references to business partners include LLP members.
· Stamp Duty Land Tax (SDLT) : References to SDLT (Stamp Duty Land Tax) should be read as including its devolved equivalents: Land and Buildings Transaction Tax in Scotland, and Land Transaction Tax in Wales. Although the tax rates and certain details differ, these devolved taxes operate on broadly similar principles to SDLT.	Comment by cr a: I think I can safely remove this as I an mot really targeting those in Scotland. 
· Abbreviations for Large Amounts: Large amounts such as £2,000,000 or more are sometimes abbreviated by use of the letter “m”. For example, £3,500,000 may be written as £3.5m. And numbers such as £150,000 are sometime abbreviated with the letter “k”. So, £150,000 can be written as £150k.


CHAPTER 1
INCOME TAX AND NATIONAL INSURANCE 
Before we dive into the nitty-gritty of UK taxes, let’s start with the essentials: Income Tax and National Insurance. Think of these two as the backbone of personal taxation. 
Now, things are shifting and some changes are coming fast. But while it’s important to know what’s new, it’s just as crucial to see what’s staying the same. Together, that gives you the full picture of your personal tax landscape over the next few years and helps you make smarter decisions now, rather than scrambling later. 
We will also break down the core of the UK tax system when it comes to earnings, focusing on the three main types: income from employment, self-employment trading profits, and pensions.
INCOME TAX
Budget 2025 included two major announcements on Income Tax: 
· The income tax rates applying to property rental income, savings income and dividends are all to be increased. 
· The main income tax thresholds and allowances are to be frozen for a further three years, extending a freeze that began in 2021 to 5th April 2031: a ten-year freeze.  So, the last time any of the main UK Income Tax Thresholds was increased was 6th April 2021.
Employment, Trading and Pensions
The Income Tax rates on the three earnings income above remain unchanged. The effective Income Tax Rates on these types of income for every tax year from 2023/24 to 2030/32 are expected to be as follows: 
Up to £12,570 		0%	Personal Allowance
£12,571 - £50,270 		20%	Basic Rate
£50,271 - £100,000		40%	Higher Rate 
£100,001 - £125,140 	60%	Tax Trap 
Over £125,141 		45% 	Additional Tax Rate 
Notice I have highlighted the word expected. That’s because, in the world of taxes, nothing is set in stone. Rules can change especially with a possible change of government between now and 2029, the latest date for the next general election. 
The income tax rates shown above apply only to the portion of income that falls within each tax bracket, not to an individual’s total income. These are known as marginal tax rates and are a key concept in effective tax planning.
Once you start to earn over £100k, the personal allowance is withdrawn at the rate of £1 for every £2 by which the individual’s taxable income exceeds £100,000 (the amount that the personal allowance is reduced by is taxed at 40%) This creates the effective rate of 60% on income falling into the £100,000 to £125.140.
An additional Income Tax charge, known as the Child Benefit Charge, applies to the highest-earning individual in a household where Child Benefit is claimed, if that person’s taxable income exceeds £60,000.
From the 2025/26 tax year onwards, an additional charge will apply to individuals above State Pension age who claim the Winter Fuel Payment and have taxable income exceeding £35,000. Taxable pension income excludes the 25% tax-free lump sum available under most private or occupational pension schemes but includes the state pension. We will take a closer look at these additional charges later in the guide.
It is possible to qualify for the winter fuel payment if you are under State Pension age and receive certain benefits, such as Pension Credit, Income Support, or some forms of Employment Support Allowance or Job Seekers Allownace, and claim them by the deadline for that winter.
The same Income Tax rates apply to employment income and self-employed trading income received by individuals below State Pension age; however, this income is also subject to National Insurance contributions. As a result, National Insurance must be taken into account when determining the overall effective marginal tax rates on this income.
NATIONAL INSURANCE 
National Insurance is charged on earned income, including salaries, bonuses, and self-employed trading profits. Individuals stop paying National Insurance once they reach State Pension age. The State Pension age is currently 66 but is scheduled to rise to 67 between April 2026 and March 2028.
The main National Insurance thresholds for individuals are the primary threshold, which aligns with the Income Tax personal allowance, and the upper earnings limit, which aligns with the higher-rate Income Tax threshold. These National Insurance thresholds have also been frozen until 5 April 2031.


How is National Insurance Levied on Employment Income?
The main rate of Class 1 National Insurance for employees below State Pension age was reduced from 12% to 10% on 6 January 2024, and then further reduced to the current rate of 8% with effect from 6 April 2024.
For the tax years 2024/25 to 2030/31, National Insurance is payable on employment income as follows:
· Up to £12,570 	0% 	Primary Threshold
· £12,571 - £50,270 	8%	
· Above £50,271 	2%	Upper Earnings Limit
Combining these rates with the Income rates set out above, gives the following overall effective marginal tax rates on employment income received by individuals under state pension age (excluding Scottish Taxpayers)

· Up to £12,50 			0%
· £12,571 - £50,270 		28%	 (20% + 8%)
· £50,271 - £100,000		42% 	 (40% + 2%)
· £100,001 - £125,140 	62%	 (60% + 2%)
· Over £125,141 		47%	 (45% + 2%)
The rates above are expected to apply until 5th April 2031
The Key Difference Between Tax and National Insurance Calculations
There is an important difference in the way Tax and National insurance payable is calculated. Whereas Tax is calculated on an annual cumulative basis, National insurance is calculated using monthly thresholds. Which brings us to what is known as assessment period. 
Assessment Period: 
Income tax is calculated on an annual basis, taking into account your total income for the full tax year (6 April to 5 April). This cumulative approach helps smooth out fluctuations in earnings over the course of the year.
For employees paying Class 1 National Insurance, contributions are typically calculated on a period-by-period basis (weekly or monthly) rather than cumulatively across the tax year. As a result, individuals with fluctuating earnings may pay a different amount of National Insurance over the year compared with someone who has the same total annual income but more consistent pay.
Put another way: Income tax is assessed on a cumulative, annual basis, meaning that total earnings over the tax year determine the final liability and temporary fluctuations in income are effectively evened out. In contrast, Class 1 National Insurance for employees is calculated separately for each pay period, without reference to earnings earlier in the year, so variations in pay can directly affect the total amount of National Insurance paid.
As a result, two individuals with the same total annual income may pay the same amount of income tax but different amounts of National Insurance if their earnings patterns differ. 
This distinction highlights why income tax and National Insurance can produce different effective tax outcomes and why earnings volatility is an important consideration in tax planning.
Let’s compare 2 individuals earning £30,000 in a tax year but one is paid monthly and the other one receives all his pay at the start of the tax year, in April.
Employee National Insurance Calculation
When you receive the entire £30,000 salary in one monthly payment in April, the National Insurance (NI) calculation for that month uses the monthly thresholds for the 2025/2026 tax year:
· Primary Threshold (PT): £1,048 per month.
· Upper Earnings Limit (UEL): £4,189 per month.
· Rate between PT and UEL: 8%.
· Rate above UEL: 2%. 
In this scenario:
· Your monthly earnings are £30,000.
· You pay 0% NI on the first £1,048.
· You pay 8% NI on the earnings between £1,048 and £4,189:
· £4,189 - £1,048 = £3,141
· 8% of £3,141 = £251.28
· You pay 2% NI on the earnings above £4,189:
· £30,000 - £4,189 = £25,811
· 2% of £25,811 = £516.22 
Total Employee NI for April: £251.28 + £516.22 = £767.50.
For the remaining 11 months of the tax year, you receive no salary, so no further NI contributions are made in those periods. 
In the second scenario: If the salary was paid in equal monthly instalments: 
· Monthly  earnings are £2,500 (£30,000 divided by 12)
· You pay 0% NI on the first £1,048.
· You pay 8% NI on the earnings between £1,048 and £4,189
· £2,500 - £1,048 = £1,452 
· 8% of £1,452 = £116.16 each month 
· 12 months * £116.16 = £1,393.92
you would pay a total of £1,393.92 over the year. 
So big lump sum payments are better than monthly payments when it comes to National Insurance payments compare £767.50 vs £1,393.92, a saving of £626.42. 
The position for directors is however different.
Company Directors
Most small company owners pay themselves using a mix of salary and dividends. When it comes to salary, company directors broadly pay National Insurance at the same rates as other employees but the way those contributions are calculated is a little different.
Unlike employees, whose National Insurance is worked out each pay period, directors are assessed on an annual, cumulative basis, the same way it is done for tax. What this means in practice is that if a director takes a salary of £12,570 right at the start of the tax year in April, no National Insurance will be due at that point, because their total pay for the year hasn’t yet gone above the primary threshold. 
If the director then takes further salary payments later in the year, National Insurance will kick in at 8% on earnings up to a further £37,700, with anything above that charged at just 2%.
Things get a little more complicated if National Insurance rates change part way through the tax year, as they did in 2023/24. In those cases, directors don’t simply pay the rate in force at the time they’re paid. Instead, a blended or “hybrid” rate applies when their overall annual National Insurance bill is worked out. For most employees, by contrast, it’s much simpler the rate depends entirely on when the payment is made. Thankfully, another mid-year rate change doesn’t look likely any time soon.
Directors can also choose to have their National Insurance calculated in the same way as other employees for the first eleven months of the year, with a final adjustment made in month twelve to bring everything back onto an annual basis.
Depending on the timing and size of salary payments, this can help or hurt cashflow. 
In most cases, though, it’s not something I would recommend unless there is a clear benefit, as reclaiming any overpaid National Insurance at the end of the year can be slow and frustrating.
Employers National Insurance 
Employer’s National Insurance kicks in on salary payments that go over the secondary threshold. From 6 April 2025, that threshold dropped from £9,100 to just £5,000 and at the same time, the employer’s NI rate increased from 13.8% to 15%. The impact on UK employment was significant, and it is likely we will continue to feel those effects for years to come.
· Up to £5,000 		0%
· Over £5,001		15%
As things currently stand, employers are expected to pay National Insurance at 15% on all wages, salaries, bonuses and other forms of employment income above the £5,000 annual threshold, and this is set to remain in place until 5 April 2031 (subject to a few exceptions noted below).
Just like with employee NI, the calculation rules work slightly differently for company directors compared with regular employees. The same principles apply here: a director can receive up to £5,000 in salary without any employer’s NI being due, whereas a typical monthly-paid employee will start attracting employer’s NI at 15% on anything above £416 per month.
A few other important points about Employer’s National Insurance are worth keeping in mind:
• Unlike employee NI, employer’s NI still applies to directors and employees who are over State Pension age.
• For the business, employer’s NI is a tax-deductible expense, which helps reduce the overall net cost.
• There are no employer’s NI on salaries up to £50,270 paid to employees under 21, or to apprentices under 25. NI is only due on earnings above that level.
• The same type of relief currently applies to salaries up to £50,270 paid to military veterans during their first year in civilian employment, and this exemption has been extended to 5 April 2028.
• Most businesses can also benefit from the £10,500 Employment Allowance, which can help offset the cost of employer’s NI including, in some cases, on a company owner’s own salary. However, this allowance isn’t available to single-director companies where the director is the only employee earning above the secondary threshold. (Employment allowance is scheme that lets eligible employers reduce their annual employer’s national insurance by £10,500 per tax year)
Understanding how these rules interact can make a big difference to payroll planning especially for small business owners and directors managing their own remuneration.
TRADING INCOME
For self-employed people trading income means the profits you make from running your business either as a sole trader or as your share of profits from a partnership.
From the 2024/25 tax year onwards, the main rate of Class 4 National Insurance for the self-employed was cut from 9% to 6%. That means National Insurance on self-employment profits is now charged as follows:
• 0% on the first £12,570 (the lower profits limit)
• 6% on the next £37,700
• 2% on profits above £50,270 (the upper profits limit)
These thresholds are the same figures used for employment income they just have slightly different names in the self-employed system and they are expected to stay in place until at least 2030/31.
Another important change is that self-employed business owners no longer have to pay mandatory Class 2 National Insurance (although there are still some situations where voluntary Class 2 may be useful more on that separately).
When you combine Income Tax and Class 4 National Insurance, you get the overall effective marginal tax rates on self-employment profits for individuals under State Pension age (who aren’t Scottish taxpayers). These currently look like this:
· Up to £12,570 		 0%
· £12,570 -  £50,270   		26% 	 (20% + 6%)
· £50,270 - £100,000 		42% 	 (40% + 2%)
· £100,000 -  £125,140 	62%	 (60% + 2%)
· Above £125,140 		47%	 (45% + 2%)
These rates are expected to remain in place until 5 April 2031, so they’re a useful framework for long-term tax planning if you’re running a self-employed business.


STATE PENSION RECORD
One of the main reasons we pay National Insurance is to build up our entitlement to the State Pension (even if that still feels a long way off!). But what happens if you’re not actually paying any National Insurance in a given year?
If you are self-employed and your profits fall between the small profit’s threshold (£6,845 for 2025/26 tax year) and £12,570, you still get an automatic credit toward your State Pension record even though you don’t pay any National Insurance on that income. For 2025/26 the small profits threshold is £6,845, and it rises to £7,105 in 2026/27. There is a table at the end of this guide that clearly lays out all the thresholds and rates. 
If your profits are below that threshold, you won’t receive an automatic credit but you can choose to pay voluntary Class 2 National Insurance to keep building your pension record and maintain eligibility for certain benefits. Most advisers agree it’s usually good value: paying £182 for 2025/26 (or £190 for 2026/27) adds a full qualifying year to your record.
To sum things up for 2025/26 (and for 2026/27 where different):
• Profits above £12,570: You earn a qualifying year because you’re paying Class 4 National Insurance.
• Profits between £6,845 (£7,105) and £12,570:  You receive an automatic credit, even with no NI to pay.
• Profits below £6,845 (£7,105): You can buy a qualifying year by paying voluntary Class 2 £3.50 per week for 2025/26 tax year and £3.65 for the 2026/27 tax year.
Before paying voluntary Class 2, it’s worth double-checking whether you actually need it. You may already have enough qualifying years, or you might be receiving credits in another way for example, through Child Benefit if you have a child under 12. And of course, there’s no point paying voluntary NI if you’re already paying Class 1 through employment.
The key takeaway? Keeping an eye on your National Insurance record can make a real difference to your future pension — and a small voluntary payment now can sometimes pay off very well later on.
You can check your National Insurance records here 
https://www.gov.uk/check-national-insurance-record. You need to have a HMRC online account to check your records


SCOTTISH TAXPAYERS
If you are a Scottish taxpayer, you will normally pay Income Tax at different rates from the rest of the UK on most types of income. What doesn’t change, though, is how your taxable income is worked out the calculation is done in exactly the same way as for any other UK resident.
In most cases, you are treated as a Scottish taxpayer if your main home, the place you live most of the time is in Scotland. You still get the same personal allowance as everyone else in the UK, and the same rule applies where that allowance starts to be withdrawn once your taxable income goes over £100,000.
Unlike the rest of the UK system, Scotland has made quite a few changes to its Income Tax rates in recent years including the introduction of a new band for income between £75,000 and £125,140 from 2024/25 onwards.
For 2025/26, the effective Scottish Income Tax rates (including the impact of the personal allowance and its withdrawal) look like this:
· Up to £12,570 		—	  0% 		(Personal Allowance)
· £12,570 - £15,397		—	 19% 	 	(Starter rate)
· £15,397 - £27,491 		— 	 20% 		(Basic rate)
· £27,491 - £43,662	 	— 	 21%     	(Intermediate rate)
· £43,662 - £75,000 		— 	 42% 		(Higher rate)
· £75,000 - £100,000 		—	 45% 		(Advanced rate)
· £100,000 - £125,140 	— 	 67.5% 	(due to personal allowance withdrawal)
· Over £125,140 		— 	 48% 		(Top rate)
These rates apply to things like rental income, pension income, and earnings or trading profits received by someone over State Pension age. For Scottish taxpayers under State Pension age, the same income tax rates apply to employment and self-employed income but National Insurance sits on top, so the effective marginal rates are higher (we’ll come back to that later).
It’s also worth remembering that Scottish taxpayers are still affected by UK-wide rules such as the Child Benefit Charge and, for older taxpayers, the potential clawback of winter fuel payments just like taxpayers elsewhere in the UK.
Meanwhile, income from dividends, interest, and savings is still taxed using the main UK Income Tax rates and thresholds, even if you’re a Scottish taxpayer. So, any tax changes affecting those types of income apply across the UK, Scotland included.
The takeaway? Living in Scotland mainly affects how your earned and pension-type income is taxed but investment income continues to follow the standard UK system.
NATIONAL INSURANCE FOR SCOTTISH TAXPAYERS
Scottish taxpayers pay National Insurance at the same rates as taxpayers in the rest of the UK. This means that all of the National Insurance thresholds and rates we looked at earlier apply in exactly the same way in Scotland.
When you combine the Scottish Income Tax rates with the UK National Insurance rates, you get the overall effective marginal tax rates that apply to Scottish taxpayers who are under State Pension age. These combined rates give a clearer picture of the real tax cost on employment and self-employment income for people living in Scotland.
Scottish Employment Income — 2025/26
	Income band
	Effective marginal rate
	Explanation

	Up to £12,570
	0%
	Personal Allowance (PA)

	£12,570 -  £15,397
	27%
	Starter rate + 8% NI

	£15,397 -  £27,491
	28%
	Basic rate + 8% NI

	£27,491 - £43,662         
	29%
	Intermediate rate + 8% NI

	£43,662 - £50,270
	50%
	Higher rate + 8% NI

	£50,270 - £75,000
	44%
	Higher rate + 2% NI

	£75,000 - £100,000
	47%
	Advanced rate + 2% NI

	£100,000 -  £125,140
	69.5%
	Personal Allowance withdrawal + 2% NI

	Over £125,140
	50%
	Top rate + 2% NI










Scottish Self-Employed Trading Income — 2025/26
	Income band
	Effective marginal rate
	Explanation

	Up to £12,570
	0%
	Personal Allowance (PA)

	£12,570 -  £15,397
	25%
	Starter rate + 6% NI

	£15,397 -  £27,491
	26%
	Basic rate + 6% NI

	£27,491 - £43,662         
	27%
	Intermediate rate + 6% NI

	£43,662 - £50,270
	48%
	Higher rate + 6% NI

	Above £50,270 
	Same as employment income above
	Higher rate bands align beyond this point 



Summary 
· National insurance payments are calculated on a weekly or monthly basis for employees but on an annual basis for company directors.
· Income Tax and National Insurance form the back bone of the UK taxation system. 
· 












CHAPTER 2 
PROPERTY INCOME
When we talk about property income, most people immediately think of rent, and that is usually the main part of it. But it can be a bit broader than that. It can also include part of any premium you receive for granting a short lease (one of less than 50 years), as well as income from property-based investments such as Real Estate Investment Trusts (REITs) and Property Authorised Investment Funds (PAIFs).
One of the biggest traps for residential landlords is how mortgage interest and other finance costs are treated. These days, you cannot simply deduct them as a normal business expense. Instead, you only get tax relief at the basic rate, currently 20%. This change, commonly known as “Section 24”, was phased in between 2017/18 and 2020/21 for most landlords. For furnished holiday let owners, the same restriction arrived in one go from 2025/26.
In practical terms, this means your taxable property income is worked out before deducting interest and finance costs, even though those costs are very real when it comes to cash flow. That can push some landlords into higher tax bands and come as an unpleasant surprise if they are not expecting it.
Apart from this key exception, property income is taxed at the same Income Tax rates as most other types of income, at least up to and including the 2026/27 tax year. We covered those rates earlier in Chapter 1.
The good news is that property income does not attract National Insurance. That said, some landlords choose to pay voluntary Class 2 contributions so they can keep building up their State Pension entitlement, particularly if they do not have much other earned or self-employed income.
Finally, it is worth noting that Scottish taxpayers are subject to different rules when it comes to property income. We will come back to those differences towards the end of this chapter.

FUTURE YEARS
Looking ahead, there is another important change on the horizon for landlords. From the 2027/28 tax year onwards, property income will no longer be lumped in with other income for tax purposes. Instead, it will be carved out and taxed separately, and at higher Income Tax rates than we are used to seeing.
Based on current plans, the following effective tax rates are expected to apply to property income in each year from 2027/28 through to 2030/31:

· Up to £12,570 		—	 0% 		(Personal Allowance)
· £12,570 -  £50,270		—	22% 		(Property basic rate)
· £50,270 -  £100,000 		— 	42% 		(Property higher rate)
· £100,000 - £125,140	— 	63% 		(Personal Allowance withdrawal)
· Over £125,140		 — 	47% 		(Property additional rate)
It’s worth stressing that these are marginal tax rates. In plain English, that means they only apply to the portion of your income that falls into each band, not to all of your property income at once.
That said, how this works in practice can still catch people out. Because of the ordering rules we covered earlier in Chapter 5, property income often gets stacked on top of other income you might already have, such as a salary, self-employment profits, or pension income. The result is that rental income is frequently pushed straight into a higher tax band.
This interaction also explains why the numbers don’t always look quite as scary as the headline rates suggest. For example, property income that technically falls into the £100,000 to £125,140 band will, in many real-world cases, face an effective marginal rate of 62% rather than 63%, depending on how your different income sources overlap across the bands.
Residential finance costs
From the 2027/28 tax year onwards, mortgage interest and other finance costs on residential properties will only attract tax relief at the new property basic rate of 22%.
In practical terms, landlords will generally end up with higher overall tax bills, simply because property income itself is going to be taxed more heavily. However, the specific impact of the long-running Section 24 restrictions does not actually get worse. Relief for interest costs will still be given at the basic rate, just at the new 22% level rather than the old one.
Section 24: Why it still matters so much
Section 24, introduced by the Finance (No. 2) Act 2015, quietly but fundamentally changed how individual landlords are taxed on residential property in the UK. Before it came along, mortgage interest and other finance costs were treated like any normal business expense and deducted before tax was worked out.
Now, things work very differently. Instead of deducting those costs in the usual way, landlords only get tax relief on them at the basic rate of Income Tax, currently 20%. In effect, tax is calculated on rental income before finance costs, and the basic-rate tax credit is applied afterwards.
That might sound like a technical tweak, but in practice it has had some very real consequences.
Higher tax bills for many landlords
Before Section 24, higher-rate and additional-rate taxpayers could get relief on their mortgage interest at 40% or even 45%. Today, everyone is capped at 20%. For landlords with borrowing, that has translated into noticeably higher tax bills.
Tax based on paper profit, not real profit
Because mortgage interest is ignored when working out taxable income, the numbers used for tax no longer reflect true economic profit. The 20% tax credit comes later, but it doesn’t change the fact that tax is effectively being charged on a figure that feels much closer to turnover than profit.
More landlords dragged into higher tax bands
Ignoring finance costs can inflate taxable income on paper. That has pushed some landlords who were previously basic-rate taxpayers into the higher-rate band, increasing their overall tax burden even further.
Squeezed margins and cash flow
For landlords with larger mortgages, the loss of full interest relief has tightened cash flow and reduced profitability. In some cases, properties that looked perfectly viable before tax have become marginal or even loss-making once the tax bill is factored in.
Knock-on effects for the rental market
The pressure created by Section 24 has led some landlords to sell up, while others have increased rents to try to cover rising costs. Unsurprisingly, that has fed through into higher rents and reduced supply in parts of the private rental sector.
All in all, Section 24 has reshaped the financial landscape for landlords, especially those with significant borrowing. It remains one of the most controversial and hotly debated tax changes to hit the private rented sector in recent years.
WORKED EXAMPLE
Andrew has rental profits of £47,650 after all expenses, including £17,000 of mortgage interest on his buy-to-let properties. Because Section 24 prevents the interest from being deducted as a normal expense, he is treated as having taxable property income of £64,650 (£47,650 + £17,000)
He has no other income.
This means:
· Personal allowance = £12,570
· Taxable income after allowance = £52,080 (£64,650 - £12,570)
· The basic rate band of £37,700 is fully used
· The remaining £14,380 falls into the higher-rate band
His position in 2026/27
His Income Tax is calculated like this:
· £37,700 taxed at 20% = £7,540
· £14,380 taxed at 40% = £5,752
Then he receives basic-rate relief on the mortgage interest:
· £17,000 × 20% = £3,400 credit
Her total Income Tax bill is: £7,540 + £5,752 - £3,400 = £9,892
Of this, £2,876 represents the Section 24 effect. This reflects the 20% net tax cost (40% minus 20%) on the slice of income that only exists because the interest has been added back and has been pushed into the higher-rate band.
His position in 2027/28
From 2027/28 onwards, property income is taxed at the new, higher property tax rates. Re-running the calculation on Andrew’s rental profit.
· £37,700 taxed at 22% = £8,294
· £14,380 taxed at 42% = £6,040
Interest relief is now given at the 22% property basic rate:
· £17,000 × 22% = £3,740 credit
Her new total tax bill is:
£10,594
This is £702 more than in 2026/27.
Where does the increase come from?
The increase is not caused by Section 24. It simply reflects the extra 2% tax on his genuine profit after interest.
· Genuine profit after interest = £47,650
· Less personal allowance = £12,570
· Taxable genuine profit = £35,080
· Extra 2% = £701.60 (≈ £702)
So although his total tax bill rises, the Section 24 element stays the same in real economic terms. The effective net burden on the “created” portion of income remains 20%, even though it is now expressed as 42% minus 22% instead of 40% minus 20%.
Simple takeaway
From 2027/28 onwards, landlords will pay an extra 2% tax on their real rental profits after interest and finance costs. However, the painful Section 24 restriction does not get any worse under the new system. The extra tax comes from the higher property rates, not from any further tightening of the interest relief rules. 

Scottish landlords
Up to and including the 2026/27 tax year, Scottish taxpayers who earn property income are taxed using the main Scottish Income Tax rates we covered earlier. In that respect, Scotland broadly follows the same approach as the rest of the UK.
The big exception, as you might expect, is mortgage interest. Just like landlords elsewhere, Scottish residential landlords are taxed on their rental profits before deducting interest and finance costs. Instead, they receive a basic-rate tax reduction for those costs. At the moment, that relief is given at the UK basic rate of 20%, or at 19% where the interest falls within the Scottish starter-rate band.
Things start to get more interesting from 2027/28 onwards. From that point, the Scottish Parliament will have the power to set separate Income Tax rates specifically for property income earned by Scottish taxpayers.
We do not yet know what those rates will be, but early commentary suggests that an increase of around 2% across the relevant bands is a realistic possibility. If that happens, and if the current Scottish Income Tax structure stays broadly the same, the effective marginal tax rates on property income could end up looking something like this:
· Up to £12,570	 — 		0% (Personal Allowance)
· £12,570 to £15,397 	 — 		21% (Property starter rate)
· £15,397 to £27,491 		—  	22% (Property basic rate)
· £27,491 to £43,662 		— 	23% (Property intermediate rate)
· £43,662 to £75,000		— 	44% (Property higher rate)
· £75,000 to £100,000 	—	47% (Advanced property rate)
· £100,000 to £125,140	— 	70.5% (Personal Allowance withdrawal)
· Over £125,140 		— 	50% (Top property rate)
Under this setup, tax relief for property finance costs would be capped at the lower of two figures: the new UK property basic rate of 22%, or whatever Scottish rate applies to that particular slice of income. In some cases, that could mean relief is limited to just 21%.
Things get even more nuanced where a landlord also has other income, such as a salary, self-employment profits, or pension income. In those situations, the effective marginal rate on income between £100,000 and £125,140 could actually come out slightly lower, at around 69.5%, thanks to the way the different income bands interact.
It is worth emphasising, though, that this is still very much a moving target. The Scottish Parliament has not yet confirmed how it plans to tax property income from 2027/28 onwards, so the final shape of the rules, and the rates themselves, could yet change.

Summary 
· Rental income will be taxed at a higher rate from 2027 / 28








CHAPTER 3
SAVINGS INCOME
When we talk about savings income, we are mainly talking about interest earned on bank accounts and savings products, although a few other odds and ends can also fall into this category.
The good news is that savings income is not subject to National Insurance and if you are a Scottish taxpayer, you are taxed on savings income using the same Income Tax rates as the rest of the UK. That is expected to stay the case, even though the actual tax rates are set to change in future years.
For now, let us focus on how savings income is taxed under the current rules.
In broad terms, interest is taxed using the main UK Income Tax rates we covered earlier. However, there are several allowances and special bands that can reduce, or even wipe out, the tax you pay on savings interest.
First, there is the starting rate for savings. Up to £5,000 of savings income can be taxed at 0%, but only if that slice of income is not already covered by your personal allowance. In reality, this band is usually eaten up first by other income like salary or pension income (but not dividends).
Next comes the Personal Savings Allowance:
· If you are a basic-rate taxpayer, you can earn up to £1,000 of interest tax-free.
· If you are a higher-rate taxpayer, that allowance drops to £500.
· Additional-rate taxpayers do not get a Personal Savings Allowance at all.
How this works in practice is best shown with an example.
Imagine Gloria has a total income of £20,095
· A salary of £15,570, and
· Savings interest of £4,525, with no other income.
Her personal allowance of £12,570 is fully used by the salary. The remaining £3,000 of salary is taxed at 20%.
That remaining £3,000 of her salary also uses up £3,000 of the £5,000 starting-rate band for savings, leaving £2,000 of that band still available. The interest is then taxed as follows:
· £2,000 is taxed at 0% using the starting rate for savings.
· £1,000 is tax-free under the Personal Savings Allowance.
· The remaining £1,525 is taxed at 20%.
Once you see how the different allowances stack together, the system starts to make a bit more sense, even if it still feels more complicated than it really needs to be.
Future years: Savings income from 2027/28
From 2027/28 onwards, the tax rates on savings income are due to increase by 2%. The effective marginal rates on savings income are expected to be:
· Up to £12,570 		— 	0% 	(Personal Allowance)
· £12,570 to £17,570		—	0% 	(Starting rate)
· £17,570 to £50,270 		— 	22% 	(Savings basic rate)
· £50,270 to £100,000 	— 	42% 	(Savings higher rate)
· £100,000 to £125,140 	— 	63% 	(Personal Allowance withdrawal)
· Over £125,140 		— 	47% 	(Savings additional rate)
These apply only to the portion of income that falls inside each band. The Personal Savings Allowance is not reflected in the table, but in practice it can extend the tax-free amount up to:
· £18,570 for a basic-rate taxpayer, or
· £18,070 for a higher-rate taxpayer whose total income does not exceed £100,000
· £17,570 for an additional rate tax payer whose income exceeds £100,000
The starting-rate band still works in the same way as now. It is used up first by any non-dividend income, so it is usually not available to anyone whose earnings, pensions, self-employed income, or property income add up to more than £17,570.
In many cases, people with savings income also have income from other sources. Where this includes employment, self-employment, or pension income, the effective marginal rate on savings income in the £100,000 to £125,140 band will often be 62% rather than 63%, because of how the income bands interact. For some Scottish taxpayers with other income, the marginal rate in that range may actually be higher.
Finally, even where the starting-rate band is not available, there is still:
· No tax on the first £1,000 of savings income if total income is £50,270 or less, and
· No tax on the first £500 of savings income if total income is up to £100,000
There is, in fact, still no direct tax on the first £500 of savings income for individuals with total income up to £125,140, although for those above £100,000 there can be an indirect tax effect due to the withdrawal of the personal allowance, which we will look at later.


CHAPTER 4 
DIVIDEND INCOME
Dividend income has always been taxed differently from other types of income. 
Dividends are not subject to National Insurance, and Scottish taxpayers pay the same dividend tax rates as taxpayers in the rest of the UK. The same tax rules apply whether dividends come from stock market investments or from a shareholder/director taking dividends from their own company.
From 2024/25 onwards, the first £500 of dividend income each individual receives in a tax year is tax free under the dividend allowance.
Dividend income is always treated as the top slice of your income. For example, suppose an individual receives:
· Salary: £55,000
· Dividends: £1,250
· No other income
They will pay Income Tax on their salary at the standard rates, the first £500 of dividends will be covered by the dividend allowance and therefore tax free, and the remaining £750 will be taxed at the higher-rate dividend tax rate.
For company owners, it is generally sensible to make use of the dividend allowance each year, although Chapter 6 explains some potential indirect tax effects to watch out for. Because the allowance is now quite small, it is ignored in the remainder of this chapter when looking at marginal tax rates.
The dividend tax increase
The Income Tax rates on dividends for basic-rate and higher-rate taxpayers are increasing by 2% from 6 April 2026. The position can be summarised as follows:
	Taxpayer type
	Current rate
	Rate from 2026/27

	Basic-rate taxpayer
	8.75%
	10.75%

	Higher-rate taxpayer
	33.75%
	35.75%

	Additional-rate taxpayer
	39.35%
	39.35%


The effective marginal rate on dividends falling within the £100,000 to £125,140 income band varies from person to person, because it depends on what other income they have and, in some cases, whether they are a Scottish taxpayer.
A very common example is a small company owner whose only other income is a salary of £12,570. In this case, the effective marginal rate on dividends within the £100,000 to £125,140 band is currently about 56.25%, rising to 58.25% from 2026/27 onwards.
For Scottish company owners in the same situation, the effective rates are broadly similar, with only a very small saving because of differences in the interaction with Scottish tax bands.
Planning implications for business owners
The upcoming increase in dividend tax rates has several important planning consequences for company owners and other business owners. Areas that deserve particular attention include:
· Year-end planning for the current 2025/26 tax year
· Tax-efficient profit extraction for shareholder-directors from 2026/27 onwards
· Business incorporation decisions, including:
· Transferring a trading business into a company
· Transferring a property business into a company
These themes are explored in more detail throughout this guide to help you make informed decisions about the most efficient way to structure and withdraw income from your business, if you have one.












CHAPTER 6
Multiple Sources of Income
Additional Tax Charges 
· The Child Benefit Charge
· Winter Fuel Payments 
· Tax Free Interest and Dividends
· National Insurance Repayments and Reductions 
· Trading and Property Income Allowances
· Pension Contributions and Gift Aid Donations
The Child Benefit Charge
Where a household receives Child Benefit and the highest earner in the household has taxable income above £60,000, an additional Income Tax charge applies. For 25/26, child benefit is paid at £26.05 per week for the first child and £17.25 and for 2026/27, Child Benefit will be paid at £27.05 per week for the first eligible child and £17.90 per week for each additional eligible child.
The charge increases gradually until income reaches £80,000, at which point the full amount of Child Benefit is effectively clawed back. For every £200 that the highest earner’s taxable income goes over £60,000, they lose 1% of the Child Benefit they have received.
A key point to remember is that the charge is based on the highest earner only. The household’s combined income does not matter. A previous Government had proposed moving to a household-income system, but the current Government has confirmed that this reform will not go ahead.
The two-child benefit cap is also being removed from April 2026, which means parents will now be able to claim for more than two children from that date.
Let’ walk through an example:
Danielle is a single mother with two children both under the age of 16 and earns £70,000. 
For the 2025/26 tax year she can claim a total of £43.30 per week (£26.05+£17.25), a total of £2,251.60. 
The claw back will be calculated as shown below 
£70,000 - £60,000 = £10,000
£10,000/ £200 = 50%
The clawback is  50% * £2,251.80 = £1,125.80. Her child benefit tax charge will therefore be £1,125.80
This means that, for those affected, the Child Benefit Charge increases the effective marginal tax rate on income between £60,000 and £80,000, once you factor in Income Tax and, where relevant, National Insurance.
	No of Qualifying Children
	Salary/ Trading
	Rent/ Pensions
	Dividends

	1 Child
	49.0%
	47.0%
	42.8%

	2 Children
	53.7%
	51.7%
	47.4%

	3 Children
	58.3%
	56.3%
	52.1%

	4 Children
	63.0%
	61.0%
	56.8%



Plus, an additional 4.65% for each additional child in all cases
Child Benefit Charge: Property income and adjusted net income
For residential landlords, taxable property income is calculated before deducting interest and finance costs. This means their taxable income can appear higher than their real economic profit, and as a result, many landlords are pushed into the Child Benefit Charge when they might not otherwise have been.
For Scottish taxpayers, the overall marginal tax rates on income (excluding savings income and dividends) are generally slightly higher in certain bands. Income between £60,000 and £75,000 is taxed at rates that are around 2% higher, and income between £75,000 and £80,000 is taxed at rates that are around 5% higher.
Stopping Child Benefit instead of paying the charge
Instead of paying the Child Benefit Charge, the claimant can choose to stop receiving Child Benefit payments. However, this only makes sense where it is clear that the highest earner’s taxable income for the year will definitely exceed £80,000.
Even if payments are stopped, it is still sensible to submit a Child Benefit claim, particularly where there is a child under 12. This is because:
· The claimant receives National Insurance credits towards their State Pension record
· The stopped payments can be reclaimed later, any time within two years after the end of the relevant tax year, if circumstances change and entitlement arises again
If no claim is made at all, it is only possible to backdate a future claim by a maximum of three months.
Adjusted net income: why it matters
One of the most effective ways to reduce or even avoid the Child Benefit Charge is to make pension contributions, because they reduce “adjusted net income”, which is the income measure used to calculate the charge.
Adjusted income = Taxable income minus grossed-up personal pension contributions minus Gift Aid donations
We will look at adjusted net income and pension contributions in greater detail in chapter 6 of this guide but will touch on this briefly now. 
For people with income between £60,000 and £80,000, this means pension contributions can deliver very generous effective tax relief, because they not only reduce Income Tax but may also restore some or all of the Child Benefit.
This means that pension contributions and Gift Aid can significantly reduce the charge, which makes them particularly valuable for affected families.
Example: Reducing the Child Benefit Charge with a pension contribution.
Using 2025/26 Child Benefit rates, imagine Miranda has three qualifying children and total taxable income of £76,500.
At that level, she loses 82.5% of her Child Benefit, giving rise to a Child Benefit Charge of:
· £3,148 × 82.5% = £2,597.60
Her total Income Tax bill becomes
Income Tax 			= £18,028.40
National Insurance 		= £3,540.60
Child Benefit Charge 	= £2,597.60
Total 				= £24,166.60 
Now suppose Miranda makes a net pension contribution of £8,000. This is grossed up to £10,000 through £2,000 of basic-rate relief given at source.
Her adjusted net income falls to:
· £76,500 − £10,000 = £66,500
This produces a total saving of £3,574.30 made up of:
· £2,000 from normal Income Tax relief to top her pension to £10,000,
· £1,574.30 from a reduction in the Child Benefit Charge
(the £10,000 contribution brings back 50% of her total claim of £3,148)
Including the relief given at source, Miranda’s £8,000 net contribution delivers total tax savings of £5,574. That means she effectively puts £10,000 into her pension for only £4,426.
The key takeaway
For families affected by the Child Benefit Charge, pension contributions and Gift Aid donations can be extremely powerful planning tools, because they reduce adjusted net income and can both:
· Save Income Tax, and
· Reduce or repay part of the Child Benefit Charge at the same time

WINTER FUEL PAYMENTS
Winter Fuel Payment clawback
From 2025/26 onwards, Winter Fuel Payments (and the equivalent devolved payments in Scotland and Northern Ireland) will begin to be recovered through the tax system for eligible individuals with income above £35,000. This generally affects people over State Pension age.
For those who are affected, the change will result in an additional tax charge of between £100 and £305. This will also include some residential landlords over State Pension age whose income is treated as being above £35,000 because of the interest relief restrictions discussed earlier.
How the clawback is applied will depend on your circumstances. For many people, the recovery of the 2025 payment will take place through an adjustment to their PAYE tax code in 2026/27. Others will see the charge applied when they complete their Self Assessment tax return for 2025/26.
However, individuals whose tax is collected entirely through PAYE may experience a double adjustment in 2027/28, because their tax code may be amended to catch up both the 2026 and 2027 Winter Fuel Payments.
Anyone with income above £35,000 can choose to opt out of receiving the Winter Fuel Payment instead of having it clawed back later, although deadlines apply each year. In practice, the timing of how quickly the PAYE system reflects that choice may vary.
The £35,000 threshold works as a cliff edge. If your taxable income is £35,000 you keep the full payment. If your taxable income is £35,001 you lose the entire payment.
For couples where both partners receive the payment, the test is applied individually rather than on household income. For example, if one partner has income of £40,000, their payment will be clawed back, while a partner with income of £20,000 will be able to keep theirs.
Tax planning ideas for the Winter Fuel Payment clawback
If your income is close to the £35,000 threshold, there are a few planning points that may help you manage the clawback risk.
· Income from ISAs does not count towards the £35,000 limit.
For example, if you have pension income of £25,000 and earn £15,000 of interest and dividends inside ISAs, your Winter Fuel Payment will not be affected, because ISA income is ignored for this test.
· Interest or dividends outside an ISA do count, even if they are effectively tax free because of the Personal Savings Allowance or the Dividend Allowance.
The test looks at total income, not just income that is actually taxed.
· In some cases, income can be shifted between spouses.
If one spouse has income above £35,000 and the other is below the threshold, it may be possible to reduce the clawback by moving income-producing assets to the lower-earning spouse, for example by transferring savings so that interest is received in their name.
· The income definition is different from the Child Benefit Charge.
For Winter Fuel Payment purposes, the test is based on total income, not “adjusted net income”. This means you cannot reduce your assessed income below £35,000 by making pension contributions or Gift Aid donations like you could for the child benefit income calculation.
· Company owners over State Pension age may have flexibility.
If you run your own company, you may be able to avoid triggering the clawback by reducing the amount of salary or dividends you take in a particular year, where that is commercially and financially sensible.
When “tax-free” interest and dividends still create tax problems
Earlier, we looked at the Personal Savings Allowance, which means most people can receive either £500 or £1,000 of interest tax free, and the £500 dividend allowance, which applies to dividend income. These allowances mean that the income covered by them is not taxed directly.
However, there is an important catch.
Even though this interest or dividend income is treated as tax-free, it is still counted as taxable income when the tax system works out whether you are affected by a number of other charges and benefit reductions. In other words, it may not be taxed itself, but it can still trigger additional tax or lost benefits elsewhere.
This “tax-free” income still counts when working out things like:
· The Child Benefit Charge
· The withdrawal of the personal allowance once income goes over £100,000
· How much of the basic-rate band is available to reduce Capital Gains Tax
· Reductions in the Personal Savings Allowance at higher income levels
· The pension annual allowance taper
· Student loan repayments
· The Winter Fuel Payment clawback
· The withdrawal of Tax-Free Childcare when income exceeds £100,000
The last two are especially important, because they operate like cliff-edge rules. Go even a small amount over the limit and the benefit is lost entirely.
For example, if your so-called “tax-free” interest or dividend income pushes your total income even £1 over £100,000, you lose your entitlement to Tax-Free Childcare completely. The loss can be far greater than the value of the “tax-free” income that caused it.
The key takeaway is that tax-free does not always mean consequence-free. Interest and dividends covered by allowances may escape direct tax, but they can still push your income into thresholds that trigger indirect or hidden tax charges.

National Insurance repayments and reducing future payments
In some situations, you may be able to reclaim National Insurance that you have already paid, or even reduce what you pay in the first place.
This can happen where you are paying Class 1 National Insurance on employment income and Class 4 National Insurance on self-employed trading income, or where you are paying Class 1 on more than one job. In these cases, your combined contributions across both sources can sometimes exceed the intended upper limit.
The issue arises if, across your different income sources, you end up paying more than £3,016 in total at the main rates of National Insurance (8% for Class 1 and 6% for Class 4). Once you reach that overall total, you can apply to have the rate on any additional earnings reduced to 2%, rather than continuing to pay the higher main rate.
A quick way to see whether this may apply to you is to:
1. Add up your employment income and your self-employed trading income, and
2. Check whether the total from more than one source is above £62,840
If it is, you may be entitled to a refund, or you may be able to reduce future National Insurance contributions instead of waiting to reclaim them later.
However, the process is quite complicated and usually requires contacting HMRC, so it is often worth seeking advice or guidance before submitting a claim.
The trading and property income allowances
There are two separate £1,000 allowances designed to cover small amounts of trading income and property income.
The property income £1,000 allowance is a tax exemption allowing individuals to earn up to £1,000 in gross, annual rental income from land or property completely tax-free. 
The £1,000 trading allowance is a HMRC tax exemption allowing individuals to earn up to £1,000 in annual gross income from casual, miscellaneous, or self-employed activities (like eBay selling or gardening) without paying Income Tax or National Insurance. 
If your total gross income from either trading or property does not exceed the relevant £1,000 allowance, you do not need to declare it and you do not pay any tax on it.
When these allowances were first introduced, the Government suggested they were there to help people earning small amounts of income from online platforms such as eBay. While they do help people with small side businesses, the real motivation was practical: in many cases, it cost HMRC more to collect the tax than the tax itself was worth.
Here is the key point. If your gross income is more than £1,000, you have a choice:
· You can deduct your actual expenses as normal, or
· You can ignore your expenses and instead deduct the £1,000 allowance from your income
If you choose the allowance, you cannot also claim expenses for that income. There is no upper limit on how much income you can have and still choose to use the allowance.
The two allowances operate independently. So, if you have both trading income and property income, you can claim either one or both, depending on your situation.
For trading income, using the allowance is usually beneficial whenever your actual expenses are less than £1,000. You can make that decision each year, depending on your costs and income in that tax year. Someone running a small part-time business or hobby trade will often benefit from this approach.
For property income, it is worth remembering that the allowance is a full deduction at your marginal tax rate. This makes it more valuable than the restricted basic-rate relief that applies to residential mortgage interest. For example, a higher-rate landlord currently saves as much tax from the £1,000 property allowance as they would by claiming £2,000 of mortgage interest (slightly less from 2027/28 onwards).
The allowances cannot create a loss, so if your real expenses are high enough to produce a loss, it is normally better to claim the actual costs instead.
You cannot use either allowance against:
· Income from your own company, or
· Income from a partnership in which you are a partner
Finally, income covered by these allowances is not treated as taxable income at all. That means it does not cause any of the indirect problems we discussed earlier, such as affecting Child Benefit, the personal allowance, or other income-based thresholds.
Pension contributions and Gift Aid donations
It is natural to wonder whether the higher tax rates we have been looking at in Chapters 2 and 3 will automatically mean more tax relief on pension contributions or Gift Aid donations. Unfortunately, that is not the case.
Because of the way the tax system is structured, the overall level of tax relief that landlords and savers receive on pension contributions and Gift Aid donations will not increase, even as the tax rates on income go up. The mechanics of the relief are designed so that the benefit remains broadly unchanged.	Comment by cr a: I don’t understand this. I need to re-read. 
We cover the detailed reasons for this, and how the calculations work in practice later on in the guide


CHAPTER 6
CORPORATION TAX
Corporation Tax. Where Things Stand Now.
Since the big changes that took effect in April 2023, there have been no further increases to Corporation Tax. The system now works on a two-rate structure:
· 25% (the main rate) for companies whose profits are above the upper limit
· 19% (the small profits rate) for companies whose profits are below the lower limit
For a company with a twelve-month accounting period and no associated companies, the limits are:
· Lower limit: £50,000
· Upper limit: £250,000
It is worth remembering that before 1 April 2023, all companies paid 19%, regardless of profit levels. As a result:
· Any company with profits above £50,000 is now paying more tax than before
· Companies with profits above £250,000 are paying 6% more than under the old system
There are separate, more complex rules for banks, oil and gas companies, some multinational profits, and certain investment companies. For the purposes of this guide, we are assuming none of those special cases apply.

Marginal relief and the “middle band”
Companies with profits between £50,000 and £250,000 technically pay tax at the 25% main rate, but they receive marginal relief, which reduces the tax bill. The relief is calculated at 3/200ths of the difference between the company’s profit and the upper limit.
In practice, this produces the following effective marginal Corporation Tax rates:
	Profit level
	Effective tax rate

	Up to £50,000
	19%

	£50,000 to £250,000
	26.5%

	Over £250,000
	25%


These figures assume:
· A full twelve-month accounting period
· No associated companies, and
· No dividend income
Unless stated otherwise, that is the basis we will use throughout the rest of this guide when looking at company tax planning.
What the Government has said about future rates
In 2024, the new Labour Government published a corporate tax roadmap. Among other things, it stated that, for the life of the current Parliament (likely until late 2028 or early 2029), there would be:
· No increase to the 25% main rate
· No change to the 19% small profits rate or marginal relief
Of course, the same roadmap also promised to unfreeze Income Tax thresholds in 2028, so you may decide how much confidence to place in such assurances.
In the November 2025 Budget, Chancellor Rachel Reeves reiterated that commitment, saying:
“I will retain our competitive Corporation Tax rate, the lowest in the G7, and retain our generous full expensing offer for business investment.” We will look at the meaning of “full expensing” later in this guide.
If the Government holds to this position, the current Corporation Tax structure should remain in place until at least 1 April 2029.
Whether that promise survives real-world politics, economic pressure, and changing priorities is something we will simply have to wait and see.
Associated companies and how they affect Corporation Tax
If a company has one or more associated companies, the Corporation Tax profit limits are reduced, which means the higher tax rates start to apply sooner.
The rule works like this:
· With one associated company, the upper and lower profit limits are halved
· With two associated companies, the limits are divided by three
· And so on as more companies are added
Companies are treated as associated where they are controlled by the same person or group of people, or where one company controls the other. In most cases, control means owning more than 50% of the shares.
In the simplest situation, where the same individual owns two companies, those two companies are associated. Each company will then have the following effective Corporation Tax bands:
	Profit level
	Effective rate

	Up to £25,000
	19%

	£25,000 to £125,000
	26.5%

	Over £125,000
	25%


So the main rate applies at much lower profit levels than it would for a company with no associates.
In some situations, companies may also be treated as associated where they are controlled by close family members, such as spouses, and there is a commercial, financial, or organisational connection between them. However, if those links are avoided and the ownership is structured carefully, it may sometimes be possible for, say, a married couple to run two companies without them being treated as associated for tax purposes.
Other recent Corporation Tax updates
A few additional Corporation Tax changes have also been announced:
· Late filing penalties for Corporation Tax returns will be doubled from April 2026
· The Diverted Profits Tax will be replaced by a new charge on “unassessed transfer pricing profits” (this applies only to large companies and multinationals)
· Further updates are being made to the transfer pricing rules and the definition of permanent establishments for accounting periods beginning after 31 March
These changes mainly affect larger and more complex businesses, rather than typical owner-managed companies.

CHAPTER 7
Personal Allowance and the Higher-Rate Threshold.
Under normal rules, UK legislation says that the Personal Allowance should increase each year in line with the Consumer Price Index (CPI). However, it has been frozen at £12,570 since April 2021, instead of rising with inflation.
Two key Income Tax thresholds are now due to remain frozen until 5 April 2031:
· Personal Allowance: £12,570
· Higher-rate threshold: £50,270
This freeze has already been in place since April 2021, which means it will last for a full ten years by the time it ends. The most recent extension has added another three years beyond what had previously been announced.
If the increase had been applied in line with the CPI, personal allowance would have increased to £15,475 at the beginning of the 2025/26 tax year i.e. April 2025. 
If these thresholds had increased with inflation, they would already be much higher. Today, the Personal Allowance would be around £15,500 and the higher-rate threshold around £62,600. Looking ahead to 2031, using conservative annual inflation rates of 3.5% those figures will be over £19,000 and over £77,000.
So, what does this “fiscal drag” or “bracket creep” actually mean for you?
Even if your income only rises with inflation, meaning you are no better off in real terms, more of it gradually moves out of the tax-free band and into the 20% band, and more of it moves from 20% into 40%.
In other words, your effective tax rate increases over time, even though your real spending power stays the same. The result is that you become worse off, not because you earn more in real terms, but because more of your income is being taxed.
Example
Chavez had a salary of £60,000 in 2021/22 and paid £11,432 in Income Tax. His overall Income Tax rate was 19%.
His salary then increased only in line with inflation, reaching £90,000 by 2030/31. In real terms, he is no better off, because his income simply kept pace with rising prices.
However, because the tax thresholds were frozen, his Income Tax bill in 2030/31 is £23,432, which means his effective tax rate rises to 26%.
That is an increase of seven percentage points. If his tax rate had stayed at 19%, his tax bill would be over £6,000 lower.
The Government ends up taking a larger share of his income, even though his income is worth exactly the same in purchasing-power terms.
The tax system was designed to tax people more heavily as their income rises  but only when that increase reflects a real rise in living standards, not just inflation. As we can see that is no longer the case. People are getting taxed more because of inflationary increases in income not on real rise in living standards. 
This of course means a lot of the populations are feeling poorer and poorer as the years go by. 
Why this effect is long-lasting
The extra seven percentage points Chavez pays is likely to become permanent. Even if thresholds start rising again in 2031/32, that will only stop his effective tax rate increasing further. To take him back to 19%, tax bands would need to rise by far more than inflation.
In practice, it is entirely possible that Chavez’s effective Income Tax rate will stay around 7% higher indefinitely.
This example assumes inflation averages 4.5% over the ten-year period, which is realistic given that inflation was around 10% at times.
The key takeaway is that freezing tax thresholds can be far more financially damaging than a simple increase in headline tax rates.
Rather than openly increasing Income Tax rates by 2%, the Government has achieved a stealth tax rise by quietly letting inflation do the work.
National Insurance thresholds
National Insurance thresholds are currently aligned with the main Income Tax thresholds, and they are also due to remain frozen until 6 April 2031. You can find the detailed figures in Chapter 1.
Employers now pay 15% National Insurance on most salaries above £5,000 per year. This £5,000 threshold is also frozen until April 2031, which means the real cost to employers will gradually increase as wages rise over time, while the threshold stays fixed.
Tax planning when thresholds are frozen
The freeze on the personal allowance and the higher-rate threshold still has more than five years to run, and the freezes affecting the £100,000 and £125,140 thresholds may even continue beyond April 2031.
For anyone who expects their income to rise in the coming years, these freezes can have significant tax planning consequences. As incomes increase while thresholds stay still, more people will be pushed into:
· the higher-rate tax band,
· the £100,000 personal allowance withdrawal range, or
· the additional-rate band above £125,140
This creates opportunities to plan ahead, particularly for those who know their income is likely to increase in the near future.
For example, it may be worth:
· bringing income forward into earlier tax years,
· deferring income to years where your income may fall, or
· making pension contributions or other planning moves to manage when and how you cross key thresholds
We will look at these strategies in more detail in the sections that follow.
Pension contributions and frozen thresholds
Basic-rate taxpayers (those with taxable income below £50,270) receive 20% tax relief on their pension contributions. Higher-rate taxpayers receive 40% tax relief.
If you are currently a basic-rate taxpayer but expect to move into the higher-rate band in the next few years because the thresholds are frozen, it may sometimes make sense to delay some pension contributions until you are in the higher-rate band and can benefit from the extra relief. Bear in mind that tax rules are always changing the current relief on pension contributions may be taken away in future years. 
For example, imagine someone earning £50,000 today. Any pension contributions they make now will only attract 20% relief. But if their income rises to around £55,000 by 2028, they will then be able to make a gross pension contribution of about £5,000 and receive full higher-rate relief on it.
By 2030, their income may have increased to around £60,000. At that point, they could potentially make gross contributions of close to £10,000 per year, again with full higher-rate relief, and continue to live at a similar level in later years.
If that person cannot comfortably afford to contribute £10,000 per year on a £60,000 income, they may prefer to reduce or pause some of their current contributions that are only attracting basic-rate relief at 20%. 
However, there is a very important warning. If postponing contributions means missing out on employer pension contributions, then the strategy is usually not advisable, because employer contributions are effectively free money. This type of planning is generally more suitable for self-employed taxpayers who do not receive employer contributions.
(For clarity, gross pension contributions include the tax relief added by HMRC. A gross contribution of £10,000 usually means you paid £8,000 in cash, and HMRC added £2,000 of basic-rate relief.)

Avoiding the Child Benefit Charge
Another frozen threshold worth thinking about is the Child Benefit Charge, which we touched on in an earlier chapter.
It would not be surprising if this £60,000–£80,000 band stays frozen until at least April 2031, meaning more families are likely to fall into the charge as incomes rise with inflation.
How pension contributions can give extra relief through the Child Benefit Charge
For parents in the £60,000 to £80,000 income bracket, pension contributions can produce much higher effective tax relief than the normal higher-rate relief of 40%. This is because a pension contribution in this range does not just reduce Income Tax. It can also reduce the Child Benefit Charge, effectively giving back some or all of the Child Benefit that would otherwise be lost.
If you are the highest earner in your household and your income is currently close to, but just below £60,000, you may wish to consider delaying some pension contributions until your income rises above £60,000, so that you can benefit from the extra relief created by reducing the Child Benefit Charge.
However, as mentioned earlier, this strategy is usually not advisable if delaying contributions means losing employer pension contributions, which are effectively free money.
If you are already in the £60,000 to £80,000 range, you may wish to consider making larger-than-normal pension contributions, especially if:
· your income is likely to rise above £80,000 in the near future, or
· your children are approaching the point where Child Benefit will soon cease
In both situations, pension contributions can help soften or delay the impact of the Child Benefit Charge, while also boosting your retirement savings.
Example
Hannah has taxable income of £72,000 in 2025/26 and is the highest earner in a household that receives Child Benefit for two children, totalling £2,252 for the year.
The top £12,000 of her income (the amount between £60,000 and £72,000) falls within the Child Benefit Charge band. On this slice of income, Hannah faces:
· Income Tax of 40% on £12,000 = £4,800, and
· A Child Benefit Charge equal to (£12,000/200 * £2,252)  which is £1,351
This gives a combined tax charge of £6,151 on that £12,000 portion of income. That works out at an effective marginal rate of just over 51%.
Under normal circumstances, Hannah would not choose to make a gross pension contribution as large as £12,000. However, because the contribution reduces her adjusted net income, it also reduces the Child Benefit Charge, allowing her to benefit from this enhanced 51% effective tax relief.
By making the contribution in this tax year, she is not only boosting her pension savings, but also recovering Child Benefit that would otherwise have been lost.
Even individuals with income above £80,000 can sometimes benefit from higher-than-normal effective tax relief by making larger pension contributions, particularly where they have multiple children and the Child Benefit Charge is significant.
Example
Darren has taxable income of £82,000 in 2026/27 and is the highest earner in a household that receives Child Benefit for three children, totalling £3,268 for the year.
£20,000 of his income (the slice between £60,000 and £80,000) falls into the Child Benefit Charge range. On this portion of income, Darren faces:
· Income Tax of 40% on £22,000 = £8,800, and
· A Child Benefit Charge for the whole amount of £3,268
This gives a combined charge of £12,068 on that £22,000 slice of income, which works out at an effective marginal rate of 55%.
If Darren makes a gross pension contribution of £2,000, he will simply receive 40% tax relief, like most higher-rate taxpayers. His adjusted net income would still be above £80,000, so the Child Benefit Charge would not be reduced.
However, Darren has savings available and decides instead to make a larger-than-usual gross pension contribution of £22,000 this year, with the intention of pausing contributions for the next couple of years.
This contribution:
· Reduces his adjusted net income down to £60,000, and
· Completely removes the Child Benefit Charge of £3,268
He also receives £8,800 of Income Tax relief on the contribution.
So, in total, Darren benefits from £11,914 of combined relief, which is roughly 54% of his pension contribution.
The higher your income, the larger the contribution required to bring your adjusted net income below £80,000, and ultimately to £60,000. But for some people, particularly those with several children, the extra tax relief can make this strategy worthwhile.
Of course, many parents will not have spare cash available to fund larger one-off pension contributions. In some families, this is where well-timed financial help from grandparents can make a difference.
If grandparents are planning to give money to their children anyway, it may be worth doing so in a year when the parent’s income falls into the £60,000 to £80,000 range. That way, the parent may be able to make additional pension contributions and benefit from a higher-than-normal level of tax relief.
In Darren’s case, he had income of £82,000 and enjoyed around 55% effective tax relief by making a £22,000 pension contribution. Others with income above £80,000 but below £100,000 may instead prefer to delay some contributions until their income rises above £100,000, where relief can reach around 60% because of the personal allowance withdrawal.

Higher earners and pension contribution planning
Once your income goes above £100,000, your personal allowance begins to be withdrawn, and by the time your income reaches £125,140, it has disappeared completely. That is why taxpayers in the £100,000 to £125,140 range face an effective 60% marginal Income Tax rate on most types of income. The positive side of this is that pension contributions made within this band can attract effective tax relief of 60%.
This is why, in some cases, it may be worthwhile for people whose income is close to, but still below £100,000, to consider postponing some pension contributions until their income moves into this band and they can benefit from the higher relief.
For example, if your income is £100,000 today, it might rise to £110,000 in a few years’ time. At that point, you could make a gross pension contribution of up to £10,000 and receive 60% relief, instead of the 40% relief you would receive if you made the same contribution now. A few years later your income may reach around £120,000, allowing you to make a gross contribution of up to £20,000 with 60% relief.
If your income is already between £100,000 and £125,140, you may wish to consider making larger-than-normal contributions while you remain in this heavily taxed bracket (or slightly above it).
For example, someone earning £115,000 can make a gross pension contribution of up to £15,000 and receive 60% tax relief. Someone earning £125,000 can contribute up to £25,000 and benefit from the same 60% rate. These may be larger contributions than you would normally make, but they may be worth considering if you expect your income to continue increasing.
Once your income rises beyond £125,140, your personal allowance has already been fully withdrawn. Above that point, you will receive only 45% relief on part of your contributions.
For example, if your income increases from £125,000 to £140,000, the first £14,860 of your gross pension contributions (the slice that brings your income back down to £125,140) will receive 45% relief. Only contributions beyond that level will benefit from the higher 60% relief available within the personal allowance withdrawal band.
The higher your income goes above £125,140, the harder it becomes to make contributions large enough to benefit from both 45% and 60% relief, which is why acting earlier in the band can sometimes be advantageous.
There are, however, other factors to think about before postponing or accelerating pension contributions. As mentioned earlier, it is usually unwise for employees to delay contributions if doing so means losing out on employer pension contributions, which are effectively free money.
You also need to stay within the normal pension limits. Contributions in any tax year:
· must not exceed your relevant earnings, and
· must remain within the £60,000 annual allowance, unless unused allowance from earlier years is available
Becoming a 40% taxpayer in retirement
Many people save into a pension expecting a very simple outcome. They receive 40% tax relief when they pay money in, and they expect to pay only 20% tax when they take it back out in retirement, plus up to 25% tax-free cash on top. That logic has traditionally made pensions very attractive.
This assumption is based on the idea that most people have lower income in retirement, usually well below the £50,270 higher-rate threshold.
However, because that threshold is frozen for such a long period, anyone who has already built up a reasonable pension pot now faces a higher risk of drifting into the 40% tax band in retirement. The risk is even greater if you also receive income from other sources, such as rental income or the State Pension.
You might worry that this makes new pension contributions less worthwhile. But in most cases, pensions still make good financial sense. Your money continues to grow tax free inside the pension, and you can usually still take up to 25% tax free, unless your existing savings are already expected to use up your £268,275 tax-free cash allowance.
£268,275 is the maximum tax-free cash lump sum most individuals can take from their combined UK pension pots, and is known as the Lump Sum Allowance (LSA).
To put this into perspective:
· Even if your pension withdrawals were eventually taxed at 40%, you would still end up with around 16.67% more than you would by saving the same money into an ISA, assuming you are able to take 25% tax free.
· And if you are already likely to use up your entire tax-free cash allowance, meaning all of your extra pension savings would eventually be taxed at 40%, you would still end up in roughly the same position as an ISA.
Since ISAs are already considered an attractive savings option, this is still a pretty good outcome for pensions. The main downside is flexibility. ISAs allow you to access your money more freely, whereas pension withdrawals are more restricted. So, in the most extreme “worst-case” scenario, extra pension contributions may only be worth making if you are already using your full ISA allowance.
In short, even if you think you may eventually pay 40% tax on some of your pension withdrawals, additional contributions can still be worthwhile, particularly if you have not used up your tax-free cash allowance or you are already investing as much as possible through ISAs.
How to avoid paying 40% tax in retirement
What if you are already retired and drawing income from your pension?
With the higher-rate threshold frozen until April 2031, some retirees who are currently basic-rate taxpayers may gradually drift into the 40% band, even if their income is only rising in line with inflation.
If your pension is in a flexible drawdown arrangement, you can choose how much income you withdraw each year. That gives you the opportunity to do some forward-looking tax planning.
Some retirees, especially those whose income is already close to the £50,270 threshold, may benefit from withdrawing a little more income now at 20%, instead of waiting a few years and paying 40% tax on the same money later.
For example, someone with taxable income of £45,000 today could quite easily become a higher-rate taxpayer by 2029/30, simply by increasing their pension withdrawals by around 3.5% per year to keep pace with inflation. Instead, they might choose to:
· withdraw an extra £5,270 this year, taxed at 20%, and
· continue making slightly higher withdrawals over the next few years, while staying just below the higher-rate threshold
Those extra withdrawals could then be invested into an ISA, where they can continue to grow tax free.
If you have not yet reached State Pension age, remember that the State Pension is taxable. For those entitled to the full new State Pension, it is expected to reach £12,548 in 2026/27. Once you start receiving it, it could easily be the thing that pushes you into the 40% band.
So even retirees who are currently well below the higher-rate threshold may wish to think ahead and consider taking some extra income at 20% now, rather than risk that same income being taxed at 40% later.
Scottish taxpayers need to be especially careful. The higher-rate threshold in Scotland is only £43,662, with a 42% tax rate applying above that level, and there is every chance that this threshold will also remain frozen for some time.
Tax planning for business owners
The same broad planning principles apply to business owners, whether you are a sole trader or you run a company.
If you are a sole trader earning just under £50,270, your marginal rate may soon rise from 26% (tax 20% and NI 6%) to 42%, even if your profits only rise with inflation. For higher-earning sole traders, profits rising above £100,000 can push the marginal rate to 62% as the personal allowance is withdrawn.
Company owners face similar effects. Since April 2023, companies pay:
· 19% Corporation Tax on profits up to £50,000, and
· an effective marginal rate of 26.5% on the next £200,000 of profit
Had the £50,000 limit increased with inflation, it would already be above £55,000, but it has not moved. So as profits rise, more of them are taxed at 26.5%.
That creates some interesting planning opportunities. For example:
· Sole traders and companies with profits just below £50,000 might choose to delay discretionary spending, such as new equipment purchases or director pension payments, until profits rise above the threshold so that the spending benefits from higher tax relief.
· Sole traders with profits close to £100,000 may wish to delay some expenditure until they cross the threshold, allowing them to benefit from 62% relief.
· Those already in the £100,000 to £125,140 range might instead bring forward spending while relief is still at 62%, before their marginal rate later falls back to 47% when they are well beyond the withdrawal band.
These decisions always depend on cash flow, business needs, and commercial priorities, but the frozen thresholds mean timing now plays a much bigger role in tax planning than it used to.









CHAPTER 8
The Dividend Tax Increase: How You will end Up paying More Tax in the coming Years. 
[image: ]
The additional-rate dividend tax has been left unchanged at 39.35%, although no clear explanation was given for this. However, it is important to note that most additional-rate taxpayers who take the majority of their income as dividends will still end up paying 2% more tax on most of their dividend income. The only dividends that will escape this increase are those that fall above the £125,140 threshold.
For company owners with total taxable income between £100,000 and £125,140, the marginal tax rate on dividends will typically rise from 56.25% to 58.25%, because the increase coincides with the withdrawal of the personal allowance.
There has been no change to the £500 dividend allowance.
The tax paid by most private companies on directors' loans (known as the Section 455 charge) is also due to increase, rising from 33.75% to 35.75% from 6 April 2026. This charge applies where a director’s loan is not repaid within nine months of the end of the company’s accounting period. The tax is refunded once the loan is eventually repaid.
Based on previous practice, it is expected that the new 35.75% rate will only apply to new loans or further advances made on or after 6 April 2026, rather than to borrowing that already exists before that date.

Should you pay yourself extra dividends this year?
One of the advantages of running your own company is that you can usually choose how much dividend income you pay yourself each year. That means you can do some useful tax planning by taking higher dividends in some years and lower dividends in others.
Since the dividend tax increase does not take effect until 6 April 2026, there is still time for company owners to bring forward some dividend income into the current tax year, where it will be taxed at the lower rates.
As a rough guide, for every £1,000 of extra dividends you take this year, you will typically save around £20 of Income Tax compared to taking the same dividends after the increases take effect.
However, there is an important warning here. You do not want to take so much extra dividend income that it pushes your total taxable income:
· above £50,270, where dividend tax jumps from 8.75% to 33.75%, or
· above £100,000, where the effective marginal rate shoots up to around 56.25% because your personal allowance starts being withdrawn
If your income is already between £100,000 and £125,140, you are probably already facing that very high marginal tax rate this year. In that situation, it may be better to look at other, more tax-efficient ways of paying yourself, such as company pension contributions or other strategies.
And if your income is already over £125,140, you are an additional-rate taxpayer. In most cases, there is little or no benefit in accelerating dividends into this year, because your rate is already so high.

Tax planning during the threshold freeze
Saving 2% tax by taking extra dividend income this year instead of next year is helpful, but on its own it will not make a huge difference. The real long-term danger comes from the freeze on Income Tax thresholds until April 2031. As incomes gradually rise with inflation, more and more company owners will find that their dividends are pushed into higher tax brackets, even if their profits are not really increasing in real terms.

For example:
· Someone who currently pays 8.75% dividend tax could eventually find part of their dividends taxed at 35.75%, simply because inflation pushes their income above the £50,270 higher-rate threshold.
· Someone who currently pays 33.75% could later see some dividends taxed at 58.25%, once their income rises above £100,000 and their personal allowance starts being withdrawn.
The good news is that there are practical steps you can take to soften the impact.
Making the most of the 8.75% (and later 10.75%) rate
If your total taxable income is below £50,270 this year, you may want to consider paying yourself enough extra dividends to fully use the basic-rate band, even if you do not need the money right away.
For instance, if your income is currently £40,000, you could take an extra £10,270 of dividends this year and pay tax at just 8.75% up to the threshold.
Why might this be sensible?
Because it is often better to pay 8.75% now than risk paying 10.75% or even 35.75% on the same income in a future year.
Even if you never become a higher-rate taxpayer, you still benefit you will pay 8.75% today instead of 10.75% later.
And if your income keeps rising, you might repeat the exercise next year, paying 10.75%, which is still far better than 35.75% further down the line.
So take the additional income now and invest it in other tax efficient tools such as ISA’s.
Making the most of the 33.75% (and later 35.75%) rate
If your income is below £100,000 this year, you may also want to think about taking as much dividend income as you can at 33.75%, if you expect your income to rise above £100,000 in the future, where the marginal rate typically jumps to 58.25%.
For example, if you expect earnings of £85,000, you might deliberately take an extra £15,000 of dividends this year, instead of waiting until a future year when the same income could fall into the £100,000+ band.
You might decide to do the same again next year when the rate increases to 35.75%, because 35.75% now may still be better than 58.25% later.
Crossing £100,000 can also mean losing access to tax-free childcare, which is another reason some families try to keep their income below that level.
Making use of the 39.35% additional-rate band
The 39.35% dividend rate for additional-rate taxpayers is not increasing next year, and it is actually much lower than the 58.25% effective marginal rate that arises when dividends fall into the £100,000–£125,140 personal allowance withdrawal band.
So, if you are already an additional-rate taxpayer, there may be a case for taking extra dividends before 6 April 2026, if doing so helps you avoid dividends falling into that painful 58.25% band in a later year.
We look at an example of how this kind of planning can save more than £10,000 in Chapter 12 (the chapter that deals with Business Incorporation for trading businesses)
Protecting your Child Benefit
Once your income goes above £60,000, you may face both higher dividend tax and the Child Benefit Charge. For the highest earner in the household, this produces very steep marginal rates on dividend income between £60,000 and £80,000.
In some cases, company owners who already draw £50,270 may want to increase their income to £60,000 sooner rather than later, so that future rises do not drag them into those even harsher marginal bands.
Alternatives to dividends
Dividends often suffer very high combined tax rates once both Corporation Tax and dividend tax are taken into account particularly for higher-rate and additional-rate taxpayers.
This makes it worth considering other ways of extracting profit, such as:
· company pension contributions
· interest income
· rental payments to you personally
· in limited cases, director’s loans
Most of these are tax-deductible for the company, and only taxed once in your hands (pensions are only taxed when you withdraw them).
From 6 April 2027, higher-rate taxpayers will pay 42% on interest and rental income. That sounds high, but it is still much lower than the total tax rate on dividends for many company owners.
With pensions, effective tax can be as low as 15% when the money is eventually withdrawn (because 25% is tax-free and the rest may be taxed at 20%). Even if you are a higher-rate taxpayer in retirement, the effective rate is often around 30%.
Director’s loans can also be an option, but they come with important risks and tax rules, so they should only be used with care. If you are going to take or increase a loan, it may make sense to do so before 6 April 2026, while the Section 455 charge remains at 33.75% instead of 35.75%.


CHAPTER 9
Salary versus Dividends from 2026/27 onwards: 
For many small company owners, one of the biggest tax-planning questions is how to extract profits most efficiently. Should you take more income as salary, or as dividends? It is a question that never really goes away, because almost every Budget seems to introduce a change that shifts the balance one way or the other. The November 2025 Budget was no different.
As we saw earlier in chapter 4, the Income Tax rates on most dividend income will increase by 2% from 6 April 2026. That naturally makes dividends less attractive from 2026/27 onwards.
However, this change comes on top of several other developments in recent years, many of which also affect the salary versus dividends decision. A key point to remember is that salary payments are usually tax-deductible for Corporation Tax purposes, while dividends are not. That single fact can sometimes make salary more attractive, depending on the circumstances.
There are 4 main changes that have recently increased the relative appeal of taking income as salary rather than dividends:
· The increase in Corporation Tax rates from April 2023.
· The reductions in the main rate of employee national insurance that took effect in January and April 2024.
· The increase in the Employment Allowance from £5,000 to £10,500 from 2025/26 onwards. The Employment Allowance allows eligible employers reduce their annual Employers' National Insurance (NI) bill by up to £10,500 for the 2025/26 tax year.
· The reduction of the dividend allowance to just £500 from 2024/25.
On the other hand, there have also been developments that make salary less attractive than it used to be, including:
· The increase in the employer national insurance rate from 13.8% to 15% from 6 April 2025 
· The reduction in the secondary threshold for employer national insurance from £9,100 to £5,000 from April 2025 
· The forthcoming increase in the state pension age from 66 to 67 between April 2026 and March 2028, which means some older directors will continue paying employee national insurance for longer
· Increases in Scottish Income Tax rates applying to employment income 
In this chapter and the next one, we are going to look ahead to 2026/27 and future years. When we refer to “and beyond”, we are assuming that no further changes are made to the rules beyond those already announced. In reality, more changes are always possible, and they could arrive as early as 2027/28.
In this discussion we will focus purely on salary versus dividends. In practice, directors have other ways to extract profits from a company, such as pension contributions, rent, or interest. We touched on these in the previous chapter. Very often, these can be more tax-efficient than either salary or dividends. 
The decline of the dividend allowance.
The dividend allowance is the amount of dividend income an individual can receive in a tax year without paying income tax on it, separate from the standard personal allowance
Since April 2021, the allowance has been significantly reduced, dropping from £2,000 to a record low of £500, while the tax rates applied to dividends over this threshold have increase. This means the dividend allowance has been slashed by 75% in a short period, following the general trend of increased taxation on investment income.
For the purposes of this chapter, we will assume that you are at least withdrawing enough dividends from your company to use your £500 dividend allowance. Since dividends covered by the allowance are normally tax free, it generally makes sense to use it. There are a few situations where that may not be the case, and we will look at this in future chapters.
Because the dividend allowance is now only £500, it barely moves the needle in most calculations. So, apart from assuming that it is being used, we will ignore it for the rest of this chapter.
Director salaries in 2026/27 and future years
Even with the increase in dividend tax rates, a salary of £12,570 is still likely to be the most tax-efficient option for most small company directors in 2026/27 and subsequent years.
If the director has no other taxable income, that salary will usually attract Corporation Tax relief of between 19% and 26.5%, while remaining tax free in the director’s hands. In other words, there is no Income Tax and no employee National Insurance on the salary.
Where the Employment Allowance is not available, a salary of £12,570 will create employer National Insurance of £1,136 (£12,570 − £5,000 = £7,570 × 15%). This cost also normally qualifies for Corporation Tax relief, reducing the net cost to between £835 (if relief is at 26.5% ) and £920 (if relief is at 19%).
When you add everything together, a £12,570 salary will typically produce an overall tax saving of between £1,469 and £2,496, depending on the company’s marginal Corporation Tax rate. Where at least £1,136 of the Employment Allowance is available, that saving increases to between £2,388 and £3,331.
If the Employment Allowance is not available, it is possible to pay a salary of £5,000 and avoid employer National Insurance entirely. However, the Corporation Tax saving would only be £950 to £1,325, which is far less than the saving from a £12,570 salary. For that reason, £12,570 is usually still the better choice, although there are some exceptions. 
Before that, let us look at whether higher salaries might ever be worthwhile in 2026/27 and future years.
Could a higher salary ever be better?
With dividend tax rates rising from April 2026, many small company directors are wondering whether it might be better to take more income as salary rather than dividends.
In most cases, the answer is still no. For the majority of directors, a salary of £12,570 plus dividends will continue to produce the best result. However, there are situations where a higher salary can start to look more attractive, and these are becoming more common.
Let us first look at the standard situation, where:
· 
· any salary above £12,570 is taxed in the director’s hands, and
· employer National Insurance also applies, and
· the company does not benefit from any special reliefs that change the picture
Suppose the company has £1,000 of pre-tax profit that could either be used to pay extra salary or to fund a dividend. The director already receives a salary of £12,570. The question is: how much net income will the director receive after allowing for:
· Income Tax and both employer and employee National Insurance on salary, or
· Corporation Tax on company profits plus Income Tax on dividends
The results for 2026/27 look like this:
	After-tax income per £1,000 of company profit (2026/27)	Comment by cr a: Need to double check these calculations. I am not 1005 confident about the numbers.
	Salary
	Dividend

	Basic-rate taxpayer
	£626
	£723, £669, or £656

	Higher-rate taxpayer
	£504
	£520, £482, or £472

	£100k–£125,140 band
	£330
	£338, £313, or £307

	Additional-rate taxpayer
	£461
	£491, £455, or £446


(The three dividend figures reflect Corporation Tax rates of 19%, 25%, and 26.5%.)
From this table, dividends appear better for basic-rate taxpayers, and also where the company pays only 19% Corporation Tax. Salary looks better where:
· the director is a higher-rate or additional-rate taxpayer, and
· the company pays Corporation Tax at 25% or 26.5%
However, here is the catch. You cannot be a higher-rate taxpayer on salary unless you are already receiving enough taxable income to use up the basic-rate band. That income cannot be dividends, because of the way the tax rules stack income layers.
So, if your only income is from your company, you would first need to take a salary of at least £50,270 before salary begins to look better than dividends. That would cost £10,556 in tax and National Insurance, giving you only £39,714 net, and the company would pay £57,061 including employer National Insurance.
By comparison, taking £12,570 salary and the rest as dividends produces more net income for the same company cost in most realistic cases.
Even when higher salary eventually becomes more efficient, you only get there once:
· your income is so high that you have lost your personal allowance, and
· you are firmly in the additional-rate bracket
At that point, very large salaries can sometimes outperform dividends. But that tends to apply only where:
· the company has very high profits, and
· Corporation Tax relief is received at 25% or 26.5% on the whole salary cost, and
· the director wants to extract very large amounts of income
For most small companies, that situation is quite rare.
Large Salaries in Practice
As we have seen, paying larger salaries can sometimes lead to significant overall tax savings, particularly where a company has strong profits. That said, higher salaries are not without their downsides.
One of the main drawbacks is cashflow. Paying a large salary means money leaving the business on a regular basis, which can put pressure on day-to-day finances. There can also be longer-term consequences. A high salary today may reduce your ability to extract profits tax-efficiently in future years, especially if circumstances change.
There is also the practical question of how far you can increase a salary before the company’s Corporation Tax rate falls back to 19 percent. While this can seem tricky at first, there is a relatively straightforward way to manage the issue with the right planning.
Finally, it is essential to remember that large salaries only make sense where the cost qualifies for Corporation Tax relief. In practice, this means the salary and any other benefits paid to a director must be commercially justifiable and reflect the work they actually do for the company.
Example: £350,000 of Profit and £110,000 After Tax
Trajan Ltd expects to make £350,000 of profit in 2026/27 before paying anything to its owner-director, Marcus. Marcus would like to extract £110,000 net, after tax, for personal use.
We’ll again compare two approaches:
· High Sal: Marcus takes almost everything as salary
· Low Sal: Marcus takes a salary of £12,570 and the balance as dividends

1. High Salary approach
a. The Company’s Position	Comment by cr a: Need to rework all these examples. 
To leave Marcus with £110,000 after tax, the company needs to pay him a gross salary of approximately £187,000.
That salary gives rise to employer’s National Insurance of about £27,300, both of which are deductible for Corporation Tax purposes.
This leaves the company with:
· Profit before salary: £350,000
· Salary: £187,000
· Employer’s NI: £27,300 (187,000-5000*15%)
· Profit subject to Corporation Tax: £135,700
Corporation Tax is then paid as follows:
· £50,000 at 19% = £9,500
· £85,700 at 26.5% = £22,711
Total Corporation Tax: £32,211
After tax, the company is left with £103,489 of retained profit.
b. Marcus’s Personal Tax Position
High Salary
Marcus’s taxable income is £187,000, all of it salary. He pays:
· Basic-rate tax on the first slice
· Higher-rate tax on the next
· Additional-rate tax on the remainder
· Employee’s National Insurance of roughly £6,200
After Income Tax and National Insurance, Marcus is left with £110,000 net, exactly as planned.
Total tax = £32,211 + £27,300 + £76,103.65 = £135,614
2 Low Salary plus Dividends.
c. The company’s position
Under the Low salary strategy, the company pays Marcus a salary of £12,570, with £1,136 of employer’s National Insurance.
That leaves:
· Profit before salary: £350,000
· Salary: £12,570
· Employer’s NI: £1,136
· Profit subject to Corporation Tax: £336,294
This is taxed at the main Corporation Tax rate of 25%:
· Corporation Tax: £84,074
That leaves £252,220 available for dividends and retained profit.
a. Marcus’s Personal Tax Position
Marcus takes £170,000 of dividends, leaving £82,220 retained in the company.
Marcus’s total taxable income is £182,570, made up of:
· Salary: £12,570
· Dividends: £170,000
He pays:
· No Income Tax or NI on the salary
· Dividend tax at 10.75%, 35.75% and 39.35% on different slices
· No employee’s National Insurance on dividends
Once all taxes are paid, Marcus again ends up with £110,000 net.
Total tax = £84,074 + 50,652 = £134,726
Low Salary plus Dividends
What this example shows
At £350,000 of profit and a target extraction of £110,000, the two approaches are now very closely matched.
The High Salary route looks painful at first glance, but the company gets full Corporation Tax relief on both the salary and the employer’s National Insurance. That relief becomes increasingly valuable as profits rise into the marginal 26.5% band.
At this level of profit and extraction, we are firmly in the territory where:
· Large salaries are no longer obviously “wrong”
· The traditional £12,570 salary plus dividends strategy is no longer automatically optimal
· Small changes in profit levels, associated companies, or other income can tip the balance either way
This is exactly why, for higher-profit companies, salary versus dividends stops being a rule of thumb and becomes a numbers exercise.
As we’ve seen, paying a large salary can sometimes lead to meaningful overall tax savings when a company is making healthy profits. That said, it’s not a decision to take lightly.
Big salaries often create cashflow pressure, as Income Tax and National Insurance have to be paid in real time. They can also have longer-term consequences, particularly when it comes to how tax-efficiently you’ll be able to extract profits in future years.
There’s also a practical complication. Once salaries rise to a certain level, it can be surprisingly easy to push the company back into the 19% Corporation Tax band. Working out exactly where that tipping point lies isn’t always straightforward, although there is a relatively simple way to deal with this in practice.
Finally, and crucially, large salaries only make sense if they attract Corporation Tax relief. That means the total package the director receives, including salary and any benefits, must be commercially justifiable based on the work they actually do for the company.




CHAPTER 10:
Salary versus Dividends 2026/27 and Beyond: Other Factors
This chapter is quite technical so please feel free to ignore it if you are not a Limited Company Director looking for the most tax efficient way to extract income from the business. 
If you are a company director and your business is doing really well with large profits then this chapter will very much be worth your while. 
As discussed in the previous chapter, there are instances where paying the director more than £12,570 makes more sense. 
· There is more than £1,136 of spare Employment Allowance available, which allows a salary above £12,570 to be paid without triggering employer’s National Insurance. It’s worth remembering, though, that the Employment Allowance is not available where the company has a single director who is the only employee earning more than the secondary National Insurance threshold, which is currently £5,000.
· The director is over State Pension age, in which case no employee’s National Insurance is due at all.
· The director is under 21, or is a military veteran in their first year of civilian employment. In both cases, a salary of up to £50,270 can be paid without employer’s National Insurance.
· The director already earns at least £50,270 from an unrelated job. This allows them to apply for a reduced rate of employee’s National Insurance of just 2% on their company salary (see Chapter 6).
· The director has a significant amount of other non-dividend income, meaning they are already a higher-rate taxpayer, or close to becoming one. As we saw earlier, it’s the basic rate band that does most of the damage here, and that’s what initially makes salaries above £12,570 less attractive than dividends.
Conflicting Factors
That said, there are plenty of situations where paying a salary above £12,570 becomes much less attractive.
· For example, if you are a Scottish taxpayer, higher Income Tax rates apply to salary. Without any special mitigating factors, this usually means Scottish directors are better off sticking to a salary of £12,570 and taking the rest as dividends.
· Things also change where there is more than one shareholder-director. With two or more basic rate bands available, the company generally needs to be making much higher profits before large salaries start to make sense.
· Associated companies can also complicate matters. Having two or more associated companies significantly reduces the slice of profits that benefits from the 26.5% marginal Corporation Tax rate. That, in turn, reduces the potential tax savings from paying a large salary that we looked at in Chapter 9. Having just one associated company, however, does not usually make a big difference to the profit level at which a large salary becomes worthwhile in 2026/27, assuming profits are fully extracted.
· Finally, it’s worth stepping back and remembering that salary and dividends are not the only options on the table. Other ways of extracting profits, such as pension contributions, rent, or interest, can often be far more tax efficient and should usually be explored before committing to a large salary.

Four Instances Where a Higher Salary Is Better 
Scenario 1: Growing the Company
The first situation where a higher salary can make sense is what we call the “growing the company” scenario. This applies where all three of the following conditions are met.
First, there is no employer’s National Insurance to pay on the director’s salary. This is usually because the company’s £10,500 employment allowance has not already been used up on other employees. This means the company has other employees and not just the director but the over NI bill in a year is not over £10,500. 
Second, the company is paying Corporation Tax at a marginal rate of 25% or 26.5%. In practice, this generally means the company still has at least £50,000 of taxable profits left after the director’s salary has been paid.
Third, the director stays within the basic rate band, meaning their total taxable income for the year does not exceed £50,270.
That last point is particularly important. When checking whether the director remains a basic-rate taxpayer, you need to look at everything that counts as taxable income in the year. That includes their salary, any dividends taken from the company, and any other income from outside the company, such as pensions, interest, rental income, or investment dividends.
We describe this as the “growing the company” scenario because the director deliberately caps their personal income at £50,270, while the company continues to generate profits well in excess of that. In practice, this usually means the company needs to be making more than £62,570 before paying the director’s salary.
In this scenario, the optimal salary is simply the highest salary you can pay without breaking any of those three conditions.
For example, if the company has £6,000 of unused employment allowance available, that would be enough to shelter a salary of £45,000 from employer’s National Insurance. The calculation is straightforward: £45,000 minus the £5,000 secondary threshold leaves £40,000, and 15% of that is £6,000.
However, the company’s profit level also matters. If profits are lower, a smaller salary may be optimal. For instance, if the company’s profit before salary is £87,000, the optimal salary in this scenario would be £37,000. This means the company is getting marginal relief at 26.5% corporation tax.
On top of that salary, the director could still take dividends of up to £13,270 without breaching the basic-rate limit, assuming they have no other taxable income outside the company.
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Scenario 2: Older Directors
If a company director is over state pension age, one big advantage immediately comes into play: no employee’s National Insurance is due on their salary. Employer’s National Insurance can still apply, but only if the company doesn’t have enough spare employment allowance to cover the salary.
In practice, this means an older director can often take quite a large salary with no National Insurance at all where two conditions are met. First, the director is over state pension age. Second, the company has unused employment allowance.
For example, if there are two directors who are both over state pension age and the company has no other employees, each director could typically be paid a salary of £40,000 with no National Insurance liability whatsoever. A salary of £40,000 to each director will use up the company Employment Allowance of £10,500 and the directors will not have to pay any employee National Insurance. 
In situations like this, a larger National Insurance-free salary is usually more tax efficient than taking a small salary topped up with dividends.
Even where employer’s National Insurance does apply because there isn’t enough spare employment allowance available, higher salaries often still make sense for directors over state pension age. That’s provided the salary continues to attract Corporation Tax relief at 25% or 26.5%.
To illustrate, take a company with two shareholder-directors, both over state pension age, no associated companies, and profits of £198,000. Even without any spare employment allowance, they would typically be better off taking salaries of £65,000 each rather than sticking to £12,570. If they extracted all the company’s profits, this approach would leave them with around £2,450 more net, after-tax income between them.
If you then factor in the 2026/27 state pension of £12,548 each, the total benefit rises further, increasing the combined saving to around £3,704.
So, in broad terms, the optimal salary for directors over state pension age in 2026/27 will usually be whichever is higher out of:
· the maximum salary that can be paid without triggering any National Insurance (where some spare employment allowance is available), and
· the salary needed to reduce the company’s taxable profits down to £50,000 (or whatever the relevant lower limit is for that company).
As always, there are exceptions. In particular, the position can change where a director’s total taxable income for the year goes above £100,000.

Scenario 3: Directors with Another Salary
If a director already earns a salary of at least £50,270 from another job, taking a higher salary from their company can sometimes be more tax efficient. This is especially true if the company has spare employment allowance. As we saw earlier, in this situation the director can apply to reduce the employee’s National Insurance on their company salary to just 2%.
Even if the company doesn’t have spare employment allowance, a higher salary can still make sense here, provided the company’s marginal Corporation Tax rate remains at 25% or 26.5% after paying it.
Scenario 4: Young Directors and Military Veterans
For directors under 21 or military veterans in their first year of civilian employment, the employer’s National Insurance threshold is raised to £50,270. This means they can take a higher salary without triggering employer National Insurance charges.
In practice, the optimal salary for these directors is the lower of:
· £50,270, or
· The amount that reduces the company’s profits down to £50,000 (or whatever its lower limit is), but not less than £12,570.
A slightly lower salary might apply in the year a young director turns 21 or when a military veteran finishes their first year of civilian employment. Note that the increased threshold for military veterans only lasts until 5th April 2028.
As always, exceptions can arise if the director’s total taxable income for the year exceeds £100,000.
Scenario 5 : Big Earners 
As we saw back in Chapter 10, once a company is making strong profits and the director wants to take a fairly substantial income, it can actually be more tax-efficient to take most of that income as salary. That can be true even before you factor in any of the extra tweaks and allowances, we discussed earlier.
Where those mitigating factors do come into play, a salary above £12,570 can start to make sense at much lower profit levels than we saw in Chapter 10. In most cases, the “sweet spot” is a salary that brings the company’s profits down to £50,000, or whatever lower limit applies in that situation, as explained in Chapter 7. This is always subject to the specific exceptions covered in the other scenarios above.
To put some numbers around this, imagine there is £10,000 of unused Employment Allowance available. In that case, a larger salary can become optimal once the company’s profits are somewhere above £140,000 before salary. For example, if profits are £150,000, paying a salary of £96,304 turns out to be the best option. It leaves the director about £1,708 better off, after tax, than sticking with a £12,570 salary, assuming all profits are extracted.
Another situation where a larger salary can make sense is where the director already has income from outside the company. Take a director with taxable rental income of £20,000 in 2026/27. In that case, a higher salary may become optimal once company profits exceed roughly £152,500 before salary. This picture changes again from 2027/28, because of higher tax rates on property income and the way multiple income sources interact, which we cover in Chapters 2 and 5.
Of course, the factors that work in favour of a large salary can also work against it. Where those conflicting factors apply, profits need to be much higher before a large salary is worth considering at all. Without any mitigating factors, a higher salary only starts to make sense when profits exceed the following levels.
For two associated companies, profits of around £230,000 are needed. For three associated companies, that rises to about £251,000, and for four it is roughly £264,000.
Where there are two shareholder-directors, profits need to be around £375,000. With three shareholder-directors, the figure jumps to about £689,000.
All of these figures assume full extraction of profits and, where there is more than one director, that salaries and dividends are split equally. If you are dealing with multiple directors who are over State Pension age, the analysis can be very different, as explained in Scenario 2.

Scottish Taxpayers 
If a director needs to remain a basic rate taxpayer for any of the scenarios we’ve looked at, Scottish intermediate rate taxpayers can also be included.
For a Scottish director to qualify as a basic or intermediate rate taxpayer, their taxable income excluding dividends, interest, and savings income needs to be no more than £43,662, and their total taxable income must not exceed £50,270.
For Scottish directors over state pension age, taking a salary above any spare employment allowance is only worthwhile if they remain a basic or intermediate rate taxpayer and the extra salary generates Corporation Tax relief at 25% or 26.5%.
Under Scenario 3, if there’s no spare employment allowance, the director must also ensure that their taxable income for the year (excluding dividends, interest, and savings) stays under £75,000.
Under Scenario 4, the director must still remain a basic or intermediate rate taxpayer.
Finally, the large salary approach we discussed in Chapter 9 and Scenario 5 generally isn’t worth it for Scottish directors under state pension age.
 

Salary Below £12,570
In some situations, paying yourself a salary of less than £12,570 can actually make sense. This usually happens when there’s less than £1,136 of spare employment allowance available, and one of the following applies:
1. You have little or no income outside the company, but the total income you take from the company will push your taxable income above £100,000.
2. You have a small amount of other income, the company isn’t paying Corporation Tax at 26.5%, and none of Scenarios 1 to 5 apply.
3. You have significant income from outside the company, but the company is only paying 19% Corporation Tax.
In these cases, the “optimal” salary is usually the higher of:
· £5,000 plus any spare employment allowance (for example, if you have £600 left, you could pay a salary of £9,000 without employer’s National Insurance), or
· £12,570 minus any income you earn from outside the company (excluding dividends and interest covered by your personal savings allowance).
That said, the actual tax savings compared with paying a full £12,570 salary are modest. In scenario (1), it’s usually no more than £211, and in scenarios (2) and (3), it’s around £367 at most.
If you’re under state pension age, it’s generally a good idea to pay yourself at least £6,708 in 2026/27, the lower earnings limit, so you continue to build state pension entitlement. Doing this reduces the maximum savings slightly (to £164 in scenario 1, and £284 in scenarios 2 and 3), but it’s usually worth it.
You don’t need to meet this £6,708 threshold if you’re already:
· Earning at least £6,708 from another job,
· Making at least £7,105 in self-employed profits, or
· Claiming child benefit for a child under 12.
This approach keeps your salary flexible while still capturing potential tax and pension benefits.
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CHAPTER 11
Business Incorporation: Trading Businesses (Benefits of Incorporation)
There are plenty of reasons to set up a company whether you’re starting a new business or moving an existing sole trader or partnership into a corporate structure (what’s often called “incorporation”).
In the past, one of the biggest incentives for incorporation was the potential to save on tax each year. For many business owners, that alone made forming a company very appealing. Those days, however, are largely behind us. Will they come back? Maybe if you’ve been around the tax world long enough, you’ll know that most things tend to cycle back at some point.
Right now, though, a number of recent changes have made using a company purely for annual tax savings far less attractive:
· Corporation Tax rates on company profits went up in April 2023.
· Self-employed individuals saw reductions in National Insurance from April 2024.
· Employer’s National Insurance on director salaries increased in April 2025.
· The dividend allowance has been cut, reducing the tax-free dividends you can take.
And the latest twist, announced in the November 2025 Budget, is the rise in dividend tax rates from April 2026.
Because of this change, it’s a good time to take a fresh look at the annual tax costs of running profits through a company and how that affects the decision to incorporate. But it’s worth remembering that annual tax is only part of the picture. Even though the numbers we’ll look at show that extracting all profits every year via a company can create significant additional tax costs, there are still ways company owners can manage and optimise these costs.
Companies do offer some tax planning opportunities that aren’t available to sole traders or partnerships. For example:
· You can time your personal income to take advantage of lower tax rates when they’re available. 
· You can reinvest profits back into the business without paying personal tax on them. The company will pay Corporation Tax  but even that is usually far lower than the tax you would pay on self-employment income.
Of course, there are plenty of other tax and non-tax reasons why forming a company can make sense.
Transferring an existing business into a company especially if property is involved can be a complex process. We will cover the main issues later in the guide, but professional advice is really essential.
And here’s an important point: while it’s complicated to move a business into a company, it’s usually even harder to take it back out again. Incorporation isn’t just a temporary fix it is generally for the long haul, or at least for the life of the business.
Even in the rare cases where there might still be annual tax savings, you need to ask yourself whether those savings will actually last. As we have seen, companies have become steadily less attractive from a tax perspective over recent years.
In this chapter, we will focus on trading businesses. Property businesses will be covered in later chapters
The Basic Comparison
Let us start with the most common scenario: comparing a sole trader with a company owner. For simplicity, we’ll make a few assumptions:
1. The business owner has no other sources of income.
2. They are over 21 but under state pension age, and not a military veteran in their first year of civilian employment.
3. The employment allowance is not available.
4. There are no associated companies.
5. For lower profit levels (up to £150,000), the company owner takes a salary of £12,570 and then takes the rest of the company’s after-tax profits as dividends. This is usually the most tax-efficient approach, though there are exceptions (see Chapters 10 and 11).
6. For higher profit levels (£200,000 or more), the company owner pays themselves enough salary to bring the company’s profits down to £50,000, taking the rest as dividends (Chapter 10 explains how and why this works).
All the other assumptions from the Scope of this Guide still apply.
Here is what the columns in the comparison mean:
· Profit: This is the profit before tax made by the business. For a company, it’s before paying the director’s salary and any employer’s National Insurance.
· Sole Trader: Shows the total tax burden for a sole trader, combining Income Tax and National Insurance.
· Company: Shows the total tax paid by both the company and the owner/director. This includes Corporation Tax, employer’s National Insurance, employee’s National Insurance (where relevant), and Income Tax.
· Company Cost: This last column shows the annual tax cost of using a company based on our assumptions. The figures are in brackets because it’s a cost, not a saving.
Remember, this is a simplified view. It’s accurate if you withdraw all the company’s after-tax profits each year, but other tax planning strategies could change the picture.
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To be honest, tax-driven business incorporation is pretty much dead or at least hibernating at least in the most common scenarios. 
Partnerships
Now, let’s switch gears and look at partnerships. Imagine a business with two equal partners, each taking 50% of the profits. 
We will stick with exactly the same assumptions we used for Table A and apply them to both partners here as well. The only difference this time is how the profits are taken out of the company.
In this scenario, the company pays each owner a salary of £12,570. Once that is done, whatever profits are left after tax are split equally between them and paid out as dividends. As we explain in Chapter 11, this approach generally remains the most tax-efficient option across all the profit levels shown in the table.
A quick note on the table: the “Profit” column now shows the total profit before tax for the whole business—not just each partner’s share. And for the company, this is the profit before paying either director’s salary or the employer’s National Insurance.
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As you can probably guess by now, incorporating a business looks even less appealing when compared to a trading partnership. The reason is pretty simple: with a partnership, you get two personal allowances, two basic rate bands, and so on, while a company only gets one small profits rate band taxed at 19%. That makes it much harder for a company to compete on tax efficiency.
What Difference Does the Employment Allowance Make?
If your company can claim the employment allowance, it does help a bit but not enough to change the big picture. For a single-director company, the allowance usually saves between £506 and £825, and a little more at higher profit levels above roughly £140,000. But even then, it’s generally not enough to make incorporating worthwhile on its own.
The only exception is for profits in the £55,000 to £66,000 range, where you could see savings of up to £674. Still, that’s probably not enough to tip the scales in favour of incorporation.
The employment allowance can create bigger savings if there are two or more directors, but even then, it’s tough to beat a partnership. Based on our assumptions, even with the full £10,500 allowance, a company can’t generate an overall tax saving compared with a trading partnership once profits rise above £31,400.
In short: the allowance helps, but it’s not a game-changer for most single-director businesses.
Self-Employed Business Owners and the Child Benefit Charge
If you’re self-employed and caught by the Child Benefit Charge, incorporating your business can sometimes lead to extra tax savings. That said, it only really works at certain profit levels.
In practice, these additional savings tend to show up when profits fall between £60,000 and roughly £100,000. Outside that range, incorporation usually doesn’t move the needle enough to be worthwhile
Where there’s no spare employment allowance, the savings peak at profits of around £73,000. The real question, though, is whether those savings are big enough to justify incorporating in the first place.
Let’s assume you want to save at least £750 a year for incorporation to feel worthwhile. That level of saving would broadly cover extra annual running costs of just over £1,000 before tax for a company paying Corporation Tax at the marginal rate of 26.5%.
On that basis, and assuming there’s no spare employment allowance available, you would generally need at least three qualifying children (for Child Benefit purposes) before incorporation starts to make sense. With three children, the maximum overall saving comes out at around £940, and you’d need profits in a fairly narrow band, roughly £70,000 to £76,000, to achieve savings of at least £750.
Here are a few more examples where the savings might be enough to tip the balance in favour of incorporation:
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The picture improves if you also have enough spare employment allowance to cover your salary, so that no employer’s National Insurance is payable. For a single-director “one-person” company, one practical way to secure the employment allowance is to employ a child aged 16 or over on a genuine part-time basis.
With at least £1,136 of spare employment allowance available, the maximum extra saving from avoiding the Child Benefit Charge arises at profits of around £72,000. Even then, you would generally need at least two qualifying children for incorporation to be worthwhile.
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Tables C and D show that some genuinely worthwhile savings can be achieved, and in some cases those savings apply across a fairly wide profit range. That said, it’s important not to get carried away these savings rely on a very specific set of circumstances, and those circumstances may not stick around for long.
Children grow up. Unless you plan on continually expanding the family, your child benefit entitlement will reduce over time and eventually disappear altogether. Your business may grow too, pushing profits beyond the range where these savings apply something that can happen faster than expected, especially once inflation is taken into account. You might also take on more staff, which could wipe out any spare employment allowance. And that is before we even start guessing what future Budgets might bring.
So yes, there are savings available for parents who incorporate their business but they should be viewed as potentially short-lived. Proceed with caution, and don’t base a long-term business structure on a benefit that may not last.
Business Owners Over State Pension Age
For business owners who are over state pension age, incorporating purely for tax reasons is rarely a good move. The main reason is simple: self-employed trading profits aren’t subject to National Insurance once you’ve reached state pension age.
That means one of the traditional “selling points” of incorporation saving National Insurance just doesn’t apply. In most cases, this leaves company profits exposed to Corporation Tax and dividend tax instead, often resulting in a higher overall tax bill, not a lower one.
As a result, unless there are strong non-tax reasons for incorporating, business owners over state pension age will usually be better off staying unincorporated.
OTHER BENEFITS OF INCORPORATION 
There are other benefits to using a company, both tax and non-tax, and generally speaking these  start to outweigh the issues we have looked at in this chapter once a business reaches a certain size.
One of the key tax advantages is the level of control a company owner has over their personal income, particularly when it comes to important Income Tax thresholds.
For example, once a sole trader’s profits exceed £100,000, their personal allowance begins to be withdrawn. A company owner, however, can choose how much income to take from the company and when, meaning they can avoid losing the personal allowance altogether, or perhaps only lose it occasionally, such as once every three years if they need a higher level of income.
To illustrate, taking £100,000 from the company in years one and two, followed by £175,420 or more in year three, instead of taking £125,140 or more every year, can produce a saving of up to £9,503 over each three-year cycle from 2026/27 onwards. Crucially, the director-shareholder’s pre-tax income can be kept the same over that period. For example, they could take £100,000, £100,000 and £178,000 rather than £126,000 every year.
In fact, an additional saving of £503 is possible if the higher-income year falls in 2025/26. In practical terms, if you take around £178,000 in the current 2025/26 tax year, followed by £100,000 and £100,000 in the next two years, instead of £126,000 each year, the total saving exceeds £10,000.
This kind of income-smoothing and threshold management simply isn’t available to sole traders or business partners.
Another benefit of using a limited company is the ability to use full expensing for assets. We will at full expensing in Chapter 12 when we discuss Capital Allowances.
Summary 
There are plenty of benefits to running a business through a company, both tax-related and otherwise. In practice, these advantages often start to outweigh the drawbacks we have looked at in this chapter once a business reaches a certain size.
One of the biggest tax advantages is the control a company owner has over their personal income, especially when it comes to key Income Tax thresholds.
Take the £100,000 threshold as an example. Once a sole trader’s profits go beyond this level, their personal allowance starts to disappear. A company owner, by contrast, can decide how much income to take and when. This makes it possible to avoid losing the personal allowance altogether, or to limit the damage by only crossing the threshold occasionally, perhaps once every few years when extra income is needed.
To put some numbers on this, consider taking £100,000 from the company in years one and two, followed by £175,420 or more in year three, instead of taking £125,140 or more every year. From 2026/27 onwards, that approach can generate a tax saving of up to £9,503 over each three-year cycle. Importantly, the total pre-tax income over those three years can be kept the same. In other words, taking £100,000, £100,000 and £178,000 works out far better than taking £126,000 every year.
The position improves even further if the higher-income year falls in 2025/26. By taking around £178,000 in the current tax year, followed by £100,000 in each of the next two years, the total saving rises to more than £10,000.
This kind of income smoothing and careful threshold management is simply not available to sole traders or business partners, and it’s one of the areas where operating through a company can really make a difference.









CHAPTER 12
What this chapter is doing is looking at the current situation and the discussing the upcoming changes. So a before and after for sole traders looking to incorporate their businesses. 
As well as making business incorporation less attractive overall, the November 2025 Budget also included an announcement that directly affects the incorporation process itself. To understand why this matters, we need to take a closer look at how incorporation actually works in practice.
As with the rest of this chapter, our focus here will be mainly on trading businesses rather than property businesses.
Incorporating an existing business can be a complicated process, although how complicated it becomes really depends on how complex the business itself is. There are several tax issues that often need to be worked through along the way, including:
· Capital Gains Tax on the transfer of business assets
· Stamp Duty Land Tax on any property being moved into the company
· Capital allowances, particularly making sure assets can be transferred without triggering balancing charges
· VAT, including changing the VAT-registered entity and ensuring no VAT is charged on the transfer
· PAYE, as the company must be set up as the registered employer, with the director now treated as an employee
For most sole traders, it’s usually possible to deal with all of these without creating an immediate tax bill, although there can be quite a bit of paperwork and admin involved. The main exception is Stamp Duty Land Tax. If property is transferred into the company, SDLT is generally payable based on its market value.
That said, where the property is commercial and used in a trading business, the SDLT rates are less punitive than those applying to residential property. An alternative approach is to keep the property outside the company altogether, which can bring a number of advantages.
A partnership trading business can often be transferred into a company owned by the same people with no immediate tax cost at all. There is still a fair bit of administration involved, but there is an important SDLT exemption that usually applies in this situation.
Capital Gains Tax, however, is almost always something you need to think about. Even if no physical assets are being moved across, business goodwill counts as a chargeable asset for CGT purposes.
The starting point is a simple but important rule: any assets transferred to the company are treated as if they have been sold to the company at market value.
The good news is that, for goodwill, property, and most other assets used in a trading business, there are usually three forms of CGT relief available:
· Holdover relief for transfers of qualifying trading assets (Holdover relief, sometimes called gift relief, is a tax rule that allows individuals (the sole trader in this case ) or trustees to defer Capital Gains Tax when they transfer certain assets to someone else (the company as part of the incorporation)  either as a gift or for less than their market value.
· Business Asset Disposal Relief: Business Asset Disposal Relief (BADR), which used to be called Entrepreneurs’ Relief, lets eligible business owners pay Capital Gains Tax at a lower rate when they sell all or part of a business, or dispose of qualifying business assets.
· Incorporation relief when a qualifying business is transferred to a company in exchange for shares. applies when a sole trader or business partner transfers their business into a limited company in exchange for shares. Instead of paying Capital Gains Tax straight away on the increase in the value of the business assets, the tax is deferred. This works by reducing the base cost of the shares received in the new company, with the CGT only becoming payable later, when those shares are eventually sold.
Holdover relief is particularly useful where only some of the business assets are transferred, or where the transfer is not made in exchange for shares. That said, some business owners deliberately choose not to claim holdover relief. By doing so, they can instead take advantage of business asset disposal relief (BADR) and other longer-term tax planning opportunities.
Incorporation relief works slightly differently. To qualify, the whole business, along with all the assets used in it, must be transferred to the company, apart from cash and the business owner’s car. The transfer must be wholly or partly in exchange for shares. If only part of the consideration are shares, then only partial relief is available.
At the moment, incorporation relief applies automatically where the conditions are met, although it can be disclaimed. Many business owners choose to opt out so they can “cash in” their existing gains and claim BADR instead.
BADR allows up to £1 million of gains per person to be taxed at a lower rate than standard CGT rates. This £1 million limit applies over your lifetime. It’s also worth remembering that, following the October 2024 Budget, the CGT rate under BADR is due to increase from 14% to 18% from 6 April 2026.
Paying some CGT now by claiming BADR on incorporation can feel painful, but it can lead to much larger tax savings down the line if the company is eventually sold or wound up.
For example, if you pay Capital Gains Tax at 14% on a £1 million gain when transferring a business into a company, the upfront tax bill is £140,000. That can sound painful, but in the right circumstances it can lead to much larger savings down the line.
Depending on how the incorporation is structured, paying that CGT now could save up to £265,000 in Corporation Tax (26.5% of £1m) on future sales of business assets by the company, where holdover relief is not claimed. Alternatively, if incorporation relief is disclaimed, it could save up to £240,000 (24% CGT tax rate for higher rate tax payer ) in CGT when the company is eventually sold or wound up.
In other words, the potential long-term net saving can be as much as £125,000 or £100,000, depending on the route taken. It is worth noting, however, that these potential savings reduce significantly for transfers made after 5 April 2026, falling to around £85,000 and £60,000 respectively because of the increase in the BADR from 14% to 18% from April 2026. 

The November 2025 Budget Change
For business transfers taking place after 5 April 2026, incorporation relief will no longer apply automatically. Instead, it will have to be actively claimed. At the same time, anyone who wants to claim Business Asset Disposal Relief will still need to disclaim incorporation relief, as before.
For business owners hoping to rely on incorporation relief, this is not great news. Making a formal claim means HMRC will be directly alerted, giving them the opportunity to review the transaction and, in some cases, open an enquiry.
You may well come through that process with a clean bill of health, assuming everything has been done correctly and all the details stack up. Even so, it inevitably means more paperwork, more scrutiny, and more admin to deal with along the way.


CHAPTER 13
CAPITAL ALLOWANCES
Capital allowances are the way businesses get tax relief when they spend money on assets like cars, vans, computers, and other machinery or equipment.
The November 2025 Budget did include a few changes in this area. However, with one notable exception for electric car purchases, most of the changes are unlikely to affect the average small business.
To explain why that is the case, it’s helpful to start with a quick refresher on how capital allowances work. What follows is a high-level overview rather than a deep technical dive. It is worth noting that sole traders, partnerships, and landlords who use the cash basis of accounting generally cannot claim capital allowances, except when it comes to cars.
The Annual Investment Allowance (AIA)
The Annual Investment Allowance is a great way for most businesses to get immediate 100% tax relief on up to £1 million of capital spending each year. Both companies and unincorporated businesses, like sole traders and partnerships, can take advantage of it.
You can claim the AIA on almost any new or second-hand asset. The main exception is cars, which don’t qualify. Vans do qualify, although double-cab pickups are treated as cars now, so they don’t count.
For most businesses, the £1 million Annual Investment Allowance is enough to cover all their capital spending each year.
Full Expensing
Full expensing is another option and can be useful for businesses that want to spend more than £1 million because there is no upper limit.
The full expensing allowance is a capital allowance that lets companies deduct 100% of the cost of qualifying new plant and machinery from their profits in the year the expense is made. This means businesses can write off the entire investment straight away, reducing their Corporation Tax bill immediately.
Only companies that pay UK Corporation Tax are eligible. Unincorporated businesses, such as sole traders and most partnerships, cannot use full expensing.
It is important to note that full expensing is only available to companies. In addition, it only applies to new, unused assets. The Annual Investment Allowance, by contrast, can be claimed on second-hand assets as well. As with the AIA, cars do not qualify for full expensing.
There are a few other exclusions. Assets that the company leases out do not qualify, such as vans purchased by a van hire company or machinery purchased by a plant hire company. Spending on “special rate” assets also does not qualify for full expensing
The good news is that both leased-out assets and special rate assets do qualify for the Annual Investment Allowance. For businesses spending more than £1 million in a single year, special first-year allowances can also be claimed.
The Structures and Buildings Allowance
If you buy a new commercial property, you usually need to break the purchase price into four parts. A surveyor will often help with a reasonable allocation. These parts are:
· Land – no relief is available on this portion.
· Qualifying fixtures and fittings – you can claim the annual investment allowance here, or full expensing if a company buys the property.
· Integral features – things like plumbing, wiring, and heating. The annual investment allowance can also be claimed on these.
· The rest (the property itself) – this is the part eligible for the structures and buildings allowance.
You can also claim the structures and buildings allowance on improvements to existing commercial properties. Relief is given at 3% per year on a straight-line basis. For example, if the qualifying cost is £100,000, you can claim £3,000 per year for just over 33 years. 
If you buy a second-hand commercial property, you may still qualify for the structures and buildings allowance. In this case, it’s based on the original owner’s qualifying cost plus the cost of any improvements made by previous owners. One important rule: the allowance is only available for construction or improvement projects where all contracts were signed after 28 October 2018.




Electric Cars
New electric cars currently qualify for a 100% first year allowance, which means you get full tax relief in the year you buy them.
Spending on electric vehicle charging points also qualifies for the same 100% first year allowance, making the overall package even more attractive for businesses going electric.
This generous relief was originally due to expire in April 2026. However, the November 2025 Budget brought some welcome news. The Government confirmed that the allowance will be extended, giving business owners more time to take advantage of it.
The 100% allowance will now be available until:
· 31 March 2027 for companies
· 5 April 2027 for sole traders and partnerships
One important condition is that the car must be purchased new for the full 100% relief to apply. If you buy a second-hand zero-emission car, the tax relief is much less generous and is limited to a standard writing down allowance instead.

Other Cars
All cars that do not qualify for the 100% first year allowance fall into the writing down allowance regime. This includes petrol and diesel cars, hybrids, second-hand electric cars, and, since 6 April 2025, double-cab pickups. 
One important exception is new electric double-cab pickups, which still qualify for the 100% first year allowance covered above.
The rate of tax relief you can claim depends on the car’s CO₂ emissions:
· Cars emitting more than 50g/km qualify for relief at 6% per year, known as the special rate
· Cars emitting between 1 and 50g/km qualify for relief at 18% per year, known as the main rate
In the November 2025 Budget, the Government announced that the main rate will be reduced from 18% to 14%. This change will take effect from 1 April 2026 for companies and from 6 April 2026 for sole traders and partnerships.
Crucially, this reduction applies even if the car was purchased before those dates. From April 2026 onwards, the annual allowance you can claim will drop to the lower rate.
Some businesses will see a blended rate in 2026. For example, a company with a twelve-month accounting period ending on 31 December 2026 will be able to claim a writing down allowance of 15%, made up of three months at 18% and nine months at 14%.
It is also worth noting that the new 14% rate will apply to purchases of new electric cars from April 2027 onwards.
In practice, it can take many years to get anywhere close to full tax relief on cars that only qualify for writing down allowances. This is especially true for companies, or where cars are provided to employees.
Sole traders, individual landlords, and business partners who use their own car for business are treated more generously. Where there is some private use, a final catch-up deduction, known as a balancing allowance, can usually be claimed when the car is sold. This often means full tax relief is effectively achieved in the year of sale.
Businesses Spending More than £1 million
The £1 million annual investment allowance gives most businesses 100% tax relief on all of their capital spending, with the main exceptions being cars and property purchases or improvements. New electric cars sit in a category of their own and currently qualify for a separate 100% first year allowance, which runs until 31 March 2027 for companies and 5 April 2027 for sole traders and partnerships.
For companies that want to spend more than £1 million in a single year, full expensing can step in. This also gives 100% tax relief, but only on new assets and with several important exclusions. Property, cars, assets that are leased out, and special rate assets do not qualify.
This raises an obvious question. What happens if an unincorporated business, such as a large partnership, wants to spend more than £1 million? And what if a company plans to spend more than £1 million and wants to buy assets that do not qualify for full expensing?
Wherever possible, the simplest answer is timing. By spreading capital spending over more than one accounting period, a business may be able to claim the £1 million annual investment allowance more than once.
For companies, there is another planning angle. If some assets qualify for the annual investment allowance but not for full expensing, it can make sense to allocate the £1 million allowance to those assets first. That way, full expensing can then be used on the remaining qualifying expenditure.
If both the annual investment allowance and full expensing have been fully used, or are not available at all, there may still be some help. In those cases, the business may be able to claim a special first year allowance of either 50% or 40%, depending on the type of asset involved.

The 50% First Year Allowance
So-called special rate assets do not qualify for full expensing. However, companies can still claim a 50% first year allowance when they buy new special rate assets.
Special rate assets include things like integral features within buildings, such as heating, wiring, and plumbing. They also include long life assets, which are items of plant and machinery costing £100,000 or more and expected to last at least 25 years. Spending on thermal insulation for an existing commercial property also falls into this category.
Under the 50% first year allowance, the company can claim tax relief on half of the cost straight away. The remaining balance does not disappear, but it is written off much more slowly, at just 6% per year.
That said, it is important to keep the wider picture in mind. These same special rate assets usually qualify for 100% tax relief under the annual investment allowance. Because of that, most companies will be far better off using the annual investment allowance instead of the 50% first year allowance.
In practice, this means the 50% allowance is only relevant for companies spending more than £1 million a year on qualifying assets. Most small companies never get close to that level of spending and will never need to rely on it.
Finally, although cars with CO₂ emissions over 50g/km are also treated as special rate assets, they do not qualify for the 50% first year allowance. These cars must be written off gradually, at a rate of just 6% per year.
The New 40% First Year Allowance
The November 2025 Budget introduced a new 40% first year allowance, which will apply to qualifying spending incurred from 1 January 2026 onwards.
This allowance is available to both companies and unincorporated businesses, but it does not apply to everything. Certain assets are excluded, including second-hand items, cars, and special rate assets. Only main rate plant and machinery qualify.
As with many of the recent capital allowance changes, it is worth keeping some perspective. Most small businesses can already claim 100% tax relief on all of their capital spending, whether the assets are new or second-hand, thanks to the £1 million annual investment allowance. That includes special rate assets too, apart from cars. Because of this, most small businesses are unlikely to ever need this new 40% allowance.
Where it may become useful is for larger unincorporated businesses that want to spend more than £1 million in a single year and are not eligible for full expensing. In that situation, they can claim 100% tax relief on the first £1 million of qualifying spending, and then 40% tax relief on anything above that limit. In later years, the remaining balance is written down more slowly, at 14% per year from 6 April 2026.
The new allowance can also help companies that spend more than £1 million a year on assets that do not qualify for full expensing, such as assets that are leased out within the UK.


CHAPTER 14
Employee Ownership Trusts
Employee ownership trusts, often shortened to EOTs, were introduced back in 2014 and have since become a popular exit route for business owners who want to sell their company to their employees.
With an EOT, the company is ultimately owned by a trust that operates for the benefit of all employees. Individual employees do not own specific shares. Instead, the trust holds the shares collectively on their behalf.
Until recently, one of the biggest attractions of an EOT was the tax treatment. Business owners could sell their company to an employee ownership trust completely free of Capital Gains Tax, provided a number of conditions were met.
At a high level, those conditions include the following:
· The company must be a trading company, or the holding company of a trading group
· The trust must benefit all employees on broadly equal terms, with differences allowed only for factors such as pay, length of service, or hours worked
· The trust must acquire at least 51% of the company
· The original owners can retain up to 49% of the shares, but the number of continuing shareholders, other 5% participators, or people connected to them (such as close relatives) who are also directors or employees must not exceed 40% of the total workforce. This test must be met for the twelve months before the sale and continue to be met afterwards
· The former owners must not retain control of the company by controlling the trust itself
If a “disqualifying event” occurs before the end of the fourth tax year following the tax year of sale, the CGT relief is clawed back from the original seller.
Changes Announced in the November 2025 Budget
The November 2025 Budget significantly reduced the generosity of the CGT relief for sales to employee ownership trusts, and this change took effect immediately.
Under the new rules, only 50% of the gain on a sale to an EOT is relieved from Capital Gains Tax. The remaining 50% is taxed in the hands of the seller, typically at 24%, giving an effective CGT rate of around 12%.
Importantly, the taxable 50% of the gain is subject to the standard CGT rules, and Business Asset Disposal Relief cannot be claimed on this part.
The other 50% of the gain, which was previously fully exempt, is effectively deferred rather than eliminated. It is treated as held over into the trust and deducted from the trustees’ acquisition cost. Tax will only arise if and when the trust later disposes of the company.
If that disposal happens within four tax years after the year in which the trust acquired the shares, it counts as a disqualifying event. In that situation, the original seller loses the 50% CGT relief and will face a clawback of the tax.
EOTs Versus Business Asset Disposal Relief (BADR) 
Even after the changes, selling a business to an employee ownership trust can still be very tax efficient. The new effective CGT rate on EOT sales is 12%, which is lower than the rate that applies to a standard business sale where Business Asset Disposal Relief is claimed. Under BADR, the CGT rate is currently 14%, and it is due to increase to 18% from 6 April 2026.
BADR also comes with another important limitation. There is a lifetime cap of £1 million on gains that qualify for the reduced rate. Any gains above that level are taxed at the normal CGT rates, which are typically around 24%.
To see how this plays out in practice, imagine an additional rate taxpayer selling a company worth £10 million, with very little base cost. If that business is sold to an EOT, the CGT bill would be around £1.2 million. That is because only 50% of the gain is taxed, and it is taxed at 24% (£10 million × 50% × 24%).
The remaining 50% of the gain is effectively deferred. It only becomes taxable if and when the EOT eventually sells the shares, assuming that sale takes place more than four tax years after the EOT acquired them.
Compare that with a conventional business sale where BADR is claimed. The first £1 million of gains would be taxed at 18% (from April 2026), while most of the remaining £9 million would be taxed at 24%. That produces a total CGT bill of around £2.34 million, which is almost double the EOT outcome.
So, even after the Budget changes, an EOT sale can still deliver very substantial CGT savings for business owners who are eligible and willing to go down that route.
That said, there is a potential practical problem that has already been flagged by several commentators. In many EOT transactions, the original owners are not paid upfront. Instead, they receive their sale proceeds gradually over a number of years, funded out of the company’s future profits.
If CGT now has to be paid by 31 January following the tax year of sale, some sellers may find themselves with a large tax bill before they have actually received enough cash from the deal to pay it. How this issue will be dealt with in practice may require further refinement of the legislation.


CHAPTER 15
SALARY SACRIFICE PENSION 
As announced in the November 2025 Budget, the Government plans to introduce a £2,000 cap on the amount of salary sacrifice pension contributions that are exempt from National Insurance.
The key point, though, is timing. This cap will not take effect until 6 April 2029, which means employees and employers still have more than three years to make the most of this very generous tax break while it is fully available.
There was plenty of speculation in the run-up to the Budget about pensions and salary sacrifice, so it is also worth clearing up what did not change.
First, there were no changes to salary sacrifice cycle-to-work schemes. Many expected the Chancellor to impose limits on the cost of bikes that could be bought through these schemes, particularly electric bikes, but nothing was announced.
Second, salary sacrifice for electric cars remains untouched. This is still a popular option because employers can usually claim 100% tax relief on the car purchase, while the benefit-in-kind tax paid by both the employee and employer is relatively low compared with petrol or diesel cars.
Third, and perhaps most importantly for small company owners, there were no changes to regular employer pension contributions. Before the Budget, there were rumours that employer National Insurance might be extended to cover all employer pension contributions, not just those made through salary sacrifice. That has not happened, which is very good news for directors who use company pension contributions as an alternative to taking salary or dividends.
So how does salary sacrifice for pensions actually work?
Under a typical workplace pension arrangement, the employee makes pension contributions out of their salary and the employer adds its own contribution. While the employee gets Income Tax relief on their personal contributions, both the employee and the employer still have to pay National Insurance on that part of the salary.
For a basic rate taxpayer, the combined National Insurance bill can be as much as £230 for every £1,000 of salary used to fund pension contributions. That is around 8% paid by the employee and 15% by the employer. For higher and additional rate taxpayers, the combined cost is still significant, at around £170 per £1,000.
With a salary sacrifice pension, the arrangement is flipped around. The employee agrees to give up part of their salary, and in return the employer makes a larger pension contribution on their behalf. Because employer pension contributions are not subject to National Insurance, both sides save NI on the amount sacrificed.
In many schemes, the employer even passes on some or all of their National Insurance saving into the employee’s pension. That can result in a noticeably larger contribution going into the pension pot at no extra cost.
Put simply, salary sacrifice pensions allow you to get full Income Tax and National Insurance relief on your pension contributions. Most pension contributions only benefit from Income Tax relief, so this makes salary sacrifice one of the most powerful pension planning tools available.

What is Changing from April 2029?
From April 2029, there will be a cap on how much salary-sacrificed pension saving can escape National Insurance. The amount that remains exempt will be limited to £2,000 a year for employee contributions made through salary sacrifice.
The first £2,000 will still be free of National Insurance, and nothing changes for normal employer pension contributions that are not linked to salary sacrifice.
Once salary-sacrificed contributions go above £2,000, both the employee and the employer will start paying National Insurance on the excess. In effect, anything over that £2,000 limit will be treated in the same way as an ordinary employee pension contribution.
To put some numbers on it, if £6,000 is paid into a pension via salary sacrifice, £2,000 remains NI-free, but the remaining £4,000 will be subject to National Insurance.
This change does make salary sacrifice pensions less generous than they are now. Even so, they will still usually be more attractive than standard pension arrangements that come with no National Insurance saving at all.
HMRC has also confirmed that salary sacrifice will continue to count when it comes to adjusted net income. That means it can still help reduce your income for the purposes of tax-free childcare and the High Income Child Benefit Charge, potentially keeping you below the £100,000 and £60,000 thresholds where those benefits start to disappear.
Top of Form

Bottom of Form



CHAPTER 16 
Pension Tax Relief for Landlords and Savers
Higher-rate taxpayers who will be paying 42% Income Tax on their property or savings income from 6 April 2027 might reasonably ask an obvious question: does that mean pension contributions will also attract 42% tax relief?
Unfortunately, no. The total tax relief on pension contributions will still be capped at 40%.
The way pension tax relief works hasn’t changed. You still receive basic-rate relief at 20%, which is the amount that gets added directly to your pension by HMRC. Any higher-rate relief is then given by extending your basic-rate tax band.
In practice, this means that some of your income ends up being taxed at a lower rate than it otherwise would be. If your income is a mix of salary and rental income, part of your property income might be taxed at 22% instead of 42%, giving you the extra 20% relief. Alternatively, part of your salary might be taxed at 20% instead of 40%, which achieves the same result.
Exactly which income benefits depends on how much salary you earn, but the outcome is the same either way. Higher-rate taxpayers still only get an extra 20% of pension tax relief on top of the basic rate.
Add that to the initial 20% basic-rate relief, and the total pension tax relief remains 40%, not 42%.
The same logic applies to additional-rate taxpayers with property income. Even though they may be paying higher rates on that income, their total pension tax relief will continue to be 45%, not 47%.
One final point that often catches people out. Property and savings income do not count as “earnings” for pension contribution purposes. That means landlords and savers can only make pension contributions if they also have enough salary or self-employment income. If they do not, they are still allowed to contribute up to £3,600 gross each tax year, but no more than that.


CHAPTER 17
Individual Savings Accounts (ISA)
If you have got spare cash available, one of the simplest and most effective bits of basic tax planning is to make full use of your annual ISA allowance.
Money held inside an ISA is completely tax free. Any interest, dividends, or capital gains you earn are exempt from tax for life. At the moment, you can shelter up to £20,000 each tax year.
As long as you stay within that £20,000 limit, you can split your money across different types of ISAs. That might mean some in a stocks and shares ISA, some in a cash ISA, some in an Innovative Finance ISA, and, if you’re eligible, some in a Lifetime ISA. Lifetime ISAs have their own £4,000 limit and can only be opened if you’re under 40, with contributions allowed up to age 50.
**A lifetime ISA is specifically for buying your first home or retirement (age 60+) and the government contributes 25% bonus on contributions up to a maximum of £1,000 a year hence the £4,000 maximum contribution allowed. 
You’re also allowed to pay into more than one ISA of the same type in a single tax year, which gives you plenty of flexibility. For example, you could spread your cash across a mix of easy-access and fixed-rate cash ISAs with different providers as rates change during the year. The one exception is Lifetime ISAs, where you can only contribute to one per tax year.
Changes to cash ISAs
The November 2025 Budget introduced an important change for cash savers. From 6 April 2027, the maximum you’ll be able to put into cash ISAs each year will fall from £20,000 to £12,000.
If you’re aged 65 or over, nothing changes. You’ll still be able to put the full £20,000 into cash ISAs if you wish.
If you’re under 65, you’ll be limited to £12,000 in cash ISAs, with the remaining £8,000 of your ISA allowance needing to go into other types of ISA instead.
To stop people finding easy workarounds, the Government also plans to introduce a number of new rules:
· You won’t be able to transfer money from stocks and shares or innovative finance ISAs into cash ISAs.
· New tests will be introduced to decide whether an investment genuinely counts as a stocks and shares investment or is really just “cash-like”.
· Interest paid on cash held within a stocks and shares or innovative finance ISA will become taxable.
That first rule closes the obvious loophole of putting money into a stocks and shares ISA and then simply transferring it into a cash ISA, which is currently allowed.
The second rule could affect savers who use very low-risk options inside their stocks and shares ISAs, such as money market funds or short-dated bonds, although the detail here is still to come.
The third change will catch people who leave their ISA money sitting in cash on an investment platform while they decide what to invest in. At the moment, platforms often pay interest on these balances, but it looks like that interest will become taxable from April 2027.
The Government has said it will consult with the savings industry before finalising the legislation, so it’s likely there will be further tweaks and clarifications over the coming months.
Tax planning for the cash ISA changes
If you’re under 65 and want to keep putting more than £12,000 a year into cash ISAs, there is a window of opportunity before the new rules kick in.
You can still subscribe up to £20,000 to a cash ISA in the current 2025/26 tax year and do the same again in 2026/27, before the £12,000 limit comes into force. For anyone who prefers the certainty of cash, that gives you two more years to build up a larger tax-free cash pot.
Another potential planning point relates to money market funds and other “cash-like” investments held inside stocks and shares ISAs. If the Government does tighten the rules in this area, it could make sense to sell some of these holdings and transfer the proceeds into a cash ISA before transfers are restricted.
That said, this is only likely to be sensible if you are using money market funds as a medium to long-term holding. If you’re simply parking cash there temporarily before investing it elsewhere, moving it into a cash ISA probably isn’t worth the hassle.
Above all, it’s important not to rush into decisions. The detail of the new ISA rules has not yet been finalised, so it’s sensible to wait for further announcements before making any major changes.



The £20,000 ISA freeze and why it matters
The overall ISA allowance has been stuck at £20,000 since 2017/18 and, as confirmed in the November 2025 Budget, it will stay frozen at that level until 5 April 2031. That’s a year longer than previously announced.
If the allowance had simply kept pace with inflation, it would be closer to £30,000 today and could be around £35,000 by 2031. Instead, savers are being asked to do more with the same limit year after year.
For many higher earners, saving more than £20,000 a year, or more than £12,000 in cash ISAs from April 2027, means pushing money into taxable accounts. Once you do that, interest, dividends and capital gains can all start to take a real bite out of your returns.
That problem has been made worse by recent tax changes. In the November 2025 Budget, Income Tax rates on interest and dividends were increased by 2%. Dividend tax rises apply from 6 April 2026, and higher rates on interest kick in from 6 April 2027.
From that point on, higher rate taxpayers will pay 42% Income Tax on interest above their £500 personal savings allowance, and 35.75% on dividends above the £500 dividend allowance. Additional rate taxpayers will pay 47% on all taxable interest outside an ISA, and 39.35% on dividends over their allowance.
To add insult to injury, all interest and dividends earned outside an ISA count as taxable income for other purposes too. They can push you over the £100,000 threshold where the personal allowance is withdrawn, increase your exposure to the Child Benefit Charge, and trigger other stealth taxes covered in Chapter 6.
If you invest in real estate investment trusts outside a stocks and shares ISA, the income payments, known as property income distributions, are taxed in the same way as rental income. The Government has confirmed that these payments will be subject to the new property income tax rates, meaning 42% for higher rate taxpayers and 47% for additional rate taxpayers.
Capital gains are not much kinder. Gains on shares, funds and most bonds, excluding gilts, are now taxed at 24% for higher and additional rate taxpayers. You do get the first £3,000 of gains tax free each year, but with inflation where it is, that exemption looks increasingly meagre and there is no sign of it increasing any time soon.
How tax quietly eats away at investment returns
Once you have used up your ISA allowance, any extra savings often end up in taxed accounts, and that makes it much harder for your money to keep pace with inflation.
Take cash savings as an example. You can currently earn around 4% interest from some of the better easy-access accounts. Tax free, that just about keeps you ahead of official inflation, which is sitting just under 4%. In the real world, most of us feel inflation is higher than that.
But if you are paying 40% tax on that interest, or 42% from April 2027, your after-tax return drops to around 2.4%. At that point, inflation slowly but steadily erodes the real value of your savings.
Capital Gains Tax causes a similar problem for investments. You end up paying tax on gains that are largely due to inflation rather than genuine growth.
For example, suppose you invest £10,000 in a fund that grows by 5% a year while inflation runs at 3.5%. After five years, if you sell and pay CGT at 24%, you are left with about £12,100. Yet simply keeping up with inflation would have required the investment to grow to roughly £11,877. In real terms, your capital has increased by less than 2% over five years.
Holding investments inside an ISA avoids all of this. You can buy and sell as often as you like, there is nothing to declare, and the taxman stays completely out of it.
Outside an ISA, things are more painful. You may have to report your investment disposals to HMRC every year, including the number of sales, total proceeds, allowable costs, total gains and total losses. Platforms do provide annual tax summaries, which help, but once you have made multiple purchases and sales of the same shares or funds at different times, the calculations can quickly become messy.
All of which is why ISAs remain such a powerful and increasingly valuable tax shelter, even though the allowance itself has been quietly shrinking in real terms for years.
Tax planning while the ISA allowance is frozen
If you are already using your full £20,000 ISA allowance, or expect to be by April 2031, and you have also used up your other main tax-free allowances, it becomes much more important to think creatively about how you shelter income and gains from tax. This will be even more relevant for anyone affected by the £12,000 cash ISA cap from April 2027.
There are a number of options worth considering.
Use your spouse or partner’s allowances
This one is obvious, but still often overlooked. Every adult gets their own £20,000 ISA allowance. Cash gifts between spouses or partners generally have no tax consequences, and your spouse or partner can invest the money in an ISA where it can grow completely tax free.
Help your adult children build tax-free savings
If your children are 18 or over, you can give each of them up to £20,000 a year to invest in ISAs. As well as helping them get ahead financially, gifting money to children can reduce the value of your estate and potentially save Inheritance Tax in the long run.
Make use of Junior ISAs
For children under 18, parents can open Junior ISAs and invest up to £9,000 per year, often with help from grandparents. Grandparents can also save for grandchildren in regular savings accounts, and in most cases the interest will be tax free in the child’s hands thanks to various Income Tax allowances. One important caveat is that if a parent saves for a child under 18 and the interest exceeds £100 a year, it is taxed on the parent instead.
Even your parents might be part of the plan
This is something most people never think about. Gifting money to parents can have Inheritance Tax implications because children usually outlive their parents. But Inheritance Tax is not an issue for everyone. If you are a high earner and your parents have modest assets that are unlikely to attract Inheritance Tax, gifting them cash could allow them to earn tax-free interest and improve the family’s overall financial position. That said, this area is full of traps, especially given the freeze to Inheritance Tax thresholds and other recent changes, so it needs careful thought.
Increase pension contributions
Once your ISA allowance is fully used, pensions are often the next most attractive place for long-term savings. This is especially true if you benefit from at least 40% tax relief on contributions. Money grows tax free inside a pension, and up to 25% can usually be taken tax free later on.
Even if your pension is already large enough to use up your £268,275 tax-free cash allowance, and even if withdrawals are taxed at 40%, you still end up in the same position as an ISA investment and better off than saving in a taxed account. The trade-off is that your money is locked away until at least age 55, rising to 57 from 2028.
Consider premium bonds
You can hold up to £50,000 per person in premium bonds, and any prizes you win are completely tax free. The current annual prize fund rate is 3.6%, which is roughly equivalent to earning 6% in a taxed savings account if you are a higher rate taxpayer. Just bear in mind that this assumes average luck, and many people will earn less than that in practice.
Venture Capital Trusts
VCTs allow you to invest up to £200,000 per tax year and come with generous tax breaks. You get Income Tax relief of 30% on the amount invested, tax-free dividends, and no CGT when you sell. However, as announced in the November 2025 Budget, the Income Tax relief is being reduced to 20% from 6 April 2026, so the higher rate is only available for a short time.
VCTs are very high-risk investments because they invest in early-stage companies, so they are definitely not suitable for everyone.
Gilts
UK Government bonds are one of the very few investments that are completely exempt from CGT. You do still pay Income Tax on the interest, and non-UK residents may also benefit from Inheritance Tax exemptions. That said, investing directly in gilts is complex and generally only suitable for more experienced investors or those taking professional advice.
How much difference can this really make?
To put some numbers on it, imagine you give £10,000 to a family member in April 2026 and they invest it in a cash ISA earning 4% tax free. After five years, that pot would be worth £12,167.
If you are a higher rate taxpayer and instead keep the money in a taxed savings account, you might end up with around £11,224 after five years, paying 40% tax initially and 42% thereafter. That is a difference of £943, simply because the money was held in the right hands and the right wrapper.
Of course, tax savings are only part of the picture. You need to be comfortable that the person you give money to will actually save it rather than spend it. And while the family as a whole may be better off, you personally will be worse off because you have given money away.
This kind of planning therefore only really makes sense for people who are focused on maximising the family’s overall wealth, rather than their own individual balance sheet.
Lifetime ISAs – here to stay, or on borrowed time?
Some government publications suggest that the annual £4,000 contribution limit for Lifetime ISAs will remain in place all the way through to the 2030/31 tax year. On the face of it, that implies Lifetime ISAs are here to stay for a while yet.
However, things get murkier when you look at another Budget announcement. This stated that the government will publish a consultation in early 2026 on a new, simpler ISA designed specifically to help first-time buyers get on the property ladder. Once this new product is up and running, it would be offered instead of the Lifetime ISA.
So which is it?
At the moment, there’s clearly some confusion about the long-term future of the Lifetime ISA. Our suspicion is that abolition will happen at some point, even if not everyone in Whitehall seems to be fully aligned on the message just yet.
That uncertainty raises some obvious questions for people who already have a Lifetime ISA. How will existing accounts be treated if the product is replaced? And what happens to those who have been using Lifetime ISAs not just for a first home, but as a straightforward way to build up retirement savings as an alternative to a pension?
For now, there are no firm answers — just another reminder that when it comes to government-backed savings products, the rules can change, and flexibility is always worth keeping in mind.


CHAPTER 18
VENTURE CAPITAL TRUST
You can reduce your Income Tax bill by investing in a venture capital trust, often shortened to VCT. These are specialist investment funds that put money into small, higher-risk companies. This includes unquoted businesses as well as some companies listed on the Alternative Investment Market, or AIM.
VCTs tend to appeal to high earners who are already making full use of their pension annual allowance and their ISA allowance and are looking for other tax-efficient places to invest. They are available through a number of investment platforms, including providers such as Hargreaves Lansdown and Interactive Investor, as well as via other investment services.
One of the big attractions is the tax treatment. Any dividends you receive from a VCT are completely tax free, and there is no Capital Gains Tax to pay when you eventually sell your shares.
The headline benefit, though, is the upfront Income Tax relief. At the moment, VCT investments come with 30% Income Tax relief. In simple terms, if you invest £10,000, your Income Tax bill is reduced by £3,000. 
That said, this generous relief is being scaled back. As announced in the November 2025 Budget, the rate of Income Tax relief will fall from 30% to 20% from 6 April 2026. Anyone considering a VCT investment therefore has only a limited window to benefit from the higher rate.
It is also important to understand that VCTs are not short-term investments. You normally have to hold them for at least five years. If you sell earlier than that, the Income Tax relief you received at the outset will be clawed back by HMRC.
There are a few other practical points worth keeping in mind. The maximum amount you can invest in VCTs is £200,000 per tax year, which means the maximum upfront tax saving is currently £60,000. Also, the relief is limited by your actual Income Tax bill. If you invest £100,000, the potential relief is £30,000. But if your Income Tax bill for the year is only £20,000, that is the most relief you can claim.
As ever, the tax benefits can be attractive, but VCTs are high-risk investments, so they are only suitable for investors who understand and can tolerate that level of risk.
VCTs offer Income Tax relief only. They will not help you cut your Capital Gains Tax bill or reduce National Insurance. That’s an important point to understand upfront.
Once the five-year minimum holding period has passed, some investors choose to sell their VCT shares and reinvest the proceeds into a different VCT. By doing this, they can potentially enjoy a second round of Income Tax relief on the new investment.
That said, VCTs used to be far more generous. Income Tax relief was once as high as 40%, and the recent cut to just 20% is likely to make these already high-risk and illiquid investments much less appealing for many people.
By design, VCTs have to invest most of your money in very small businesses, which are often the riskiest end of the market. That’s the whole reason VCTs exist in the first place: to encourage investment into small, early-stage companies that could grow rapidly, but might just as easily struggle.
There was some loosening of the rules in the November 2025 Budget. From 6 April 2026, VCTs will be able to invest in companies with assets of up to £30 million before investment, up from £15 million, and up to £35 million after investment, up from £16 million. Several other limits were also relaxed at the same time, with many of them effectively doubled.
Even with those changes, these businesses are still tiny when compared with the large, well-established companies you can invest in through an ISA or a SIPP.
Another downside is what happens when you come to sell. When the five-year period ends, you may find you have to sell your VCT shares at a discount to their net asset value. That’s because “second-hand” VCT shares are less attractive than newly issued ones. While they still pay tax-free dividends, they no longer come with any upfront Income Tax relief.
On top of all that, VCTs tend to charge higher fees than most traditional investment trusts and funds.
It’s important not to invest in VCTs purely for the tax break. There’s a very real chance that your investment could fall in value over the five-year holding period, so you need to be comfortable with the underlying risk and genuinely want exposure to these small companies.
Some readers may feel they already have plenty of exposure to small businesses, namely their own.
Because of the complexity and risk involved, taking financial advice can be sensible. A professional adviser can help you decide whether a VCT is appropriate for you and, if so, which type might be the best fit.


CHAPTER 19
MANSION TAX
From April 2028, owners of high-value homes will face a new Council Tax surcharge, widely referred to as the “Mansion Tax”.
This extra charge will apply to residential properties in England worth more than £2 million. It sits on top of the normal Council Tax bill, rather than replacing it, so it really is an additional layer of tax.
One important difference from standard Council Tax is who pays it. The Mansion Tax will be charged to the owner of the property, not the person living in it. That means landlords, not tenants, will be on the hook for the tax on rental properties.
If a home is owned through a company, the position becomes even more expensive. The company will have to pay the Mansion Tax in addition to the Council Tax paid by the occupier and the Annual Tax on Enveloped Dwellings (ATED). This will add yet another ongoing cost for those holding residential property through corporate structures.
The Government has set out the proposed annual charges for 2028/29 as follows:
· Properties worth £2 million to £2.5 million will face a £2,500 charge
· £2.5 million to £3.5 million will be charged £3,500
· £3.5 million to £5 million will pay £5,000
· Properties worth £5 million or more will be charged £7,500
From 2029/30 onwards, these amounts will rise each year in line with CPI inflation.
To decide which properties, fall within the scope of the tax, the Valuation Office Agency will carry out a targeted valuation exercise in 2026. If your property is assessed as being worth £2 million or more at that point, it will become liable for the Mansion Tax from April 2028.
After that, properties will be revalued every five years, so even homes that sit below the threshold today could be caught in future if values continue to rise.
The Government is still working through the details, with a formal consultation due to take place in early 2026.



CHAPTER 20
INHERITANCE TAX
Inheritance Tax is normally charged at 40% on the value of your estate above your available allowances, namely the nil rate band and, where it applies, the residence nil rate band. Anything you leave to your spouse is exempt, but that is cold comfort for single people, unmarried couples, widows, and widowers.
Gifts and other transfers you make in the seven years before you die are usually dragged back into your estate for Inheritance Tax purposes. On the plus side, gifts to UK registered charities are exempt, and there are also valuable reliefs for business and agricultural property.
The November 2025 Budget confirmed that several key Inheritance Tax thresholds are being frozen until 5 April 2031. These include:
· The nil rate band of £325,000, which has been frozen since 2009
· The residence nil rate band of £175,000, frozen since 2020
· The £2 million threshold at which the residence nil rate band starts to be withdrawn, frozen since 2017
· The £2.5m threshold on Agricultural Property Relief (APR) from April 2026. In the past qualifying agricultural property relief enjoyed 100% inheritance tax relief. 

All of these limits are supposed to rise in line with CPI inflation, but in practice that simply has not happened for many years as we have seen with other tax thresholds  such as personal allowance. 
Every individual gets a nil rate band, and for many widows and widowers it is effectively doubled if they inherit unused allowance from a late spouse. The residence nil rate band broadly applies when you leave your home, or the proceeds from selling it, to your children or other direct descendants. Again, this allowance is often effectively doubled for widows and widowers, but it is gradually clawed back once your estate exceeds £2 million, disappearing at the rate of £1 for every £2 over that threshold.
It’s worth noting that when it comes to transferring unused Inheritance Tax bands and allowances on the death of a spouse, the surviving spouse keeps those transfers even if they later remarry. It is also generally accepted that unused allowances still transfer if a couple are separated but remain legally married or in a registered civil partnership.
That said, the seemingly endless freeze on the nil rate band, along with the other Inheritance Tax bands and allowances mentioned above, means this deeply unpopular tax will continue to take a bigger bite out of family wealth year after year. And that’s before you factor in the changes to business and agricultural property relief from 6 April 2026, and the extension of Inheritance Tax to pension savings from 6 April 2027. Together, these measures will significantly increase the tax burden on many bereaved families.
The only vaguely positive announcement in the November 2025 Budget, and it really is a thin silver lining, was that compensation paid to victims of the NHS contaminated blood scandal will be exempt from Inheritance Tax.
The Nil Rate Band Freeze and Its Impact on Families
Until 2009, the nil rate band generally rose in line with inflation, using the Retail Prices Index. That changed in 2010, when then-Chancellor Alistair Darling announced a five-year freeze at £325,000. This broke Gordon Brown’s earlier promise to increase the band to £350,000.
Things only got worse after that. George Osborne later abandoned Conservative plans to raise the nil rate band to £1 million and extended the freeze to a full twelve years. Just as that freeze was finally about to end, Rishi Sunak extended it by another five years in the March 2021 Budget. Jeremy Hunt added two more years in his 2022 Autumn Statement. Then Rachel Reeves extended it again by two years in her October 2024 Budget, followed by yet another year in November 2025.
All told, this creates a staggering 22-year freeze.
The result is that we are still stuck with the 2009 nil rate band of £325,000 until at least April 2031.
To put that into perspective, retail price inflation between September 2009 and September 2025 was almost 90%. If Gordon Brown’s original plans had been honoured, and the nil rate band had simply kept pace with inflation, it would now be around £665,000 for 2026/27.
Assuming inflation averages 3.5% over the next few years, by 2030/31 the nil rate band might reasonably have been expected to reach about £765,000. Instead, many families will be paying around £176,000 more in Inheritance Tax purely because of the freeze. We touched on this earlier, the dreaded fiscal drag. 
For widows and widowers who would otherwise benefit from doubled allowances, the extra tax can easily rise to around £352,000.
The Impact of Property Prices
And that’s only looking at general inflation. In reality, the biggest driver of Inheritance Tax bills is property.
Even before the current freeze began in 2009, the nil rate band was already lagging behind house price inflation. To see just how bad the mismatch is, it’s worth going back a bit further.
Between September 1996 and September 2025, average UK house prices rose by an eye-watering 377%. Back in 1997/98, the nil rate band was £215,000. Had it risen in line with house prices, it would now be somewhere around £1,025,000.
If we assume house prices grow at a relatively modest 5% per year going forward, by 2030/31 the nil rate band might have reached around £1.25 million. Instead, many homeowners will be facing roughly £370,000 of additional Inheritance Tax simply because allowances have failed to keep up with property values.
Where the residence nil rate band applies, that extra tax bill may fall closer to £300,000, but it won’t always be available. Either way, this is a textbook example of a stealth tax quietly eroding family wealth over time.


CHAPTER 21
Business and Agricultural Property Relief
These two long-standing Inheritance Tax reliefs currently provide full, 100% relief on certain qualifying business and agricultural assets. In plain English, that means these assets can often pass down the generations completely free of Inheritance Tax.
That is set to change from 6 April 2026.
From that date, 100% relief will be capped at £2.5 million under a new combined business and agricultural property relief allowance. This £2.5 million limit applies across both reliefs together, not separately.
Any value above £2.5 million will only qualify for 50% relief. In practice, that often means an effective Inheritance Tax rate of 20% on the excess.
One good news is that any unused part of the £2.5 million allowance can be passed to a surviving spouse or civil partner. As a result, a couple could potentially pass on up to £5 million of qualifying business and agricultural assets before Inheritance Tax becomes an issue. Also importantly, they keep that allowance even if they later remarry.
There is an important sting in the tail for lifetime gifts. If a gift of qualifying assets was made on or after 30 October 2024, and the donor dies after 5 April 2026 (but within seven years of making the gift), the new rules will apply retrospectively. In other words, the gift will be tested against the new £2.5 million allowance, not the old, more generous regime.
This transitional point is particularly important for anyone who has already made, or is thinking about making, lifetime transfers of business or agricultural property.
Had the same parent died before 6 April 2026, there would have been no Inheritance Tax at all on the value of those company shares.
The second piece of good news is that any Inheritance Tax arising on assets that qualify for business or agricultural property relief can be paid over ten annual instalments, completely interest-free. Under the current rules, only some qualifying assets benefit from interest-free instalments, although that distinction hasn’t mattered much while 100% relief has been available.
It’s not a full reprieve by any stretch, but it does soften the blow slightly for families affected by these changes.


Business Property Relief explained
To qualify for Business Property Relief (BPR), you usually need to have owned the relevant business property for at least two years. Just as importantly, the business itself normally has to be a genuine trading business. Pure property investment businesses do not qualify, although there are a few rare exceptions, such as furnished holiday lets where a significant level of additional services is provided to guests.
At the moment, the following types of business property qualify for unlimited, 100% relief from Inheritance Tax:
· An interest in a qualifying unincorporated business, such as a sole trade or a share in a partnership
· Unquoted shares in a company that carries on a qualifying trading business
· Unquoted securities, such as loan notes, in a trading company, provided these give the owner control of the company, either on their own or together with other unquoted shares or securities
The practical result of this is that most trading businesses are currently completely outside the scope of Inheritance Tax, whether they are run as a sole trade, partnership, or unquoted company. There are traps to watch out for, but in broad terms this relief has been one of the most generous parts of the tax system.
That complete exemption is coming to an end. From 6 April 2026, 100% relief will be limited by the new business and agricultural property relief allowance.
Some types of business property already only qualify for 50% relief, regardless of value. This includes business premises owned personally by a company owner or partner and used in a trading business run by their company or partnership. These assets will continue to receive 50% relief, and importantly, they do not use up any of the new allowance.
AIM shares
Shares in qualifying trading companies listed on the Alternative Investment Market currently qualify for 100% Business Property Relief. Even though they are traded on a market, AIM shares are not treated as “quoted” for these purposes.
From 6 April 2026, this changes. Qualifying AIM shares will only attract 50% relief regardless of their value. The silver lining is that they will not eat into the owner’s business and agricultural property relief allowance.


Agricultural Property Relief
If any group truly illustrates the problem of being asset rich but cash poor, it is farmers. That is why Agricultural Property Relief (APR) exists, and why the recent changes have caused such concern.
APR works in a similar way to Business Property Relief and can apply to a wide range of agricultural assets, including:
· Agricultural land or pasture
· Buildings used for the intensive rearing of livestock or fish
· Stud farms
· Farmhouses, cottages, and other farm buildings
· Woodlands
· Land managed under qualifying environmental agreements
Farmhouses, cottages, and woodlands generally need to be occupied in connection with agricultural land or buildings, although some specialist buildings, such as those used for growing indoor crops like mushrooms, can qualify in their own right.
Since April 2024, APR has only applied to agricultural land and property located in the UK. Previously, it also covered land in the EEA, the Channel Islands, and the Isle of Man.
To qualify, the land or buildings must have been either:
· Occupied and used by the owner for agricultural purposes for at least two years before the transfer, or
· Owned by the transferor and used for agricultural purposes by anyone for at least seven years before the transfer
Use by a partnership counts as use by the partners, and use by a company controlled by the owner is treated as use by that owner. It is worth noting that only shares or securities that give control of the company qualify for APR.
APR can apply at either 50% or 100%, depending on the circumstances. Where 100% relief applies, it will be capped by the new business and agricultural property relief allowance from 6 April 2026, with anything above that only qualifying for 50% relief.
Example
To put some numbers on this, consider a farm worth £5 million. After April 2026, the total relief might be £3.75 million, made up of £2.5 million at 100% and the remaining £2.5 million at 50%. That leaves £1.25 million exposed to Inheritance Tax, before taking account of any other reliefs such as the nil rate band or spouse exemption.
There is some slightly better news following the November 2025 Budget. If the farm is owned by a widow or widower, even if they have remarried, the effective relief could be higher, typically £5 million. In addition, any Inheritance Tax due on assets qualifying for business or agricultural relief can be paid over ten annual, interest-free instalments, which can make a huge difference to cash flow.
A few final but crucial points
Agricultural activity must actually be taking place at the time of the transfer. APR only applies to the agricultural value of the land or buildings the property must remain in agricultural use. Any extra value, such as development potential, may in some cases qualify for Business Property Relief instead, particularly where the owner is actively farming the land themselves.
Finally, it is important to be clear about what does not count as agriculture. Solar farms, wind farms, and similar projects do not qualify for Agricultural Property Relief. In some situations, the land might qualify for Business Property Relief, but not where the owner is simply renting the land out.
As ever with Inheritance Tax, the detail matters, and the consequences of getting it wrong can be very expensive.
Farmhouses and Inheritance Tax
Farmhouses are a particularly tricky area when it comes to Inheritance Tax. Agricultural Property Relief is only available if the farmhouse is genuinely part of the farming operation, not just a house that happens to sit on farmland.
Broadly speaking, the farmhouse must be occupied by the person who has the day-to-day responsibility for running the farm for at least the two years leading up to the transfer. If the farmhouse is occupied by someone else for all or part of that time, the rules are stricter. In that case, the property usually needs to have been owned by the transferor, or their spouse, for at least seven years.
Even where Agricultural Property Relief does apply, it is limited to the agricultural value of the farmhouse. In other words, you only get relief on what the farmhouse would be worth if it could only ever be used as part of the farm. Any “extra” value, such as its worth as a desirable standalone home, is not covered by APR.
That excess value is not necessarily lost, though. In many cases, a working farmer may be able to claim Business Property Relief on part of it, and the residence nil rate band may also be available where the conditions are met.
The bottom line is that Inheritance Tax on farmhouses is a complicated and heavily fact-dependent area. There are far more rules, conditions, and potential traps than we can sensibly cover here, so professional advice is often essential.

CHAPTER 22Top of Form

PENSIONS AND INHERITANCE TAX
Pensions and Inheritance Tax: A Big Change Ahead
At the moment, pension savings usually sit outside your estate for Inheritance Tax purposes. In simple terms, that means your pension pot can normally be passed on without any Inheritance Tax at all.
That is set to change.
Under current Government proposals, from 6 April 2027 pension savings will be brought into the Inheritance Tax net. On top of that, your beneficiaries may also have to pay Income Tax when they withdraw money from the inherited pension, once any Inheritance Tax bill has been dealt with.
The full details are not yet final. Draft legislation has been published, but a number of experts believe parts of it simply do not work as written. There may well be tweaks and changes before the rules become law. That said, a complete U turn looks very unlikely. All signs point to pensions becoming subject to Inheritance Tax from April 2027.
One important exception remains. If your pension is left to your spouse, the spouse exemption will apply, meaning no Inheritance Tax will be payable on that pension.
Other Inheritance Tax Exemptions
In addition to pensions left to a spouse, several other pension-related payments will remain outside the Inheritance Tax net. These include:
· Lump sum death benefits paid to a charity, where the charity is nominated and there are no dependants
· Dependants’ scheme pensions and death-in-service benefits
· Joint life annuities, where the survivor’s rights are treated as separate and do not form part of the deceased’s estate
How Inheritance Tax on Pensions Will Work in Practice
One significant change from the original proposals is who takes responsibility for the tax. It will be the personal representatives, usually the executors, who report and pay any Inheritance Tax due, not the pension scheme administrator.
That said, pension scheme administrators will have new duties to support the process. Even so, bringing pensions into the Inheritance Tax system will make things more complex and slow things down.
The process is expected to work roughly like this:
· The personal representatives notify the pension administrator of the death and confirm whether there is a surviving spouse.
· The pension administrator has up to four weeks to confirm the value of the pension pot and explain how it will be distributed, using their discretion where required.
· Once the personal representatives know how much of the pension is going to exempt beneficiaries, such as a spouse, and how much is going to non-exempt beneficiaries, such as children, they can calculate the Inheritance Tax due.
· If no Inheritance Tax is payable, the pension administrator can release the funds.
· If tax is due, the personal representatives notify both the beneficiaries and the pension administrator of the amount payable.
The November 2025 Budget added another wrinkle. Where Inheritance Tax is expected to be payable on a pension, personal representatives may, in some cases, be able to instruct the pension administrator to withhold up to 50 percent of the pension benefits for up to 15 months and pay the tax directly to HMRC.
How the Tax Can Be Paid
There are three main ways the Inheritance Tax bill could be settled:
· The personal representatives pay the tax out of the general estate. If the pension beneficiaries are different from the estate beneficiaries, the personal representatives can then recover the tax from the pension beneficiaries.
· The pension beneficiaries ask the pension administrator to pay the Inheritance Tax due on the pension directly out of the pension fund. If the bill is £4,000 or more, the administrator will usually be required to do this. This option only applies to tax arising on the pension itself, not the rest of the estate.
· The beneficiaries withdraw money from the pension and pay the Inheritance Tax themselves. Where Income Tax is due on those withdrawals, a special Income Tax exemption will apply to prevent them being taxed twice on the same money.
Preventing Double Taxation
Many people would argue that charging both Inheritance Tax and Income Tax on pension savings amounts to double taxation. The Government does not agree. However, it does accept that money used to pay Inheritance Tax should not also suffer Income Tax.
The simplest way to avoid this is for the pension administrator to pay the Inheritance Tax directly from the pension fund. Where that does not happen, a special Income Tax exemption is designed to prevent double taxation.
An example helps explain how this works.
Example
Mary dies in June 2027 at age 85 with a pension pot worth £500,000. Her son James inherits the pension and places it into drawdown.
Inheritance Tax of £125,000 is due on the pension and is paid by Mary’s personal representatives out of her general estate. Later in the same tax year, James withdraws £40,000 from the inherited pension, which would normally be taxable.
James is entitled to an Income Tax exemption equal to the lower of the Inheritance Tax paid on the pension (£125,000) and the amount withdrawn (£40,000). As a result, he pays no Income Tax on that £40,000 withdrawal.
The remaining £85,000 of unused exemption can be carried forward and used against future withdrawals. Once James has withdrawn £125,000 in total, any further withdrawals will be subject to Income Tax as normal.
Property Held Inside a Pension
Some people hold business premises or other commercial property inside a pension, often through a SIPP.
The draft legislation makes it clear that property held inside a pension will not qualify for Business Property Relief. From 6 April 2027, these assets will be fully exposed to Inheritance Tax.
By contrast, business premises held outside a pension will generally continue to qualify for at least some Business Property Relief under the new rules.





CHAPTER 23
Other Recent Tax Changes
Here are a few other recent tax changes that are well worth being aware of. They didn’t all come out of the November 2025 Budget, but they have a real impact on many people.
Positive Changes
• High Income Child Benefit Charge
From the 2024/25 tax year, the charge now only starts when the highest earner’s income exceeds £60,000, up from £50,000 previously. The charge also tapers much more gently, with the full clawback only applying once income reaches £80,000. 
• National Insurance cuts for workers and the self-employed
The main rate of National Insurance for employees was cut from 12% to 10% in January 2024, and then again to 8% from April 2024. For the self-employed, the main Class 4 rate dropped from 9% to 6% from 2024/25 onwards. Both groups still pay 2% on income above £50,270, but self-employed business owners no longer have to pay mandatory Class 2 National Insurance at all.
• FSCS protection
Not a tax change, but still very relevant. From 1 December 2025, the amount you can hold with one bank and still be fully protected by the Financial Services Compensation Scheme increased from £85,000 to £120,000. Useful if you’re sitting on large cash balances and chasing the best savings rates.
• Cash basis accounting
From 2024/25 onwards, the cash basis is now the default for most sole traders and trading partnerships. If you prefer traditional accruals accounting, you will need to opt out on your tax return. The £500 cap on interest and finance costs has gone, and losses can now be set against other income or carried back to earlier years, making the cash basis far more flexible than it used to be.
Negative Changes
• Additional rate tax threshold
The point at which the additional rate of tax kicks in was cut from £150,000 to £125,140 on 6 April 2023. This means income above that level is taxed at 45% for most income, 39.35% for dividends, and from 6 April 2027, 47% for rental income and interest.
• Dividend allowance
The dividend allowance, which lets you receive a slice of dividend income tax free, has been steadily shrinking. It started life at £5,000 but has now been cut to just £500 from 2024/25.
• Capital Gains Tax rates
Capital Gains Tax on shares, commercial property, and most assets other than residential property has gone up. Rates increased from 10% to 18% for basic rate taxpayers, and from 20% to 24% for higher and additional rate taxpayers. These higher rates apply to disposals made after 29 October 2024.
• Capital Gains Tax annual exemption
The annual tax free CGT allowance has also been slashed. It fell from £12,300 to £6,000 in 2023/24, and was cut again to just £3,000 from 6 April 2024.
• Business Asset Disposal Relief - 
This relief, which allows business owners to sell or wind up their business at a reduced CGT rate, has become steadily less generous. The rate at which the pay tax rose from 10% to 14% on 6 April 2025, and will increase again to 18% from 6 April 2026.
• Inheritance Tax
Pension funds are due to be brought into the Inheritance Tax net from 6 April 2027, while business and agricultural property reliefs are being restricted from 6 April 2026. 
• Stamp Duty Land Tax
Finally, a particularly unwelcome change for landlords and second home buyers. The Stamp Duty surcharge on additional properties rose from 3% to 5% on 31 October 2024. 
• Devolved stamp taxes
If you buy a rental property or second home in Scotland, things have got even more painful. The Additional Dwelling Supplement, charged on top of Land and Buildings Transaction Tax, jumped from an already eye-watering 6% to a frankly outrageous 8% in December 2024. Wales followed suit in the same month, with higher rates of Land Transaction Tax also increased on rental properties and second homes.
• Employer’s National Insurance
From 6 April 2025, Employer’s National Insurance rose from 13.8% to 15%. At the same time, the secondary threshold was slashed from £9,100 to just £5,000. The sting was softened slightly by an increase in the employment allowance, which went up from £5,000 to £10,500.
• Scottish Income Tax rates
Scotland continues to go its own way on Income Tax. From 6 April 2024, a new “advanced” rate of 45% applies to income over £75,000. This creates an eye-watering effective tax rate of 67.5% on income between £100,000 and £125,140. The top rate on income above £125,140 was also pushed up to 48%.
• Making Tax Digital
Making Tax Digital is finally becoming a reality for many sole traders and landlords. Those with total gross income (before expenses) over £50,000 will need to keep digital records and submit quarterly updates to HMRC from April 2026. The threshold drops to £30,000 from April 2027, and £20,000 from April 2028.
• Double-cab pickups
From 6 April 2025, double-cab pickups (trucks featuring a four-door cab with two rows of seats, accommodating at least four passengers plus the driver, combined with an open cargo bed, making them versatile for both people and goods transport, popular in industries like construction and farming) Are treated as cars for capital allowances and benefit-in-kind purposes (1 April for companies). This means no more full tax relief when buying one, and much higher taxable benefits for employees who use them. Transitional rules apply if the vehicle was purchased or leased under an agreement entered into before the change.
• Furnished holiday lets
For decades, furnished holiday lets enjoyed a special tax regime that allowed lower Income Tax and CGT than other rental properties. That came to an end from 6 April 2025 (1 April 2025 for companies). Many Airbnb owners are now discovering their tax bills look very different.
• Pension tax-free cash
Finally, pension tax-free cash has been capped. The maximum you can take tax free, known as the Lump Sum Allowance, is now £268,275 and is not expected to rise with inflation. While the £1,073,100 lifetime allowance has been abolished (along with its punitive 55% tax charge), the new limits still mean pensions are far from the tax-free paradise they once appeared to be.
· National Living Wage and Minimum Wage
The National Living Wage applies to workers aged 21 and over, and from 1 April 2026 the rates are rising again. The new figures look like this:
• £12.71 for those aged 21 and over, an increase of 4.1%
• £10.85 for workers aged 18 to 20, up by a hefty 8.5%
• £8 for workers aged 16 to 17, a 6% increase
• £8 for apprentices, also a 6% rise
For employees, higher hourly pay is obviously welcome. For employers, especially small businesses, it is yet another cost increase to absorb. Coming hot on the heels of last year’s rise in Employer’s National Insurance, many businesses will be feeling the squeeze more than ever.
· Homeworking expenses
At the moment, employees who are required to work from home, whether that’s full time or just part of the week, can claim a small tax deduction for their extra costs. You can either claim the flat rate of £6 a week (£312 a year), or work out a claim based on a reasonable proportion of your actual household bills.
That option is going away. From 6 April 2026, the ability for employees to claim a tax deduction for homeworking expenses will be abolished altogether.
There is, however, an important catch. If your employer reimburses you for homeworking costs, those payments can still be made tax free and without any National Insurance. That includes payments made by your own company if you’re a director. Just remember, the key requirement still applies: you must genuinely be required to work from home, not simply choosing to do so.
· Benefit-in-kind exemptions
From 6 April 2026, a small but welcome simplification is coming in the world of benefits in kind. Certain everyday benefits will be completely exempt from both Income Tax and National Insurance, whether the employer provides them directly or simply reimburses the employee for the cost.
The exemptions will cover:
· Eye tests
· Flu jabs
· Homeworking equipment
At the moment, eye tests and homeworking equipment are only tax free if the employer provides them directly. If the employee pays first and is reimbursed, things can get messy from a tax point of view. From April 2026, that distinction disappears, making life much simpler for employers, employees, and company directors alike.
· Mileage charges for electric cars
From April 2028, electric cars and plug-in hybrids will no longer enjoy quite such a free ride. A new mileage-based charge is being introduced, set at 3p per mile for fully electric cars and 1.5p per mile for plug-in hybrids. These rates will rise each year in line with inflation.
Mileage will be checked annually at MOT time. For someone driving a fairly modest 7,500 miles a year, the first-year cost is expected to be around £225. The Government is still consulting on how all this will work in practice, including the small matter of stopping people from fiddling with their odometers.
· Accelerating tax payments
Another idea firmly in the “this won’t be popular” category is a plan to collect tax earlier. From April 2029, self-assessment taxpayers who also receive PAYE income, such as employees with rental income or pensions, may be forced to pay more of their tax during the year through PAYE adjustments.
In plain English, HMRC wants to use tax codes wherever possible to pull tax forward rather than waiting for the self-assessment bill at the end of the year. They are also exploring ways to speed up tax payments for all self-assessment taxpayers. Suddenly, Making Tax Digital starts to look less like an admin exercise and more like a very efficient tax collection tool.
· Stamp Duty on share
If you buy shares in most UK companies, you still pay 0.5% Stamp Duty Reserve Tax. Before the Budget, there was hope this would be scrapped to encourage investment in UK businesses. Sadly, that didn’t happen.
Instead, a limited three-year stamp duty holiday has been introduced for new share listings. The official line is that the Government will keep reviewing stamp taxes on shares to support the competitiveness of UK markets, but actions speak louder than words. To add insult to injury, a new Securities Transfer Charge is due to be tested from 2026, with the intention that it eventually replaces existing stamp taxes. In short, don’t expect this tax to disappear any time soon.
· Class 2 National Insurance for people working abroad
At the moment, people working overseas can usually pay voluntary Class 2 National Insurance to keep their UK state pension record ticking along. It’s relatively cheap, around £190 for 2026/27.
From 6 April 2026, that option disappears. Instead, non-residents will have to rely on Class 3 contributions, which are far more expensive, roughly £957 for 2026/27. To qualify at all, you’ll need to have lived in the UK continuously for ten years, or previously paid at least ten years of National Insurance while in the UK.
Yet another example of a quiet change that could turn out to be very costly if you’re not paying attention.
A grab bag of other changes worth knowing about
There are a few more tax tweaks and policy shifts doing the rounds that may not sound dramatic at first glance, but could still matter depending on how you invest, run a business, or structure pay.
Enterprise Investment Scheme (EIS) shares
The limits that apply to companies issuing EIS shares mirror those used for Venture Capital Trusts. As with VCTs, these limits are being increased from 6 April 2026, meaning larger companies will be able to qualify than before.
Enterprise Management Incentives (EMI)
EMI share options remain one of the most generous tax breaks available to employees and founders. If the conditions are met, any growth in value between the grant and exercise of the option is free of Income Tax and National Insurance. Capital Gains Tax may still apply when the shares are sold, but business asset disposal relief is often available.
From 6 April 2026, the rules are being relaxed. Larger companies will be able to offer EMI options, and the total
value of options that can be granted will increase. This should make EMI schemes accessible to a wider range of growing businesses.
VAT relief on charitable donations
From 1 April 2026, VAT relief on business donations of goods to charities is being extended. At the moment, relief mainly applies where goods are donated for resale. In future, it will also cover goods used directly by the charity or passed on to people in need. Where the conditions are met, businesses will not have to account for VAT on those donated items.
· Employee car ownership scheme
These schemes allow employers to provide cars to employees without triggering the usual punishing company car tax charges, because ownership passes to the employee.
That favourable treatment is going to end, with cars provided under these schemes eventually being taxed as normal benefits in kind. However, the change has been delayed until 6 April 2030. If you are already in a scheme set up before that date, transitional rules will apply and the existing treatment can continue until the arrangement changes, is renewed, or reaches 5 April 2032, whichever comes first.
Benefit-in-kind on plug-in hybrids
Rising benefit-in-kind charges on plug-in hybrid company cars have been softened by a temporary easement. This applies retrospectively from 1 January 2025 and runs until 5 April 2028, helping to limit the damage from new emissions testing standards.
Fuel duty
The temporary 5p per litre fuel duty cut has been extended yet again, but it will not last forever. The Government plans to unwind it gradually, with a 1p increase on 1 September 2026, another 2p on 1 December 2026, and the final 2p on 1 March 2027.
Electric car grant
The electric car grant, launched in July 2025, offers up to £3,750 towards the cost of a new electric car priced at £37,000 or less. The Budget confirmed the scheme will be expanded and extended through to 2029/30.
If the car is used in a business, capital allowances can only be claimed on the net cost after the grant, not the headline price.
Small companies and their directors
New reporting requirements are being planned for transactions between close companies and their directors. Details are still thin on the ground, but if past experience is anything to go by, this is unlikely to reduce paperwork for small business owners.
Tax adviser registration
Finally, mandatory registration of tax advisers with HMRC is due to begin in May 2026. The stated aim is to improve standards, but it certainly feels like another step towards tighter oversight. Big Brother, as ever, is paying attention.





CHAPTER 23
Connected persons: who counts and why it matters
In UK tax law, the idea of “connected persons” crops up all over the place, and it is rarely good news. The exact definition can vary slightly depending on the tax in question, but the version used for Capital Gains Tax, Stamp Duty Land Tax and Corporation Tax is a good all-round guide and is the one most people end up dealing with.
In simple terms, HMRC looks far beyond just you as an individual. A wide circle of people and entities are treated as connected to you, which can trigger special rules, deny reliefs, or force transactions to be taxed as if they took place at market value.
For an individual, connected persons include the following.
First, your immediate partner:
· Your husband, wife, or civil partner.
Next, close family members:
· Your parents and grandparents.
· Your children and grandchildren.
· Your brothers and sisters.
The net then widens further:
· Any of those same relatives on your spouse’s or civil partner’s side.
· The spouses or civil partners of your own relatives.
· The spouses or civil partners of your spouse’s relatives.
Business relationships are also caught:
· Your business partners.
· Your partners’ spouses or civil partners.
· Your partners’ close relatives (parents, children, siblings, and so on).
Trusts are firmly in HMRC’s sights as well:
· Any trust where you are the settlor, meaning you set it up or put assets into it.
· Any trust where the settlor is someone connected to you under these rules.
Companies are included too:
· Any company you control on your own.
· Any company you control together with your spouse, family members, business partners, or connected trusts.
· Any company you control jointly with one or more other people.
The takeaway is simple but important. If you are dealing with family members, business partners, trusts, or companies you influence, there is a good chance HMRC will treat you as connected. That can have a big impact on the tax outcome, so it is always worth checking the rules before assuming a transaction will be taxed like an arm’s-length deal.
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Table A: Sole Trader versus Company 2026/27

Profit
£30,000
£40,000
£50,000
£60,000
£80,000

£100,000

£125,000
£150,000
£200,000
£250,000
£300,000

Sole Trader
£4,532
£7,132
£9,732

£13,889
£22,289
£30,689
£46,189
£57,960
£81,460
£104,960
£128,460

Company
£5,597
£8,367

£11,138
£13,909
£24,235
£34,790
£47,984
£64,890
£93,978
£120,934
£147,891

Cost
(£1,065)
(£1,235)
(£1,406)

(£20)
(£1,947)
(£4,102)
(£1,796)
(£6,931)

(£12,518)

(£15,974)

(£19,431)
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Table B: Partnership versus Company 2026/27

Profit
£30,000
£40,000
£50,000
£60,000
£80,000

£100,000

£125,000
£150,000
£200,000
£250,000
£300,000

Partnership
£1,264
£3,864
£6,464
£9,064

£14,264
£19,464
£29,877
£40,377
£61,377
£92,377
£115,919

Company
£2,881
£5,652
£8,422

£11,193
£16,908
£23,788
£32,408
£45,602
£71,990
£98,378
£131,205

Cost
(£1,617)
(£1,788)
(£1,959)
(£2,129)
(£2,644)
(£4,325)
(£2,531)
(£5,225)

(£10,613)
(£6,001)

(£15,285)
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Table C: Sole Trader Parent versus Company 2026/27

Children Maximum Worthwhile Saving

Saving Profit Band (Approx)
3 £940 £70,000 to £76,000
4 £1,551 £65,500 to £81,500
5 £2,162 £64,000 to £83,500
6 £2,773 £63,000 to £85,500
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Table D: Sole Trader Parent versus Company 2026/27
with Spare Employment Allowance

Children Maximum Worthwhile Saving

Saving Profit Band (Approx)
2 £854 £62,500 to £73,500
3 £1,413 £61,500 to £80,500
4 £1,971 £61,000 to £83,000
5 £2,529 £60,750 to £85,000
6 £3,088 £60,500 to £86,500
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GUIDE TO KEEPING MORE OF YOUR HARD-EARNED MONEY
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