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Introduction

Welcome to Taxcafe’s How to Save Tax 2026/27, our
comprehensive tax planning guide for individuals and business
owners.

This guide covers all the major tax announcements made in the
November 2025 Budget and all other important tax changes made
in recent times.

In Part 1 you will find out how much income tax and national
insurance you will pay during the current tax year, plus lots of tax
saving tips for salary earners, the self-employed, landlords and
company directors.

You will also find out how to reduce the child benefit charge and
how to cut your income tax bill by thousands of pounds by
splitting your income with your spouse or partner and other
members of your family.

Part 2 covers recent changes to the other big taxes: capital gains
tax, inheritance tax, corporation tax and stamp duty land tax.
Each chapter contains useful tax-saving tips.

Part 3 shows you how to enjoy bigger tax savings from tax shelters
like ISAs and pensions.

You will also find a chapter containing a detailed list of amounts
that are always TAX FREE!

Finally, in Part 4 we take a detailed look at all the other recent tax
changes announced in recent Budgets, plus other important
changes coming into force this year or in the near future.

The Current Tax Year

Some of the tax planning strategies discussed in this guide require
action before the end of the tax year. The latest tax year runs from
6" April 2026 to 5™ April 2027. I refer to it in this guide as 2026/27
and sometimes simply as “this tax year” or “this year”.



Scottish Taxpayers

The Scottish Parliament has the power to set its own income tax
rates and thresholds, although it cannot change the personal
allowance or the tax rates applying to interest income or
dividends.

The vast majority of the information in this guide is relevant to
Scottish taxpayers. However, unless stated to the contrary, all
examples, tables, calculations and illustrations are based on the
assumption that the taxpayer concerned is not a Scottish taxpayer.

The Big Freeze

The £12,570 income tax personal allowance and £50,270 higher-
rate threshold (where you start paying 40% tax) have been frozen
at these levels since April 2021.

In the November 2025 Budget it was announced that they will
remain frozen until 5™ April 2031, bringing the total length of the
freeze to 10 years!

If they had been increased with inflation the personal allowance
would be around £17,000 today and the higher-rate threshold
would be around £68,000.

Letting inflation push people into higher tax brackets is a sneaky
way to raise tax revenue without increasing headline income tax
rates. But the effect is possibly far more damaging.

For example, someone who was earning £60,000 back in 2021/22,
and whose pay simply increases with inflation, could end up
paying over £6,000 more income tax in 2030/31 than they would
if tax bands had been adjusted for inflation.

One income tax threshold that has never been increased since it
was introduced many years ago (and we do not expect it to be
increased in the near future) is the £100,000 threshold where your
personal allowance starts to be withdrawn.

The £100,000 threshold was introduced in April 2010. It seemed
like a lot more money back then than it does today. If it had gone



up with inflation you would only start losing your personal
allowance with an income of around £180,000 today.

Once your income rises above £125,140, you start paying income
tax at 45% on most types of income. This is known as the
additional rate of tax. The threshold was £150,000 when it was
introduced in April 2010 but was reduced to £125,140 a couple of
years ago. If the original £150,000 threshold had gone up with
inflation, you would only start paying additional rate tax with an
income of over £275,000 today.

Another threshold that was frozen for many years is the one
applying to the child benefit charge. The child benefit charge was
introduced in 2013 and the £50,000 threshold where it kicked in
remained the same until 6™ April 2024.

At present you only start paying the child benefit charge when
your income exceeds £60,000. Furthermore, the charge is levied
much more gradually — you only pay the maximum charge when
your income reaches £80,000.

In Chapter 7 we take a closer look at the new child benefit charge
and how you can protect this valuable tax-free benefit.

Other Taxes Hit by the Big Freeze

It’s not just income tax thresholds that have been frozen for many
years. The inheritance tax nil rate band (currently £325,000) has
remained the same since 6™ April 2009.

In the November 2025 Budget Rachel Reeves announced that she
will extend the freeze further until 5™ April 2031.

This means the £325,000 nil rate band will have remained the
same for a total of 22 years! It would be over £600,000 today if it
had been increased with inflation.

The VAT registration threshold was frozen at £85,000 from 1*
April 2017 to 31** March 2024 - a total of seven years. Thanks to
inflation, this means more and more businesses have been dragged
into the VAT net.



Being forced to register for VAT decimates the profits of many
small businesses because they have to start handing over one sixth
of their turnover to the taxman. Many find it difficult to raise their
prices to limit the damage.

Fortunately, the VAT registration threshold was raised from
£85,000 to £90,000 on 1°* April 2024, a measure that provides
some respite for small business owners. However, if the threshold
had kept up with inflation it would be around £125,000 today.

Rental Profits, Interest and Dividends

From 6" April 2027 the income tax rates payable on rental profits
and interest income will increase by 2%.

From 6™ April 2026 the income tax rates payable on dividend
income will increase by 2%. The additional rate (payable on
income over £125,140) has not been increased, however.

These changes are covered further in the chapters that follow.

Other Recent Tax Changes

It’s worth mentioning some of the other tax changes that have
been made in recent times, which were not part of the November
2025 Budget, but are important and affect many taxpayers.

e National insurance rates: The main rate of national
insurance paid by salary earners was reduced from 12% to 8%
from 6™ April 2024. The main rate of Class 4 national insurance
paid by the self-employed was reduced from 9% to 6%. Both
groups pay national insurance at 2% on income over £50,270.
Self-employed business owners are also no longer required to
pay Class 2 national insurance.

o Employer’s national insurance: From 6™ April 2025, the
rate was increased from 13.8% to 15%. The £9,100 secondary
threshold where it kicks in was reduced to just £5,000. It will
remain at this level until 5% April 2031. The employment
allowance was increased from £5,000 to £10,500.



Dividend allowance: This allows you to enjoy some tax-free
dividend income. Initially £5,000, it has been continually
reduced. From 2024/25, the allowance is just £500.

Capital gains tax: The rates applying to shares, commercial
property, and most assets other than residential property, have
been increased from 10% to 18% (for basic rate taxpayers) and
from 20% to 24% (for higher and additional rate taxpayers).
The new rates apply to disposals made after 29" October 2024.

Capital gains tax annual exemption: This allows those
selling property, shares, and other assets to enjoy some tax-free
capital gains. In 2023/24 it was reduced from £12,300 to
£6,000. On 6™ April 2024 it was reduced to £3,000.

Business asset disposal relief: This relief allows you to sell
or wind up your business and pay CGT at a reduced rate. The
tax rate was increased from 10% to 14% on 6™ April 2025 and
increases to 18% on 6™ April 2026.

Inheritance tax: Pension funds are to be subject to
inheritance tax from 6™ April 2027; business and agricultural
property reliefs are to be restricted from 6™ April 2026.

Stamp duty land tax: The 3% surcharge that typically
applied to purchases of rental properties and second homes was
increased to 5% from 31 October 2024.

Devolved stamp taxes: The Additional Dwelling Supplement
paid on rental properties and second homes in Scotland has
been increased from 6% to 8%. The higher rates of Land
Transaction Tax in Wales were also increased.

Scottish income tax rates: From 6™ April 2024, a new
advanced rate of 45% was introduced on income over £75,000,
making the effective rate on income between £100,000 and
£125,140 an eye-watering 67.5%. The top rate on income over
£125,140 was increased to 48% at the same time.

FSCS protection: Not a tax change but worth mentioning.
The amount you can now deposit in any one bank with full
protection has increased from £85,000 to £120,000. Useful for
those with large cash balances who want to take advantage of
the highest interest rates on offer.



Making tax digital: Sole traders and landlords with total
gross income (before any deductions for expenses) over
£50,000 will have to keep digital records and provide quarterly
updates to HMRC from April 2026 (April 2027 for those with
total gross income over £30,000; April 2028 for those with total
gross income over £20,000).

Cash basis: From 2024/25 onwards, the cash basis is now the
default accounting basis for most sole traders and trading
partnerships. You have to opt out on your tax return if you
want to use traditional accruals basis accounting instead. The
£500 limit for interest costs has been removed and losses can
now be set against other income or carried back to earlier years.

Double-cab pickups: From 6™ April 2025, these are treated as
cars for capital allowance and benefit in kind purposes (1** April
for capital allowances claims made by companies). This means
full tax relief can no longer be claimed when the vehicle is
purchased and the taxable benefit has increased sharply for
most employees who use them. Transitional rules apply to
vehicles purchased or leased under an agreement entered into
before the date of change.

Furnished holiday lets: From 1984 to early 2025, owners of
furnished holiday lets (including many airbnbs) enjoyed a
special tax regime, allowing them to pay less income tax and
CGT than other landlords. This special tax regime has been
abolished from 6™ April 2025 (1% April 2025 for companies).

Pension tax-free cash: The amount of tax-free cash you can
take from your pension has been capped at £268,275 and is not
expected to increase with inflation. The £1,073,100 lifetime
allowance has been scrapped (if you went over this limit, you
faced a 55% tax charge on the excess).



