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Breaking the (tax) code

More than 5.6 million employees were issued the wrong tax code last year, resulting in £3.5
billion in tax overpaid to HMRC. Reclaiming overpayments, however, can be a slow and
frustrating process.

Typical problems Check tax codes
Often, problems arise because HMRC has made a best estimate of The responsibility to report an incorrect tax code lies with the
someone’s income: employee. Correcting mistakes immediately avoids having to reclaim

overpaid tax. This can mean a long wait, with HMRC providing a poor

° Taxable benefits: Benefits such as a company car, healthcare or telephone service and often ignoring written requests:

gym membership may no longer be received, but HMRC will be

unaware of such changes. °  The fact that paper tax code notices are no longer routinely

. . ) ) ) . issued means that a bit more effort is required to check HMRC's
. Additional income: HMRC will base their estimate of additional ] )
, , coding assumptions.
income on what an employee made the previous year, but the

income — such as property letting, dividends, or freelance work — . )
. ‘ . Employees should update details on the HMRC app or their
may be less or have ceased altogether. Again, HMRC will be .
) online personal tax account.
unaware of this change.

. Multiple employments: Holding several jobs, especially where Once details are updated, HMRC will amend the tax code and inform

a job only lasts for a few months, will invariably lead to incorrect the employer within 15 working days. Unless changes are made

tax coding, towards the end of the tax year, any tax refund should automatically be
made by the employer.
. Allowances: The tax code could suggest an incorrect level of

income when it comes to the amount of available personal The government’s guide to tax codes can be found from the link

allowance. below:

° Allowable expenses: Deductions for subscriptions and
https://www.gov.uk/tax-codes
professional fees will be based on what was previously claimed,

yet these will invariably increase each year
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Don’t fall into the communication gap on Making Tax Digital

Many potentially affected taxpayers have not yet engaged with a major change in tax reporting.

Communication is arguably not one of HMRC's strongest points. *  had qualifying income (basically gross income from self-

While its requests for tax returns are made within the start of the tax employment and property) of more than £50,000 in 2024/25.
year, it is not so prompt in other areas.The latest HMRC performance

statistics, issued in January 2026, reveal that between January to If you meet those three criteria, then you must:

November 2025:

*  Sign up for MTD — HMRC will not automatically register you,
®  More than one-in-five pieces of correspondence had not although it will send chase-up letters,
received a reply within |5 working days, and one-in-eight was
still languishing unanswered after 40 working days. *  Acquire HMRC-recognised software or; if you stick with
spreadsheets or your existing software, obtain ‘bridging software’
®  The average speed of answering a telephone call exceeded |3 that works with HMRC systems,
minutes, with over one-in-ten calls being abandoned.

. Send quarterly updates of your income and expenses to

Poor communication created problems when the high income child HMRC, and

benefit charge (HICBC) was introduced in 2013. It was not until

September 2025 that HMRC finally launched an online service *  Send an end-of-year return by 3! January following the end of
allowing those affected to pay the charge via pay as you earn (PAYE), the tax year.

rather than completing an income tax self assessment return.

It is perhaps indicative of HMRC's expectations that in the Autumn

Now, another reform to the tax system is due to start from April 2025 Budget it was announced that taxpayers will not receive penalty

and threatens to meet a similar I-didn’t-know-about-that response points for late submission of quarterly updates for 2026/27.

to the one that dogged the HICBC for years. The new change is the

requirement to report certain income under the Making Tax Digital If you are thinking, “Phew, | am under the £50,000 threshold”, the bad

(MTD) rules. news is that it falls to £30,000 for 2027/28 and £20,000 thereafter.
Find out if you need to make your tax digital on the government

Initially, MTD will affect those who: website found from the link below:

*  are personally registered for self assessment, https://www.gov.uk/guidance/check-if-youre-eligible-for-making-tax-

°  receive income from self-employment or property (or both), digital-for-income-tax

and
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Growing confidence in managing tax digitally

Key areas

There are three key areas of the app which users are finding
increasingly useful:

° State Pension forecast: This service shows how much State
Pension you could get, the exact date when you will be entitled
to your pension, whether you can increase your entitlement,
and how much the increase will be if contribution gaps are filled.

. Child Benefit: You can apply for child benefit using the app,
and thereafter view your payment history, update bank details,
and let HMRC know if a child is staying in full-time education \
past the age of |6.If liable for the high income child benefit
charge, the app can be used to arrange for the charge to be
collected through your PAYE tax code.

° National Insurance (NI): The app can store your NI number
in a digital wallet, so it is conveniently available when needed.
This feature is particularly useful for employees, because
obtaining a confirmation letter from HMRC can take at least

two weeks.

A helpful new feature allows a taxpayer to tell HMRC that they no
longer need to submit a self assessment tax return.

Set up

The HMRC app can be downloaded from either the App Store
(Apple devices) or the Google Play Store (Android devices). It is then
just a matter of using your Government Gateway user ID and
password to sign in for the first time. Thereafter, the app can be
accessed with a 6-digit PIN, fingerprint or facial recognition.

The HMRC app currently seems to work much better on Apple
devices (4.8 rating) than on Android devices (3.9 rating). Many
Android users are encountering access issues.

The HMRC app can be found found from the appropriate link below:

https://apps.apple.com/app/apple-store/id51456156 |

https://play.google.com/store/apps/details?id=uk.gov.hmrc.
ptcalc&referrer=utm_source%3Dgovuk&pli=1
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Can you beat the dividend tax rates rise!

From 6 April 2026, the basic and higher tax rates on dividend income are going to increase by
two percentage points. This means owner-managers need to act as a matter of urgency if they
wish to benefit from some fairly basic tax planning.

The basic and higher tax rates on dividend income are currently
8.75% and 33.75%, respectively, but these rates are going up to
10.75% and 35.75%.The dividend additional tax rate is not changing.

Current tax planning

It makes sense to bring forward a dividend to 2025/26 if this will
save the two percentage points in tax, even though it will mean tax

is payable a year earlier. For example, if a higher rate taxpayer brings
forward a dividend of £25,000, this will save £500 in tax, although the
liability will be due 31 January 2027 rather than 31 January 2028.

Future tax planning
Although extracting profits with a mix of a low salary and high

dividends has often been the most beneficial approach, the balance is
shifting towards taking higher salary:

° Take, for example, Daniela, a higher rate taxpayer who is the
sole director and shareholder of Dan Ltd. For the year ended
31 March 2027, Dan Ltd is expected to make profits of
£150,000, of which Daniela wants to extract £100,000.

. If Daniela takes a salary of £12,570 (to use her personal
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allowance) plus dividends of £87,430, the total personal tax,
corporate tax and national insurance contributions (NICs) cost
for her and Dan Ltd will be nearly £56,000.

° However, if Daniela takes the whole £100,000 as salary, the
overall tax and NIC cost will be about £3,000 less.

It should be noted, however, that Daniela’s net tax income is nearly
£10,000 less with the salary option, because of the way the tax cost
is distributed between her and Dan Ltd. If the figures are adjusted so
that Daniela has roughly the same net income, there is then a modest
tax advantage to taking a low salary and high dividends. However,
there can be non-tax advantages to taking salary, such as making it
easier to apply for a mortgage.

The best extraction strategy will vary from director to director de-
pending on factors such as other income, whether the NIC
employment allowance is available, pensions and company profits.

The government's guidance on changes to the tax rates for property,
savings and dividend income can be found from the link below:

https://www.gov.uk/government/publications/changes-to-tax-rates-for-
property-savings-dividend-income/changes-to-tax-rates-for-property-
savings-dividend-income
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CGT hikes lead to reduced tax take

The government cut the capital gains tax (CGT) annual exempt amount from £12,300 in
2022/23 to just £3,000 from 2024/25 onwards.You might expect this to lead to a higher tax take,

but the results so far have been the exact opposite.

Downward trend

In addition to the annual exempt amount reduction, the rates of CGT
on gains from shares and securities (plus other non-residential
property) were increased partway through 2024/25 from 0% and
20%,to 18% and 24%:

° However, CGT receipts were £16.9 billion in 2022/23, falling to
£14.5 billion for 2023/24, and to just £13.5 billion for 2024/25.

. This indicates how sensitive CGT s to taxpayers' behaviour, with
many investors simply sitting on their gains and deferring disposals.

The latest CGT receipts show how increasing tax rates and reducing
exemptions doesn't necessarily mean a straight line to more revenue —
a good example of the Laffer Curve in action.

The Laffer Curve

The Laffer Curve represents the theoretical relationship between tax
rates and the resulting tax take. If tax rates are set too high, the tax
take will start to reduce.

In some cases, it is difficult for taxpayers to do much to mitigate the

CAPITAL
GAINS

impact of tax increases. The take from employer national insurance
contributions (NICs), for example, has increased dramatically since
the starting threshold was reduced and the rate increased. The latest
figures for December 2025 show the tax take has increased by 25%
compared to the previous December:

d In contrast, many taxpayers whose income has reached £100,000
have decided that doing an extra £1,000 worth of work is not
worthwhile if the resulting take-home pay is just £380.

° With tax thresholds frozen since 2021/22, an estimated |.8
million taxpayers now earn more than £100,000, with another
490,000 likely to be caught over the next four years.

° Many are avoiding the 62% tax trap by reducing the hours they
work, declining a promotion or negotiating a pay cut in return for
additional holiday.

HMRC's latest bulletin detailing tax receipts and NICs can be found
from the link below:

https://www.gov.uk/government/statistics/hmrc-tax-and-nics-
receipts-for-the-uk/hmrc-tax-receipts-and-national-insurance-
contributions-for-the-uk-new-monthly-bulletin

Should you wish to discuss this News Update in further detail please contact BGM

at: communications@bgm.co.uk

Disclaimer: This information provides an overview of the issues considered and is for general information only. It is not intended to provide advice and

should not be relied upon in any specific transaction.
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