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The fall in the dividend allowance in recent years may
mean that you now need to pay tax on your dividend
income for the first time.

The dividend allowance was introduced from 6 April
2016. It is available to all taxpayers regardless of the
rate at which they pay tax and in addition to any other

allowances that they may receive (such as the personal

allowance or the personal savings allowance).
Dividends sheltered by the allowance are taxed at a
zero rate. However, they use up part of the tax band in
which they fall.

The dividend allowance was set at £5.000 for 2016/17

and 2017//18. However, it was reduced to £2,000 for
2018/19, remaining at this level up to and including
2022/23. It was further reduced to £1,000 for
2023/24 and again to £500 for 2024/25.

For years prior to 2016/17, dividends came with a tax
credit which matched the dividend ordinary rate of
10% on the gross dividend. This meant that basic rate
taxpayers had no further tax to pay on dividend
Income, regardless of the amount, as long as their total

income did not push them into the higher rate tax
band.

Where dividends are not sheltered by the dividend
allowance or any personal allowance not used
elsewhere, they are taxed at 8.75% where they fall in
the basic rate band, at 33.75% where they fall in the
higher rate band and at 39.35% where they fall in the
additional rate band. To work out which rate applies,
dividends are treated as the top slice of income.

The fall in the dividend allowance in recent years may
mean that taxpayers who have never previously paid
tax on their dividend income now have some dividend
tax to pay for the first time.

Barbara has had some privatisation shares for many
years. She has increased her holdings by taking
advantage of scrip dividends and rights issues. She
receives dividend income of around £1,500 a year. She
has other income of £30,000 a year from her state
pension and an occupational pension. She does not
complete a tax return.

For years prior to 2023/24, Barbara's dividend income
was sheltered by the dividend allowance and she had
no tax to pay.

However, for 2023/24, her dividend income of £1,500
exceeds the dividend allowance of £1,000 by £500. As
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her dividend income falls in the basic rate band, she will need to pay tax of £43.75 on her dividend income
(E500 @ 8.75%).

For 2024/25, the dividend allowance is only £500, and Barbara's dividends exceed her dividend allowance by
£1,000. As a basic rate taxpayer, she will need to pay tax of £87.50 (£1,000 @ 8.75%) on her dividend income in
2024/25.

If you are now liable to pay tax on your dividend income, you will need to tell HMRC. The way in which you do
this depends on whether you already complete a tax return and the amount of your dividends.

If you already complete a Self Assessment tax return, as will be the case if you are self-employed or have other
income, such as rental income, to declare, you simply include your dividend income on the dividend pages of
your return.

If you do not heed to complete a tax return, for example, because you are taxed under PAYE, if your taxable
dividends are £10,000 or less, you can simply call the HMRC helpline on 0300 200 3300 to tell them about
your dividend income. You can ask that they amend your tax code to collect the tax that you owe through
PAYE. However, if you have taxable dividend income of more than £10,000, you will need to complete a Self
Assessment tax return. You will need to register for Self Assessment no later than 5 October after the end of
the tax year in which the need to first report the income arose.

-or many people, there will come a time when it
pecomes sensible or necessary to sell the family
nome, either to downsize or because of a move
to live with a relative or into care. This may
result in funds being released, which may be : |

considerable. Thoughts may turn to whether | | |
now is the time to pass wealth down to I | | \
subsequent generations. However, this must be " — B=e l '!
balanced against the needs of retaining | p—p—r - '
sufficient funds to meet one’s own lifestyle and

also to meet any current and future care costs.  ° =y —

From an inheritance tax perspective, it is
possible to take action to minimise any future
tax bills. Subject to available exemptions,
inheritance tax is payable to the extent that the
deceased’s estate exceeds their available nil

rate bands. This may include the deceased’s
own nil rate band and, where the main
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Class 3 contributions

Class 3 contributions can be paid voluntarily to plug gaps in your National Insurance record. These are weekly
contributions, which for 2024/25 are payable at the rate of £17.45 per week. Contributions must normally be paid
within six years from the end of the tax year to which they relate. Where the contribution is paid in the current or
following tax year, it is payable at the rate for the year to which it applies; however, where it is paid later than this, it
Is payable at the highest rate prevailing in the period from the year for which they are being paid and the year in
which the contributions are actually paid.

An extended time limit applies to fill gaps in the period running from é April 2006 to 5 April 2016. Contributions for
this period can be made until 5 April 2025. Contributions paid in 2024/25 are payable at the 2022/23 rate of
£15.85 per week. The deadline for paying contributions for 2016/17 and 201//18 has also been extended to 5 April
2015

Voluntary Class 2

Self-employed earners with profits below the small profits threshold can pay Class 2 contributions voluntarily. This
remains the case from 2024/25 following the abolition of the liability to pay Class 2 contributions. Where this
option is available, it is much cheaper than paying voluntary Class 3 contributions - for 2024/25, voluntary Class 2
contributions are payable at the rate of £3.45 per week. These are paid through the Self Assessment system. As
with Class 3, voluntary Class 2 contributions can normally only be paid for the previous six years; however, an
extended deadline of 5 April 2025 applies to contributions for the period from 2006/07 to 2015/16, for which
contributions can be made in 2024/25 at the 2022/23 rate of £3.15 per week. The deadline for paying voluntary
Class 2 contributions for 2016/17 and 201//18 has similarly been extended.

Setting up as a sole trader | )

The way in which you operate your business determines the taxes that you
pay and also your reporting obligations.

If you work for yourself and run your business on your own as an individual
other than through a limited company, you are a sole trader. By contrast, if
you operate your business through a personal company, even if you are the
sole employee and director, the company has its own legal identity.

As a sole trader, you will pay income tax and Class 4 National Insurance
contributions on your profits. For 2023/24 and earlier years, Class 2
National Insurance contributions were also payable.

Registering as a sole trader
Your registration obligations depend on whether you are already registered
for Self Assessment, which may be the case, for example, if you have rental

income to report to HMRC, and where you are not already registered, the
level of your gross trading income.

If you are not already registered for Self Assessment and have trading income for a tax year of more than £1,000, you

will need to register for Self Assessment by 5 October following the end of the tax year (so by 5 October 2025 if you
CONT ON PAGE 7
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start self-employment in 2024/25 and have gross trading  For 2024/25, this is payable at 6% on profits between
income of more than £1,000). You can register online on £12,570 and £50,270 and at 2% on profits in excess of
the Gov.uk website. If you are already registered for Self £50,270.

Assessment for another reason, you will need to register

as a sole trader for Self Assessment as this will register Your tax and Class 4 liability must be paid in full by 31

you for Class 4 National Insurance contributions. Youcan  January after the end of the tax year. Where your total tax

also register if you have low profits but want to pay and Class 4 liability for a tax year is £1,000 or more, you

voluntary Class 2 National Insurance contributions. will need to make payments on account for the following
tax year on 31 January in the tax year and 31 July after the

Gross trading income of £1,000 or less tax year, unless 80% of your tax is collected at source, for

If your gross trading income (i.e. before the deduction of example through PAYE. Each payment is 50% of the
expenses) is £1,000 or less, you can take advantage of the  previous year's liability.

trading allowance. This allows you to enjoy your profits

tax-free and without any need to tell HMRC about them. VAT

You can still benefit from the trading allowance if your You will also need to register for VAT if your VAT taxable
gross trading income is more than £1,000 by deducting turnover reaches the VAT registration threshold of

the £1,000 allowance rather than your actual expenses. £90,000.
This will be worthwhile where your expenses are |less

than the allowance. However, in this instance, you will

need to be registered as a sole trader for Self Assessment.

If your income is £1,000 or less, but you have made a loss,
it is worth registering and filing a tax return so that you
can claim relief for the loss.

Records

You will need to keep records of your business income
and expenses. You can find guidance on the records that
you will need to keep by visiting the Gov.uk website at

www.gov.uk/self-employed-records.

Income tax and National Insurance

If you are self-employed, you will pay income tax on your
profits. From 2024/25 onwards, the profits that are taxed
for the tax year are those for the tax year (i.e. 6 April to

the following 5 April) regardless of the date to which you "
prepare accounts. An accounting date of 31 Marchto 5 ’::f
April inclusive is treated as corresponding to the tax year W |

i
Your income tax liability is calculated by reference to M
your total income for the tax year, including your profits '
from self-employment. You will need to file a tax return
by 31 January after the end of the tax year (so by 31
January 2026 for 2024/25). You will also need to pay
Class 4 National Insurance on your profits if they exceed
£12.570.



Tax relief on charitable donations

If you make donations to charity, you can benefit from tax relief on those donations.
This can be achieved in various ways. e

Gift aid

If you are a UK taxpayer, you can claim Gift Aid on donations
that you make to charity. Where this is the case, the amount
donated is treated as made net of basic rate tax and the charity
reclaims basic rate tax on the donation. This means that every
£1 that you donate is worth £1.25 to the charity. To donate
through Gift Aid, you must make a Gift Aid declaration. The
option to make a Gift Aid declaration will usually be included on
charitable giving pages.

Alternatively, the charity may give you a form to sign.

The tax reclaimed by the charity is funded from the tax that you
have paid. It is important therefore that you only make a
declaration where you have paid sufficient tax to cover the tax
that the charity will claim back. If this is not the case, or you
make a Gift Aid declaration but are not a taxpayer, HMRC may
recover the tax claimed by the charity from you. If your income
falls, it is prudent to review any ongoing Gift Aid declarations so
you do not get caught out.

If you are a higher or additional rate taxpayer, you can claim
further relief equal to the difference between tax at your
marginal rate and tax at the basic rate on your donation. This
can be done in your tax return.

Payroll giving

If you are an employee and your employer operates a payroll
giving scheme, you can make charitable donations through the
payroll. Your employer will deduct your donations from your
gross pay before tax. This automatically provides relief at your
marginal rate, which means you do not need to claim higher or
additional rate relief through your tax return. Your employer
will pass the donations to the payroll agency that they use and
the agency will pass them on to your chosen charity.

Making a gift in your Will
Donations to charity are exempt from inheritance tax. Also, if
you leave at least 10% of your estate to charity, the rate at

which your estate pays inheritance tax is reduced from 40% to
36%.
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e 1 July 2024 - Due date for corporation tax due for the year ended 30 September 2023.

o 6 July 2024 - Complete and submit forms P11D return of benefits and expenses and P11D(b) return of Class 1A
NICs.

e 19 July 2024 - Pay Class 1A NICs (by the 22 July 2024 if paid electronically).

e 19 July 2024 - PAYE and NIC deductions due for month ended 5 July 2024. (If you pay your tax electronically the
due date is 22 July 2024).

o 19 July 2024 - Filing deadline for the CIS300 monthly return for the month ended 5 July 2024.
e 19 July 2024 - CIS tax deducted for the month ended 5 July 2024 is payable by today.
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: fg_r;fxrther information on any of the stories in this month’s newsletter, or for any other matter that
L ~ Compass Accountants can assist you with, please contact us on 01329 844145 or
8 contact@compassaccountants.co.uk
40
A *E_ S — To subscribe to the newsletter, so that each edition is delivered to your inbox, go to

I! www.compassaccountants.co.uk and add your contact details.
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