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Introduction 
 
The UK Budgets and Financial Statements in 2021 and 2022 
included a huge raft of changes to the Corporation Tax regime, as 
well as confirming other changes already announced that are 
particularly relevant to companies. Despite Kwasi Kwarteng’s 
attempt to reverse some of the measures in his notorious 
September 2022 ‘Mini Budget’, most of those changes are still with 
us and are already having a major impact on company taxation in 
the UK. 
 
The changes are so wide-ranging and fundamental that we at 
Taxcafe decided we should publish a guide to help company 
owners, their accountants, and advisers, understand the impact of 
the changes on their companies, the tax planning opportunities 
available, and some of the pitfalls to be wary of. 
 
In the long run, many companies will inevitably see increases in 
their Corporation Tax bills. But we will explore a range of options 
to mitigate the impact of those increases. We will also see that, in 
the short term, there are many opportunities to make additional 
Corporation Tax savings, both in terms of cashflow, and long-term 
absolute savings. 
 
While some of the Corporation Tax changes do not affect all 
companies, taken as a package, the changes are relevant to every 
company: large, medium-sized, or small; profitable or loss-making; 
whether carrying on a trade, investing in and letting property, or 
some of both. 
 
While we will, of course, primarily focus on the costs and benefits 
of the tax changes, we will never lose sight of the bigger picture 
where tax savings must be weighed against the commercial impact 
of the company’s actions. 
 
In Chapter 1, we will begin by looking at some of the background 
to the Corporation Tax increases coming into force in April 2023 
(although they are already affecting some companies), as well as 
providing a brief summary of how Corporation Tax works to help 
you get the most out of the rest of the guide. 
 
Chapter 2 deals with the Corporation Tax increases and looks at 
many of the extra complexities involved, including transitional 
rules for accounting periods spanning the changes on 1st April  
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2023 and the definition, and impact of, associated companies. We 
will see that having an additional associated company will 
sometimes have a tax cost, but could also sometimes save tax; or it 
may make no difference at all. We look at what the costs and 
benefits are, how to avoid those costs, and whether, commercially, 
the action needed to save tax is justified. 
 
Chapter 3 looks at marginal rate tax planning. Generally speaking, 
this is all about timing. With many companies’ Corporation Tax 
rates set to increase next year, the timing of deductible 
expenditure, taxable income, and capital gains on property 
disposals, can make a big difference to the company’s tax bill. Of 
course, the timing of a lot of income and expenditure cannot be 
altered, or it would not make commercial sense to do so, but there 
are also many items that are worth considering and we cover the 
main ones in this chapter. 
 
In Chapter 4 we look at the extraordinary opportunity presented 
by the 130% ‘super-deduction’: where companies can deduct up to 
130% of their expenditure on items like new trucks and vans, 
machinery, furniture, and computer equipment, from their taxable 
profits. However, while the super-deduction presents excellent tax-
saving opportunities for some companies, there are also many 
instances where it will be better for the company to wait until a 
later accounting period when they may enjoy even greater tax 
savings on their expenditure. The commercial reality of some of 
the super-deduction’s limitations is also examined with a crucial 
focus on after tax cost rather than how much tax is saved. 
 
Chapter 4 also covers other important changes to tax relief for 
companies on its asset purchases, including expenditure on 
fixtures and fittings, and cars (both electric and conventional); as 
well as other items not qualifying for the super-deduction. We 
look at how all the changes fit in with the rest of the capital 
allowances regime, and how companies can get the best tax relief 
for their capital expenditure under any circumstances. 
 
In Chapter 5, we look at the temporary extension to the rules that 
allow companies to carry trading losses back to earlier accounting 
periods to obtain Corporation Tax relief. This extension could 
allow some large companies to claim additional tax refunds of up 
to £760,000. Smaller companies will benefit too, with a speedier, 
‘stand alone’ claim process that could quickly bring in extra tax 
refunds of up to £76,000. 
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Quick refunds will be invaluable to many companies struggling in 
the current economic climate, but for those that expect to bounce 
back there are some tricky choices to be made. We look at the 
options available and the factors to be considered. 
 
Finally, in Chapter 6, we examine the issue of ‘salary versus 
dividends’, and look at what the Corporation Tax changes, as well 
as the increases in dividend taxation, and numerous changes to 
the National Insurance regime, mean for company owners wishing 
to extract funds from their company as tax efficiently as possible. 
This complex subject never seems to get any simpler, but we 
consider all the issues to be addressed and look at most of the 
likely combinations you will encounter. Despite the topic’s 
complexity, we also summarise our findings as simply as possible. 
 
You will find many opportunities to mitigate the impact of the 
forthcoming Corporation Tax increases, and to make additional 
savings in the meantime, detailed in this guide. 
 
Whatever the broader economic situation may be, company 
owners have every right to protect themselves, their business, their 
company, and their family. Saving tax through sensible planning 
measures is part of that: and that’s exactly what this guide will 
help you do. 
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Scope of this Guide 
 
This guide covers UK tax issues for UK resident companies and 
their owners only. 
 
With the exception of Chapter 5, the principles explained in the 
majority of this guide apply equally to both trading companies 
and property investment companies. Where differences do arise, 
they are pointed out in the text. 
 
The reader must bear in mind the general nature of this guide. 
Individual circumstances vary and the tax implications of an 
individual, company, or other entity’s actions will vary with them. 
For this reason, it is always vital to get professional advice before 
undertaking any tax planning or other transactions that may have 
tax implications. The author and Taxcafe UK Limited cannot 
accept any responsibility for any loss that may arise as a 
consequence of any action taken, or any decision to refrain from 
action taken, as a result of reading this guide. 
 
About the Examples 
All persons described in the examples in this guide are entirely 
fictional characters created specifically for the purposes of this 
guide. Any similarities to actual persons, living or dead, or to 
fictional characters created by any other author, are entirely 
coincidental. 
 
Likewise, the companies described in the examples in this guide 
are similarly fictional corporations created specifically for the 
purposes of this guide and any similarities to actual companies, 
past or present, are again entirely coincidental. 
 
Unless expressly stated to the contrary, the companies referred to 
in the examples in this guide: 
 
i) Are UK resident 
ii) Do not have any associated companies (see Section 2.5) 
iii) Do not fall within any of the exceptions in Section 2.8 
 
Subject to point (iii), while a particular business activity may be 
specified for some of the companies in the examples, this is not 
generally meant to restrict the application of the principles being 
illustrated. In the case of Chapter 5, however, it is additionally 
assumed that any losses arising are trading losses. 
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Terminology 
The following terms have the meanings given below throughout 
this guide: 
 
A ‘spouse’ includes a civil partner, but only includes spouses who 
are legally married (or legally registered civil partners). 
 
A ‘tax year’ means the year ending 5th April, which applies to 
income and capital gains received by individuals and is slightly 
different to the Financial Year used for Corporation Tax purposes 
(see Section 1.2). 
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Chapter 1 

Background to the Tax Changes 
 
 
1.1 WHY THE CORPORATION TAX RATE IS GOING UP 
 
The pandemic had an enormous financial cost. Government 
spending leaped to unprecedented levels. Much of this was vital to 
support the UK economy and save lives. Since then, there has been 
the further impact of the war in Ukraine, leading to soaring energy 
prices and the highest inflation rates we have seen for decades. 
 
All this inevitably means there is a price to pay and the 
Government has chosen to place a lot of the burden on 
companies. Why? The cynic in me says this is because companies 
don’t have a vote. But there are other factors at play. Some of the 
after tax profits made by the larger companies operating in the UK 
eventually flow overseas in the form of dividends: a loss to the UK 
economy. 
 
Our current, low, rate of Corporation Tax (19%) is attractive and 
highly competitive internationally. But every country in the world 
is facing its own financial crisis, so company tax rates may increase 
elsewhere too: although there is little evidence of this so far, apart 
from President Biden’s as yet unfulfilled pledge to increase the US 
Federal Corporate Income Tax rate from 21% to 28%. 
 
Perhaps our Government is gambling we can increase our 
Corporation Tax rates and yet still remain competitive. This idea 
may be supported by the Organisation for Economic Co-operation 
and Development (‘OECD’) plan to impose a global minimum 
corporate tax rate of 15%: although there is still a big difference 
between 15% and our future main rate of 25%. 
 
The Government may be thinking targeting companies instead of 
individuals will not reduce the amount of money flowing through 
the UK economy. But, aside from the obvious fact that company 
owners will have less after tax profits to pay themselves from, 
lower after tax profits in companies also mean less money left to 
invest, less money left to pay suppliers, less money left to pay 
employees, and higher prices charged to customers to compensate.  
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It may not hit us in the pocket as directly or as obviously as 
Income Tax, but Corporation Tax affects us all. 
 
Such a large hike in Corporation Tax rates seems rather out of 
character for a Conservative Government. Indeed, previous 
Conservative Chancellors have pointed to the fact economic 
studies suggest lower Corporation Tax rates will actually produce 
greater tax yields in the long run (as they stimulate investment 
and attract business into the UK). This was certainly the 
philosophy Kwasi Kwarteng was subscribing to when he proposed 
to scrap the planned Corporation Tax increase. But market 
reaction forced him out of a job and the increase was swiftly 
reinstated. In short, after a period of unprecedented fiscal turmoil, 
the Corporation Tax increase is now going ahead, with its main 
architect now installed in Number 10. 
 
These are exceptional times calling for exceptional measures. 
Government forecasts suggest the Corporation Tax increase will 
raise around £16 to £17 billion per year. Unfortunately, given that 
the Government had to borrow around £600 billion extra to fund 
its coronavirus support package, with at least a further £31 billion 
needed to fund its Energy Price Guarantee this winter, the extra 
Corporation Tax revenue is just a drop in the ocean. There will 
need to be a lot more tax rises to make any serious impact on the 
national debt. 
 
The Government may be pinning its hopes on good old stealth 
taxation. At current inflation rates, the freeze in Income Tax bands 
and thresholds now looks set to rake in the cash big time at the 
Treasury. Alternatively, it may be after the next General Election 
that we get the really bad news. After all, our multi-trillion pound 
debt is only going to reach 97% of GDP before then. 
 
But these telephone number size figures are for the politicians to 
worry about. On a national level, I hope the Government’s gamble 
pays off. For ourselves, we just have to plan for the changes as they 
affect our own companies: and that’s what this guide is all about. 
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1.2 INTRODUCTION TO CORPORATION TAX 
 
All of a company’s profits, income and capital gains for an 
accounting period are added together and treated as a single total 
sum of ‘profits chargeable to Corporation Tax’. You will 
occasionally see this important phrase appear in later sections, 
although I will more often simply refer to a company’s ‘profit’ for 
an accounting period. In either case, I mean the company’s total 
taxable income, profits, and capital gains for that period. 
 
With the exception of dividend income, the same tax is paid on all 
types of income or gains received by the company, and at the 
same rate. However, as we shall see in the following chapters, the 
rate of Corporation Tax paid by the company is dependent on a 
number of factors, including the date its accounting period begins 
and ends and the total level of its profits and gains from all 
sources. 
 
Companies are generally exempt from Corporation Tax on 
dividend income received; although dividends received in 
accounting periods ending after 31st March 2023 may create an 
additional tax cost in some cases (see Section 2.10). 
 
Financial Years 
 
Corporation Tax operates by reference to ‘Financial Years’. Just to 
make life even more confusing than it already undoubtedly is, the 
Financial Year is slightly different to the tax year ending on 5th 
April that applies to income received by individuals. 
 
A Financial Year is the year ending on 31st March in any calendar 
year, but is officially described by reference to the calendar year in 
which it began. Hence, for example, the 2022 Financial Year is the 
year commencing 1st April 2022 and ending 31st March 2023. It is 
important to be aware of this official terminology, as this is what is 
used on the Corporation Tax Return. 
 
Periods Spanning Two Financial Years 
 
Where your company’s accounting period does not end on 31st 
March, it will generally span two Financial Years. The profits of the 
accounting period are then split across the two Financial Years on 
a pro rata basis. A profit of £100,000 for a 12 month accounting 
period ending 31st December 2022 would be split as follows: 
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2021 Financial Year: £100,000 x 90/365    £24,658 
2022 Financial Year: £100,000 x 275/365  £75,342 
 
Where the Corporation Tax rate is the same in both Financial 
Years, this split is completely academic. However, where the 
Corporation Tax rate changes from one Financial Year to the next 
(as it will in 2023), the split can have a real impact: as we shall see 
in the next chapter. 
 
Leaping Ahead 
 
To take another example, a profit of £100,000 for a twelve month 
accounting period ending 31st December 2024 would be split as 
follows: 
 
2023 Financial Year: £100,000 x 91/366    £24,863 
2024 Financial Year: £100,000 x 275/366  £75,137 
 
As we can see, the fact that 2024 is a leap year makes a slight 
difference to this calculation. Furthermore, it is worth pointing out 
that the 2023 Financial Year ending on 31st March 2024 will be a 
‘Leap Financial Year’ of 366 days’ duration. This will lead to a few 
minor, but curious, quirks in some company’s Corporation Tax 
calculations, as we shall see later in the guide. 
 
Corporation Tax Payments 
 
For companies with annual profits not exceeding £1.5m, 
Corporation Tax is currently payable nine months and one day 
after the end of the accounting period. For example, the 
Corporation Tax for the year ending 31st March 2023 is due by 1st 
January 2024. 
 
Larger companies must pay Corporation Tax in quarterly 
instalments and the Government has consulted on the possibility 
of extending this regime to smaller companies some time after the 
next General Election. 
 
The £1.5m threshold for quarterly instalments must be divided 
among any associated companies in a similar way to the lower and 
upper limits for the small profits rate (see Section 2.4). 
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1.3 CLOSE COMPANIES 
 
The vast majority of private companies are ‘close companies’ and 
this concept is important for a number of tax purposes. 
 
Broadly speaking, a company is a ‘close company’ if it is under the 
control of five people or less. This generally arises when any group 
of five or less individuals, together with other individuals deemed 
to be ‘connected’ with them (see Appendix C), own more than 
50% of the company’s share capital (although control can 
sometimes arise in other ways). A company where all the 
shareholders are directors is also a close company. 
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