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How the April tax rise affects SMEs. 

After multiple policy U-turns and much uncertainty, the main rate of corporation tax will rise from 19% to 
25% from 1 April 2023, affecting companies with profits of £250,000 and over. 

The legislation provides that small companies with profits up to £50,000 will continue to pay corporation tax 
at 19%, with profits between the two limits being subject to a tapered rate. 

All UK companies must pay corporation tax on the profits they generate, while the profits of non-
incorporated businesses, such as sole traders and partnerships, are taxed via self-assessment. 

Context around the measure 

The April 2023 corporation tax rise was first announced by the then-Chancellor of the Exchequer, Rishi 
Sunak, in March 2021 during his Spring Budget. 

At the time, the Government’s fiscal policy had been to reduce the annual deficit and deliver “sustainable 
public finances” after Sunak signed off on £400 billion more spending than planned in 2020, owing to the 
Covid-19 pandemic. 

The Treasury estimated the changes to corporation tax would increase tax by an additional £17.2bn a year 
by 2025/26. 

However, after Boris Johnson resigned as Prime Minister in July 2022 and was replaced by Liz Truss, the 
Government’s approach to fiscal policy changed radically. 

Kwasi Kwarteng, the third person to serve as Chancellor in 2022, delivered his ‘mini Budget’ on 23 
September, where he announced a range of tax cuts and cancelled the planned rise in corporation tax. 

However, following a strong negative market backlash to the mini-Budget, the Government was forced into 
a U-turn, with Truss confirming on 14 October the corporation tax rise would in fact go ahead as planned. 

In documents accompanying the Autumn Statement by Jeremy Hunt, who replaced Kwarteng after he was 
sacked as Chancellor the day of the corporation tax U-turn, the Treasury upgraded its estimate of the value 
of the tax rise to £17.9bn per annum by 2026/27. 

Despite the increase, the UK will remain the country with the lowest effective corporation tax rate in the G7. 

New rates & thresholds 

The corporation tax hike will be applied on profits exceeding £250,000 a year, which means around 10% of 
all UK companies will pay the full higher rate, according to Spring Budget 2021 documents. 

The Government will also establish a ‘small profits rate’, which will hold corporation tax at 19% on profits of 
£50,000 or less. 

According to the Government, this means 70% of actively trading companies – 1.4 million businesses – will 
be completely unaffected. 

For profits between £50,000 and £250,000, the Government will introduce a taper to limit the increased tax 
burden on medium-sized companies. 

If you have a profit of £300,000, all of it will be taxed at 25%, not just the amount above £250,000– unlike 
income tax, where portions of your income are taxed at gradually increasing rates after a tax-free 
allowance. 
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How the taper will work 

Companies and organisations may be able to claim marginal relief if their profits from 1 April 2023 are 
between £50,000 (lower limit) and £250,000 (upper limit). 

However, these limits are proportionately reduced if your accounting period is shorter than 12 months. The 
lower and upper limits are also proportionally reduced by the number of associated companies your 
company has; this is referred to as the ‘adjusted limits’. 

So, if your company has three other associated companies, the limits are divided by four, reducing the 
lower limit to £12,500 and the upper limit to £62,500. 

You cannot claim marginal relief if you are a non-UK resident company or a close investment holding 
company. 

Organisations will be able to work out the amount of tax they pay with the following formula: 

(Adjusted upper limit – Augmented profits*) x (taxable total profit ÷ augmented profits) x (standard marginal 
relief fraction). 

The Government has developed a digital calculator on the gov.uk website to automatically calculate your 
corporation tax bill after marginal relief. 

All you need to know is your information relating to the equation above and your company’s accounting 
period start and end dates. 

*Augmented profits are ‘taxable total profits’ and any exempt distributions received from companies that are 
not 51% subsidiaries or held through a consortium. 

What is the marginal relief fraction? 

In the equation the Government has provided taxpayers, the marginal relief fraction is 3/200ths, which is the 
difference between the main rate and the marginal rate expressed as a fraction. 

To explain where this fraction comes from, the Government says: 

● Corporation tax payable on the upper limit = £62,500 (because £250,000 x 25% = £62,500). 

● Corporation tax payable on the lower limit = £9,500 (because £50,000 x 19% = £9,500). 

● The tax payable difference between the limits is, therefore, £53,000. 

● Dividing £53,000 by £200,000 (the difference between the upper and lower limit) provides the marginal 
rate of 26.5%. 

● The difference between the marginal rate of 26.5% and the main rate of 25% is 1.5%, which can also be 
expressed as 3/200. 

Mitigating corporation tax 

Although corporation tax is rising for a lot of companies, they can still benefit from tax planning. 

For instance, the annual investment allowance will remain at its highest ever permanent level of £1 million 
from 1 April 2023. 

Meanwhile, the R&D expenditure credit (RDEC) will increase from 13% to 20% to give more tax money 
back for innovative projects. 

However, the SME additional deduction will be cut from 130% to 86% from 1 April, and the SME credit will 
decrease from 14.5% to 10%, to “improve the competitiveness of the RDEC scheme”. 
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There are also several tax reliefs available for creative industries, including video games tax relief, film tax 
relief and various television reliefs. 

The Government also promised in the Autumn 2022 Statement to “build upon the success of the audio-
visual subset of the creative industry tax reliefs” to “further incentivise the production of culturally British 
content”. 

Contact us to discuss your tax plan and other ways to reduce your corporation tax liability. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

FOR GENERAL INFORMATION ONLY 

Please note that this guide is not intended to give specific technical advice and it should not be construed 
as doing so.  It is designed to alert clients to some of the issues.  It is not intended to give exhaustive 
coverage of the topic. 

Professional advice should always be sought before action is either taken or refrained from as a result of 
information contained herein. 

About Us 

Professional, Personal, Affordable. 

We are one of the leading, independent chartered accountancy practices in Liverpool. At BWM we provide 
a wide range of accountancy and business support services to organisations and individuals throughout the 
North of England and beyond. Our experienced and skilled partners and their teams are ready to support 
you with high quality, individual yet affordable services however complex your personal or business needs. 

For more details of how we can help you transform your business, please visit www.bwm.co.uk or call us on 

0151 236 1494. 

http://www.bwm.co.uk/

