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The dividend or bonus decision
The end of the tax year is drawing near and many owner-directors of companies are 
turning their minds to deciding which is more tax-efficient: a bonus or a dividend.   

T ax laws and rates that will affect your decision have changed since 2022. The dividend 

allowance has been halved, from £2,000 to £1,000 (with a similar cut to the capital gains tax 

annual exempt amount). The additional rate (top rate in Scotland) tax threshold has also fallen 

from £150,000 to £125,140. Corporation tax rates have increased for companies with profits of more 

than £50,000 a year, and employer and director national insurance contribution (NIC) rates have been 

reduced. Meanwhile, the pensions annual allowance has increased to £60,000 and the abolition of the 

pensions lifetime allowance is being phased in.

All these changes, which interact with each other, mean that the most tax-efficient way to draw profits 

from a company is likely to differ in 2023 from 2022.

The example opposite is specific to a  

31 December year end – if your company’s year 

end is 31 March, then the 2023 net dividend 

amount would be lower because there would 

be a higher charge to corporation tax. The 

bonus figures would not change.

Pension contributions?
For some, a pension contribution may not 

have made sense in 2022, due to the then 
lifetime allowance rules which essentially 
limited the amount you could hold in your 
pension scheme. The changes to the rules 
mean this financial year end could be the ideal 
time to catch up on pension contributions.

There is no lifetime allowance charge in 

2023/24 and the lifetime allowance is abolished 

entirely from 6 April 2024, meaning that you, 

or your company, can add as much as you like 

to your pension scheme. While they have to be 

justified, employer pension contributions can 

be significant, and would benefit from full 

corporation tax relief at the new, higher rates. 

In practice, the complexities of pensions 

alongside all those other tax changes mean it is 

vital to seek advice before taking any action.

2022 2023

Dividend 
£

Bonus 
£

Dividend 
£

Bonus 
£

Marginal Profit 10,000 10,000 10,000 10,000

Employer’s NICs — (1,269) — (1,213)

Bonus — 8,731 — 8,787

Corporation tax (1,900) — (2,463) —

Net profit 8,100 — 7,538 —

Dividend 8,100 — 7,538 —

Director’s NICs — (238) — (176)

Income tax (2,734) (3,493) (2,544) (3,515)

Net income 5,366 5,000 4,994 5,097

 Totals may not sum due to rounding.

Assumptions:

1. Company’s gross profits between £60,000 and £250,000, 

hence the £10,000 of marginal profit is subject to marginal  

relief, pro-rated for the split tax year.

2. Director is a 40% taxpayer (33.75% on dividends) 

with their dividend allowance used elsewhere.

3. NIC Employment Allowance is not available.



Inheritance tax penalties soar 
The value of inheritance tax (IHT) penalties to government receipts has increased by more 
than half over the past two years, with higher property values and the frozen IHT nil rate 
band pushing more estates into the IHT net.

Last year, 4% of estates had to pay IHT, with 
an average tax bill of over £210,000. The most 
common reasons for HMRC charging a penalty 
are because:

■ Forms are not filed on time or IHT is paid late.

(The deadline is six months after the month

of the death).

■ Assets are undervalued or even omitted

entirely. Valuing property of an unusual nature

can be difficult, so it’s wise to obtain a formal

valuation from a qualified surveyor.

■ Lifetime gifts, made by the deceased in the

seven years before death, are overlooked. It

can be difficult enough trying to establish

cash gifts from bank statements, and there

may be no record at all where gifts of assets,

such as jewellery or antiques, have been

made.

The seven-year look back requirement can 

be particularly confusing. More confusing still 

is where the deceased ‘gifted’ an asset, such 

as their main residence, to children, but then 

continued to live in it. Regardless of when the 

‘gift’ was made, the property is still part of the 

deceased’s estate.

Penalties for underpayment
The amount of penalty will depend on the 

circumstances leading to the IHT underpayment:

■ Reasonable care has been taken – up to

30% penalty (but be warned that this

let-out will not apply if a professional

valuation hasn’t been obtained for a property

or other valuable assets).

■ Assets have been deliberately omitted from

an IHT return – up to 70% penalty.

■ Hiding a deliberate error – up to 100%.

More confusing still is 
where the deceased ‘gifted’ an 
asset, such as their main 
residence, to children, but 
then continued to live in it.
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Savings income and the rise in 
higher rate taxpayers
Bank of England base rate increases, coupled with higher savings rates and frozen tax 
thresholds, are seeing more people pushed into the higher rate taxpayer category, or paying 
more tax on savings income. Tax-efficient investments could mitigate this burden.

N ational Savings & Investments (NS&I) 

is currently offering a one-year savings 

bond with a table-topping fixed rate of 

6.2% – the highest on offer since this product’s 

launch in 2009. A higher rate taxpayer will use 

up their £500 savings allowance with just over 

£8,000 invested in this bond. With £25,000 

invested, there will be more than £1,000 of 

taxable savings income. However, it wasn’t that 

long ago that a higher rate taxpayer could have 

had £100,000 invested before facing tax. 

Unsurprisingly, that the number of taxpayers 

paying tax on savings income for 2023/24 is 

expected to be a million more than last year. 

Over 2.7 million taxpayers are estimated to 

have to pay tax on their savings income in this 

tax year, including nearly 1.4 million basic rate 

taxpayers, even though they have a higher 

(£1,000) savings allowance.

Dealing with change
The sudden increase in savings income is likely 

to catch many savers out. HMRC will collect tax 

either by:

■ Adjusting an employee’s PAYE tax code after

receiving the customer’s details from the

relevant financial Institution.

■ Self-assessment payments after a taxpayer

submits their tax return.

In both cases, taxpayers should keep careful 

track of the savings income they receive, 

especially if accounts are regularly opened and 

closed. Tax codes are notoriously inaccurate, so 

adjustments for savings income should always 

be checked.

Over 2.7 million 
taxpayers are estimated to 
have to pay tax on their 
savings income this year, 
including nearly 1.4 million 
basic rate taxpayers.
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Advisory fuel rates
Employers who reimburse employees for 

business travel in their company cars need to 

be aware of mileage rate increases from  

1 September. The three 1p, and one 2p, per mile 

increases apply to those company cars with 

higher capacity engines.

HMRC interest rates
As of the 22 August 2023, the current late 

payment and repayment interest rates 

applied to the main taxes and duties are:

- late payment interest of 7.75%

- repayment interest of 4.25%

Child benefit  
re-registration

Parents need to re-register for child benefit 

following a child’s 16th birthday. This should 

have been done by 31 August, so if you 

missed this deadline, inform HMRC as soon 

as possible if your child is going to continue 

in approved education or training.

News in brief...
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Minimising tax where you can
Once taxpayers realise the tax implications of 

higher interest rates, they will want to minimise 

any future liabilities. Here are a few suggestions:

■ Make the best use of ISA accounts.

■ Consider moving funds into tax-free premium

bonds. Although interest is not paid as such,

those with larger investments (£10,000 plus)

can expect regular winnings.

■ Move savings into joint names if a partner is

not maximising their savings allowance.

■ Putting funds into longer-term accounts

where interest will end up being taxed at the

future (lower) tax rate, if your marginal tax

rate is due to fall in a year or two’s time.

Higher tax rate
Just as savers are being caught out with 

increased interest rates, more taxpayers are 

being inadvertently brought into the higher 

rate tax net because of frozen tax thresholds. 

HMRC statistics show the number of higher rate 

taxpayers for 2023/24 growing over 40% since 

2020/21.

While taxpayers will want to minimise their 

liability, one problem is that many simply do 

not have any spare funds to lock away in tax 

planning measures. 

For those not so constrained:

■ Pension saving becomes more attractive

where each £100 invested effectively only

costs £60.

■ Life assurance-based bonds could be useful

– these permit an annual 5% tax-deferred

amount to be withdrawn with no tax

consequences until maturity.

Employees might also want to consider a salary 

sacrifice arrangement involving a tax-efficient 

car or pension contributions to ease the income 

tax burden.

Credit: Traceyaphotos2/Shutterstock.com
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A s well as London, ULEZ charges for non-

compliant cars are imposed in Bristol 

and Birmingham, and there are clean air 

zones with differing rules in a few other cities in 

England and Scotland.  

For self-employed people, a ULEZ charge is tax-

deductible provided the cost has been incurred 

wholly and exclusively for business purposes. 

That does not include home to work travel 

unless the business is run from home, or home is 

the principal or only workplace. 

Employees can receive tax-free reimbursement 

of ULEZ charges incurred wholly, exclusively 

and necessarily in the performance of their 

employment. 

Most company cars will be ULEZ compliant as it 

is only older cars that do not meet the standards 

(pre-2005 for petrol and pre-2015 for diesel). 

But where companies are looking to replace 

cars, it is worth considering going electric, as 

there are some useful tax incentives. 

■ The company car tax rate for fully electric

cars is 2%, rising gradually to 5% in 2027/28.

This is far lower than for petrol and diesel

cars. For hybrids the rate depends on the

electric range, but there is still likely to be a

significant saving.

■ There can be no fuel benefit because HMRC

does not class electricity as a fuel.

■ Paying for a charging point to be installed

at an employee’s home does not give rise

to a taxable benefit if the employee has a

company car.

■ The advisory fuel rate for fully electric

company cars has been increased to 10p per

business mile. Where an employee uses their

own electric car for business, the mileage

rates (45p for the first 10,000 miles, then 25p)

are the same as for other cars.

■ For businesses, electric vehicles qualify for

a 100% first-year allowance, as does the

installation of a charging point.

Tax-deductible 
car charges 
The expansion of London’s Ultra Low 
Emission Zone (ULEZ) has focused 
attention on the business use of cars and 
whether clean air charges are  
tax-deductible. 

Employees can receive tax-free 
reimbursement of ULEZ charges incurred 
wholly, exclusively and necessarily in the 
performance of their employment. 
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This newsletter is for general information only and is not intended to be advice to any specific person. You are recommended to seek competent professional advice before taking or refraining from taking any action on the 
basis of the contents of this publication. The newsletter represents our understanding of law and HM Revenue & Customs practice.  © Copyright 9 October 2023. All rights reserved.

Is the cash basis right for you? 
HMRC plans to expand the availability of cash basis accounts preparation, but will it win over 
businesses from the traditional accruals basis?  

Currently, the cash basis can only be used if 
a business’s annual turnover doesn’t exceed 
£150,000, so one option from HMRC is to 
increase this turnover limit to £1.35 million.  
But will this increase uptake?

Why opt for cash basis accounting?
For some businesses, the cash basis is helpful 

as it stands, because there is no need to take 

account of debtors, prepayments, creditors and 

stock. It also allows most equipment purchases 

to be simply deducted as an expense.

But there are two significant restrictions:

■ Currently, there is a £500 cap on interest

costs. When interest rates are higher, this cap

is not beneficial. Although HMRC is looking

at increasing the limit – possibly to as high as

£1,000 – the cap could remain deterrent for

some.

■ Losses can only be carried forward – they

cannot be relieved against other income or

carried back. HMRC is considering relaxing

these rules too, but relief is unlikely to be as 

generous as when traditional accruals basis 

accounting rules are applied.

New businesses, in particular, may have higher 

borrowings and be more likely to make a loss.

There is also less scope for tax planning. Using 

the traditional method, a capital allowance claim, 

for example, can be restricted to maximise the 

use of the personal allowance. Not so with the 

simplified cash basis.

The accruals basis alternative
Beyond tax, there are several other reasons 

for preferring accruals basis accounting. Cash 

accounting is less precise in matching revenues 

earned with money laid out for expenses, 

resulting in a less accurate picture of a business’s 

performance. Such simplified accounts might 

turn out to be inadequate when it comes to 

applying for a business loan or a personal 

mortgage, for instance.

C
re

di
t: 

D
an

 R
en

te
a/

Sh
ut

te
rs

to
ck

.



8

NOV 2023

Linden House  
Linden Close  
Tunbridge Wells  
Kent  TN4 8HH
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01892 514514 

HERE TO HELP WITH...

Business and Share Valuations

Business Finance

Business Ownership and Structure Advice

Business Planning

Capital Gains Tax Planning

Corporate Tax Planning

Due Diligence

Entry and Exit Strategies

Financial Forecasting

Inheritance Tax and Estate Planning

Management Information and CRM

Mergers and Acquisitions

Non UK Domicile and Expat Tax Planning

PAYE and Employee Benefits

Personal Tax Management and Planning

Probate Services

Research and Development Tax Relief Claims

Statutory Audits

Succession Planning

Systems Consultancy

Trusts: Planning and Advice

VAT Management




