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PERSONAL TAX  
PLANNING 2022/23
The notes in this guide cover a number of points for your consideration. 
Not all of the points will be relevant to you but, where a suggestion 
is of interest, please contact us for specific advice.

This guide covers a variety 
of ideas that individuals, 
families and company 
owners may wish to consider 
in planning their affairs 
generally and tax-efficiently. 
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1. GIVE FUNDS TO YOUR SPOUSE/CIVIL PARTNER

For the 2022/23 tax year, personal income over £150,000 is taxed at 45%. However, 
because the personal allowance is reduced by £1 for every £2 of net income over £100,000, 
for income between £100,001 and £125,000 (for 2022/23) the effective top rate is 60/61%. 
Individuals with incomes near these thresholds can reduce their tax liabilities by reducing 
their taxable income below £100,000 or £150,000.

This can be achieved by changing income into 
non-taxable forms, deferring income, making 
pension contributions, making some types of 
tax incentivised investments, making payments 
to charity or giving income yielding assets to 
a spouse/civil partner with lower income.

Personal dividend and savings tax free allowances 
mean that £2,000 of dividend income is tax free 
for all taxpayers and £1,000 (£500) of savings 
income is tax free for basic rate taxpayers  
(higher rate taxpayers). Again couples can make 
the most of these allowances by transferring 
income yielding assets between them so that  
they both have income to use up the allowances.

2. CONSIDER TIMING OF BONUSES

As a result of the Chancellor’s  
'Mini-Budget' on 23 September 2022, 
the rate at which National Insurance 
Contributions (NIC) is charged reduced  
from 6 November 2022 by 1.25%  
for both employers and employees. 

However, the NIC rates for 'statutory directors' 
(those listed at Companies House) are averaged 
for 2022/23 at 14.53% for employers and 12.73% 
for the directors. This averaging will drop away in 
2023/24 and the rates will return to 13.8% and 
12% respectively. 

Therefore, if large discretionary bonuses for 
directors are envisaged for 2023, depending on 
the precise circumstances, ensuring that payment 
and entitlement to these falls into the 2023/34 
tax year may reduce the NIC cost. Indeed, for 
director-shareholders paying the additional rate 
income tax payers, it may also cost less in income 
tax to have a bonus in 2023/24 than a dividend 
(see 38). 

INCOME TAX
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Giving funds to your spouse or civil partner  
will be even more important in future tax years. 
It was announced in the Autumn Budget 2022 
that the threshold for the highest rate of tax will 
fall from £150,000 to £125,140 from the tax year 
2023/24 onwards (not applicable to Scottish 
taxpayers). The additional tax rate of 45% will be 
payable on all non-savings and savings income 
above £125,140, so any individual already paying 
the 45% rate in 2022/23 will face an income tax 
increase of at least £1,243 for 2023/24.

In addition, the Chancellor announced that  
the tax-free allowance for dividend income  
will be halved from 6 April 2023 and again  
from 6 April 2024. Shareholders will start  
to pay tax on dividend income in excess  
of £1,000 (previously £2,000) in 2023/24,  
and where it exceeds £500 in 2024/25.
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5. GO FOR GAINS

Income from investments outside an  
ISA and not exempted by the dividend and  
savings allowances is taxable at a maximum 
of 39.35% for dividends or 45% for interest  
(46% for Scottish residents). 

Therefore, if you have substantial investments 
outside an ISA or other tax-efficient wrapper, 
consider rearranging them so that they produce 
either a tax-free return or a return of capital taxed  
at a maximum of only 20% (or 28% on disposals  
of carried interest or residential property not 
qualifying for private residence relief). 

While the Office of Tax Simplification has 
recommended to the Government that it raises 
the rates of capital gain tax so they are closer  
to income tax rates, it is far from certain that  
this will happen (at least in the short term). 
Even if rates of CGT do rise in the future, there 
may still be other advantages in realising gains 
rather than income: there are a number of deferral 
reliefs available for reinvesting gains.

4. UTILISE THE DIVIDEND ALLOWANCE

There is a specific dividend nil-rate band  
that currently applies to the first £2,000  
of dividends received by an individual. 

Where dividends exceed the dividend allowance, 
the rates applying are 8.75% (called the dividend 
ordinary rate) on income up to the basic rate band 
limit, 33.75% (the dividend upper rate) on income 
above the basic rate limit up to the higher rate 
band limit, and 39.35% (the dividend additional 
rate) on income above the higher rate limit.

In the Autumn Statement 2022 it was announced 
that the £2,000 tax-free allowance for dividend 
income will be halved from 6 April 2023 and 
again from 6 April 2024. Shareholders will start 
to pay tax on dividend income in excess of £1,000 
(previously £2,000) in 2023/24, and where it 
exceeds £500 in 2024/25.

These dividend rates are significantly lower 
than tax rates applying to salary. Therefore, for 
company owners, in many cases it remains likely 
that it is more tax-efficient to take dividends 
rather than salary from the company (see 38). 
However, there are other ways to extract value 
from a company that are worth considering. 
For example, it might be possible to take capital 
repayments on loans that you have previously 
made to the company or increasing the pension 
contributions that the company makes on your 
behalf (see 41).

Investors who have not used up their full ISA 
allowance, should consider selling shares yielding 
dividends outside their ISA and buying them back 
within this tax-exempt wrapper, although take 
care where this could trigger capital gains (see 61).

INCOME TAX
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3. EXCHANGE SALARY FOR BENEFITS

Taking tax-free alternatives instead of  
a bonus or salary could be beneficial.

It is already common for employers to offer 
arrangements allowing employees to exchange  
a cash payment for approved share options, 
benefits in kind or pension contributions  
in lieu of salary.

Individuals with incomes near the thresholds  
can reduce their tax liabilities by reducing their 
taxable income below £100,000 and £150,000.

So, employees who exchange income, to take 
them below the £100,000 threshold, in return for 
a tax-free benefit from their employer would save 
income tax and national insurance contributions 
(NIC). Since April 2017, the range of tax-efficient 
‘optional’ benefits has been significantly reduced 
but it is still possible to exchange salary for 
additional employer pension contributions, 
a workplace nursery place, childcare vouchers 
(within limits) or cycles used for commuting. 
However, when exchanging salary for pension 
contributions it is important to consider the 
restrictions for individuals with income over 
£200,000 (see 49).
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6. CONSIDER RESTRUCTURING  
BUY-TO-LET PORTFOLIOS  
BETWEEN MARRIED COUPLES

For married couples or civil partners  
where one person is a basic rate taxpayer and 
the other is a higher rate taxpayer, it is clearly 
sensible for the person who has the lowest 
income to be the recipient of the taxable 
rents. This is particularly cost-effective where 
there is a loan on the property as interest 
relief is now restricted.

Where the higher earner currently owns  
the property, it can be partially transferred  
(e.g. 50%) to the lower earner without triggering  
a capital gains tax (CGT) charge. However,  
a stamp duty land tax (SDLT) charge will arise  
on the value of the outstanding borrowing 
taken on by the new owner if this is over the 0% 
threshold (increased to £250,000 in England and 
Northern Ireland from 23 September 2022 and  
to £225,000 in Wales from 10 October 2022).  
The consent of the lender would also be required. 

For properties jointly owned by spouses,  
the rental income is taxed equally on both  
so this would limit the impact of the loan interest 
restrictions where one person is a basic rate 
taxpayer and the other is a higher rate taxpayer.

It is always important to take specific advice  
on all the tax implications of substantial asset 
transfers as the income tax savings sought may 
be wiped out by other taxes that are triggered  
by the transfer.

INCOME TAX

As long as the loan interest paid does not exceed 
£2m a year, companies will still be able to deduct 
interest in full as an expense when calculating 
their letting profits. In addition, the company 
will only pay tax at 19% on the rental profits 
(increasing to 25% from 1 April 2023, see 38.) 
Although further tax will be paid when dividends 
are paid out by the company to the shareholders 
(where each individual’s dividend income for the 
year exceeds £2,000). However, retained profit 
can be reinvested by the company without  
a further tax charge.

If the lettings are accepted by HM Revenue  
& Customs (HMRC) as a genuine business activity 
(rather than a passive investment), there should be 
no CGT charge on transferring the properties into 
the company in exchange for an issue of shares.

However, the paper gain on the properties is rolled 
over by reducing the base cost of the shares in the 
company, so tax will be paid when the company 
shares are eventually sold or the company wound 
up. The company will acquire the 
properties at market value so may 
pay little tax if they are sold soon 
afterwards. However, if a property 
sale takes place years later, any gain 
(after indexation allowance up to 
December 2017) will be taxed on  
the company and, if the profit is paid 
out as a dividend, income tax may  
be paid as well.

Stamp duty land tax is a key consideration

In most cases, transferring the properties to  
a company on incorporation will trigger a charge 
on their market value. However, this may be 
reduced to nil if the property business has been 
run as a partnership (or LLP) of connected persons 
for a reasonable period before the transfer, 
provided the partnership was not formed  
to obtain this SDLT advantage.

A property letting company cannot qualify for 
business asset disposal relief (BADR) from CGT 
(see 46) unless the lettings qualify as furnished 
holiday lettings. However, individuals with a high 
income from other sources may still benefit from 
taking a long term view. If the business grows 
and profits are reinvested, the company could 
eventually be sold or wound up with CGT paid  
at a maximum of 20% (at current rates). This 
is much less than the maximum income tax on 
dividends (currently 39.35%) but if the company 
is wound up, the corporation tax on its capital 

gains on disposal of the properties 
must be factored in.

Aside from balancing the tax 
pros and cons, there are many 

practical and administrative 
issues to consider when 

running a property letting 
company so it is vital to 

get expert advice on 
all the implications.

7.  INCORPORATE LET PROPERTIES INTO A COMPANY

Restrictions on loan interest deductions for individuals mean that, in some circumstances, 
there may be tax advantages in forming a limited company to take over the running of  
a property letting business.

1 3 5 72 4 6 8

9 11 13 1510 12 14 16

17

INCOME TAX

CARRY BACK

COMPANY OWNERS

PENSIONS

CAPITAL GAINS

INHERITANCE TAX

INVESTMENTS

GLOSSARY

ABOUT BDO



05 PERSONAL TAX PLANNING   |   2022-23

8. LET A ROOM IN YOUR HOME TAX FREE 

Rent a room relief has been available for 
many years. The relief currently covers  
rents of up to £7,500 a year. 

This means that individuals can rent out a room 
in their main residence for up to £144 a week 
without paying tax on the income. The allowance 
is split between couples and if income exceeds 
£7,500 the income is taxable at normal income 
tax rates (no expenses are deductible if the 
allowance is claimed).

The current Government consulted on adding 
a shared occupancy test’ to qualify for the relief 
but it decided to opt for simplicity and not to 
make any changes to the relief. However, a shared 
occupancy condition has been introduced from 
April 2020 for the main residence capital gains  
tax relief available for periods where your home  
is let (see 55).

INCOME TAX

9. FURNISHED HOLIDAY LETS – DO YOU 
NEED TO CLAIM A GRACE PERIOD?

Furnished holiday lettings benefit from  
a number of tax breaks but there are tests  
to be met in order to qualify. 

The property must be available for letting for 210 
days in the relevant 12 month period (usually the 
tax year) and actually let for 105 days and each  
let must be less than 31 days.

If a property will not actually be let for periods 
totalling at least 105 days for a tax year, you  
can elect for a grace period to apply provided  
the letting tests were met in either of the two 
prior tax years. Making the election will allow  
the tax breaks (which effectively treat the letting 
as a trade) for the elected year.

10. KEEP CHILD BENEFIT

Child benefit is clawed back where annual taxable income  
(or the taxable income of a partner) exceeds £50,000.

The claw back (officially the high income child 
benefit charge) is at 1% of the benefit for every 
£100 of income over £50,000, so that when 
income reaches £60,000, the financial benefit of 
the claim is lost. Individuals will never pay more 
than the amount of Child Benefit they receive.  
It is individual income, rather than family income, 
that is the key factor. Therefore, if both partners 
can keep their annual taxable income below 
£50,000, Child Benefit will not be clawed back.

Making personal pension contributions or 
exchanging salary in return for employer pension 
contributions can reduce your taxable income  
to keep it below the £50,000 threshold. It may 
also be possible to reallocate assets or trading 
profits between you to keep both partners  
below the threshold.

If it is not practical to keep your income below  
the threshold, then there are three options:

1. The highest earning partner can simply pay  
the claw back tax charge

2. Claim Child Benefit but elect to receive  
no money now

3. Don’t claim Child Benefit in the first place. 

Option 1 will mean that the tax code of the 
highest earning partner must be adjusted and 
the tax clawed back from salary payments – this 
can lead to errors and arrears. For option 2, it 
is necessary to contact the Child Benefit office 
to claim but ‘stop’ the Child Benefit payments: 
they can be restarted later if your joint financial 
circumstance change. Option 2 will ensure that 
National Insurance records are maintained for the 
child and can help protect the NIC contribution 
record of a non-working parent claiming Child 
Benefit for a child up to age 12. 
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INCOME TAX

11. CLAIM TAX-FREE CHILDCARE 

Working parents (where both earn less than 
£100,000 a year) can claim top-up payments 
from the Government to pay for approved 
childcare for children aged up to 11.

Parents can’t use the scheme if they already claim 
Universal Credit or tax credits: those that already 
receive tax-free childcare vouchers from an employer 
can join this new scheme but must tell their 
employer that they no longer want the vouchers. 
However, the scheme can be used alongside the 
15 hours’ free child schemes for two year olds and 
the 30 hours scheme for three and four year olds.

Parents must open an account into which they  
can transfer funds. The Government will add a 
25% extra to the account, up to a maximum of 
£2,000 a year, tax-free. The funds in the account 
can then be paid across to the childcare provider.

Grandparents wishing to help their children  
pay for childcare, can gift funds to their children  
to pay into the childcare account so that the  
tax-free top-up payments can be claimed. 

12. SWITCH YOUR COMPANY CAR

Choose a lower emissions car to save tax. 
Each year the taxable benefits on company 
cars are effectively increased by reducing the 
level of CO2 emissions that trigger  
each 1% increase in taxable benefit.

For example, a new petrol car with emissions 
of 150g/km triggered a 34% taxable benefit 
in 2021/22 but the same car will give rise to 
benefits of 35% in 2022/23. It is also increasingly 
beneficial to choose electric cars with higher 
electric range. For example, in 2022/23 a new 
electric car with emissions of 1-50g/km with 
electric range of more than 130 miles will trigger  
a taxable benefit of 2%, whereas a similar car  
with an electric range of under 30 miles will 
trigger a taxable benefit of 14%. 

Alternatively, if you are no-longer using the  
car (due to the pandemic or for another reason), 
simply send back the keys to your employer.  
Once a company car is agreed to be ‘not available 
for use’, the benefit in kind is proportionately 
reduced for the tax year. 

As a longer term alternative to a company car, 
it may be more cost-effective to use your own 
car for business travel and claim a tax free mileage 
allowance from your employer (currently 45p  
per business mile for the first 10,000, and  
25p thereafter). 

If fuel has been provided for private use, consider 
whether full reimbursement of the cost to the 
company would be a cheaper option than paying 
the fuel scale charge, which is based on the car’s 
CO2 emissions.

13.  NON-UK DOMICILED  
INDIVIDUALS – REMITTANCES

If you are not domiciled in the UK, it is vital to 
review your remittances each year before 5 April. 

There may be scope for further remittances to 
the UK or it may be appropriate to take remedial 
action to reduce future liabilities. 

Major tax changes took effect from 6 April 2017 – 
some non-UK domiciled individuals who have been 
resident in the UK for many years are now deemed 
to be domiciled in the UK. If you have not done so 
already, check your domicile status so that you can 
plan remittances going forward. Rules concerning what 
constitutes a remittance are complex and you should 
contact a tax professional for advice on your plans.

Individuals who bring or transfer (remit) foreign funds to 
the UK to invest in certain qualifying companies are able 
to do so without incurring UK tax charges regardless 
of the source of the funds remitted. Investments can 
either be by way of loans to, or acquisition of shares 
in, the company.

Qualifying companies are unlisted, commercially 
trading companies (with at least 80% trading activities) 
and, for this relief only, generating letting income or 
income from research and development activities 
counts as a qualifying trade. If the company also meets 
the separate tests for the enterprise investment scheme 
(EIS), further tax breaks will be available (see 18).

Provided that the funds are invested in a qualifying 
company within 45 days of entering the UK, any 
untaxed foreign income and capital gains comprised in 
those funds will not trigger a UK tax charge. When the 
investments are sold the funds must be sent offshore or 
reinvested in another qualifying company within 45 days.
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INCOME TAX

14. LEAVING THE UK

Emigrating can be an effective way to save tax in the right circumstances but it is vital  
to take expert advice well in advance.

If you intend to become non-UK resident in a future 
tax year, you should start planning well before 6 April 
in the year.

If you are not resident in the UK you should not 
normally have to pay UK income tax on your income 
that arises outside the UK, or CGT on most assets sold. 
However, to establish yourself as not resident in the UK, 
you will need to meet the various requirements of the 
UK’s statutory residence test and may need to remain 
non-UK resident for more than five years.

The requirements of the test vary according to your 
circumstances, for example, it is relatively straight-
forward to establish non-UK residence if you leave the 
UK to work full time overseas for more than a year.

HMRC has announced that, in some circumstances, 
days spent in the UK because of the COVID-19 
outbreak will count as 'exceptional' for the 
purposes of the UK statutory residence test , 
however this only applied for days which fell within 
the period 1 March 2020 to 1 June 2020.

If you wish to sell an asset without triggering CGT,  
you will need to make the disposal after you have  
left the UK for overseas residence. 

If you later resume tax residence in the UK within five 
complete years, the gain will become taxable in your 
first taxable period back in the UK.

Non-UK resident investors are subject to CGT  
on gains arising from UK residential property after 
April 2015, irrespective of their non-UK resident 
status. However, for non-UK residents, it is only 
the proportion of any gains arising after April 2015 
that is taxable whereas UK residents are taxable 
on the gains over the whole period of ownership. 
Therefore, in some circumstances, it can be 
advantageous to wait until you have left the  
UK to dispose of a UK residential property.

It should also be remembered that some  
income arising in the UK while you are overseas,  
for example, rents from letting your UK property, 
will remain taxable in the UK. Since 6 April 2019, 
non-UK resident investors are liable to CGT on 
gains arising from disposals of direct or indirect 
interests in all UK property (commercial  
and residential).

To get an initial indication of your likely UK tax 
residence status for a chosen UK tax year use our 
UK tax residence tool.
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INCOME TAX

16. STAYING NON-UK RESIDENT

If you have been outside the UK for some 
time and have established yourself as not 
resident in the UK it is vital that you keep 
a close eye on your visits to the UK – staying 
here too long may make you UK resident 
and trigger significant tax liabilities.

HMRC counts the number of midnights that 
a visitor spends in the UK as days in the UK for 
these purposes. Under the statutory residence 
test, you can be UK resident because you have 
visited the UK for as little as 16 days depending on 
your circumstances: the rules for those who have 
recently left the UK are different to those who 
have arrived here for the first time.

The rules take into account the number of days 
you spend in the UK and the number of ‘ties’ you 
have with the UK in a complex matrix to establish 
your residence status. It is important to take 
advice on your position to establish how much 
time you can spend in the UK without breaching 
the rules. If you have already spent a significant 
amount of time in the UK since last April, the 
sooner you take advice the better, so you can 
carefully plan your visits for the remainder of 
the tax year.

The residence test was temporarily modified 
for periods of presence in the UK due to reasons 
related to the Coronavirus disease.

It should be remembered that the Scottish  
income tax rates do not apply to dividend income 
or capital gains. These will continue to be taxed 
at the usual UK rates and it remains to be seen 
whether there will be a sufficient incentive for 
smaller Scottish business owners to incorporate 
and take advantage of lower UK rates. 

The rates of tax on property purchases have also 
been different in Scotland since 2015 and the 
Scottish Government has its own first time buyer 
incentive. Separate rates also apply in Wales. 

The Scottish rates of income tax apply to 
individuals who have their main home in Scotland. 
It is important to notify HMRC of this and to have 
an ‘S’ tax code to signify Scottish tax residence 
where appropriate. Where an individual owns 
homes both in Scotland and elsewhere in the UK, 
there will be various factors to consider in order to 
establish the main place of residence including the 
number of days spent living at each property.

The five Scottish tax rates and bands from 
2019/20 onwards are intended by the Scottish 
Government to raise more revenue to support 
better public services in Scotland. Scottish income 
taxes are marginally lower for those on the lowest 
income but, ignoring increases in the personal 
allowance which applies to all individuals across 
the whole of the UK, Scottish residents with 
annual incomes over c. £27,500 in 2022/23 will 
pay more tax than those in the rest of the UK.

15. INCOME TAX AND LAND TRANSACTION TAXES IN SCOTLAND AND WALES

Since 6 April 2018, Scotland has five rates of income tax which apply to the non-savings 
and non-dividend income of Scottish taxpayers. Since April 2019, the Welsh Government  
has been able to vary the rates of income tax paid by Welsh taxpayers, except on savings  
and dividend income.

The higher and additional rates of income tax 
in Scotland are 41% and 46% respectively. 
For example, a Scottish taxpayer with 
employment earnings of £160,000 in 2022/23 
will pay £2,768 more income tax than if he or she 
was resident in England. Again, whether that is a 
sufficient incentive for higher earners (particularly 
those with more than one property or who can 
move easily) to ensure they are tax resident 
outside of Scotland, remains to be seen.

Scottish taxpayers with a marginal rate of Scottish 
income tax of 21%, 41% or 46% should contact 
HMRC to ensure that they obtain full tax relief  
on personal pension contributions made from 
6 April 2018. The additional tax relief must 
be claimed either through an adjustment to 
the individual's tax code or when submitting 
a personal tax self-assessment return. Where 
contributions are made through a ‘net pay’ 
scheme through your employer, full relief should 
automatically be given. Pension providers can 
continue to reclaim the 20% tax relief given  
to individuals at source.

Since April 2019, Welsh rates of income tax 
apply to Welsh taxpayers, except on savings 
and dividend income, however, the rates have 
remained the same as in England. 
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The proposals involve moving from the ‘current 
year’ basis to a ‘tax year’ basis, meaning that 
business profits will be calculated for the tax year 
rather than for the period of account (i.e. their 
accounting year) ending in the tax year. 

This would align the treatment of trading income 
with non-trading income. 

Moving to the tax year basis period would require 
businesses to report for the 6 April – 5 April tax 
year for trading purposes, regardless of their 
actual period of account. Businesses with 
 non-tax year periods of account would be 
required to apportion profits or losses across 
periods of account to adjust their results to the 
tax year basis. For any periods where accounts  
are not yet finalised, this apportionment will 
require estimation and subsequent finalisation. 

In preparation for the proposed ‘tax year basis’ 
in 2024/25, there will be a transitional year in 
2023/24. In the transition year, all businesses  
will have their basis period moved to the end  
of the tax year and any overlap relief accrued  
will be given.

INCOME TAX

17. BASIS PERIOD REFORM FOR SOLE TRADERS AND PARTNERSHIPS – PREPARE FOR THE CHANGES

On 20 July 2021, HMRC published a new consultation on ‘basis period reform’ setting out a proposal to simplify the rules under which profits  
are allocated to tax years using basis periods. The basis period reform changes now look set to be implemented from the 2024/25 tax year – 
when Making Tax Digital for income tax is to be implemented. 

For businesses with an accounting date other 
than the tax year end (or 31 March), this could 
accelerate profits into an earlier tax year, 
increasing tax liabilities for the transition year.  
This may impact cashflow, particularly around  
31 January 2025, when the balancing payment  
for 2023/24 is due.

To mitigate the cashflow impact, the proposals 
provide for the excess profit to be spread over 
a period of five tax years (although individuals 
can elect to be taxed on the full amount in the 
transition year). Either option will result in higher 
tax liabilities in the affected years although the 
latest proposals appear to mitigate the damaging 
impact on entitlement to some state benefits  
and tax reliefs. 

WHAT SHOULD YOU DO NEXT?

While you start thinking about how these changes 
will affect your business, we recommend the 
following key actions for you to consider: 

 XModelling the cashflow impact of the change

 X Should you be changing your account year  
end to 31 March in 2023/24? 

 X How your funding requirements and  
any banking covenants are affected

 XManaging the communication to the  
partners and their personal impact

 XWhat action is needed (if any) to ensure  
each partner is able to get relief for their 
overlap profits

 X How this change impacts any secondary 
partnership arrangements (those partners  
with multiple interests)

 X How your internal systems will need  
to be adapted.

Partnerships with international operations will 
also want to consider the impact on double tax 
relief claims and possibly aligning accounting 
dates with overseas businesses.

We can help you analyse the impact the reforms 
will have on your business for the above points 
and for all other areas, and prepare any financial 
projections that are needed. We have outlined the 
basics of these reforms on our website along with 
potential impacts and some worked examples.
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18. INVEST IN AN ENTERPRISE 
INVESTMENT SCHEME

It is possible to carry back up to 100% of 
investments into qualifying EIS companies  
to a previous tax year. 

The annual maximum investment is £1m  
(£2m if amount over £1m invested in one or more 
qualifying knowledge intensive companies) and 
tax relief at 30% can be claimed. For example,  
a carry back claim made for a 2022/23 investment 
would reduce tax liabilities for 2021/22, accelerating 
tax relief.

Furthermore, spouses and civil partners each  
have individual investment entitlements and  
CGT reliefs are also available (see 82 and the 
summary table at the end of this planner).  
EIS investments are frequently high risk and  
advice from a qualified Independent Financial 
Adviser is recommended.

Read more on EIS investment.

CARRY BACK

19. INVEST IN A SEED ENTERPRISE 
INVESTMENT SCHEME

For the 2022/23 tax year, an individual 
can invest up to £100,000 (due to increase 
to £200,000 from 6 April 2023) in start-up 
companies (see 75) and claim income tax 
relief at 50% (regardless of his or her highest 
effective tax rate).

In addition, to the extent that you did not use up 
the £100,000 investment limit for the previous 
tax year, an investment made in the current year 
can be carried back and relieved as if it was made 
in the earlier year. There is also a potential CGT 
advantage. Qualifying seed enterprise investment 
scheme (SEIS) investments that are relieved for 
income tax purposes in the previous tax year 
can be matched with capital gains made in that 
year, but only 50% of the matched gain can be 
exempted. For SEIS investments giving income 
tax relief in the current tax year, the same capital 
gain matching exemption applies so that the same 
50% of the matched gain can be exempted for the 
current year.

Such investments are not regulated by the 
Financial Conduct Authority, so should only be 
considered by experienced business owners and 
investors practiced at making direct investments.

Read more on SEIS investment.

20. CARRY BACK OF TRADING LOSSES – 
NEW TEMPORARY THREE YEAR EXTENSION

If you have self-employment income, any 
trading losses you make can be set against 
your other income in the same tax year or 
the previous tax year to generate tax relief. 
However, the Finance Act 2021 included a 
temporary extension to the usual one year 
carry back rule to allow losses arising during 
the period of the pandemic to be carried back 
an additional two years. 
The temporary extension will apply for the tax years 
2020/21 and 2021/22 only. This will mean that if you 
made trade losses in the 2020/21 tax year you would 
be able to set those losses against profits arising in 
your trade as far back as from the 2017/2018 tax 
year (most recent year profits have to be utilised 
first for offsetting losses). The maximum trade losses 
available for carry back against past trading profits 
under these new temporary rules is £2million. 
This will provide some additional cash flow to you 
by accessing a repayment of your previous tax 
payments. You should review your projected losses 
and seek advice on the steps you can take to access 
early tax repayments. 

A separate relief applies for trade losses arising 
in  the first four tax years of your business’s trade.  
These losses can be carried back for up to three tax 
years but are also subject to limits on loss set-off.  
So if you have had a career change and started up 
a new business, make sure you make the right loss 
claims to get tax relief and help your cash flow  
(see 31). Loss claims can also be made against  
non-trading income but are limited to the current 
year and immediate prior year and subject to a cap 
which restricts certain income tax reliefs to £50,000  
(or 25% of your income if higher) per year.
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22. DEFER CAPITAL GAINS

If you sell an asset that has been used  
in your business and you realise a capital gain, 
the gain can be rolled over if you buy another 
qualifying business asset within three years.

Alternatively, if a qualifying investment was 
made in 2021/22, you can match this with a gain 
on disposal of another qualifying business asset 
within 12 months to roll over the gain that would 
otherwise be taxed in 2022/23.

A similar relief from CGT is available where 
proceeds from the disposal of any asset are 
reinvested in a company qualifying for EIS  
deferral relief. Again, the reinvestment must  
be made within a period starting one year  
before and ending three years after the disposal.

The original gain is frozen until the EIS shares  
are sold provided the investor remains in the  
UK. Any further gain made on the qualifying EIS 
shares is exempt provided they have been held  
for a minimum period of three years. When the  
EIS shares are sold, the original gain becomes 
taxable but can be deferred by making a further 
EIS qualifying investment.

CARRY BACK

23. GIVE TO CHARITY 

If you have a favourite charity, consider 
making Gift Aid donations before 31 January 
to provide an early benefit to the charity and 
elect for the donation to be treated as made 
in the prior tax year to accelerate tax relief. 

Instead of giving cash, giving stock market listed 
shares to a charity will generate income tax relief 
rather than triggering a CGT liability.

However, if the asset is standing at a paper loss,  
it may be better to sell it first to crystallise the 
loss (which you can set against later gains) and 
simply claim tax relief on the gift of the sale 
proceeds to the charity (see 67 and 86).

21.  CLAIM LOSSES ON UNQUOTED SHARES

Losses on unquoted shares that you 
subscribed for when they were first issued 
can be claimed in the year of loss to set 
against your other income in that tax year  
to generate tax relief.

If you have no other income in that year, the  
loss can be carried back to the previous tax  
year for set-off.

However, these claims are subject to the cap 
referred to above (see 20), unless they relate to 
companies that have undergone a formal process 
and whose shares are certified as qualifying for  
EIS or SEIS.

Negligible value claims for assets that became 
worthless in the current tax year or an earlier year, 
can be made now. The loss on such assets will 
then be treated as occurring in the current year so 
that it can be set against taxable gains in the year.
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YOU AND YOUR BUSINESS ARE OPERATING IN A NEW REALITY

Your supply chains, your workforce, your sales and your financial health 
will all have been affected by the pandemic and now inflation. Even if your 
businesses have managed to keep operating and maybe thrive, you will 
be facing new challenges.

As you steer your business and your people through all the changes, you  
may want to rethink every aspect of your business from the business model  
and strategy down. At each point there will be tax issues and implications  
and this section includes tax ideas that may be relevant to your plans. 

Learn more via our Rethink hub.

RISK MANAGEMENT
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24. CORONAVIRUS JOB RETENTION SCHEME (CJRS) – HAVE YOU REPORTED CORRECTLY? 

Payments under the CJRS ceased from 30 September 2021. The end of the scheme will hit the 
cashflow for businesses that claimed the grants - click here to access BDO’s online tool to help 
your business prepare for life after the furlough scheme.

It will be important to remember that your last CJRS claim is far from the end of the matter. At the 
very least you must ensure that the CJRS payments you have received are declared accurately on your 
organisation’s tax return – the payments are taxable business income.

Due to the complexity of CJRS claims, we have identified that errors in claims are extremely common -  
it is particularly important to identify and correct these as quickly as possible. In addition, any errors that 
result in overclaims (which must be repaid to HMRC) should be identified and disclosed to HMRC. If you 
have not corrected any CJRS errors by the time you come to submit your tax returns, it means that you 
may end up compounding the error by submitting an incorrect return. An incorrect tax return could later 
cost you dearly, particularly if HMRC takes the view that your errors were 'deliberate behaviour': HMRC 
can name and shame businesses for such issues.

To avoid this potential cost and damage to your business, we recommend that all employers that have 
made frequent CJRS claims have an independent review of their processes and claims to help identify 
claim errors and get them put right. Read more on our CJRS Claims Review Service.
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25. REPAY LOANS TO A CLOSE COMPANY

If you have received funds by way 
of a loan from a close company of which 
you are a director or shareholder, the 
company will face a 33.75% tax charge 
from 6 April 2022 if the loan is not repaid 
within nine months of the end of  the 
company's accounting period.

Repaying the loan within the nine-month period is 
simplest, but if it is repaid later, the tax charge that 
the company will have had to pay can be reclaimed.

Funding the repayment by way of a dividend from 
the company is a common solution as is repaying one 
loan but taking out a new one for a similar amount.

However, 'bed and breakfast' loans are not 
permitted and any loan made by the company  
to a borrower within 30 days is effectively treated 
as a continuation of the original loan.
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However, employees who have not opted out of 
auto-enrolment pension schemes must now pay  
a 5% of their salary into a pension (employers 
must pay 3%). 

Putting in place a salary exchange for pensions 
arrangement will help to mitigate the net 
reduction in your employee’s take home pay 
by reducing the NIC they pay on their earnings. 
In return, you will make the extra pension 
contributions on their behalf. As the employer 
you will also save NIC.

Sharing, or passing all of this saving on to your 
employees (ideally as a further enhancement to 
their pension contributions) will be the most tax 
efficient option. Alternatively, you could use the 
saving to enhance their take home pay. 

For example, basic rate taxpayers who are already 
topping up their employer pension contributions 
by paying in £1,000 from their net pay each year 
agree to exchange £1,000 of their gross pay for  
a mirroring pension contribution from their employer.

Each individual’s gross pay will be reduced 
by £1,000 but they will also pay up to £120 less 
in NIC. The employer will save £138 in NIC but 
can still claim a full deduction on the £1,000 
payment for each employee. 

For employees who receive bonuses, specific 
exchange arrangements in respect of their 
bonuses may be possible, but extra care 
is needed over the documentation, particularly 
when directors are involved.

Calculating the benefits of such an arrangement 
can be complex and it is vital to get expert advice 
on the implementation of salary exchange plans 
to ensure they are effective for tax purposes. 

Read more on salary exchange for smart pensions.

Offering employees a salary sacrifice  
arrangement for a zero emissions cars (including 
leased cars) can be highly tax-efficient for both 
parties (see 33).

26. OFFER EMPLOYEES SALARY EXCHANGE FOR PENSIONS TO PROTECT THEIR NET  
TAKE-HOME PAY

It may sound counter intuitive to suggest that employees should voluntarily give up some 
of their salary (reducing their pay) to protect their net take-home pay. 
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27. MAKE THE MOST OF THE ANNUAL 
INVESTMENT ALLOWANCE

If your business uses significant items of 
equipment, fixtures etc., ensure you claim  
the annual investment allowance (AIA) to  
get a 100% tax deduction on purchases of  
up to £1 million a year.

The 100% AIA amount for expenditure on 
plant and machinery (P&M) was temporarily 
increased from £200,000 to £1 million but, on 
23 September 2022, the Government announced 
that the AIA will remain at £1 million for the 
foreseeable future (ie after the super deduction 
has expired). This is a welcome extension for 
business owners during these uncertain times. 

Any P&M expenditure that does not qualify for 
relief under the AIA rules may only obtain relief 
at the much lower writing down allowance rates 
of 18% for general pool assets and 6% for special 
rate pool assets. Groups of companies are only 
entitled to one AIA between them and so it may 
be necessary to review the expenditure of the 
whole group to determine how much allowance  
is left.
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28.  DOES YOUR COMPANY QUALIFY FOR 
THE ‘SUPER DEDUCTION’ AND/OR THE 
‘SR ALLOWANCE’?

Significant capital allowances changes were 
announced as part of Budget 2021 aimed 
at stimulating the economy and encouraging 
investment on plant and machinery. Two 
new first year allowances (FYAs) are available 
to corporation tax payers only and will run 
from 1 April 2021 to 31 March 2023. 

A 'super-deduction' has been introduced allowing 
companies to benefit from a 130% first-year 
allowance for capital expenditure on qualifying 
new plant and machinery assets. This deduction 
will allow companies to potentially reduce tax 
payable by 25p for every £1 invested in eligible 
plant and machinery. The super-deduction will 
apply to expenditure on new main pool plant and 
machinery that ordinarily qualifies for the 18% 
main pool rate of writing down allowances. 

A temporary first year allowances of 50% known 
as a 'SR allowance' will also apply to companies 
investing in new plant and machinery qualifying 
for special rate pool plant and machinery. This will 
include qualifying expenditure on integral features 
in a building and long life assets that normally 
qualify for 6% writing down allowances. 

29. EXPENDITURE ON SHORT-LIFE ASSETS

Assets with an expected useful life of  
less than eight years could benefit from  
a short-life asset election.

Capital allowances are available on these assets  
as normal, but if the asset is disposed of within 
eight years of acquisition then a balancing 
allowance (or charge) can arise, potentially 
accelerating tax relief compared to claiming 
writing down allowances at 18% per annum.  
In absence of an election, a balancing allowance 
will not arise in the main pool unless the 
qualifying activity were to cease simultaneously. 
A review of expenditure should be undertaken to 
elect for short life asset treatment where relevant.

30. SELL A SUBSIDIARY TAX-FREE

If you are planning to sell a company out of 
a corporate group in the next 12 months or 
so, the disposal can be made tax-free if the 
investee company and any subgroup meets 
the trading test for the purposes of the 
substantial shareholding exemption. 

The former requirement for the investor  
company to meet the trading test has been 
abolished, making it easier to qualify for this 
relief. A minimum 10% interest in the company 
must be held by the group for a 12-month period 
within the six years leading up to the disposal.  
The company must meet the trading test for those 
12 months, but is not required to do so after the 
disposal, unless the purchaser is connected.

Substantial (more than 20%) non-trading 
activities will cause the tests to be failed,  
so it is important to consider disposing  
of non-trading activities and using the  
proceeds for trading purposes.

The measures announced will not apply  
to qualifying expenditure on 'second hand'  
or 'used' plant and machinery and will not  
apply to expenditure incurred in respect of  
a contract entered into prior to 3 March 2021. 

Certain general exclusions to first year  
allowances will also apply including, for example, 
expenditure on cars, plant or machinery for  
leasing etc. for which the super-deduction will  
not apply, except for leased ‘background plant  
and machinery’, including most traditional 
building fixtures that are leased with property. 
Where an accounting period straddles 1 April 
2023 the rate of the super-deduction will be 
apportioned accordingly.

The AIA will still be available to all businesses  
and therefore companies will need to consider  
the allocation of AIA where any expenditure 
may not qualify for the super-deduction or SR 
allowance in its relevant chargeable period. 
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31. ENSURE LOSSES ARE USED TO THE BEST ADVANTAGE

Companies that have made losses in the past and/or expect to make losses for the current year should carefully consider the implications 
and their options for utilising them to reduce tax. 

LOSSES
CURRENT YEAR  
OFFSET AGAINST

CARRY BACK TO  
OFFSET AGAINST CARRY FORWARD TO OFFSET AGAINST

Pre-1 April 2017 trade losses, and  
post-1 April 2017 trading losses that can  
only be set against trading income (e.g.  
if trade has become small or negligible)

All profits All profits Profits of the same trade, but overall relievable 
amount restricted to £5m plus 50% of remaining 
trading profit

Post-1 April 2017 trade losses All profits All profits All profits of the company/group, but overall 
relievable amount restricted to £5m plus 50%  
of remaining total profit

Pre-1 April 2017 property losses All profits N/A All profits of the company, but overall relievable 
amount restricted to £5m plus 50% of remaining 
total profit

Post-1 April 2017 property losses All profits N/A All profits of the company/group, but overall 
relievable amount restricted to £5m plus 50%  
of remaining total profit

Pre-1 April 2017 management expenses All profits N/A All profits of the company, but overall relievable 
amount restricted to £5m plus 50% of remaining 
total profit

Losses can be claimed as set out in this table and 
there are also options to carry back losses up to three 
years where a company ceases to trade. Carrying 
back a trading loss to set against trading profits in 
the preceding year often triggers a tax repayment.

Therefore, where there are no banking (or other 
creditor) related issues triggered by trading losses, 
it can be advantageous to advance expenditure 
to increase an expected loss (up to a maximum of 
the profit made last year) and carry it back to that 
prior year. 

The repayment generated will give tax relief on 
your expenses at an earlier date. For larger trading 
losses or where losses cannot be used in this way, 
it is possible to set trading losses against capital 
gains made in the same year. Therefore, it could 
be advantageous to sell an asset so that the gain 
you make is matched with the loss and does not 
trigger a tax liability. Companies that have realised 
capital gains that do not qualify for the substantial 
shareholding exemption may be able to sell other 
assets standing at a paper loss to offset the gain.

In addition to the loss claims set out in the table 
below a new temporary extension to the one 
year trade losses carry back rules was introduced 
in Finance Act 2021 (see 20) for trade losses 
specifically incurred in tax years 2020/21 and 
2021/22. The maximum trade losses available  
for carry back under these new temporary rules  
is £2million.
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LOSSES
CURRENT YEAR  
OFFSET AGAINST

CARRY BACK TO  
OFFSET AGAINST CARRY FORWARD TO OFFSET AGAINST

Post-1 April 2017 management expenses All profits N/A All profits of the company/group, but overall 
relievable amount restricted to £5m plus 50%  
of remaining total profit

Pre-1 April 2017 non-trading loan 
relationship debits, and post-1 April 2017 
non-trading loan relationship debits of  
an investment business that has become 
small or negligible, or of a charity

All profits Non-trading loan  
relationship credits 

Non-trade profits of the company, but overall  
relievable amount restricted to £5m plus 50%  
of remaining non-trade profit

Post-1 April 2017 non-trading loan  
relationship debits 

All profits Non-trading loan  
relationship credits

All profits of the company/group, but overall 
relievable amount restricted to £5m plus 50%  
of remaining total profit

Pre-1 April 2017 non-trading losses  
on intangible fixed assets

All profits N/A All profits of the company, but overall relievable 
amount restricted to £5m plus 50% of remaining 
total profit

Post-1 April 2017 non-trading losses  
on intangible fixed assets

All profits N/A All profits of the company/group, but overall 
relievable amount restricted to £5m plus 50%  
of remaining total profit

Capital losses Chargeable gains N/A Chargeable gains
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A large company, generally one with more than 
500 employees, can claim a 13% credit in respect  
of qualifying R&D expenditure. For expenditure on 
or after 1 April 2023 the credit rate will increase 
from 13% to 20%.

SME companies can claim an enhanced deduction 
of 230% (decreasing to 186% from 1 April 2023) 
of qualifying R&D expenditure. If the company 
is loss making, a tax credit worth up to 14.5% 
(decreasing to 10% from 1 April 2023) of the 
surrenderable loss can be claimed.

In some cases, this tax credit will be subject  
to a limit of three times the company’s total 
PAYE and NIC liability for accounting periods 
beginning on or after 1 April 2021. In all cases, 
the expenditure must be on work that is intended 
to resolve scientific or technological uncertainty 
to achieve an advancement in science  
or technology. 

‘Advancement’ may be the creation of a new 
device or process that can be patented, or the 
improvement of an existing one, but it can take 
many other forms. Likewise, ‘uncertainty’ may 
include many different problems where the 
solution is not easily identifiable – attempting to 
resolve such uncertainty may be classed as R&D.

32. CLAIM R&D RELIEF

Generous tax reliefs are available for UK companies undertaking research and development (R&D) activities.

R&D does not necessarily have to be successful in order to qualify for relief. In addition, you can  
qualify for relief if you are an SME and you outsource the work to someone else under a ‘contract  
R&D’ arrangement.

For accounting periods starting on or after 1 April 2021, SMEs seeking to make an R&D claim need  
be mindful of the new cap for refundable credits. The legislation introducing a limit on R&D tax credits  
is explained in full here. 

Read about proposed reforms to take effect from 1 April 2023 here.24 26 28 3025 27 29 31
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https://www.bdo.co.uk/en-gb/insights/tax/innovation-and-rd-tax-incentives/r-d-for-smes-how-the-cap-on-payable-tax-credits-works
https://www.bdo.co.uk/en-gb/insights/tax/innovation-and-research-and-development-tax-incent/r-d-relief-how-it-will-work-from-april-2023
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34. IS IT WORTH ‘MAKING GOOD’ 
BENEFITS IN KIND YOUR COMPANY 
PROVIDES YOU?

Making good involves the employee or 
director who received the benefit paying 
their employer an amount equal to the  
cost of providing it. 

Additionally, for other types of benefit, e.g.  
a company car, the employee's payment must 
equal the amount they would be taxed on  
without making good.

The time limit for making good benefits is 
generally 6 July. If you want to avoid paying tax 
and stop your company being liable for Class 1A 
NI contributions, you must make good by then.

Remember that where one of your employees 
or directors makes good a benefit in kind, the 
corresponding Class 1A NIC bill (equal to 14.53% 
for 2022/23 of the taxable amount ignoring 
any making good) is no longer payable by you 
as their employer.

If you're a non-shareholding employee,  
it is generally not tax-efficient to make good 
a benefit. However, if you own a significant 
percentage of your company’s shares making 
good can be tax-efficient. It depends on the type 
of benefit, the amount and type of income you 
receive and other factors. Expert advice should be 
sought in order to take advantage of the potential 
tax savings by ‘making good’. 
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The higher the CO2 emissions for a car, the higher 
the percentage of the car’s list price that is used  
to calculate the benefit in kind: and the 
percentages increase every year, thereby 
increasing the taxable benefit. 

So it makes sense for companies to restrict the 
cars offered to staff to low emission models  
to save NIC: switching now will help to reduce 
your company’s NIC costs for next year.

Offering employees a salary sacrifice arrangement 
for a zero emissions cars (including leased cars) 
can be highly tax-efficient for both parties - read 
more here. 

However, while this may be tax-efficient in the 
short term, the longer-term impact on individuals 
in defined benefit (final salary) pension schemes 
may be negative so needs careful consideration. 
For example, if pension entitlement is based on 
the last three years earnings, reducing these in 
return for an electric car may damage retirement 
income significantly. There is also the complexity 
of the pensions ‘annual allowance' to consider 
(see 50). Should an employee exit a salary 
sacrifice arrangement and revert to their  
pre-sacrifice salary level, their pensionable 
earnings will increase by an equivalent amount, 
potentially leading to a large increase in their 
pension growth which, in turn, can potentially 
create an annual allowance tax charge.

33. SWITCH TO GREENER COMPANY CARS AND VANS TO SAVE NIC

As employers pay class 1A NIC on the benefit in kind calculated on cars and vans provided  
to employees, reducing the benefit value will help save NIC.

There are several incentives aimed at encouraging 
the purchase of more environmentally friendly 
cars. These should not be ignored when buying 
cars as they can make a significant difference  
to the cash flow of the business. 

For cars bought from April 2021, enhanced capital 
allowances of 100% are available for new electric 
cars with zero CO2 emissions. Cars emitting 
no more than 50 g/km are included in the main 
plant and machinery pool, attracting a WDA 
of 18%. Lastly, cars emitting more than 50 g/km 
are included in the special rate pool, with a rate 
of WDA of 6%.

The first-year 100% capital allowance introduced 
to support the development and installation 
of electric recharging equipment for electric 
vehicles has now been extended to 2023. This 
is part of the increasing Government focus on 
promoting the wider uptake of electric vehicles. 

The measure provides a 100% first-year allowance 
for electric charge-point equipment on qualifying 
expenditure incurred from 23 November 2016 
until 31 March 2023 for corporation tax purposes 
or 5 April 2023 for income tax.

https://www.bdo.co.uk/en-gb/insights/tax/global-employer-services/electric-vehicles-are-they-affordable
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36. ENSURE THAT YOU ARE UTILISING ALL 
EXEMPTIONS FOR STAFF BENEFITS

Look at staff remuneration as a whole 
package, to keep down overall costs. It may 
not be necessary to provide significant pay 
rises if you offer other benefits, as many  
have tax and NIC advantages.

Examples of tax and NIC-free benefits:

 XWork mobile phone (one per person)
 X 0% loans of up to £10,000
 X Payments up to £6 a week to employees 
required to work from home

 X Long service awards
 X Up to £150 a year per person on staff 
entertaining at events

 X Up to £50 on occasional trivial benefits  
that are not regular rewards in kind

 X Car and motorcycle parking facilities  
at or near place of work

 X Electricity for charging an employee’s  
electric or plug-in hybrid vehicle 

 XWorkplace nurseries and childcare  
vouchers within weekly limits

 XWork-related training
 X Protective clothing and uniforms
 X Relocation costs of up to £8,000
 X Relief for expenses related to  
a temporary workplace.

The specific tax and NIC exemption conditions 
should be checked for each item. Note that the 
optional remuneration rules mean that most 
benefits (apart from pension contributions) will 
trigger a tax charge if provided through salary 
exchange arrangements.

37. GET SUPPORT FOR TAKING ON 
TRAINEES, APPRENTICES AND  
JOB SEEKERS

As well as long established NICs reliefs,  
the Government is providing additional 
employer funding for England to support  
high quality traineeships for young people 
and apprentices. 

Taking on apprentices can be tax-efficient  
as the rate of employer’s NIC on their pay is nil  
for apprentices aged under 25 (unless you pay 
them more than the Lower Earnings Limit).

If your business is not large enough to pay the 
Apprenticeship Levy, it is also possible to apply  
for ‘co-investment’ Government funding for the 
cost of qualifying apprentice training: you pay 
10% and the Government pays 90% of the cost 
(up to certain ‘maximum bands’).

The rate of employer’s NIC is also effectively 
reduced to Nil for employees aged under 21 – 
regardless of whether or not they are employed 
under a formal apprenticeship contract.

For work placements in England the Government 
also offers a £1,000 grant for each placement of 
a 16-24 year old. This is in addition to the existing 
£1,000 payment for employers engaging new 
16-18 year old apprentices (or those with an 
Education, Health and Care Plan aged under 25).

Since July 2021, funds have been available 
for English employers to set-up and expand 
portable apprenticeships which straddle multiple 
employers/projects. 
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35. CLAIM ALLOWANCES ON STRUCTURES 
AND BUILDINGS

A capital allowance is available for 
expenditure from 29 October 2018 on  
new commercial structures and buildings. 

The Structures and Buildings Allowance 
(SBA) is available when business pay for new  
non-residential structures and buildings. The 
allowance is 3% of eligible costs of construction 
incurred from April 2020 on a straight-line 
basis for 33 1/3 years. The relief is available 
for qualifying expenditure on projects where 
construction costs are incurred on or after  
29 October 2018. Where a contract for physical 
construction works has been entered into 
before 29 October 2018, the relief will not be 
available. The relief will be limited to the original 
construction or renovation cost of the property, 
regardless of ownership changes, periods of disuse 
or periods where the building is being used for 
non-qualifying purposes. The benefit will simply 
pass between owners at the written-down value.
Qualifying structures and buildings include offices, 
retail and wholesale premises, walls, bridges, 
tunnels, factories and warehouses. 

Expenditure on residential property and other 
buildings that function as dwellings will not 
qualify for the SBA neither will expenditure on 
land or rights over land and the associated legal 
and stamp duty costs. SBA expenditure will not 
qualify for the AIA (see 27), so businesses seeking 
to maximise tax relief are still encouraged to 
identify separately the construction costs of 
such structures and buildings that will qualify 
for capital allowances. It is important to note 
that the SBA is only available when the building 
or structure has been brought into qualifying use.
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38. REVIEW PROFIT WITHDRAWAL OPTIONS

Withdrawing profits from your company by way of dividends may be tax-efficient compared to remuneration, but the balance is shifting. 

The position depends on a number of factors for 
company owner-managers. Dividends may alter 
the value of the company’s shares up or down  
and this may not be desirable. Also dividends 
do not allow the recipient to pay tax-deductible 
pension contributions.

Depending on your circumstances, it may be more 
tax-efficient to withdraw profits in other ways 
(see table, which takes into account corporation 
tax on the profit withdrawn), and you should 
always review profit extraction options before  
the company year end. Bonus payments may  
be appropriate, for example if the company does 
not have sufficient retained profits to create the 
distributable reserves needed to make the desired 
payment as a dividend. A bonus payment is tax-
deductible for the company but will create PAYE 
and NIC liabilities when paid. 

A bonus payment can be voted to a director but 
need not be paid in the same accounting period.
For the 2021/22 tax year, dividend income tax 
rates were 7.5%, 32.5%, and 38.1%. These rates 
were increased by 1.25% for the 2022/23 tax year. 

The Chancellor has confirmed that the current 
2022/23 tax rates applying to dividend income 
will remain unchanged (reversing the proposed 
reductions announced at the Mini-Budget). In 
addition, tax-free allowance for dividend income 
will be halved from 6 April 2023 and again from  
6 April 2024. Shareholders will start to pay tax on 
dividend income in excess of £1,000 (previously 
£2,000) in 2023/24, and where it exceeds £500  
in 2024/25.

BASIC RATE 
TAXPAYER 

2021/22 
%

2022/23 
%

2023/24 
%

Dividends 25.08 26.09 31.56

Salary/bonus 40.25 41.26 40.25

Rent/interest 20.00 20.00 20.00

Self-employed 29.00 29.00 29.00

HIGHER RATE TAXPAYER

Dividends 45.33 46.34 50.31

Salary/bonus 49.03 50.00 49.03

Rent/interest 40.00 40.00 40.00

Self-employed 42.00 42.00 42.00

ADDITIONAL RATE TAXPAYER

Dividends 49.86 50.87 54.51

Salary/bonus 53.43 54.36 53.43

Rent/interest 45.00 45.00 45.00

Self-employed 47.00 47.00 47.00

ALL TAXPAYERS 

Pension 
contributions

0.00 0.00 0.00
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During the Autumn Statement 2022 the 
government confirmed that the current tax-free 
Personal Allowance of £12,570 will be frozen until 
2028 and the basic rate of income tax will remain 
20%. However, the threshold for the highest rate 
of 45% tax will fall from £150,000 to £125,140. 

For companies, the main rate of corporation tax 
will rise to 25% from 1 April 2023 for companies 
with profits over £250,000. The corporation tax 
rate of 19% will remain for companies with profits 
below £50,000. Tapered marginal rates will apply 
for profits in between these two limits. 

These changes will all affect the effective rates 
of tax paid on the different ways of withdrawing 
funds from your business from April 2022 onwards 
– so taking action now may be cost-effective.
Of course, it should always be remembered 
that arranging for the company to pay pension 
contributions on your behalf is the most  
tax-efficient way to withdraw funds from 
the business (see 49). 

Effective rates shown are for England, Wales 
and Northern Ireland, although effective rates 
are also increasing in Scotland.
Percentages shown in the table assume that: 

1. Company is not large enough to pay 
the Apprenticeship Levy.

2. The individual is not over state 
retirement age.

3. Recipient is a 'statutory' director  
(recorded at Companies House).

4. The company will pay tax at 25%.
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39. EMPLOY FAMILY MEMBERS

For most family businesses, the more family 
members that are directly involved in it, the 
more tax-efficient options there are for profit 
extraction as well as CGT benefits (see 46).

A family of four who all work in the business can 
extract four times the level of profit that a single 
owner can before higher rates of tax are paid on 
salaries or dividend entitlements.

However, each family member should take an 
active part in the running of the company as any 
compliance review by HMRC will seek to establish 
exactly what work each family member carries 
out. This is particularly important where profits 
are extracted by dividends as HMRC may argue 
that ‘profit shifting’ has occurred and seek to tax 
the original owners on the shifted profit. 

40. MANAGE SHAREHOLDERS’ LOANS  
TO MINIMISE TAX CHARGES

A loan from a ‘close company’ to  
a shareholder can be made without  
an immediate tax charge and, provided  
it is repaid within nine months of the year 
end, will not trigger a penalty tax charge  
of 33.75% on the company.

However, anti-avoidance rules prevent this being 
followed by another loan payment within 30 days 
or the making of a later loan that is part of the 
same arrangement.

If the loan is larger than £10,000 and is interest- 
free, then a taxable benefit in kind will arise if the 
shareholder is also a director. Paying a dividend  
or bonus in that later period to allow the loan  
to be repaid is a practical strategy.

Once in the pension, future growth on the funds 
is tax-free provided the overall lifetime allowance 
is not exceeded. However, in most situations the 
funds will remain tied up in the pension fund until 
pension benefits can be drawn.

Individuals in defined contribution schemes  
(i.e. money purchase and personal pensions) have 
considerable flexibility over how they take pension 
benefits after age 55. All benefits taken in excess 
of the 25% tax-free cash entitlement are to be 
taxed at the individual’s marginal rate of tax  
in the relevant tax year. 

41.  PUT PROFITS INTO YOUR TAX-FREE PENSION POT

Withdrawing value from your company by way of a pension contribution is highly  
tax-efficient, as the payment is not taxable on you (provided the annual allowance  
is not exceeded) but the company still gets tax relief on the contributions and there  
is no NIC to pay.

Business owners aged 55 or more may be able 
to start taking pension benefits as soon as the 
contribution is made, for example, as part of their 
25% tax-free cash entitlement. However, this must 
be considered carefully as it may damage long 
term retirement plans and will limit your scope  
for making pension contributions at a later date.

This flexibility will mean that maximising 
contributions into your own scheme is now  
much more attractive.

Individuals in private sector defined benefits 
schemes may not be affected directly but may 
have the right to transfer to a defined contribution 
scheme, subject to transfer charges. Expert advice 
should be taken as this will not always be the 
best long term option. Individuals in public sector 
defined benefits schemes do not have this option. 

If your taxable earnings are more than £240,000, 
income tax relief on your pension contributions 
may be restricted (see 50). 
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42. REVIEW PROPERTY OWNERSHIP

Where valuable business property is owned, 
there can be tax advantages to owning it 
outside the company, but there may also 
be disadvantages if it is to be retained for 
the long term. 

Therefore, reviewing plans each year before the 
end of the accounting period is sensible to ensure 
that unexpected tax charges are avoided.

Where withdrawing profit is a key consideration, 
an owner who holds the property personally 
can be paid rent to withdraw funds from the 
company without an NIC charge or the need for 
the company to have distributable reserves. If the 
property is to be sold, holding it personally limits 
the tax charge on the sale – whereas if it is held 
through the company, the company would pay tax 
on the sale and the owner would pay further tax 
when the funds are withdrawn via a dividend or 
other payment.

Certain tax reliefs such as business asset disposal 
relief (BADR) and business property relief (BPR) 
are available on the sale or transfer of business 
assets which are used for the purposes of a trading 
business. By generating rental income a business 
may disqualify itself from meeting the trading 
business requirement in order to take advantage 
of these valuable tax reliefs.

There have been many UK property tax changes 
for owners who are resident outside the UK - for 
an initial view of the implications for you, try our 
UK property taxes tool.

43. RETAIN PROFITS IN THE COMPANY

Where profits do not need to be withdrawn 
to meet current spending requirements, 
retaining profits in the company is 
a useful option.

Retaining profits is likely to be more tax-efficient 
than withdrawing them as corporate tax rates, 
though due to rise, will still be lower than income 
tax rates. Retained profits are clearly helpful 
to fund future business investment without 
expensive borrowing.

Where funds retained become significant and 
represent 20% or more of the total value of the 
company this can affect the future availability of 
BADR (formerly entrepreneurs' relief) (see 46) on 
sale of the company or BPR (see 47) on lifetime 
gifts of the shares or on death transfers.

Company owners should consider their options 
over the medium term and may need to take 
advice on their best overall strategy.

44. USE PENSION LOANS FOR TAX- 
EFFICIENT BUSINESS EXPANSION

A more flexible solution than retaining 
funds in the company is to make substantial 
pension contributions on behalf of family 
employees to a small self-administered 
scheme (SSAS) or through self-invested 
personal pensions (SIPPs).

Not only is tax relief obtained on the original 
pension contributions, such pension funds can invest 
in a wide range of assets and it is possible for an 
owner to retain control as a co-trustee of the fund.

A SSAS can either loan money back to the 
company or buy shares in the company to finance 
future business investment. Borrowing this way 
is highly tax-efficient, as interest paid on the loan 
is tax-deductible for the company but not taxed 
in the hands of the pension trustees.
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https://www.bdo.co.uk/en-gb/uk-property-taxes
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45. DON’T BECOME AN 
INVESTMENT COMPANY

As your company expands and prospers, cash 
surpluses can accumulate, and investing in 
the company’s name in unrelated assets such 
as land, property or quoted shares can seem 
tempting to achieve a good return. 

However, there can be risks where the value of 
those investments forms a significant part of the 
company’s value so it is important to check your 
company’s position each year.

Where non-trading investments represent 20% or 
more of the company’s value, HMRC regards this 
as having a ‘significant’ impact on the company 
and it can lose the benefits of qualifying for:

 X Enterprise investment shares (EIS)

 X The enterprise management incentive  
(EMI) share scheme

 X CGT Business asset disposal relief (BADR) 

 X The corporate substantial  
shareholding exemption.

Non-trading assets do not attract IHT business 
property relief (BPR) and where these exceed  
50% of a company’s total value, that company  
is treated as an investment company and will  
not qualify for BPR at all.

From 2023/24 onwards, smaller companies  
(ie those with profits under £250,000) will pay 
corporation tax at less than 25% if they are 
trading companies. Companies classed as 'Close 
investment holding companies' will pay 25%  
on their profits, no matter how small.

46. ENSURE FAMILY SHAREHOLDINGS ARE TAX-EFFICIENT

For disposals of businesses or an interest in a business, BADR may be available on the  
first £1m of an individual’s lifetime qualifying gains, meaning that CGT is suffered at  
a rate of only 10%.

Of any excess, part is taxed at 10% (if your 
income tax basic rate band is not used up in that 
year) and the rest at 20%. The relief can be given 
on the sale of a qualifying business or shares 
in a qualifying business provided the qualifying 
conditions are met.

Owners must have held at least 5% of the 
ordinary share capital and voting rights in  
the company for at least 24 months before 
disposal (previously 12 months for disposals 
before 6 April 2019), so it is vital to check that  
the asset qualifies for the relief before any 
disposal is made. For disposals from 29 October 
2018, further requirements apply that effectively 
require the shareholder to have at least a 5% 
share in the full economic value of the business.

Under the new rules, the shareholder must be 
entitled to all of the following to qualify for BADR: 

1. 5% of the ordinary share capital and votes  
of the company

2. 5% of it distributable profits (dividends)

3. 5% of the assets available on a winding  
up of the company.

As an alternative to conditions 2 and 3, if the 
person making the disposal was beneficially 
entitled to at least 5% of the assumed proceeds of 
the sale of the whole business this part of the rule 
will be met. 

Unfortunately, despite this alternative test, the 
rules are now much more complex than before: 
companies with a complex share and financing 
structure should seek expert advice on whether  
or not shareholdings meet the tests.

Ensuring that each family member working in  
the business owns at least 5% of its economic 
value is sensible so that the BADR available on 
eventual sale of the business is multiplied. It may 
be possible to structure holdings so that all the 
gains on selling the company are only taxed  
at 10%.

Where passing a 5% share to a family member is 
not desirable, it is worth considering the use of a 
qualifying EMI scheme to put shares in the hands 
of family members. EMI shares can also qualify for 
ER but there is no need to have a 5% share of the 
company’s value.
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48. PLAN NOW TO GET OUT AT THE RIGHT TIME

When you are working hard to grow your business, selling up may be the last thing  
on your mind.

However,the current economic conditions may drive more corporate acquisitions, and experience shows 
that entrepreneurs with an exit plan usually get a better return than those who only start to think about  
a sale when a prospective purchaser appears.

When you are preparing for the company’s year-end and assessing its current position, it makes sense to 
take a step back and check whether or not it is in the best position to be sold quickly at the best possible 
price if an offer was made tomorrow. Are there any lurking tax problems or business structure issues that 
could deter a potential purchaser? What would you be prepared to sell and what do you want to keep? 
Could an immediate sale take place tax-efficiently?

If you own a trading company, it may be worth considering selling some, or all, of your shares to an 
Employee Ownership Trust (subject to satisfying certain conditions). This can achieve a sale at full market 
value, without incurring any capital gains tax liability, in a way which also benefits your employees.

Read more about selling your business to an Employee Ownership Trust.

47. PROTECT YOUR BUSINESS  
FOR THE NEXT GENERATION

If you are in good health, it may seem 
unnecessary to make annual checks to ensure 
that your company will still qualify for IHT 
business property relief (BPR). 

However, it is always sensible to be prepared 
and BPR is also important when lifetime gifts of 
business assets are made, especially if you want  
to put shares into a trust for the next generation.

Fortunately, even if your company shares do not 
currently qualify for BPR, remedial action can 
be taken and as long as they qualify at the date 
of transfer or on death (and meet the length 
of ownership conditions), up to 100% of the 
company’s value can be kept outside the IHT net.

If the shares don’t qualify, surviving family 
members may have to pay 40% tax on the value 
of the shares they inherit: potentially meaning 
that the company has to be sold to generate the 
funds to pay the IHT. 

Checking that the company’s assets qualify 
for BPR is relatively straightforward but means 
reviewing what the company owns, comparing the 
values of its business and non-trading assets and 
considering any agreements or plans you and the 
other owners have put in place.

Where there is a group of companies, extra care needs 
to be taken but, where necessary, a restructuring can 
both protect future BPR and give you flexibility.
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49.  MAKE TAX FREE 
PENSION CONTRIBUTIONS

For employees, particularly those paying 
basic rate tax, pension contributions made  
by your employer are tax-efficient as there  
is no tax to pay on this benefit (provided  
the annual allowance is not exceeded)
and the employer can claim a business tax 
deduction. If you own the company, this  
can be a tax-efficient way to extract value.

It is often worth setting up arrangements where 
employees exchange some of their salary in 
return for a larger pension contribution made by 
the employer. This saves on NIC that would have 
been paid by both employer and employee and 
the savings can be passed on as higher pension 
contributions. However, this may not always be 
tax-efficient for high earners.

From 6 April 2020, individuals with a net income 
of £200,000 or more, pension contributions 
made on their behalf by employers will be 
added back to establish whether or not tax relief 
on contributions should be restricted because  
their gross income exceeds £240,000.  
Care should be taken to avoid incurring 
an annual allowance charge.

PENSIONS

The standard annual allowance, the 
tax-deductible amount an individual can set 
aside each year for a pension, remains at £40,000 
and any unused relief in the prior three tax years 
can be brought forward. 

To calculate whether an individual’s annual 
allowance must be reduced there are two tests. 
Firstly, if ‘threshold income’ (total gross taxable 
income from all sources, less any pension 
contributions made) is £200,000 or less,  
there is no reduction to the £40,000 allowance. 
If threshold income exceeds £200,000, a second 
‘adjusted income’ test is applied. 

Adjusted income is the total gross taxable 
income from all sources, plus employer pension 
contributions, and before any deductions. 

Where adjusted income exceeds £240,000, the 
individual’s annual allowance is reduced by £1 
for every £2 – although the minimum allowance 
from 6 April 2020 onwards is £4,000.

50.  CLAIM HIGHER RATE TAX RELIEF ON PENSION CONTRIBUTIONS

The rules for tax relief on pension contributions limit the tax relief available to high earners. 
Unfortunately, how this is achieved is complex and involves reducing high earner’s pension 
annual allowances and clawing back tax relief. 

On 6 April 2020, the income limits at which the 
£40,000 annual allowance is reduced have been 
increased significantly. This means that individuals 
who could not use the full £40,000 contributions 
allowance may now be able to do so. However, 
you must have been a member of a registered 
pension scheme in the tax year giving rise to the 
unused relief brought forward.

The position is more complex for Scottish income 
tax payers since April 2018. However, they will 
continue to be entitled to tax relief at their 
marginal/top rate of tax and may need to claim 
this through their tax return. The higher rates of 
tax in Scotland will therefore make pension saving 
slightly more attractive. 

It is important to take advice on contribution 
levels because if the total contributions you make, 
or that are made on your behalf, exceed your 
available allowance (including any unused relief 
brought forward), a tax charge will arise effectively 
withdrawing tax relief on the excess contribution.
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PENSIONS

51. PENSIONS FOR ALL

Stakeholder pensions allow contributions 
to be made by, or for, all UK residents, 
including children. You can also make pension 
contributions in respect of family members 
who do not work (i.e. have no relevant 
earnings) or cannot afford them. 

For example, if you have children who have lost 
child benefit in respect of your grandchildren you 
may be able to help. If you make contributions  
to your children's pension schemes on their behalf, 
they get the tax relief and the payments are 
treated as reducing their taxable income – so it 
could help keep them below the £50,000 income 
threshold at which they can retain the child 
benefit (see 10).

The earlier that pension contributions are 
started the more they benefit from compounded 
tax-free returns.

For example, provided the pension investments 
grow at a net rate of 9% every year, investing 
£2,880 a year for your 10-year-old child could 
build the maximum allowable pension pot of  
£1m by the time he or she reaches age 68. 

52.  PROTECT A LARGE PENSION POT

Although funds invested within a pension can grow tax-free, there is a limit (the lifetime 
allowance – LTA) on the total amount you can hold in a pension pot: funds in excess of the  
limit will suffer penalty tax charges when you start to take pension benefits.

Individuals with large pension pots should note 
that the LTA reduced from £1.25m to £1m from 
6 April 2016. Affected individuals can elect for 
'individual protection 2016' (IP16) to preserve 
their individual LTA at the lower of £1.25m or 
the actual value of their pension fund at 5 April 
2016. If the total of all your pension funds is 
likely to be at or near £1m by the time you retire, 
you should seek advice on whether opting for 
IP16 is appropriate. As with previous reductions, 
individuals can also preserve the earlier £1.25m 
LTA by opting for ‘fixed protection 2016’ (FP16) 
but all pension contributions must stop.

The only deadline for applying for FP16 or IP16 
is that the election must be made before you 
start drawing pension benefits. Individuals with 
a pension fund that already exceeds £1m (or 
is expected to by the time they draw benefits) 
should seek expert advice on their options. 

Whether you should opt for FP16, IP16 or both 
will depend on your circumstances, retirement 
intentions and fund growth expectations.

In the Finance Act 2021, the LTA was frozen  
at £1,073,100 for seven tax years starting  
from 2021/22. 

...Funds in excess of the limit 
will suffer penalty tax charges 
when you start to take pension 
benefits.
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PENSIONS

53.  TAKE YOUR TAX-FREE CASH FROM  
A PENSION IF OVER 55

If you are aged 55 or over, you may be able 
to start drawing pension benefits now from 
a personal pension (e.g. a SIPP), even if you 
are still working. Members of defined benefit 
schemes are likely to face more restrictions 
and charges if a pension is taken early.

It is not usually necessary or tax-efficient  
to start taking a full pension income immediately 
– especially if you are still working. For example, 
it may be possible just to take your tax-free cash 
entitlement (entirely or in part) and designate 
funds for income draw down. Once all your  
tax-free cash is taken, further drawings are liable 
to tax at your marginal rate. Therefore, saving 
some of your tax-free cash until you finally retire, 
may be more tax-efficient in the long run (see 52). 

Alternatively, you can take an ‘uncrystallised 
fund pension lump sum’ (25% of which  
is tax-free with the rest taxed at your marginal 
rate). However, this may not be the best option 
if you or an employer may make contributions 
to your pension fund at a later date as your 
annual allowance for subsequent pension 
contributions will be limited to just £4,000.

Therefore, taking the whole amount in one tax 
year may mean you end up paying higher rate or 
even additional rate tax in that year. In general,  
a phased approach to taking your pension is likely 
to be most tax-efficient.

If you have no other income, you can withdraw 
up to the amount of the personal allowance 
(£12,570 for 2022/23) without triggering a tax 
liability so take this from a designated draw down 
fund – not your tax-free cash. If you want further 
funds in the tax year, take top-ups from your 
tax-free cash. This will spread the use of your 
tax-free cash over a number of years to save tax. 

However, watch out for tax deductions when you 
take money from a designated draw down fund. 
The pension company is required to apply your  
tax code to deduct tax from pension payments  
(in the same way that employers deduct tax  
from salaries). For example, if you draw down  
say £10,000 on 10 April, the pension company  
will apply you tax code for the month of April.  
This means that 1/12th of your personal allowance 
will be set against the sum drawn down and the 
rest will be taxed. 

54. PLAN TO TAKE YOUR PENSION DRAW DOWN TAX-EFFICIENTLY

Most individuals with a defined contribution pension can now take their whole pension  
fund via flexi-access draw down (in one lump sum if appropriate). Funds taken this way  
above the usual 25% tax-free cash entitlement will be taxed at the individual's marginal  
rate of tax for the year.

This is to allow for the fact that you may also 
draw down further amounts each month for 
the rest of the tax year. 

Of course, if you do not draw down further 
amounts in the tax year (or only take funds from 
your tax-free cash) you will have overpaid tax  
in April and will have to apply to HMRC for  
a tax refund (using a form P55, P53Z or P50Z). 

Anyone who is entitled to flexible draw down 
and who is considering retiring overseas should 
seek expert advice on the potential tax savings 
of taking such income while outside the UK tax 
net. Individuals in defined benefit (final salary 
schemes) may not have these flexible options 
and may want to consider switching out of their 
current scheme and into a personal pension  
to achieve this flexibility. 

However, depending on the terms of the  
particular defined benefit scheme concerned,  
the cost of such a switch could be prohibitive. 
Anyone considering this issue is required by law 
to prove that they have taken advice from an 
Independent Financial Adviser before such  
a transfer can take place.

INCOME TAX

CARRY BACK

COMPANY OWNERS

PENSIONS

CAPITAL GAINS

INHERITANCE TAX

INVESTMENTS

GLOSSARY

ABOUT BDO

50 5249 51 53 54



29 PERSONAL TAX PLANNING   |   2022-23

55.  SELLING YOUR HOME MAY TRIGGER A CAPITAL GAIN IF YOU HAVE EVER LET IT OUT 

When you sell a home that has always been your main residence since the day you  
bought it, principal private residence (PPR) relief ensures no CGT is payable on any gain.  
Since 6 April 2020, PPR relief is no longer available for periods when the property was let. 

PPR relief extends for nine (previously 18) months 
after you move out of the property so that owners 
who struggle to sell are not penalised. 

Property owners who have moved to a new main 
residence but have yet to sell their former home 
should consider their position carefully. If the 
property is not to be sold within the 18-month 
period, letting it can currently help to minimise 
CGT exposure.

When your former home is let to a tenant, 
you should be entitled to a further type of 
main residence relief for let periods. When the 
property is eventually sold, a time apportionment 
calculation is carried out looking at the whole 
period you owned the property. Relief for the 
letting period is limited to the lower of either that 
part of the gain for the periods it was your main 
residence or £40,000. However, lettings will only 
qualify after 5 April 2020 where the owner of the 
property is in shared occupancy with the tenant.

Of course, there are many other issues  
to consider. HMRC is increasingly seeking to  
deny main residence relief from CGT and there 
may have been earlier non-qualifying periods 
when you did not occupy the property so that 
main residence relief is not available for the  
whole time you have owned it. 

It is always sensible to take advice on your tax 
exposure before you sell a property. Care should also 
be taken if you purchase a second property due to 
a 3% increase in Stamp Duty Land Tax (SDLT) rates 
on second homes (the LBTT surcharge in Scotland 
is 4%. The increased SDLT charge on second home 
purchases is refunded where individuals dispose of 
their main residence and purchase a replacement 
main residence within 36 months.

Under exceptional circumstances, for example  
due to COVID-19, this period is not extended 
where the second home purchase was on or  
after 1 January 2017.

56.   SWAP YOUR ELECTED  
MAIN RESIDENCE

If you have two homes and reside in both, 
consider making a main residence election for 
your second home if it is standing at a larger 
gain or you are likely to sell it first. The rules 
for the election changed from 6 April 2015  
for some individuals who are tax resident in  
a different country (outside the UK) from 
their home.

Subject to time limits, an election to have your 
second home treated as your main residence for 
tax purposes (even for only a short period) can 
add valuable reliefs when you come to sell it,  
at a cost of a smaller loss of relief on your  
main home.

Recent tax cases have demonstrated that the 
owner must establish a period of residence (the 
quality, rather than quantity, of occupation of the 
relevant property is important) to be able to claim 
these valuable reliefs.

Nonetheless, sensible use of the main residence 
election is a valid way to reduce CGT on a home 
you do not intend to retain for the long term.  
If you have purchased a second property since  
1 April 2016, retaining both homes will mean that 
you don’t get a refund of the 3% SDLT surcharge 
you paid on purchase (see 55).

It should be noted that the election only applies 
for CGT purposes so, for example, it has no impact 
on whether or not you are resident in Scotland  
for income tax purposes (see 15). 
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57.  REALISE LONG STANDING  
GAINS OR STOCKPILED  
GAINS IN OFFSHORE TRUSTS

Trustees’ gains are taxed at 28% on 
residential property or 20% on other 
chargeable assets. Individuals and trusts 
holding investments at a long standing 
gain should consider realising these assets 
and paying CGT now at these historically 
low rates.

Trustees should also consider distributing 
stockpiled gains to beneficiaries of offshore trusts. 
At the current low rate of CGT, the maximum 
uplifted rate of tax that is payable under the 
supplementary charge provisions applied to 
delayed distributions is now 32% (reduced  
from 44.8%).

On 14 July 2020, the Government announced  
a review of CGT by the Office of Tax Simplification 
(OTS). The scope of the review required the OTS 
to consider tax rates, the annual allowance and 
reliefs: it recommended raising rates to align them 
with income tax rates and reducing the annual 
allowance. This is unusual for an OTS review and 
may mean that there will be CGT rate increases  
in the future tax years.
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CAPITAL GAINS

58.   USE PAST CAPITAL LOSSES

Capital losses arising in the year are deducted 
from gains before net gains are reduced by 
the annual exemption or any business asset 
disposal relief (BADR) due. Crystallising a 
loss that wastes the annual gains exemption 
should be avoided.

Equally, if you know that your personal rate 
of CGT will be 20% in 2023/24 but some of your 
basic rate band remains available in 2022/23 
(so gains would only be taxed at 10%), consider 
deferring the sale of assets now standing at  
a loss to ensure that the losses are relieved  
at 20% in 2023/24. 

If you have already realised a capital loss during 
2022/23 or cannot avoid doing so, remember that 
losses can be utilised in the most efficient way. 
When you complete your tax return for the year, 
the loss can be allocated against gains realised  
in the year that are subject to the highest rate  
of CGT.

Once losses have been claimed on your tax return, 
any losses that are not set against gains in the 
same year can be carried forward indefinitely 
to be set against capital gains in future tax years 
to reduce your potential CGT liabilities, but 
remember, no relief will be given unless the  
loss is claimed on your tax return.

59.   USE ANNUAL EXEMPTIONS

Everyone can realise capital gains up to the annual exemption tax-free – £12,300 in 2022/23. 
The exemption is available to each individual, including minor children but any exemption 
unused in a year cannot be carried forward.

Married couples and civil partners can transfer assets between them on a no gain/no loss basis  
and such transfers should be considered to ensure that the annual exemption can be fully used.

In addition, if one spouse or civil partner is a higher rate taxpayer but the other will not have used 
his or her basic rate band in full, similar transfers should be considered to ensure that at least some 
of any taxable gain is liable at 10% rather than 20%.

As always, it is important to ensure that any such transfer is outright and unconditional. 

It is important to note that the annual exemption will be reduced from £12,300 to £6,000 from  
6 April 2023 and further reduced to £3,000 from 6 April 2024.
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60.   UK LAND RETURN AND CGT  
PAYMENT REQUIRED FOR  
DISPOSALS OF UK LAND

A requirement for UK residents to report 
and pay CGT on disposals of UK land within 
30 days was introduced in April 2020, this 
changed to 60 days for completions after 
26 October 2021. Non-residents have had 
an obligation since 2015. This also applies 
to disposals of UK land by trustees of trusts, 
and partners in partnerships. HMRC has 
developed a new digital service to support 
this requirement. 

For UK residents only, no UK Land return  
is required where there is no CGT liability, for 
example where gains are fully within private 
residence relief (see 55 and 56), or nil gain/nil 
loss transfers between spouses and civil partners 
(see 59) or simply where there is a loss or a small 
gain covered by annual allowances. In practice 
for UK residents, the 60 day filing and payment 
requirement will apply mainly for disposals of let 
property and holiday/second homes and larger 
properties with extensive grounds not  
fully covered by PPR.

These new requirements do not apply to companies 
or other entities within corporation tax.

62.   USE INVESTORS’ RELIEF  
AND PAY ONLY 10% CGT

Investors’ relief (IR) from CGT can be 
claimed by external investors in unlisted 
trading companies (or a holding company 
of a trading group): companies listed 
on AIM will be treated as ‘unlisted’ for this 
purpose. IR offers a 10% CGT rate on gains 
and a lifetime gain limit of £10m will apply  
(a completely separate limit to BADR).

It will only apply to shares subscribed for by 
individuals themselves (or their spouse or civil 
partner or by trustees for the benefit of an eligible 
beneficiary). If the investor (or anyone connected 
with them) is an employee or paid officer of the 
company, the investment will not qualify for IR. 
However, an unpaid director (e.g. a ‘business 
angel’) can still qualify.

Finally, the shares must be ordinary shares that 
have been subscribed for and fully paid in cash 
and held for at least three years from 6 April 2016. 
Ordinary shares purchased when taking up a rights 
issue will normally qualify as ‘subscribed for’. 
There are no rules relating to the number of shares 
held but the company must be a trading company 
or the holding company of a trading group  
(e.g. a property letting company would not qualify 
as it is classed as an investment business).

Read more about investors’ relief.

CAPITAL GAINS

61.  USE ‘PAPER’ LOSSES TO REDUCE  
CGT BUT RETAIN INVESTMENT

Whilst CGT 'bed and breakfasting' of shares 
is, in general, not effective for tax purposes, 
where your rate of CGT is unlikely to vary 
in future years, it may still be possible to 
crystallise gains to mop up losses.

This could be achieved by a sale followed  
by a repurchase after 30 days or immediately  
by an individual's spouse or civil partner,  
or within an ISA or trust.

Alternatively, the balance of a portfolio of quoted 
shares can be maintained by selling shares in one 
company, crystallising either a gain or loss, and  
reinvesting in another company in the same sector.
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64.   AIM FOR BUSINESS ASSET DISPOSAL 
RELIEF TO PAY ONLY 10% CGT

For disposals of businesses or business  
assets, BADR may be available on the  
first £1 million of an individual's lifetime 
qualifying gains meaning that CGT is suffered 
at a rate of only 10%. Any excess is taxed 
at 20% (although part of the gain could be 
taxed at 10% for those on low incomes in  
the tax year of disposal).

As with most reliefs, there are a number  
of qualifying conditions to be met. The relief  
is intended to benefit business owners and can be 
given on the sale of a qualifying business or shares 
in a qualifying business. Family members with 
a share in the business can also benefit (see 46). 

Shares acquired through a qualifying enterprise 
management incentive plan can also qualify and 
there is no need to have a 5% interest.

It is vital to check that the asset qualifies for  
the relief before any disposal is made – remedial 
action to secure the 10% rate can only be taken 
before a disposal.

65.   BE AWARE OF HOW YOUR VIRTUAL 
CURRENCY HOLDINGS WILL BE TAXED

For individuals holding Bitcoins or other 
crypto-currencies, the tax treatment will 
depend on what activity takes place.

Therefore, if you regularly buy and sell the  
crypto-currency, HMRC may argue that you are 
trading and that any trading profits and losses 
should be declared for income tax purposes. Bitcoin 
mining activity will be regarded as trading activity. 

However, it should be noted that if the trading 
results in losses, HMRC may well argue that the 
trade is a ‘hobby’ and may not allow the losses  
to be claimed against your other income (see 20).

If you hold the crypto-currency as an investment, 
gains (or losses) on disposal will be taken into 
account for CGT purposes and, of course, any such 
crypto-currencies held at your death will be part 
of your estate for IHT purposes.

For crypto-currency held as an investment, it 
may be possible to make loss or ‘negligible value’ 
claims where the asset becomes or (in the case 
of fraud victims) turns out to be, worthless. Also, 
if you have lost your password and can no longer 
access your crypto-currency account, if this can’t 
be resolved and you have lost the asset, HMRC 
may accept a negligible value claim to create  
a capital loss. 

CAPITAL GAINS

63.   CONSIDER UPDATING YOUR 
PORTFOLIO OF UNLISTED 
COMPANY SHARES 

With the rate of CGT at a historic low and 
investors’ relief now available, now may  
be a good time to restructure a portfolio  
of investments in unquoted shares.

For higher rate taxpayers gains on shares sold 
now (after use of any losses available and the 
annual exemption) will be liable to CGT at 20%. 
New unquoted shares purchased can qualify for 
investors’ relief if held for three years and when 
later sold will only be liable to CGT at 10% but  
the relief is subject to certain conditions (see 62).

Where a portfolio of unquoted shares is held for 
the IHT advantages (see 67), the qualifying period 
for IHT business property relief can be maintained 
provided the sale proceeds are reinvested in new 
qualifying shares within three years.

The requirement that the shares must be newly 
issued could, in theory, mean that higher risk 
investments would need to be considered. 
However, a rights issue by a long established AIM 
listed company would result in the issue of ‘new’ 
qualifying shares, so there may be opportunities 
to buy up rights entitlements from existing 
shareholders and make new investments that 
qualify for investors’ relief without increasing  
the risk profile of your investment portfolio.

As always, investment advice from an 
Independent Financial Adviser should be  
sought before making changes to your portfolio.
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66.  SWITCH YOUR ASSETS

IHT is payable on the chargeable value  
of your estate above £325,000. However, 
several types of asset qualify for 100%  
relief from IHT once held for two years.

So consider realising your current assets and 
reinvesting in business and agricultural assets, 
shares in private trading companies and trading 
partnerships. For example, consider transferring 
your share portfolio from the main stock exchange 
to investing in qualifying unquoted shares:  
share listed on AIM qualify as ‘unquoted’ for  
IHT purposes so an AIM portfolio could be  
IHT-efficient for your family.

Another option is to move your cash into  
a discounted gift trust which allows the gifting 
of a lump sum into a trust for other beneficiaries 
while you can retain a lifelong income. 

As always, before you restructure investments  
you should seek both tax and investment advice 
from professionals.

67.  TAKE ADVANTAGE OF IHT RELIEFS AND EXEMPTIONS WHILE YOU CAN

Potential reforms to IHT have been the source of much speculation since the pandemic has 
highlighted the need to raise government tax revenues: this speculation will only increase  
as the next General Election draws nearer. Together IHT and CGT constitute the UK’s key  
taxes on wealth so reforming them both at the same time is the most logical approach. 

Parliament has already made some outline proposals regarding reforms of IHT through the All Party 
Parliamentary Group (‘APPG’) report in 2020. A key proposal was the introduction of a 10% IHT charge 
on all lifetime gifts in excess of £30,000 each year. 

In addition, except for the spousal exemption, it suggested that all other IHT reliefs be abolished, 
including Agricultural Property Relief (APR) and Business Property Relief (BPR). 

It is worth noting that these proposals and any final reforms should not automatically be considered  
as bad news as their impact will very much depend on a person’s circumstances. 

In particular, where there may be a greater IHT and CGT liability, the payment of the tax might  
be deferred by instalments or until a subsequent disposal. 

Clearly, the potential abolition of BPR is of concern for business owners, those looking at succession 
planning and potentially gifting qualifying shares to Trusts, but also for the AIM market. 

Therefore, it is a good time to review your current estate planning and Will to ensure that they still  
meet your family’s financial objectives and make sensible use of the IHT reliefs currently available. 
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INHERITANCE TAX

68.   LEAVE YOUR FAMILY HOME  
TO A DIRECT DESCENDANT

An additional IHT nil rate band of 
£175,000 (the residence nil rate band, 
RNRB) is available on death where a 
residence is passed on to a direct descendant 
(including adopted, step and foster children). 

The RNRB is tapered away for estates with  
a net value of more than £2m (before reliefs  
and exemptions). 

Any unused RNRB can be transferred to a spouse 
or civil partner in a similar way to the transfer of 
an unused main nil rate band. If the first spouse 
or civil partner died before 6 April 2017, there are 
provisions for a carried forward amount of RNRB 
to be transferred to the survivor.

This relief was not introduced to deter individuals 
from downsizing or selling their properties. The 
Government has confirmed that where part or 
all of the RNRB might be lost because individuals 
ceased to own a residence (or downsized to  
a less valuable residence) the lost RNRB will still 
be available. The relief is preserved where the 
individuals’ residence is sold (or no longer owned) 
after 8 July 2015 and certain qualifying conditions 
are met.

69.  IHT RELIEF ON CHARITABLE GIFTS

If you already plan to make substantial  
gifts to charity in your Will, leaving at 
least 10% of your net estate (after all IHT 
exemptions, reliefs and the nil rate band)  
to charity could save your family IHT.  
A reduced rate of IHT of 36% (rather than 
40%) applies where 10% or more of the  
net estate is left to charity.

This will reduce the cost of your gifts to other 
beneficiaries of your estate but it is important that 
such charitable gifts are specified as a percentage of 
your estate, rather than a fixed sum or specific asset, 
to ensure that changes in asset values do not cause 
the eventual gift to fall below the 10% threshold.

Under specific circumstances, any gift you make  
in life or on death, to a political party is also 
exempt from IHT. 
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70. LEND FUNDS TO HELP YOUR CHILD OR GRANDCHILD ONTO THE PROPERTY LADDER

If you have the capital, or are prepared to release equity from your own home, it can be possible to help a child aged 18 or older  
to take a first step on the property ladder in a relatively cost-effective way. 

Gifting funds to a child annually to help them fund 
lifetime ISA contributions (see 79) will help them 
build up funds for a deposit with a 25% bonus 
paid by the Government. 

To purchase a property, it is cost-effective for 
parents to loan or gift the child the funds to 
purchase a first home outright: where a child has 
low earnings or is still a student, direct mortgage 
finance for the child is usually unobtainable 
(at least at market interest rates). In addition, 
an outright property purchase in the child’s 
name will be cost-effective for Stamp duty land 
tax purposes. 

In a bid to encourage home ownership and house 
building, particularly for first time buyers, on  
23 September 2022 the SDLT starting threshold 
for purchases of residential property in England 
and Northern Ireland was increased to £425,000 
for first-time buyers (and this can apply on the 
purchase of a property valued up to £625,000. 
Scotland also applies a beneficial land tax rates  
for first time buyers - albeit with smaller nil bands.

In addition, a 3% SDLT surcharge (in Scotland,  
a 4% LBTT supplement applies when anyone  
buys a second home (costing £40,000 or more) 
even if their child or grandchild is the main user  
of the property. Since 1 April 2021, there is also 
a 2% surcharge where a UK residential property 
is bought by a non-UK resident individual. 

Traditionally, families have used trusts to 
protect the assets of the younger generation by 
controlling the asset until the child is 25 or older. 
In most cases this is no longer tax-efficient. 

However, parents can retain an element of control 
over the property by loaning part or all of the 
purchase funds to the child and taking  
a lender’s charge over the property (effectively 
a family mortgage). Where one parent has low 
or no income the child could even pay interest 
on the loan to that parent without a tax charge 
– for example, to cover the financing cost of any 
equity release that the parents have undertaken. 
Where both parents pay tax, the personal savings 
allowance would exempt up to £500 interest 
paid to each parent who is a higher rate tax 
payer (£1,000 for basic rate taxpayers). 

Where a child is still a student or has low income, 
whilst living there, he or she can let rooms in the 
property to up to two lodgers (usually without  
the need for planning permission). Where rent 
a room relief (see 8) and unused personal 
allowances exceed the annual rents received there 
will be no income tax liability. This will either give 
the child an income while they remain a student 
or can be used for interest payments to a low 
income parent. 
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71. BORROW TO HELP YOUR CHILD BUY A FIRST HOME

Some lenders will now provide mortgages 'joint borrower sole proprietor' basis or accept 
parents cash deposits as security for a son or daughter’s borrowing.

Joint borrowers

The lender takes all borrowers’ income into 
account (including the parents’ income) when 
assessing eligibility for the mortgage. However, 
the parents’ ages will also be a factor, as lenders 
are usually reluctant to lend where the term will 
take the borrower beyond age 65. Therefore, the 
mortgage may have to be rather shorter than the 
normal 25 year term – so monthly repayments 
may be higher.

Both the parents and the child are named on the 
mortgage, and have responsibility for repaying 
it, but the property is purchased in the child’s 
name – this will usually save on Stamp duty land 
tax. When the parents make payments on the 
mortgage, they do not receive any rights in return. 
Therefore, they are deemed to be making gifts  
to the child for IHT purposes.

It may be possible to claim that the payments 
are IHT-exempt as gifts made out of the parents’ 
surplus income (full records of parental spending 
should be kept to prove this). Alternatively, if the 
payments do not exceed £3,000 per year per 
parent, then these would fall within the annual 
gifts allowance. Any excess payments would be 
treated as potentially exempt transfers which fall 
out of the donor’s estate for IHT purposes if the 
donor survives a further seven years.

Cash deposits as security

In the current UK housing market, mortgages 
remain expensive, especially for first time buyers. 
However, an increasing number of mortgage 
providers are now providing attractive options  
if a parent provides their cash savings or assets  
as security. 

Some mortgage providers market such 
arrangements as 100% mortgages, which can 
allow your child to borrow as much as 100%  
of the property's value. A charge is placed against 
your assets, which means that if your child 
defaults on mortgage payments, your assets  
could be at risk.

The advantage for tax purposes is that although 
the cash and assets used as security for your 
child’s mortgage are at risk, they will remain  
in your name instead of being gifted to your child, 
so there are no immediate IHT or CGT issues  
to consider. Clearly, if the security is drawn  
upon by the lender, then this can trigger  
tax implications.

INCOME TAX

CARRY BACK

COMPANY OWNERS

PENSIONS

CAPITAL GAINS

INHERITANCE TAX

INVESTMENTS

GLOSSARY

ABOUT BDO

67 69 7166 68 70 72 73

74 75 76 77 78



38 PERSONAL TAX PLANNING   |   2022-23

INHERITANCE TAX

72. CONSIDER EQUITY RELEASE PLANS 

Equity release is a means of retaining use 
of a house or other object which has capital 
value, while also obtaining a lump sum or  
a steady stream of income, using the value  
of the house. 

It is only available to those over 55 and the  
money is repaid when the homeowner passes 
away or goes into long term care. 

There has been an increase in the use of equity 
release to help family members, in particular  
to provide a deposit for children and grandchildren  
to buy their own home (a practice sometimes 
called 'lifetime inheritance'). In addition, if you  
are facing a pension shortfall or need to meet  
an unexpected expense, equity release can  
seem attractive.

Under the inheritance tax rules, a pre-owned  
asset tax charge applies where a person  
continues to occupy land which they previously 
sold. However, a valuable exemption from the  
pre-owned asset charge applies for income 
received under a qualifying commercial equity 
release scheme. Therefore equity release schemes 
can be advantageous both from an inheritance tax 
and cash flow perspective. 

Anyone considering this issue must seek advice 
from an Independent Equity release Adviser.

73. GIVE FUNDS AWAY

Reducing the value of the part of your estate that is above the nil rate band (£325,000)  
will reduce the IHT payable when you die. Consider giving assets you do not need to other 
family members now.

You can give away up to £3,000 worth of gifts  
a year plus:

 X £250 to as many individuals as you like  
in a year

 X £5,000 to your children on their marriage.

Gifts to a spouse or civil partner to enable them 
to use up their nil rate band are tax-free and gifts 
to other family members can also be tax-efficient 
over time. Other gifts, made as part of normal 
expenditure from net disposable income, may  
be exempt but seek advice first. Most lifetime  
gifts to individuals that are not covered by a 
lifetime exemption do not immediately trigger 
IHT and become totally exempt if you survive  
for seven years. 

This is due to the availability of taper relief on 
gifts of assets you make. Whilst the gift remains in 
your estate, the rate of IHT applied to it on death 
(40%) reduces each year depending on how many 
years you survive after making the gift:

LESS THAN  
THREE YEARS

FULL  
RATE APPLIES

Three – four years 20% Reduction

Four – five years 40% Reduction

Five – six years 60% Reduction

Six – seven years 80% Reduction

Over seven years 100% Reduction
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75.  UPDATE YOUR WILL

Regularly reviewing and updating Wills  
as financial and family circumstances change 
and tax rules evolve is the best way for all 
individuals to manage their family's  
IHT exposure.

For married couples and civil partners, up to twice 
the nil rate band (currently £325,000) and the 
residence nil rate band (currently £175,000) may 
now be available on the second death.

Where the nil rate band is partly utilised on the 
first death (for example, because chargeable gifts 
are made to children or others rather than making 
an exempt gift of all assets to the surviving spouse) 
the percentage of the nil rate band that is not 
used can be carried forward. If on the first death, 
the whole estate passes to the surviving spouse, 
then 100% of the deceased's nil rate band will be 
available for use on the survivor's death. When the 
surviving spouse or civil partner dies, the unused 
percentage will be applied to the nil rate band 
applicable at the date of the second death  
to enhance the nil rate band for the second estate.

These rules, including the new RNRB (see 68) and 
the pension changes (see 77) may make existing 
plans in your Will unnecessary or inefficient, so it 
is important to take expert IHT advice to ensure 
that appropriate changes can be made.

76.  PUT YOUR TRUST IN A TRUST

There are many family situations where the 
use of a formal trust can help you protect  
and enhance your family's future finances.

Appointing trustees to manage assets on your 
behalf can have both practical and tax advantages 
as well as ensuring that family assets are 
protected after your death (both in the UK and 
overseas). For example, an insurance policy can 
be written in trust for family members so that the 
proceeds do not form part of your estate for IHT 
purposes on your death. 

With appropriate powers written into the trust 
deed, trustees can invest, trade and provide 
financial supervision for family assets and protect 
the interests of family members from minors 
to the elderly. In many cases, you can also be 
one of the trustees to keep a close eye on matters.

The timing of creating a trust can have significant 
tax implications – for example, non-UK domiciled 
individuals should consider setting up a trust 
before they acquire a UK domicile. 

Naturally, using a trust does create administrative 
requirements: both UK-residents and non-UK 
residents now have to register their trusts using 
HMRC's new online Trust Registration Service. 
See our guidance on the new trust registration 
requirements here.

74.  LEAVE YOUR ISA TO YOUR SPOUSE  
OR CIVIL PARTNER

Although income received and capital gains 
made through an ISA are tax-free in your 
lifetime, the total value of an ISA forms part 
of your estate on death.

If you leave your ISA to your spouse or civil 
partner, there will be no IHT on its value as  
gifts between spouses/civil partners are free  
of IHT. Therefore, where assets are to be passed  
on to various members of the family, it will  
be tax- efficient to ensure that your spouse  
or civil partner inherits your ISA under your  
Will rather than the investments passing  
to other family members.

There is also the added benefit that your spouse 
or civil partner can retain the funds in the ISA 
wrapper and continue to benefit from tax-free 
income and capital growth after your death, even 
if they already hold an ISA of their own. You may 
have to update your will to achieve this.
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77.   PASS ON YOUR PENSION

There have always been special tax rules for funds remaining in a defined contribution pension 
scheme when an individual dies. Where an individual dies before age 75 and before taking any 
pension benefits, there is no pension exit charge and no IHT charge (most pension funds are 
written in trust so that the funds do not form part of the individual's estate). This means that  
a lump sum can usually be paid to the individual's beneficiaries tax-free.

78.   SPOUSES AND CIVIL PARTNERS 
DOMICILED OUTSIDE THE UK

The IHT exempt amount that a UK domiciled 
individual can transfer to his or her non-UK 
domiciled spouse or civil partner is £325,000 
(the level of the nil-rate band). 
It is also possible for a non-UK domiciled spouse to 
elect to become UK domiciled for IHT purposes only. 
If such an election is made, the 100% exemption for 
transfers between spouses will apply to all transfers 
between them (during their lifetimes or on death).

However, care must be taken with the election as it 
means that all assets owned outside the UK become 
liable to UK IHT and the election cannot be revoked 
while the individual is resident in the UK. If the 
individual subsequently leaves the UK, the election 
will automatically cease to have effect after four 
complete tax years of overseas tax residence. 
However, it would be sensible for couples in this 
position to carry out a review of their combined IHT 
exposure in light of the deemed UK domicile changes 
from April 2017 before deciding whether to elect.

The rules for individuals that have remaining  
funds at death after age 75 have been updated 
and the rate of tax charged reduced (see table 
below). Under the new rules, it is the date that  
the pension funds are paid out that is important. 

The current rules allow beneficiaries to draw out 
the remaining funds when they wish. For example, 
basic rate taxpayers can choose to take the 
funds over several tax years so that they do not 
become higher rate taxpayers. Although some of 
an individual's chosen beneficiaries may pay the 
higher or additional rate of income tax, children  
or grandchildren under 18 are unlikely to.

Therefore, for many individuals it may now 
be appropriate to revisit their established plans  
and update their Wills and letters of wishes 
(and consider using trusts) to ensure their families 
get the full benefit of any pension funds remaining 
at their death. 

DEATH DRAW DOWN PAYMENTS LUMP SUM PAYMENT

Over age 75 Taxed at marginal income  
tax rate of beneficiary

Taxed at marginal income  
tax rate of beneficiary

Under age 75 No tax charge on funds passed on to any beneficiary in accordance with deceased's 
letter of wishes

Retired individuals, with significant funds invested 
outside their pension, may wish to reduce their 
future pension drawings and live off other income 
so that they can pass on the maximum amount 
of pension capital to their beneficiaries in  
a tax-efficient way.

Individuals with defined benefit (final salary) 
pension schemes are not able to take advantage 
of these rules, so may wish to consider their 
options for switching to a defined contribution 
scheme. However, depending on the terms of the 
particular defined benefit scheme concerned, such 
a switch may not be possible or the cost could be 
prohibitive. Anyone considering this issue must 
seek advice from an Independent Financial Adviser.
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79.   PAY THE MAXIMUM INTO YOUR ISAS

UK residents aged 18+ can invest up to 
£20,000 each and parents can fund a 
junior ISA or child trust fund with up to 
£9,000 per child for 2022/23 – making  
a total of £58,000 for a family of four.

Children will automatically have access to the 
funds in their ISA when they reach age 18 but  
ISAs are a useful vehicle for building up funds  
to support them through higher education.

If you have adult children who are planning to 
buy a home (see 71), it would make sense to gift 
funds to them so that they can invest in the new 
Lifetime ISA (LISA). This is available to people 
aged 18 to 40. Savers can invest up to £4,000  
a year to which the Government will add a 25% 
tax-free bonus of up to a maximum of £1,000  
a year. LISA funds can be used to buy a first home 
or as a pension (if funds are withdrawn for other 
purposes the Government bonuses are lost). 

Individuals with a LISA can also invest into 
another ISA providing the combined investment 
limit of £20,000 for the year is not breached. 

Income and capital gains from ISAs are tax-free 
and withdrawals from adult ISAs do not affect  
tax relief. See table.

80.   INVEST IN SEED ENTERPRISE 
INVESTMENT SCHEMES

Investing in start-up enterprises qualifying for 
the SEIS is often thought to carry even more 
risk than EIS and VCT investments but it is 
now possible to obtain substantial tax relief 
to offset a large part of any potential losses. 

An individual can invest up to £100,000 (due  
to increase to £200,000 from 6 April 2023)  
in such companies in a tax year and claim income 
tax relief at 50% irrespective of his or her marginal  
rate of tax.

In addition, to the extent that you did not use  
up the £100,000 investment limit for the prior tax 
year, an investment made now can be carried back 
and relieved as if it was made in the prior tax year.

No matter when the investment is made, should 
a loss eventually be made on the investment, 
this can be claimed against income in a later year 
when the shares become worthless (although loss 
relief is reduced by the tax relief given in the year 
of investment).

SEIS investments are not regulated by the 
Financial Conduct Authority, so should only be 
considered by experienced business owners and 
investors practiced at making direct investments.

Read more on SEIS investment.

81.  INVEST IN YOUR EMPLOYER

If your employer offers a share scheme there 
are usually price discounts and tax breaks 
for taking part. Where you can participate 
each year, plan carefully to use annual 
contribution limits and manage share 
purchases so that there is a steady flow 
of potential share sales in future tax years 
allowing you to maximise use of your annual 
capital gains exemption.

Shares acquired under share incentive plans  
(SIPs), or Sharesave (SAYE) schemes have 
minimum holding periods. For SIPs, employees 
can contribute up to £3,600 a year from gross 
pay, saving tax and NIC. For SAYE schemes, 
the limit is £500 a month from net pay.

Share sales after the holding periods are only 
subject to CGT, not PAYE/NIC. An income tax 
liability can sometimes arise when EMI options 
are granted but not with a company share option 
plan (CSOP) although there is a minimum three 
year holding period for CSOP options. Both 
allow share purchases at a future date at  
a price agreed now.

Gains made on selling shares after exercising 
options are only subject to CGT: for EMI shares, 
this may be at 10% (see 64).

It may not be possible to hold such shares in an 
ISA so any dividends received on the holdings  
may be taxable. However, if you have not used 
your dividend nil rate band for the year, the first 
£2,000 of dividend income is not taxed, (see 4).

Taking professional investment advice before 
entering such schemes is important.
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82.   INVEST IN ENTERPRISE  
INVESTMENT SCHEMES

Investments made in qualifying companies 
(for example, certain companies listed on 
AIM or that are unlisted) may qualify for 
income tax relief and EIS shares may be 
exempt from CGT on disposal.

Such investments are often thought to carry  
a comparatively high risk and the tax reliefs are 
intended to offer some compensation for that risk.

Investments in qualifying EIS companies attract 
income tax relief at 30% on a maximum annual 
investment of up to £1 million for qualifying 
individuals - spouses and civil partners each have 
individual investment entitlements. Since 6 April 
2018, the investment limit is £2m a year where 
the amount over £1m is invested in one or more 
qualifying knowledge intensive companies.

Relief from CGT is available where disposal 
proceeds are reinvested in a company qualifying 
for EIS deferral relief.

The original gain is frozen until the EIS shares are 
sold. Any further gain made on the qualifying EIS 
shares is exempt provided they have been held for 
a minimum period of three years.

EIS investments remain higher risk than many 
other choices but there is now a wide range of 
sector options available in this maturing market 
(including media, green energy, leisure and wine).

These investments are not regulated by the 
Financial Conduct Authority so should only be 
considered by experienced business owners and 
investors practiced at making direct investments.

Read more on EIS investment. 

83.  INVEST IN VENTURE  
CAPITAL TRUSTS

Buying units in venture capital trusts (VCTs) 
is higher risk than many other investment 
choices as VCTs are required to invest in 
smaller companies that are not fully listed, 
however, they offer a range of tax benefits.

Income tax relief at 30% is available on qualifying 
investments of up to £200,000 and dividends 
received from the units are tax-free. In addition, 
the VCT can buy and sell investments without 
suffering CGT within the trust and there is no CGT 
payable on any gain made when you sell the VCT 
units. See table.

84.   CONSIDER INVESTING IN  
COMPANIES VIA CROWDFUNDING

Innovative Finance ISAs (IFISAs) allow 
individuals to invest in small businesses  
via lending arrangements that are held  
in an ISA wrapper. 

IFISAs can include peer-to-peer loans made 
through online portals and ‘crowdfunding 
debentures’ (a corporate bond issued by the 
small company). However, if you have already 
made such investments outside an IFISA, they 
cannot be transferred into the IFISA.

As such investments carry a much higher risk than 
standard savings accounts (e.g. many loans have 
gone bad during the pandemic), the interest rates 
are set significantly higher. As with all ISAs, any 
income or gains generated within a IFISA are  
tax free. 

Contributions to an IFISA will count towards  
your overall annual ISA contribution allowance 
and the maximum contribution is, therefore, 
£20,000 in 2022/23. 
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85.  MAKE A COMMUNITY INVESTMENT

Investments, by way of share purchase 
in, or loans to, an accredited Community 
Development Finance Institution (CDFI) can 
qualify for community investment tax relief.

Relief is given at 5% of the investment for the year 
of the investment and the following four years – 
25% relief in total. There are a number of qualifying 
conditions but the most important is that the 
investment must be held for at least five years.

CDFIs are set up to provide finance to enterprises 
(both profit seeking and non-profit seeking) within 
disadvantaged communities so such investments 
should be regarded as high risk. However, if losses 
are made they can be claimed against your other 
income in the year they are crystallised (and are  
not subject to the usual loss capping rules).

Any income arising from the investment is taxable 
but, if not used elsewhere, the dividend nil rate band 
effectively exempts the first tranche of dividend 
income from the shares (up to £2,000 – see 4).

86.  INVEST IN A SOCIAL ENTERPRISE

Investing in a social enterprise, by buying shares in special types of company or lending  
to certain organisations, attracts significant social investment tax reliefs (SITR).

A gain made on disposal of any asset between 
6 April 2014 and 5 April 2023. Can be deferred by 
reinvesting it in a social enterprise in any period 
from one year before to three years after it arose.

The original gain is frozen until the social 
enterprise investment is sold, repaid, redeemed  
or ceases to qualify for the income tax relief.  
If the social investment is sold more than three 
years after purchase, a gain on sale of the social 
investment itself is exempt, but any frozen gain 
becomes chargeable. 

Where the investment is in the shares of a social 
enterprise company, as the company must be 
an unlisted one, it is possible that the shares will 
qualify for 100% business property relief from  
IHT once held for two years.

Social enterprise investments may be considered 
as high risk and low return as an investment. 
Investors' motivations for making such 
investments will be more akin to making 
a charitable gift. 

However, if your intention is to help a charity or 
social business with funds, it may be tax-efficient 
to do it through a social investment if CGT 
deferral at 20%, income tax relief at 30% and 
exemption from IHT (in the case of shares) can  
be claimed. By comparison, the maximum relief 
for gift aid payments is 45% and there is no 
residual asset.

Qualifying entities include a community interest 
company, a company that is an accredited 'social 
impact' contractor, a community benefit society 
or a charity. 

There are a number of qualifying conditions  
to be met by the social enterprise which can 
restrict the organisations which may be invested 
in under these rules, including a limit on the size 
of the enterprise. There are also conditions which 
must be met by the investor, e.g. retaining the 
investment for at least three years.

Investments of up to £1 million per year can 
qualify for income tax relief at 30% and an 
individual social enterprise can only raise 
£1.5m in investment during its first seven years 
in operation. The relief can be claimed for the year 
of investment or carried back to the prior tax year. 
Relief from CGT is also available where disposal 
proceeds are reinvested in a social enterprise.
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87.  THINK ABOUT WINE, WHEELS AND WOODLANDS

There are a number of wider classes of investment assets that have specific tax advantages 
and should be considered if you already have a diversified investment portfolio.

For example, personal motor vehicles are exempt from CGT so investing in classic and vintage cars can yield 
tax-free gains. Equally, wine is regarded as a wasting asset that is tax-exempt, so again, shrewd investments 
can yield tax-free profits if a vintage rises in value. However, in both cases, any losses you make cannot  
be set against other gains.

Investment in woodlands can also be tax-efficient but is clearly for the longer term. There is no up-front 
income tax relief for the investment but if you have realised capital gains, these can be reinvested  
in woodlands and the gain rolled over until the land is sold. Income from timber sales is tax-free,  
and the value of the investment can qualify for 100% relief from IHT. If you sell the whole woodland,  
only the land element of any capital gain is taxable, not the increase in value of the timber.

88.  SPREAD BETTING

Spread betting is a way to speculate on short-
term movements in investment markets. You 
can bet on whether you think an investment 
market will rise or fall but, because you are 
not buying the underlying asset (e.g. shares), 
it is effectively a form of derivatives trading.

As with all gambling, any winnings are tax-free  
but there is no tax relief for any losses made.

With no underlying assets, spread bets are 
generally highly geared and are associated with 
high risk and high levels of return. As the bets are 
also based on the values of traded investments they 
should only be considered by experienced investors 
in the context of a wider investment portfolio.
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89.  LIFE ASSURANCE BONDS

Insurance backed bonds provided by major 
insurance companies offer relatively secure 
returns to investors (depending on the 
underlying investments). They have the 
added tax advantage that 5% of the original 
capital invested can be withdrawn each  
year tax free.

After such withdrawals reach 100% of the original 
capital (i.e. after 20 years), income tax is payable on 
further withdrawals or on surrender of the policy.

While commissions, management costs and  
basic rate tax charges within the bond must  
be considered, individuals whose level of income 
means that they will lose their personal allowance 
and pay 45% income tax (46% in Scotland)  
may find the 5% tax-free withdrawals facility 
particularly attractive.

Some regular premium policies which run for 
ten years or more can qualify for full income tax 
exemption on the gains accrued. However, since  
6 April 2013, investment into such qualifying 
policies has been limited to £3,600 a year for  
all arrangements set up after 21 March 2012.

Any amounts invested in new policies that are  
in excess of the annual limit will not qualify for 
the favourable tax treatment. Increases to existing 
policy premiums will be classed as creating a new 
non-qualifying policy but, if you have a pre-21 
March 2012 policy, it should be advantageous  
to keep the policy going until the existing  
maturity date. 

90.  PROTECT FAMILY WEALTH USING  
A FAMILY INVESTMENT COMPANY

Operating an investment company may  
be attractive in some circumstances if you 
are seeking to preserve family wealth within  
a controlled family environment and/or wish to 
consider introducing the next generation into 
the decision making about investments made. 
The most appropriate structure will depend on 
the family’s circumstances and objectives.

By exchanging capital for shares in the company 
and making loans to it, the family directors can then 
invest as appropriate. Income and capital gains will 
be taxed at the corporate tax rate of 19% (25% 
from 1 April 2023 as a Close Investment Holding 
Company), which is lower than the 20/45% 
rates paid for gains/income received personally 
or by a trust. In addition, various corporate tax 
exemptions may be available. Of course, when 
funds are later paid out by the company, dividend 
and interest payments would be taxed on recipients 
as normal although loan capital repayments would 
not be taxable.

Where shares in an investment 
company are held by the next 
generation, dividends could be paid 
to fund university education (after 
the personal allowances and dividend 
exemption these will be taxed at  
a maximum of 8.75% in the hands of  
a basic rate taxpayer). Where a parent 
sets up the company, dividends paid  
to children before they reach age 
18 are taxed on the parent under 
the settlement rules.

91.   OFFSHORE BONDS

Offshore life assurance bonds allow income 
to accumulate virtually tax-free until they 
are disposed of (when they are taxed in full – 
i.e. at a maximum of 45% (46% in Scotland).

As with UK bonds, 5% of the original capital 
invested can be withdrawn each year  
tax-free for up to 20 years, but there is (currently) 
no annual investment limit. While the maximum 
rate of CGT has dropped to 20%, alternative 
collective investments may be more attractive  
for short- term investment. However, offshore life 
assurance bonds offer the flexibility to defer tax 
into a year when other income is lower, or until 
a year when income losses are available to offset 
the profits, or a year when you are not tax resident 
in the UK. You should also consider having the life 
policy written in trust for family members so that 
the proceeds do not form part of your estate for 
IHT purposes on your death.
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MAIN CONDITIONS FOR TAX RELIEFS ISA EIS – FULL RELIEFS EIS DEFERRAL ONLY VCT SEIS

Individuals can invest Yes Yes Yes Yes Yes

Income tax credit − % of cost 25% credit (LISAs and 
Help-to-buy ISAs only)

30% N/A 30% 50%

Subscription limit per tax year £4,000 (LISA and  
Help-to-buy ISAs) 
£20,000 overall,  
Junior ISA (£9,000  
in 2022/23)

£1m (£2m if  
amount over £1m 
invested in one or more 
qualifying knowledge 
intensive companies)

Unlimited £200,000 £100,000 (due to 
increase to £200,000 
from 2023/24)

Tax free increase in value of shares Yes Yes No Yes Yes

Dividends free of income tax Yes No No Yes No

Deferral/exemption from CGT for gains  
on other assets realised in same period  
as investment

Exemption Deferral Deferral No Exemption for 50%  
of gains only

Time limit for carry back of CGT deferral  
relief to previous disposals

N/A Shares issued up to  
12 months before/ 
three years after gain

Shares issued up to  
12 months before/ 
three years after gain

N/A One year

Minimum qualifying period for income  
tax and CGT deferral/exemption 

N/A Three years Three years Five years Three years

Loss relief on investment No Yes Yes No Yes

IHT business property relief on  
shares after two years’ ownership

Depends on investments Yes Yes No Yes

Direct or indirect provision of finance Direct Direct Direct Indirect Direct

Gross asset limits N/A £15m-£16m £15m-£16m £15m-£16m* £200,000 (due to 
increase to £350,000 
from 2023/24)

Maximum number of employees N/A < 250 < 250 < 250* < 25

Investor’s maximum holding N/A 30% of  
qualifying company

100% of  
qualifying company

Small % of VCT 30% of  
qualifying company

Limit on money received by  
enterprise/company

N/A £5m pa, £10m pa for 
qualifying knowledge 
intensive companies)

£5m pa, £10m pa for 
qualifying knowledge 
intensive companies)

£5m pa, £10m pa for 
qualifying knowledge 
intensive companies)*

£150,000 (due to 
increase to £250,000 
from 2023/24)

INVESTMENTS: SUMMARY OF KEY TAX ADVANTAGED INVESTMENTS

* Applies to companies in which the VCT invests. 
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AIA Annual investment allowance 

AIM Alternative investment market

BADR Business Asset Disposal Relief 

BPR Business property relief (from inheritance tax)

CGT Capital gains tax

CDFI Community Development Finance Institution

CSOP Company share option plan

EIS Enterprise investment scheme

EMI Enterprise management incentive

HMRC HM Revenue & Customs

IHT Inheritance tax

IFISA Innovative Finance individual savings account

IR Investors relief

ISA Individual savings account

LISA Lifetime individual savings account

LLP Limited liability partnership

NIC National insurance contributions

PAYE Pay as you earn

R&D Research and development

RNRB Residence nil rate band

SBA Structures and buildings allowance

SDLT Stamp duty land tax

SEIS Seed enterprise investment scheme

SIP Share incentive plan

SIPP Self-invested personal pension

SITR Social investment tax relief

SSAS Small self-administered scheme (pension)

VAT Value added tax

VCT Venture capital trust
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Nothing matters more  
to us than our clients. All our 
energy is focused on delivering 
exceptional service.
 

That’s why we seek out and 
develop talented people with 
the imagination and initiative 
to make a difference for 
you. We’ve cut out needless 
bureaucracy, so they can serve 
you responsively and flexibly. 
And our partners stay  
hands-on, leading from 
the front so you get the full 
benefit of their experience.
 
We put the whole firm’s capability seamlessly 
behind each client. Drawing on whatever 
disciplines are most relevant, we build teams  
of technically strong, commercially minded 
people empowered to think on their feet.

Our systems work to support our people, not the 
other way around. That gives us more time to get 
to know you and your business so you receive 
relevant, intelligent advice that adds real value.

BDO: UK
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REVENUES
UP 11% TO £809m 

2 

430 PARTNERS
7,070 STAFF18 O
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2. Gross Revenues for BDO LLP 
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As one of the world’s largest 
accountancy networks, we 
offer the full range of service 
offerings you would expect of  
a firm of our calibre and quality. 

We operate in areas that are 
important to you now and 
in areas where you will want 
to be in the future.
 
Ours is not an alliance of disparate independent 
firms, but a single network of member firms all 
bound by the same dedication to exceptional 
client service.

This confident and efficient 
performance confirmed we’d 
made the right choice. BDO have 
built impressive expertise in this 
area, and we now recognise them 
as a match for any of the Big Four 
on tax.

MICHAEL HEPBURN 
Managing Director, JOEL UK Ltd

BDO: INTERNATIONAL
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BDO INTERNATIONAL

164
Countries

billion
2021/2022 revenueUS$12.8

a year on year increase of 12% 1 

1. At constant exchange rate. 
All numbers have been updated as of 30 September 2022.

1,800 Offices
111,300 Staff
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Underpinning our culture is a set 
of defined values which reflect 
how we manage our work, our 
relationships and ourselves. 
These values embody the standards by which  
we conduct ourselves, and the standards you  
can expect in all our dealings with you as a client. 

BDO: OUR VALUES
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get in touch
To discuss any of these planning points in more detail 
please contact us.

www.bdoni.com

This publication has been carefully prepared, but it has been written in general terms and should be seen as 
broad guidance only. The publication cannot be relied upon to cover specific situations and you should not act, 
or refrain from acting, upon the information contained therein without obtaining specific professional advice. 
Please contact BDO Northern Ireland to discuss these matters in the context of your particular circumstances. 
BDO Northern Ireland, its partners, employees and agents do not accept or assume any liability or duty of care 
for any loss arising from any action taken or not taken by anyone in reliance on the information in this publica-
tion or for any decision based on it.

BDO Northern Ireland, a partnership formed in and under the laws of Northern Ireland, is licensed to operate 
within the international BDO network of independent member firms. A list of partners' names is open to inspec-
tion at our registered office, Metro Building, 1st Floor, 6-9 Donegall Square South, Belfast, BT1 5JA.

BDO is the brand name of the BDO network and for each of the BDO Member Firms.
© November 2022 BDO Northern Ireland. All rights reserved.

MAYBETH SHAW
Partner
maybeth.shaw@bdoni.com

FIONA HALL
Principal
fiona.hall@bdoni.com

GERALDINE BROWNE
Director 
geraldine.browne@bdoni.com
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https://www.bdo.co.uk/en-gb/our-people 
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mailto:peter.harrup@bdo.co.uk
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