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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, 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
With a 7.75% late payment rate, it might be 

preferable to repay expensive credit card debt 

over making prompt tax payments. However, 

you must agree this in advance with HMRC. 

Conversely, the repayment rate is now a quite 

attractive tax-free 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...

5

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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Taxing influencers 
Social media platforms such as Facebook, YouTube and Instagram have permeated most 
people’s lives. With them has come a multitude of ‘influencers’, who can attract a large 
following and earn a living influencing people’s buying choices. Many influencers might 
never have thought about whether their earnings are taxable. 

Unsurprisingly, many businesses have 

recognised the potential of harnessing popular 

online personalities to promote their products 

or services and will pay them to do 

so. Payment may be in the 

form of free goods, but 

those influencers 

with big audiences 

and perceived 

credibility can 

earn large 

amounts of 

money. 

This has 

not gone 

unnoticed 

by HMRC. 

In January 

2023, using 

information from 

online platforms, 

HMRC started sending 

‘nudge’ letters to people 

who they believe are earning at least 

£12,570 (the personal allowance) from their 

online content. Generating income from creating 

online content is likely to have the characteristics 

of trading under principles established in a long 

line of decisions by the courts. 

Types of income
Income may arise in various forms. An influencer 

might post content on a number of sites and 

income is likely to depend on the number of 

views the content receives or from third-party 

advertisements placed alongside the content. 

Where a person is paid by a business to create 

social media content promoting its products, 

the influencer might even be taxable 

as an employee, depending on 

the contract terms. More 

often the influencer 

will be treated as 

self-employed. 

Individuals 

whose social 

media 

activities 

only 

generate up 

to £1,000 a 

year need not 

worry because 

this is covered by 

the tax-free trading 

allowance. Those who 

earn more need to register 

with HMRC as self-employed 

and complete annual tax returns. 

Influencers may be able to deduct expenses 

incurred in generating their income, or simply 

deduct the £1,000 trading allowance. Seeking 

guidance is advisable.

Generating income from creating 
online content is likely to have the 
characteristics of trading under principles 
established in a long line of decisions by 
the courts.

Credit: G
-Stock
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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.
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Falmouth
Cornwall TR11 4SB
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Lang Bennetts, Chartered Accountants 

The Old Carriage Works
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Truro
Cornwall TR1 1DG 

Tel 01872 272047

Registered to carry on audit work through Lang Bennetts Audit Limited in the UK and regulated for a range of investment 
business activities by The Institute of Chartered Accountants in England and Wales. 

Celebrating Remarkable 
Achievements at Lang Bennetts
In the world of accounting, success is measured not only by numbers but also by the 
dedication and perseverance of our brilliant team. We would like to shine a spotlight on 
three individuals who exemplify the spirit of excellence that defines Lang Bennetts.

Stacey’s inspiring journey 

began with AAT studies 

while balancing motherhood. 

Joining our local accountancy 

practice in 2016, she continued 

her education and passed 

AAT exams in early 2017. Her 

commitment extended to 

practical experience and her 

recent achievement in becoming an ICAEW 

Chartered Accountant in July 2023 showcases 

her unwavering dedication and growth at Lang 

Bennetts.

Chantelle, a relatively recent 

addition to the team, adds to 

the roster of Lang Bennetts’ 

exceptional achievements. 

She not only earned her BA in 

Accounting and Finance from 

the University of Plymouth, 

but did so with the highest 

distinction–a first-class honors degree. 

Chris has also achieved 

notable milestones. He 

completed the AAT Level 

4 Diploma in Professional 

Accounting with a Merit 

pass mark, securing full 

membership to the AAT. This 

internationally recognised 

professional status in accounting and finance is 

a testament to Chris’s dedication and expertise 

in his field.

Stacey, Chantelle, and Chris’s stories are 

emblematic of the dedication and excellence 

that thrive within the Lang Bennetts team. 

Their achievements not only reflect their 

personal commitment but also the supportive 

environment that encourages growth and 

development. We take pride in having such 

remarkable individuals on our team, and we look 

forward to witnessing their continued success 

as they contribute to the excellence that defines 

Lang Bennetts Chartered Accountants.


