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Disclaimer 

The material contained in this booklet is for informational purposes only and is intended to 

provide a basis for seminar discussion. Most of the material is drawn from HMRC guidance 

and does not address the circumstances of individual taxpayers. 

Nothing in the material should be construed as offering tax or investment advice in relation to 

specific circumstances. 

No action should therefore be taken solely on the basis of anything in this material. Specific 

professional advice should be sought in advance of taking any decision based on the 

content.   
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How to calculate your taxable profit 

(www.gov.uk/government/publications/how-to-calculate-your-taxable-profits-hs222-self-
assessment-helpsheet/hs222-how-to-calculate-your-taxable-profits-2021) 

Payments under any coronavirus (Covid 19) support schemes should be included when 
calculating your taxable profits. 

If you carry on a business (a trade, profession or vocation) you must work out your taxable 
profits using either of the following: 

 cash basis accounting – you record income when you get it and expenses when you 
pay them  

 traditional accounting (accruals basis) – you record income when you invoice your 
customers and expenses when you receive a bill 

 

1. Records 

You must keep records of your business transactions. Whatever basis you use, your records 
must include all your: 

 sales and takings (income) 
 purchases and expenses 

You normally need other records too. 

Some businesses use a flat rate (simplified expenses) instead of the actual expenses to 
work out business: 

 costs for vehicles 
 use of home or private use of business premises (not both) 

2. Accounting periods (period of account) 

Your accounting period is the period your accounts cover. If you’re a new business, your 
accounting period starts on the date your business started. 

If you’re not a new business your accounting period starts on the day after the end of your 
previous accounting period. For example, if you made your accounts up to 5 April 2020, your 
new accounting period starts 6 April 2020. 

Your accounting date is the last day of your accounting period. 

You choose your accounting date. Normally you make your accounts up to the same date 
each year. If you change your accounting date special rules apply. 

If you’re a new business you may find your tax is easier if you choose 5 April as your 
accounting date as that is the end of the tax year, or 31 March, 1, 2, 3, or 4 April. 
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3. Entering cash basis 

If you have an existing business and you’re switching over from traditional accounting to 
cash basis, you might have to make some one-off adjustments to work out your profit in this 
period. The table shows if you need to make an adjustment, and if so, how to make it. 

When you need to make an 
adjustment 

How to do the one-off adjustment 

If your customers owed you money 
at your accounting date last year, 
and you paid tax on that amount in 
that tax year, and your customers 
have paid you in this accounting 
period. 

Take away the amounts owed to you from your total 
cash basis turnover for this accounting period. 

If you owed money to your suppliers 
at your accounting date last year, 
and you received tax relief on that 
amount in that tax year, but you did 
not pay your supplier until this 
accounting period. 

Take away the amounts owed to your suppliers from 
your total cash basis expenses for this accounting 
period. 

If you had a stock of items at your 
accounting date last year, but you 
did not get tax relief for the cost. 

Add the cost of those items of stock to your cash 
basis expenses for this accounting period. 

If you received money from your 
customers in your accounting period 
last year (for example, payments 
made in advance of work done) that 
you did not pay tax on. 

Add the amounts that your customers paid you (but 
you were not taxed on) to your total cash basis 
turnover for this accounting period. 

If you paid money in advance for 
certain items in your accounting 
period last year (for example, a 
subscription, or a deposit) that you 
did not get tax relief for. 

Add the amounts that you paid to your suppliers 
(which you did not get tax relief for) to your total cash 
basis expenses for this accounting period. 

If you paid in full for items of 
equipment (but not cars), and you 
had a balance of capital allowances 
still to claim on that equipment, at 
the end of your accounting period 
last year. 

Add the balance of capital allowances you can still 
claim to your total cash basis expenses for this 
accounting period. 

If you partly paid for items of 
equipment (for example, by 
instalments) by the end of your 
accounting period last year, but you 
had claimed a different amount. 

If the amount you partly paid was more than the 
capital allowances claimed, we treat the difference as 
an expense (increasing your total cash basis 
expenses) as a transitional adjustment for this 
accounting period. If the amount you partly paid was 
less than the capital allowances claimed, we treat the 
difference as turnover (increasing your total cash 
basis turnover) as a transitional adjustment for this 
accounting period. 
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There are examples of how the adjustment is calculated in Business Income Manual para 
70065-70069. 

If this is your first tax period with self-employment income, you will not need to make any 
adjustments. 

4. Leaving cash basis 

If you have an existing business and you’re switching over from cash basis to traditional 
accounting you need to work out an overall adjustment. This can be either: 

 a negative adjustment that’s allowed as an expense in this accounting period 
 a positive adjustment that’s income of your business (adjustment income) and is 

normally taxed over 6 years starting this year 

Working sheet 1 tells you how to work out the adjustment and what to do with it. There is an 
example in Business Income Manual para 70071. 

5. Traditional accounting (accruals basis) 

The following notes are not a complete guide. If you need more information on traditional 
accounting contact your tax adviser. 

6. Records 

The records you must keep include all your: 

 sales and takings (income) 
 purchases and expenses 

The records you may include: 

 business assets you have bought (for example, stock or equipment) 
 value of stock and work in progress at the end of your accounting period 
 details of payments to employees (for example, wages, expenses or benefits) 
 business vehicle and travel costs, business miles travelled if you use simplified 

expenses 
 interest from any bank or building society accounts 
 other money coming in, such as, money you invest in your business 

7. Expenses 

Only include business expenses in your accounts if they belong to that accounting period. If 
an expense covers more than one accounting period, you will need to spread that cost. 

For example, if your rent is payable 12 months’ in advance halfway through your accounting 
period, include half of the rent payable in the previous accounting period and half of the rent 
payable in this accounting period as an expense in your accounts for this year. 

Include the other half of the rent payable in this accounting period in your accounts for next 
year. 
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8. Cost of sales 

This is the cost of any raw materials and goods bought for resale which you used during 
your accounting period. Do not include items received in your last accounting period that you 
paid for in this accounting period. 

Use working sheet 2 to help you work out how much you can claim. 

9. Allowable business expenses: cash basis and traditional accounting 

The table lists the main categories of expenses that businesses have. Not all expenses are 
allowed for tax. If you include all of the expense when you work out your profit you must add 
the non-allowable expenses, or the non-allowable part of the expense to the profit. 

Category Allowable expenses Non-allowable expenses 

Cost of goods that 
you’re going to sell 
or use in providing a 
service. 

Use Working sheet 2 if you use 
traditional accounting. 
Amount paid for goods bought for 
resale, if you use cash basis. 

Normal selling price of goods or 
materials taken for private use. 
Cost of goods taken for private 
use. 

Construction 
industry – payments 
to subcontractors. 

Construction industry 
subcontractor’s payments (before 
taking off any tax). 

Payments for non-business work. 

Wages, salaries and 
other staff costs. 

Wages, salaries, bonuses, 
pensions, benefits for staff or 
employees, employers’ National 
Insurance contributions, agency 
fees, and so on. 

Own wages, drawings, pension 
payments, National Insurance 
contributions if included in 
expenses. 
Payments for non-business work. 

Car, van and travel 
expenses. 

Motoring costs such as car and 
van insurance, repairs, servicing, 
fuel, hire charges, vehicle licence 
fees, AA or RAC membership or 
the flat rate amount. 
If you use cash basis, the cost of 
vehicles other than cars. 
Train, bus, air and taxi fares, hotel 
room costs. 
Meals on overnight business trips. 

Non-business (private use 
proportion of) motoring costs. No 
adjustment if you use the flat rate 
amount. 
15% of the hire charge or rental 
cost on leased cars with CO2 
emissions over 110g/km, unless 
you use the cash basis. 
Fines. 
The cost of buying vehicles or, if 
you use cash basis, the cost of 
cars. 
Travel costs between home and 
business. 
Other meals. 

Rent, rates, power 
and insurance 
costs. 

Rent for business premises, 
business and water rates, light, 
heat, power, property insurance, 
security. 
If you use your home for business, 
the business proportion of the 
expenses or flat rate amount. 

Costs of buying the premises. 
If you live on the business 
premises, expenses of any private 
part of the premises or the flat rate 
amount. 
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Category Allowable expenses Non-allowable expenses 

Repairs and 
maintenance of 
property and 
equipment. 

Repairs and maintenance of 
business premises and equipment. 
The cost of equipment and tools, if 
you use cash basis. 
The costs of renewing tools is not 
allowable within this category with 
effect for expenditure incurred on 
or after 6 April 2016 where the 
cash basis is not used. This is 
following the repeal of the 
renewals allowance. 

Repairs of non-business parts of 
premises or equipment. 
Costs of buying, improving or 
altering premises. 
Cost of equipment and initial cost 
of tools, if you use traditional 
accounting. 

Phone, fax, 
stationery and other 
office costs. 

Phone, mobile, internet, email and 
fax running costs. Postage, 
stationery, printing, small office 
equipment and computer software 
costs. 
If you use cash basis, the cost of 
equipment. 

Non-business or private use 
proportion of expenses. (Ignore 
private use of phone and 
broadband service if this is 
insignificant.) New phone, fax, 
computer hardware or other 
equipment costs if you use 
traditional accounting. 

Advertising and 
business 
entertainment costs. 

Advertising in newspapers, 
directories and so on, mailshots, 
free samples, website costs. 

Entertaining clients, suppliers and 
customers. Hospitality at events. 

Interest on bank 
and other business 
loans. 

Interest on bank and other 
business loans. Alternative finance 
payments. 
If you use cash basis, the 
maximum amount you can claim 
for interest and incidental costs of 
obtaining loan finance is £500. 

Repayment of the loans, 
overdrafts, or finance 
arrangements. 

Bank, credit card 
and other financial 
charges. 

Bank, overdraft and credit card 
charges, hire purchase interest 
and leasing payments. Alternative 
finance payments. 
If you use cash basis the 
maximum amount you can claim 
for interest and incidental costs of 
obtaining loan finance is £500. 

Repayment of the loan, overdraft 
or finance arrangements. 

Irrecoverable debts 
written off. 

Amounts included in turnover but 
unpaid and written off (due to 
being unrecoverable). 
Not relevant if you use cash basis. 

Debts not included in turnover. 
Debts relating to fixed assets. 
General bad debts. 

Accountancy, legal 
and other 
professional fees. 

Accountants, solicitors, surveyors, 
architects and other professional 
fees. 
Professional indemnity insurance 
premiums. 

Legal costs of buying property. 
Legal costs of buying equipment if 
you use traditional accounting. 
Costs of settling tax disputes. 
Fines for breaking the law. 

Depreciation and 
loss/profit on sale of 
assets. 

Read about Capital allowances 
and balancing charges. 

Depreciation of equipment, cars 
and so on. 
Losses (minus any profits) on 
sales of assets (traditional 
accounting). Losses (minus any 
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Category Allowable expenses Non-allowable expenses 

profits) on sales of cars (cash 
basis). 

Other business 
expenses 

Trade or professional journals and 
subscriptions, other sundry 
business running expenses not 
included elsewhere. 

Payments to clubs, charities, 
political parties and so on. 
Non-business part of any 
expenses. Cost of ordinary 
clothing. 

10. Allowable business expenses: cash basis capital expenditure 

If you use the cash basis you can deduct the amounts you pay for capital items, with the 
exception of expenditure on or in connection with: 

 the acquisition or disposal of a business or part of a business 
 education or training 
 the provision, alteration or disposal of an asset which is not a depreciating asset, 

such as whose useful life will not end or will not decline in value by 90% or more 
within 20 years of the date of the expenditure, the useful life of an asset ends when it 
could no longer be of any use to any person for any purpose, as an asset of the 
business 

 an asset not acquired or created for continuing use in the trade 
 a car 
 land 
 non-qualifying intangible assets 
 a financial asset 

11. Your basis period 

You will pay tax on the profits for your basis period for the tax year. After the first year or two 
in the business, your basis period is the 12-month period you use for your accounts (except 
if you change your accounting date or the business has ceased).  

Use the following rules to help you work out your basis period. If you’re a partner see 
Partners’ trading or professional profits. Partnerships do not have basis periods.  

12. Business started in 2018 to 2019 or earlier years 

If you started the business before 6 April 2019 your basis period is the 12 months to your 
accounting date in 2020 to 2021 (unless you ceased the business or changed accounting 
date during 2020 to 2021, (read about Cessations or Changes of your accounting date for 
more information). 

For example, you start your business on 1 January 2019 and you make up your accounts to 
31 December 2019 and 31 December 2020, your basis period for 2020 to 2021 is 1 January 
2020 to 31 December 2020. 

13. Business started in 2019 to 2020 

If you started the business during the period 6 April 2019 to 5 April 2020, your basis period is 
(unless you’ve ceased the business or changed accounting date during 2020 to 2021) is: 
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 the 12 months to your accounting date, if your accounting date in 2020 to 2021 is 12 
months or more after the date on which you started the business 

 the 12 months beginning on the date you started, if your accounting date in 2020 to 
2021 is less than 12 months after the date on which you started the business 

 6 April 2020 to 5 April 2021, if you do not have an accounting date in 2020 to 2021 

14. Business started in 2020 to 2021 

If you started the business during the period 6 April 2020 to 5 April 2021, your basis period is 
from the date you started to 5 April 2021. For example, if you started the business on 1 July 
2020, your basis period is 1 July 2020 to 5 April 2021. 

If your businesses started in the period 1 to 5 April, we will treat the profit for year 1 as nil. 
This will not affect anything else that depends upon the date, or tax year, your business 
starts. 

15. Cessations 

If your business ceased during 2020 to 2021, your basis period is between the end of the 
basis period for 2019 to 2020 and the date on which your business ceased. For example, if 
your basis period for 2019 to 2020 ended on 30 April 2019 and you stopped trading on 31 
December 2020, your 2020 to 2021 basis period is 1 May 2019 to 31 December 2020. 

If your business started and ceased in 2020 to 2021 your basis period is the period of your 
business. 

16. Changes of accounting date 

There’s a change of accounting date if you: 

 made up your accounts to a date different from the date used last year 
 are going to make up your accounts for more than 12 months, and no accounting 

date falls in the 2020 to 2021 tax year 
 changed your accounting date last year, but this was not agreed by us, and you have 

made your accounts up to the same date this year (if you changed back to your old 
date, this is not a change of accounting date) 

17. Your basis period – if you change your accounting date 

If your accounting date in 2020 to 2021 is more than 12 months after the end of the basis 
period for 2019 to 2020, your basis period is the period between the end of the basis period 
for 2019 to 2020 and the new accounting date. 

For example, your basis period for 2019 to 2020 ended on 31 May 2019 and the new 
accounting date is 31 August 2020 – your basis period is the 15-month period 1 June 2019 
to 31 August 2020. Find more information about overlap relief. 

If your accounting date in 2020 to 2021 is less than 12 months after the end of the basis 
period for 2019 to 2020, your basis period is the 12 months ending on the new accounting 
date. 
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For example, your basis period for 2019 to 2020 ended on 31 December 2019 and the new 
accounting date is 31 July 2020 – your basis period is the 12-month period 1 August 2019 to 
31 July 2020. Find more information about overlap profits. 

If your new accounting date is 31 March or 1, 2, 3 or 4 April, see Accounting dates in the 
period 31 March to 4 April. 

 

18. Conditions for change of accounting date 

If you want to change your accounting date from year 4 onwards: 

 you must tell us about the change in your tax return, and send it back by the relevant 
filing date 

 the first accounts, to the new accounting date, must not be more than 18 months 
 if you changed accounting date in any of the previous 5 tax years, you must tell us 

why you have made the change – this change must be for genuine commercial 
reasons and obtaining a tax advantage is not a commercial reason 

19. What to do if your basis period is not the same as your period of account 

If your basis period is different from your accounting period or periods, you must work out 
your profit by adding together or dividing profits or losses for the periods for which you have 
accounts. 

For example, your business started on 6 April 2020 and your basis period is the 12 months 
to 5 April 2021. Your accounts are for the 3 months to 30 June 2020 (profit £4,500) and the 
12 months to 30 June 2021 (profit £24,000). Your basis period covers 3 months of your 2019 
accounts and 9 months of your 2020 accounts. 

The profit for the basis period will be: £4,500 + (280/365 × £24,000) = £22,910. 

We have used days but you can use any reasonable basis, for example months or weeks. 
You must use the same basis consistently for the trade. 

20. Accounting dates in the period 31 March and 4 April 

The basis period for the tax year in which a business starts (year 1) usually ends on 5 April. 

However, if a new business chooses an accounting date of 31 March or 1, 2, 3 or 4 April, the 
basis period for year 1 is treated as ending on the date to which accounts are made up 
rather than 5 April accounts are treated (unless you elect otherwise) as being made up to 5 
April, and there is no need to add in any profits from the next accounting period if those 
profits are taxed in the following year. 

There is no overlap period and no overlap profits. Find more information about Overlap 
profits. This applies even if the first accounts are made up to a date in the second tax year in 
which the business is carried on (year 2) rather than year 1. 

You may also treat a change of accounting date where the new date is 31 March or 1, 2, 3 or 
4 April as though it was a change to 5 April. All overlap profits are deductible in the year that 
the change takes effect. Talk to your tax adviser if you need more help. 
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21. Overlap profits 

You may find that your basis period for 2020 to 2021 overlaps with the basis period for 2019 
to 2020. Overlaps can happen in the first 3 years of the business or in a year in which there 
is a change of basis period because of a change of accounting date. 

For example, if your business started on 1 January 2020 and your first accounts are for the 
12 months to 31 December 2020, your basis periods are: 

 2019 to 2020, 1 January 2020 to 5 April 2020 
 2020 to 2021, 1 January 2020 to 31 December 2020 

The period of overlap is 1 January 2020 to 5 April 2020. So, if the profit for the 12 months to 
31 December 2020 is £12,000, the overlap profit is (96/365 × £12,000) = £3,156 (over 96 
days). 

If you claim the trading income allowance in calculating the profits for either or both of the 
overlapping basis periods, the overlap profit is calculated after deducting the allowance. 

If your basis periods overlap, keep a record of the overlap period and the overlap profit. Add 
in any overlap period and profit that you have carried forward and not yet claimed as overlap 
relief. 

22. Overlap relief used this year 

22.1 Box 69 on the ‘Self-employment (full)’ pages (or box 13 of the ‘Partnership’ 
pages) 

You must take off (as overlap relief) overlap profits which arose in earlier years when 
working out your taxable business profits for 2020 to 2021 if: 

 you sold or closed down your business in 2020 to 2021 – put all overlap profits 
brought forward in box 69 on page SEF 4 of your ‘Self-employment (full)’ pages (or 
box 13 if you’re filling in the ‘Partnership’ pages) 

 your basis period for 2020 to 2021 is more than 12 months long because you 
changed your accounting date 

The amount of overlap profits you use as overlap relief is in proportion to the length of your 
basis period that exceeds 12 months and the length of your overlap period from earlier 
years. 

For example, you have overlap profits of £5,000 (over 5 months) from an earlier year. You 
change your accounting date. Your basis period is 14 months. The relief is in proportion to 
the number of months by which the basis period exceeds 12 months (that is, 2 months) and 
the length of the overlap period (that is, 5 months). 

So, the overlap relief in box 69 or 13 is : 

2/5 × £5,000 = £2,000 

The balance of overlap profit, £3,000 (over 3 months), is entered in box 70 or 14 and carried 
forward. You can claim this as overlap relief in a later year. 
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23. Capital allowances and balancing charges 

When working out your business profits using traditional accounting do not take off the cost 
of buying or improving items such as a car, equipment or tools that you use in your business, 
depreciation or any losses which arise when you sell them. Instead, you can claim tax 
allowances called capital allowances. 

You take off the allowances from your profit to find your taxable profits, or add them to your 
losses to get your allowable loss. 

Usually, anything you use that has a useful economic life of at least 2 years may qualify for 
capital allowances. 

Capital allowances do not apply to items that you buy and sell as part of your trade; these 
items are included in business expenses. 

If you’ve claimed capital allowances, an adjustment, known as a balancing charge, may 
arise when you sell an asset, give it away or stop using it in your business. We add the 
balancing charge to your taxable profits, or take them off your losses, in the year they occur. 

If you’re using cash basis, you can only claim capital allowances on cars. The cost of all 
other equipment and vehicles is an allowable expense in working out your business profits. 

You can choose between claiming capital allowances or flat rate expenses for a car but you 
must continue to use the same method for the whole of the time it is used in the business.  

If you’re claiming the trading income allowance you cannot claim capital allowances.  

For more information read Capital allowances and balancing charges: HS252 Self 
Assessment helpsheet. 

24. Losses – terminal loss relief 

If your business ceased in 2020 to 2021 and you made a loss in your final 12 months of 
trading, you can claim terminal loss relief against your profits from the same business.  

Your terminal loss must be set against any profits (after deducting losses brought forward) 
from the same business taxed in 2020 to 2021. If any terminal loss remains it must be set 
against the profits of the same business taxed in the 3 prior years. Start with the latest year. 

Put the amount of terminal loss relief you are claiming against your 2020 to 2021 profits in 
box 74 on page SEF 4 of the ‘Self-employment (full)’ pages or box 17 on the ‘Partnership’ 
pages. This is in addition to any other losses you’re bringing forward from earlier years. 

Put the total amount of terminal loss relief for the 3 prior years in box 79 on page SEF 4 of 
the ‘Self-employment (full)’ pages or box 23 on the ‘Partnership’ pages. Give details of the 
amount for each year in box 103 ‘Any other information’, on your ‘Self-employment (full)’ 
pages or in box 19 ‘Any other information’, on your tax return. 

Make sure that you do not count the same loss twice. 
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For more information on terminal losses and how to calculate your terminal loss read the 
Self Assessment helpsheet 227 ‘Relief for trading losses’.  

25. VAT 

For VAT-registered businesses using the cash basis, business receipts and payments may 
be recorded either excluding or including VAT. If VAT is included, the net VAT payments to 
HMRC should be recorded as expenses and net repayments from HMRC as receipts. 

For those not using the cash basis, VAT should be accounted for using Generally Accepted 
Accounting Principles. 

26. Partners’ trading or professional profits 

The basis period and overlap rules apply to your share of the partnership’s trading and 
professional profits (or losses) as if you had made the profit or loss from a trade you carried 
on as a sole trader as a ‘notional’ trade. 

Your basis period begins on the date you joined the partnership as a partner (unless you had 
carried on the same business yourself, and then the basis period will continue), and ends on 
the date when you ceased being a partner (unless you carried on the same business 
yourself, afterwards then your basis period continues). 

26.1 Example 

The partnership started trading on 1 October 2018 and makes up its account to 30 
September. You stopped being a partner on 31 December 2020. 

Your share of trading profits is: 

Year Amount 

year ended 30 September 2019 £12,000 

year ended 30 September 2020 (A) £18,000 

year ended 30 September 2021 (B) £7,000 

Your basis periods and the overlap relief are as follows: 

 Amount 

2018 to 2019: 1 October 2018 to 5 April 2019 profits (187 days) £6,148 

2019 to 2020: 1 October 2019 to 30 September 2020 profits £12,000 

(Overlap period 187 days: overlap profits) (C) £6,148 

2020 to 2021 1 October 2019 to 31 December 2020 profits (A) + (B) £25,000 

Minus   

overlap relief (C) £6,148 

Taxable profit (D) £18,852 

In the 2020 to 2021 ‘Partnership’ pages, enter £18,000 in box 8, £7,000 in box 9, £6,148 in 
box 13 and £18,852 in boxes 16,18 and 20. 

If you’re unsure how the basis rules apply to you as a partner, ask your tax adviser for help.  
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27. Other partnership income 

If the partnership carried on a trade or profession in 2020 to 2021 the basis period depends 
on whether the partnership income had tax deducted. 

You’re treated as having carried on a ‘notional’ business alone (sole trader) for any untaxed 
partnership income. The same basis period and overlap rules apply to your share of the 
partnership’s trading or professional profits apply to the ‘notional’ business. 

For this purpose you treat the ‘notional’ business as commencing on the date you became a 
partner and ceasing on the date you stopped being a partner. 

If you’re entitled to overlap relief from your ‘notional’ business, it is first set against any other 
untaxed income (regardless of the source it came from) and any remaining balance can be 
deducted against any other income of that year. For your share of the partnership’s ‘taxed 
income’, your basis period is the period 6 April 2020 to 5 April 2021. 

If the partnership did not carry on a trade or profession in 2019 to 2020, the basis period for 
both ‘untaxed’ and ‘taxed’ income is 6 April 2020 to 5 April 2021. 

28. What to do if you dispute your share of the partnership’s profit or loss 

If you think that the figure reported for your share of the partnership’s profit or loss on your 
Partnership Statement is incorrect, you can make a referral to the Tribunal Service. The 
Tribunal Service is a body independent of HMRC with the authority to determine the correct 
share of the partnership’s profits to be reported. HMRC is bound by its decision.  

You can do this by writing to: 

First-tier Tribunal (Tax Chamber)  
HM Courts & Tribunals Service  
PO Box 16972  
Birmingham  
B16 6TZ  

When you write to the Tribunal Service, head your letter with the reference ‘Dispute of my 
share of partnership profit and loss’ and include: 

 your name, address and Unique Taxpayer Reference (UTR) 
 name, address and UTR of the partnership 
 reporting partner’s name 
 nature of dispute 

You must also notify both the Reporting Partner of the partnership (this will be the partner 
nominated to act for the partnership in relation to the return, claim or other matters) and 
HMRC that you have made this application to the tribunal. 

You should contact the most appropriate team in HMRC that relates to the nature of your tax 
affairs. 
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Any such referral must be made before the end of the period of 12 months beginning with 
the day after: 

a) the day on which the partnership return was delivered, or 
b) if the dispute relates to an amendment to the partnership return, the day on which the 
amendment was made. 

For example, if the partnership return was delivered on 31 January 2020, you will have until 
31 January 2021 to make a referral to the tribunal. 

You should return the same figure in your personal tax return as reported to you in the 
Partnership Statement even if you are making a referral to the Tribunal Service. 

It must be noted that if you choose to report a different figure for your share of the 
partnership’s profit or loss in your personal return than as shown on the Partnership 
statement, you may become liable to a penalty if the Tribunal subsequently determines the 
share on the partnership statement is correct. You can find out more about penalties for 
inaccuracies in returns by reading our factsheet CC/FS7A. 
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Expenses if you're self-employed  

(www.gov.uk/expenses-if-youre-self-employed) 

1. Overview  

If you’re self-employed, your business will have various running costs. You can deduct some 
of these costs to work out your taxable profit as long as they’re allowable expenses. 

Example Your turnover is £40,000, and you claim £10,000 in allowable expenses. You only 
pay tax on the remaining £30,000 - known as your taxable profit. 

Allowable expenses do not include money taken from your business to pay for private 
purchases. 

If you run your own limited company, you need to follow different rules. You can deduct any 
business costs from your profits before tax. You must report any item you make personal 
use of as a company benefit. 

Costs you can claim as allowable expenses 

These include: 

 office costs, for example stationery or phone bills 
 travel costs, for example fuel, parking, train or bus fares 
 clothing expenses, for example uniforms 
 staff costs, for example salaries or subcontractor costs 
 things you buy to sell on, for example stock or raw materials 
 financial costs, for example insurance or bank charges 
 costs of your business premises, for example heating, lighting, business rates 
 advertising or marketing, for example website costs 
 training courses related to your business, for example refresher courses 

You cannot claim expenses if you use your £1,000 tax-free ‘trading allowance’. 

Contact the Self Assessment helpline if you’re not sure whether a business cost is an 
allowable expense. 

Costs you can claim as capital allowances 

If you use traditional accounting, claim capital allowances when you buy something you keep 
to use in your business, for example: 

 equipment 
 machinery 
 business vehicles, for example cars, vans, lorries 

You cannot claim capital allowances if you use your £1,000 tax-free ‘trading allowance’. 
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If you use cash basis 

If you use cash basis accounting and buy a car for your business, you can claim this as a 
capital allowance. However, all other items you buy and keep for your business should be 
claimed as allowable expenses in the normal way. 

If you use something for both business and personal reasons 

You can only claim allowable expenses for the business costs. 

Example Your mobile phone bills for the year total £200. Of this, you spend £130 on 
personal calls and £70 on business. 

You can claim for £70 of business expenses. 

If you work from home 

You may be able to claim a proportion of your costs for things like: 

 heating 
 electricity 
 Council Tax 
 mortgage interest or rent 
 internet and telephone use 

You’ll need to find a reasonable method of dividing your costs, for example by the number of 
rooms you use for business or the amount of time you spend working from home. 

Example You have 4 rooms in your home, one of which you use only as an office. 

Your electricity bill for the year is £400. Assuming all the rooms in your home use equal 
amounts of electricity, you can claim £100 as allowable expenses (£400 divided by 4). 

If you worked only one day a week from home, you could claim £14.29 as allowable 
expenses (£100 divided by 7). 

Simplified expenses 

You can avoid using complex calculations to work out your business expenses by using 
simplified expenses. Simplified expenses are flat rates that can be used for:  

 vehicles 
 working from home 
 living on your business premises 

2. Office, property and equipment  

Claim items you’d normally use for less than 2 years as allowable expenses, for example: 

 stationery 
 rent, rates, power and insurance costs 
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For equipment you keep to use in your business, for example computers or printers, claim: 

 allowable expenses if you use cash basis accounting  
 capital allowances if you use traditional accounting 

You cannot claim for any non-business use of premises, phones or other office resources. 

Stationery 

You can claim expenses for: 

 phone, mobile, fax and internet bills 
 postage 
 stationery 
 printing 
 printer ink and cartridges 
 computer software your business uses for less than 2 years 
 computer software if your business makes regular payments to renew the licence 

(even if you use it for more than 2 years) 

Claim other software for your business as capital allowances, unless you use cash basis. 

Rents, rates, power and insurance costs 

You can claim expenses for: 

 rent for business premises 
 business and water rates 
 utility bills 
 property insurance 
 security 
 using your home as an office (only the part that’s used for business) 

Business premises 

Claim expenses for repairs and maintenance of business premises and equipment. 

For alterations to install or replace equipment, claim: 

 allowable expenses if you use cash basis accounting  
 capital allowances if you use traditional accounting 

You can also claim capital allowances for some integral parts of a building, for example 
water heating systems. 
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3. Car, van and travel expenses  

You can claim allowable business expenses for: 

 vehicle insurance 
 repairs and servicing 
 fuel 
 parking 
 hire charges 
 vehicle licence fees 
 breakdown cover 
 train, bus, air and taxi fares 
 hotel rooms 
 meals on overnight business trips 

You cannot claim for: 

 non-business driving or travel costs 
 fines 
 travel between home and work 

You may be able to calculate your car, van or motorcycle expenses using a flat rate (known 
as simplified expenses) for mileage instead of the actual costs of buying and running your 
vehicle. 

Buying vehicles 

If you use traditional accounting and buy a vehicle for your business, you can claim this as a 
capital allowance. 

If you use cash basis accounting and buy a car for your business, claim this as a capital 
allowance as long as you’re not using simplified expenses. 

For all other types of vehicle, claim them as allowable expenses. 

4. Clothing expenses  

You can claim allowable business expenses for: 

 uniforms 
 protective clothing needed for your work 
 costumes for actors or entertainers 

You cannot claim for everyday clothing (even if you wear it for work). 

5. Staff expenses  

You can claim allowable business expenses for: 

 employee and staff salaries 
 bonuses 
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 pensions 
 benefits 
 agency fees 
 subcontractors 
 employer’s National Insurance 
 training courses related to your business 

You cannot claim for carers or domestic help, for example nannies. 

6. Reselling goods  

You can claim allowable business expenses for: 

 goods for resale (stock) 
 raw materials 
 direct costs from producing goods 

You cannot claim for: 

 any goods or materials bought for private use 
 depreciation of equipment 

7. Legal and financial costs  

Accountancy, legal and other professional fees can count as allowable business expenses. 

You can claim costs for: 

 hiring of accountants, solicitors, surveyors and architects for business reasons 
 professional indemnity insurance premiums 

You cannot claim for: 

 legal costs of buying property and machinery - if you use traditional accounting, claim 
for these costs as capital allowances  

 fines for breaking the law 

Bank, credit card and other financial charges 

You can claim business costs for: 

 bank, overdraft and credit card charges 
 interest on bank and business loans 
 hire purchase interest 
 leasing payments 
 alternative finance payments, for example Islamic finance 

If you’re using cash basis accounting you can only claim up to £500 in interest and bank 
charges. 

You cannot claim for repayments of loans, overdrafts or finance arrangements. 
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Insurance policies 

You can claim for any insurance policy for your business, for example public liability 
insurance. 

When your customer does not pay you 

If you’re using traditional accounting, you can claim for amounts of money you include in 
your turnover but will not ever receive (‘bad debts’). However, you can only write off these 
debts if you’re sure they will not be recovered from your customer in the future.  

You cannot claim for: 

 debts not included in turnover 
 debts related to the disposal of fixed assets, for example land, buildings, machinery 
 bad debts that are not properly calculated, for example you can not just estimate that 

your debts are equal to 5% of your turnover 

Bad debts cannot be claimed if you use cash basis accounting because you’ve not received 
the money from your debtors. With cash basis, you only record income on your return that 
you’ve actually received. 

8. Marketing, entertainment and subscriptions  

You can claim allowable business expenses for: 

 advertising in newspapers or directories 
 bulk mail advertising (mailshots) 
 free samples 
 website costs 

You cannot claim for: 

 entertaining clients, suppliers and customers 
 event hospitality 

Subscriptions 

You can claim for: 

 trade or professional journals 
 trade body or professional organisation membership if related to your business 

You cannot claim for: 

 payments to political parties 
 gym membership fees 
 donations to charity - but you may be able to claim for sponsorship payments  

9. Training courses  

You can claim allowable business expenses for training that helps you improve the skills and 
knowledge you use in your business (for example, refresher courses). 
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The training courses must be related to your business. 

You cannot claim for training courses that help you: 

 start a new business 
 expand into new areas of business, including anything related to your current 

business 

10. How to claim  

Keep records of all your business expenses as proof of your costs. 

Add up all your allowable expenses for the tax year and put the total amount on your Self 
Assessment tax return. 

You do not need to send in proof of expenses when you submit your tax return. But you 
should keep proof and records so you can show them to HM Revenue and Customs 
(HMRC) if asked. 

You must make sure your records are accurate. 
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Simplified expenses if you're self-employed  

(www.gov.uk/simpler-income-tax-simplified-expenses) 

1. Overview  

Simplified expenses are a way of calculating some of your business expenses using flat 
rates instead of working out your actual business costs. 

You do not have to use simplified expenses. You can decide if it suits your business. 

Who can use simplified expenses 

Simplified expenses can be used by: 

 sole traders 
 business partnerships that have no companies as partners 

Simplified expenses cannot be used by limited companies or business partnerships involving 
a limited company. 

Types of expenses 

You can use flat rates for: 

 business costs for some vehicles  
 working from home 
 living in your business premises 

You must calculate all other expenses by working out the actual costs. 

How to use simplified expenses 

1. Keep records of your business miles for vehicles, hours you work at home and how 
many people live at your business premises over the year. 

2. At the end of the tax year use the flat rates for vehicle mileage, working from home, 
and living at your business premises to work out your expenses. 

3. Include these amounts in the total for your expenses in your Self Assessment tax 
return. 

Use the simplified expenses checker to compare what you can claim using simplified 
expenses with what you can claim by working out the actual costs. This will help you work 
out if simplified expenses suits your business. 
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2. Vehicles  

Calculate your vehicle expenses using a flat rate for mileage instead of the actual costs of 
buying and running your vehicle, for example insurance, repairs, servicing, fuel. 

You can use simplified expenses for: 

 cars (except those designed for commercial use, for example, black cabs, hackney 
carriages or dual control driving instructors’ cars) 

 goods vehicles (for example, vans) 
 motorcycles 

You cannot claim simplified expenses for a vehicle you’ve already claimed capital 
allowances for, or you’ve included as an expense when you worked out your business 
profits. 

Vehicle Flat rate per mile with simplified expenses 

Cars and goods vehicles first 10,000 miles 45p 

Cars and goods vehicles after 10,000 miles 25p 

Motorcycles 24p 

Example 

You’ve driven 11,000 business miles over the year. 

Calculation: 

10,000 miles x 45p = £4,500 
1,000 miles x 25p = £250 
Total you can claim = £4,750 

You do not have to use flat rates for all your vehicles. Once you use the flat rates for a 
vehicle, you must continue to do so as long as you use that vehicle for your business. 

You can claim all other travel expenses (for example train journeys) and parking on top of 
your vehicle expenses. 

Use the simplified expenses checker to compare what you can claim using simplified 
expenses with what you can claim by working out the actual costs. 
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3. Working from home  

Calculate your allowable expenses using a flat rate based on the hours you work from home 
each month. 

This means you do not have to work out the proportion of personal and business use for 
your home, for example how much of your utility bills are for business. 

The flat rate does not include telephone or internet expenses. You can claim the business 
proportion of these bills by working out the actual costs. 

You can only use simplified expenses if you work for 25 hours or more a month from home. 

Hours of business use per month Flat rate per month 

25 to 50 £10 

51 to 100 £18 

101 and more £26 

Example 

You worked 40 hours from home for 10 months, but worked 60 hours during 2 particular 
months: 

10 months x £10 = £100  
2 months x £18 = £36 

Total you can claim = £136 

Use the simplified expenses checker to compare what you can claim using simplified 
expenses with what you can claim by working out the actual costs. 
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4. Living at your business premises  

A small number of businesses use their business premises as their home, for example a 
guesthouse, bed and breakfast or small care home. 

You can use simplified expenses instead of working out the split between what you spend 
for your private and business use of the premises. 

With simplified expenses you calculate the total expenses for the premises. 

Then use the flat rates to subtract an amount for your personal use of the premises, based 
on the number of people living on the premises and claim the rest as your business 
expenses. 

Number of people Flat rate per month 

1 £350 

2 £500 

3+ £650 

Example 

You and your partner run a bed and breakfast and live there the entire year. Your overall 
business premises expenses are £15,000. 

Calculation: 

Flat rate: 12 months x £500 per month = £6,000 

You can claim:  
£15,000 - £6,000 = £9,000 

If someone lives at your business premises for part of the year, you can deduct only the 
relevant flat rate for the months they live there. 

Example 

You and your partner run a bed and breakfast and live there the entire year. Your child is at 
university for 9 months a year but comes back to live at home for 3 months in the summer. 

Calculation: 

Flat rate: 9 months x £500 per month = £4,500 
Flat rate: 3 months x £650 per month = £1,950  
Total = £6,450 

You can claim:  
£15,000 - £6,450 = £8,550 

Use the simplified expenses checker to compare what you can claim using simplified 
expenses with what you can claim by working out the actual costs. 
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Business records if you're self-employed  

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

1. Overview  

You must keep records of your business income and expenses for your tax return if you’re 
self-employed as a: 

 sole trader 
 partner in a business partnership 

You’ll also need to keep records of your personal income. 

If you’re the nominated partner in a partnership, you must also keep records for the 
partnership. 

There are different rules on keeping records for limited companies. 

Accounting methods 

You’ll need to choose an accounting method. 

Traditional accounting 

Many businesses use traditional accounting where you record income and expenses by the 
date you invoiced or were billed. 

Example 

You invoiced a customer on 28 March 2022. You record that invoice for the 2021 to 2022 tax 
year - even if you did not receive the money until the next tax year. 

Cash basis accounting 

Most small businesses with an income of £150,000 or less can use cash basis reporting. 

With this method, you only record income or expenses when you receive money or pay a 
bill. This means you will not need to pay Income Tax on money you have not yet received in 
your accounting period. 

Example 

You invoiced someone on 15 March 2022 but did not receive the money until 30 April 2022. 
Record this income for the 2022 to 2023 tax year. 

2. What records to keep  

You’ll need to keep records of: 

 all sales and income 
 all business expenses  
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 VAT records if you’re registered for VAT  
 PAYE records if you employ people 
 records about your personal income  
 your grants, if you claimed through the Self-Employment Income Support Scheme - 

check how much you were paid if you made a claim  

Why you keep records 

You do not need to send your records in when you submit your tax return but you need to 
keep them so you can: 

 work out your profit or loss for your tax return 
 show them to HM Revenue and Customs (HMRC) if asked 

You must make sure your records are accurate. 

Keep proof 

Types of proof include: 

 all receipts for goods and stock 
 bank statements, chequebook stubs 
 sales invoices, till rolls and bank slips 

If you’re using traditional accounting 

As well as the standard records, you’ll also need to keep further records so that your tax 
return includes: 

 what you’re owed but have not received yet 
 what you’ve committed to spend but have not paid out yet, for example you’ve 

received an invoice but have not paid it yet 
 the value of stock and work in progress at the end of your accounting period 
 your year end bank balances 
 how much you’ve invested in the business in the year 
 how much money you’ve taken out for your own use 

3. How long to keep your records  

You must keep your records for at least 5 years after the 31 January submission deadline of 
the relevant tax year. HM Revenue and Customs (HMRC) may check your records to make 
sure you’re paying the right amount of tax. 

Example 

If you sent your 2020 to 2021 tax return online by 31 January 2022, you must keep your 
records until at least the end of January 2027. 
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Very late returns 

If you send your tax return more than 4 years after the deadline, you’ll need to keep your 
records for 15 months after you send your tax return. 

If your records are lost, stolen or destroyed 

If you cannot replace your records, you must do your best to provide figures. Tell HMRC 
when you file your tax return if you’re using: 

 estimated figures - your best guess when you cannot provide the actual figures 
 provisional figures - your temporary estimated figures while you wait for actual figures 

(you’ll also need to submit actual figures when available) 
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Business use of home: examples (BIM47825) 

If there is only minor use, for example writing up the trade records at home, HMRC will 
accept a reasonable estimate without detailed enquiry. 

The following examples are a guide only and intended to demonstrate the principles to be 
applied. The examples are not intended to be prescriptive; each case will be dependent on 
the facts. 

The examples set out what expenses are allowable when an individual carrying on a trade 
uses part of their home for trade purposes. The guidance does not apply to the use of home 
by an employee or director - for this see EIM32760 onwards. 

Example 1 

Angela writes up her trade records at home. She uses a room solely for trade use for a short 
period each week. She estimates that £104 covers the cost of the proportion of the 
establishment costs, plus the electricity for heating and lighting. 

Although the claim for £104 is obviously an estimate of £2 per week, the claim is small and 
reflects the facts of the case. It is a reasonable estimate of the expense incurred. No 
enquiries are necessary. 

Example 2 

Bill runs a small business. He uses one small room at home as an office, exclusively for the 
purposes of his trade. The room represents 5% of the floor area of the house. 

His Council Tax, insurance and mortgage interest bills total £4500. He claims 5%, £225. 

His electricity bill for heating & lighting is £300. He claims £15, which is 5% of the total. 

His total claim is £240 (plus the business proportion of his phone bill). 

Although Bill has apportioned his electricity bill by floor area rather than usage, the amount 
claimed is small and there is nothing to suggest that his business use is significantly greater 
or lesser than his private use. It can be accepted as a reasonable estimate. 

Example 3 

Bert runs a small business. He uses the spare bedroom at home as his office except for a 
week at Easter and a week at Christmas. All he does is to write up his records, once a week. 

The house has 10 rooms. Bert calculates that his trade expense, based on 1/10 of the total 
costs would be £450. Bert recognises that this is far too much for what he actually does at 
home. 

Bert estimates that £104 covers the cost of the proportion of the establishment costs, plus 
the electricity for heating and lighting. 

Although the claim for £104 is obviously an estimate of £2 per week, the claim is small and 
reflects the facts of the case. It is a reasonable estimate of the expense incurred. No 
enquiries are necessary. 
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Example 4 

Chris is an author working from home. She uses her living room from 8am to 12am. During 
the evening, from 6pm until 10pm it is used by her family. The room used represents 10% of 
the area of the house. 

The fixed costs including cleaning, insurance, Council Tax and mortgage interest, etc total 
£6600. A tenth of the fixed establishment costs is £660. For the purposes of fixed costs, one 
sixth (4/24) of the use by time is for business, so Chris claims £110. 

She uses electricity for heating, lighting and to power her computer, which costs £1500 per 
annum. Chris considers an apportionment of these costs by time and area. A tenth of the 
costs are £150 and half of these costs by time (4/8) relate to business use, she claims £75. 

Her itemised telephone bill shows that a third of the calls made are business calls. She can 
claim the cost of those calls plus a third of the standing charge. 

She has a broadband internet connection which she uses for research purposes as well as 
for private use. Two thirds of the time spent online is for business purposes, so that two 
thirds of the monthly charge is allowable. 

Example 5 

The facts are as in example 4. 

Chris has some work done on the house. She has the exterior painted and at the same time 
has the dining room re-decorated. 

What, if anything, can she claim as a deduction? 

The exterior painting is a general household cost. She can claim a proportion based on 
business use. 

Chris does not use her dining room for business purposes. The cost of redecorating the 
dining room is not an allowable expense. 

 

Example 6 

Gordon, an architect, dedicates a room solely for use as his office between 9am and 5pm 
daily. The room contains a workstation, office furniture and storage for his drawings. He uses 
the room for an average of 4 hours each day, though often this is spread over his working 8 
hour day as he has a number of regular site visits to make. In addition it is not uncommon for 
Gordon to accommodate clients in his office to discuss plans, outside of normal hours. 

The room is available for domestic use outside of business hours and his family regularly 
make use of the room for around 2 hours each evening. 

After apportioning costs by reference to the number of rooms in the house, Gordon 
calculates the room uses £300 of variable costs (electric and oil) and £600 of fixed costs 
(council tax, mortgage interest, insurance). In apportioning these costs by time Gordon 
claims £680 in total, made up of 4/6 of variable costs (£200) and 8/10 of fixed costs (£480). 
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The claim equates to 75% of the total costs attributable to the room (£680/£900), which 
Gordon views as a more straightforward but equally reasonable basis for future claims, 
should his circumstances remain unchanged. 

Example 7 

Bill entertains a number of customers at his home. Each time he hires caterers and also a 
firm of cleaners. 

Although Bill has used his home for trade purposes, he cannot claim any of the costs as 
there is legislation that disallows entertaining costs - see BIM45000 onwards. 
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Capital allowances 

(www.gov.uk/government/publications/capital-allowances-and-balancing-charges-hs252-
self-assessment-helpsheet/hs252-capital-allowances-and-balancing-charges-2021) 

Overview 

You cannot claim capital allowances if you use cash basis, except for cars. Find out how to 
calculate your taxable profits in Helpsheet 222. 

From 29 October 2018, a new capital allowance for the qualifying costs of constructing new, 
non-residential structures or buildings is available called Structures and Buildings Allowance. 
Check if you can claim capital allowances for structures and buildings. 

If you’re running a business, you may need to buy certain items such as tools and equipment 
to help you to carry out your work. If the items are small in value, for example items of 
stationery, and used in the day-to-day running of the business, you can claim the cost of 
these items as trading expenses. You cannot claim capital allowances for any cost that you 
can claim as a trading expense. Find more information about expenses if you’re self-
employed. 

If you buy items that you keep to use in your business, such as plant, machinery, cars, tools, 
equipment, desks or computers, you cannot claim the cost as a trading expense. Instead, 
you can claim capital allowances. 

Capital allowances are available from the date your business starts trading. You can also 
claim capital allowances for items bought before you started trading, if they were necessary 
for the business to run. 

Capital allowances for items, such as plant, machinery, tools, equipment or computers, are 
called plant and machinery allowances. Plant and machinery allowances do not cover:  

 stock - items that your business buys and sells as part of its trade 
 furniture, fixtures and equipment in a let residential property, unless it is a qualifying 

furnished holiday letting 
 land, buildings and parts of buildings, apart from certain parts of buildings such as 

electrical, lighting, heating and ventilation systems 

Who can claim plant and machinery allowances 

You can claim plant and machinery allowances if you have a business and you buy assets 
for that business which you keep to use in that business. You can claim if you’re: 

 self-employed 
 a member of a partnership 
 a company or organisation that pays Corporation Tax 
 a landlord - but not for residential properties that are not holiday lets 
 an employee who buys equipment that you need to do your job, because your 

employer doesn’t provide the item - not cars, vans, motorbikes or bicycles 
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Claiming capital allowances 

You pool (add together) the cost of your item with the cost of any other items bought for 
business use during the year. Your allowance is worked out on the total amount in the pool, 
not on the cost of each item. 

What you can put in the pool 

You can include: 

 the cost of the item, less VAT - unless you are unregistered 
 the cost of improving large items 
 the cost of installing a large item 
 the original cost (not interest or charges) of large items bought on hire purchase or 

other finance methods, such as a loan 

If your item was a gift or you bought it for another purpose before using it in your business, 
you do not add its original cost to the pool. Instead you add the market value of the item on 
the day your business started to use it. 

Types of plant and machinery allowance pools 

There are 3 types of pools where you put the cost of your bought or gifted items. 

Main pool 

Use the main pool for the majority of equipment bought by your business. Do not include 
cars with high CO2 emissions (more than 50g/km). 

Special rate pool 

Use the special rate pool for items that cannot go into the main pool, for example: 

 certain building fixtures or integral features of buildings, such as electrical systems - 
wiring, lighting, heating or ventilation systems 

 long life assets – equipment with an expected business life of 25 years or more 
 cars with high CO2 emissions (more than 50g/km) 

Single asset pools 

Items of equipment including cars that you use for both business and private purposes do 
not go into your main or special rate pool. Instead, you put the cost of each into its own 
single asset pool. 

If you’re an employee and receive a payment from your employer to cover any fall in the 
value of an asset you own, you put the asset in a single asset pool and take off your 
employer’s payment from the pool’s value. This will reduce your annual investment 
allowance (AIA) and writing down allowance (WDA). 
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How much you can claim 

First year allowances 

You can claim 100% of the cost of specific assets in the tax year that you buy them. These 
include: 

 certain new energy-saving and water efficient equipment - check the Energy 
Technology List  

 new cars with zero emissions 
 certain new vehicle gas refueling equipment 
 certain new vehicle electric charge point equipment 
 new zero-emission goods vehicles 
 new plant and machinery for use in designated areas within certain enterprise zones  

You claim first year allowances before you add the cost of the item to the pool. So, if you 
claim a first year allowance the amount you add to the pool for that piece of equipment is nil. 
But if you later sell it, you deduct the price you receive from the pool. This can result in a 
balancing charge. You start each pool for every year with any amount left in it from the 
previous year. 

Annual investment allowance 

If you bought business equipment, you can claim an AIA to use against your taxable profits 
for the year you bought it. You cannot claim AIA for the cost of cars or for items you received 
as a gift, or for items you bought for another reason before you started to use them in your 
business. 

Trustees or mixed partnerships (partnerships not made up entirely of individuals) cannot 
claim the AIA. To claim Annual Investment Allowance: 

 add the cost of the item to the appropriate pool 
 work out the amount of AIA you can claim - find details of the maximum allowances  
 take away the AIA from the amount you added to the pool 

If the AIA rate changed in the period you are claiming for, you need to adjust the amount you 
can claim. For guidance, see Annual investment allowance: limit changes during accounting 
periods. 

Writing down allowances 

Writing down allowances help you reduce (write down) the balance of your pooled costs. 
The 2 rates are: 

 main pool rate – 18% 
 special pool rate – 6% 

The rate for a single asset pool item is the same as it would be if the item was in the main or 
special pool. For example, a computer would be main rate and a car with high CO2 
emissions would be special rate. 
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Claiming the writing down allowance 

Start with any balance left in the pool from the year before: 

 add the costs of any items you bought where you have not claimed AIA  
 take away the amount you got for any items you sold 
 take away the market value of any items your business stopped using and which you 

kept for yourself 

This will give you your new pool balance. You can now claim the WDA. This is 18% of the 
balance in your main pool or 6% of the balance in your special rate pool.  

Small pools allowance 

You can write off all the balance in your main pool or the special rate pool when your pool’s 
value is £1,000 or less before you work out the WDA. This is called a small pools allowance. 
You claim this instead of claiming a WDA. 

Capital allowances and cars 

There are special rules for claiming capital allowances on the cost of cars. If you bought a 
car on or after 6 April 2009, the allowance you claim depends on your car’s CO2 emissions. 
See your V5 certificate or find information on car fuel and CO2 emissions data.  

The allowances you can claim depend on your car’s CO2 emissions and when you bought 
the car. Find more information about capital allowances for business cars.  

Short and long life assets 

Short life assets 

You can choose to put the cost of an item into a single short life asset pool rather than the 
main pool. If you buy lots of things together such as glasses or cutlery you can add all the 
expenditure you spent in one go together and put it in to a short life single asset pool. Short 
life assets do not include: 

 cars 
 assets used partly for private use 
 items in the special rate pool including integral features 

You work out allowances separately, each year, for items in single asset pools. If you have 
not disposed of an asset in a short life asset pool after 8 years, you close the short life asset 
pool and transfer the balance in it to the main pool. You do this by taking away an amount 
equal to the balance in the short life asset pool so reducing the balance to nil. You then add 
the same amount to your main pool. 

If you sell or dispose of an asset that’s in a short life asset pool before 8 years you will have 
a balancing allowance or a balancing charge. If you want your asset treated as a short life 
asset, you need to tell HMRC in writing by one year after 31 January following the end of the 
tax year that you bought the item in. You cannot change your mind once you have told us. 
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Example 

You buy a computer in your accounting period ended 31 July 2020. You must let HMRC 
know by 31 January 2022 that you want this treated as a short life asset. 

Long life assets 

These assets are plant and certain machinery which have an expected business life, when 
new, of 25 years or more. You normally put long life assets into a special rate pool. If your 
business is your full-time occupation and you spend less than £100,000 on long life assets, 
you can put this cost into the main pool instead. 

Assets leased out 

You can claim capital allowances if you lease out your assets to other users - but not first 
year allowances. This does not include assets leased out on a long-funding lease. 

Fixtures 

If you buy a property from another business, you can only claim allowances for fixtures such 
as kitchen fittings, electrical or heating systems, if the previous owner had put the costs for 
the fixtures in a pool and if you both agree how much of the total amount you paid for the 
property relates to the fixtures, usually by making a joint election under section 198 of the 
Capital Allowances Act 2001. 

If you’re thinking of buying, selling or leasing a business property that capital allowances 
may be available for, you should contact your tax adviser. 

Disposals 

When you sell something that you claimed plant and machinery allowances on (including 
AIA or first year allowance) you deduct the amount you get for selling it from the balance in 
your pool. Do this before you work out the allowances you can claim for that year.  

You also make a deduction if you stop using the item in your business for whatever reason. 
The amount you deduct depends on why you stopped using it. If it was lost or destroyed, you 
deduct the amount you get from any insurance. If you had no insurance, you deduct its 
market value. If you kept it for yourself or gave it to a family member you deduct the market 
value. 

Balancing charge 

If you sell an item you claimed capital allowances for, and the sale or value of the item is 
more than the balance in the pool, you add the difference between the 2 amounts to your 
taxable profits. This is a balancing charge. You can have a pool even if you have claimed 
AIA on all your costs. The balance in the pool can be nil. 

If you sell an asset for which you claimed AIA or first year allowances, and your pool has a 
zero balance, the amount you sell it for, or its market value if you give it away or use 
privately, is the balancing charge. 
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Example 

If you buy a van for £10,000 and sell it 3 years later for £4,000 the net cost to you was 
£6,000. If you claimed £10,000 AIA when you bought the van you will have had more 
allowances than the net cost of it to you, so you have to adjust your allowances when you 
sell the van. You do this by taking £4,000 off the balance in your pool before you work out 
the writing down allowances. 

If the balance in your pool is more than £4,000 this will reduce the amount before you work 
out your allowances for the year. If the balance is less than £4,000 you will have a balancing 
charge equal to the difference between the balance and £4,000. For example, if the balance 
is £500 the balancing charge will be £3,500, which is the difference between £4,000 and 
£500. 

If the balance in your pool is nil, for example because you have claimed AIA on everything 
that you have bought, you will have a £4,000 balancing charge that is added to your taxable 
profits. 

Balancing allowance 

If your business stops trading, you can claim any balance left in the pool after you take away 
the amounts you get for selling it, or the market value of things you do not sell, as a 
balancing allowance. 

You take balancing allowances off your taxable profits. You only get a balancing allowance 
in the main or special rate pool when you stop your business. You can get a balancing 
allowance in a single asset pool when you sell or dispose of the asset that is in it. 

Accounting periods and capital allowances 

Accounting periods less than a year 

If your accounting period is less than a calendar year, you reduce the amount of AIA, small 
pools allowance and writing down allowance you claim. 

For example, if the AIA limit is £200,000 and your accounting period is 6 months, the 
maximum AIA you can claim is £100,000 (6 ÷ 12 × £200,000). 

This does not apply to first year allowances. 

Accounting periods longer than a year but less than 18 months 

If your accounting period is more than a calendar year but less than 18 months, the 
maximum AIA, small pools allowance and writing down allowance you can claim is 
increased. 

For example, if your accounting period is 17 months your small pools allowance is £1,417 
(17 ÷ 12 × £1,000). 

This does not apply to first year allowances. 
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Accounting periods longer than 18 months 

If your accounting period is longer than 18 months, you need to split this into 2 periods: 

 a 12-month period 
 any remaining balance - up to 12 months 

Gaps and overlapping accounting periods 

If there is a gap between your accounting periods, you need to add the gap period to the end 
of the year in your first accounting period. 

If 2 accounting periods overlap each other, add the overlap part to your first accounting 
period. 
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Cash basis 

(https://www.gov.uk/simpler-income-tax-cash-basis) 

‘Cash basis’ is a way to work out your income and expenses for your Self Assessment tax 
return, if you’re a sole trader or partner. 

Why use cash basis 

If you run a small business, cash basis accounting may suit you better than traditional 
accounting. 

This is because you only need to declare money when it comes in and out of your business. 
At the end of the tax year, you will only pay Income Tax on money received in your 
accounting period. 

When cash basis might not suit your business 

Cash basis probably will not suit you if you: 

 want to claim interest or bank charges of more than £500 as an expense 
 run a business that’s more complex, for example you have high levels of stock 
 need to get finance for your business - a bank could ask to see accounts drawn up 

using traditional accounting to see what you owe and are due before agreeing a loan 
 have losses that you want to offset against other taxable income (‘sideways loss 

relief’) 

Find out if you’re eligible to use cash basis. 

2. Who can use cash basis  

You can use cash basis if you: 

 run a small self-employed business, for example sole trader or partnership 
 have a turnover of £150,000 or less a year 

If you have more than one business, you must use cash basis for all your businesses. The 
combined turnover from your businesses must be less than £150,000. 

If you use cash basis and your business grows during the tax year 

You can stay in the scheme up to a total business turnover of £300,000 per year. Above 
that, you’ll need to use traditional accounting for your next tax return. 

Who cannot use the scheme 

Limited companies and limited liability partnerships cannot use cash basis. 

There are also some specific types of businesses that cannot use the scheme: 
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 Lloyd’s underwriters 
 farming businesses with a current herd basis election 
 farming and creative businesses with a section 221 ITTOIA profit averaging election 
 businesses that have claimed business premises renovation allowance 
 businesses that carry on a mineral extraction trade 
 businesses that have claimed research and development allowance 
 dealers in securities 
 relief for mineral royalties 
 lease premiums 
 ministers of religion 
 pool betting duty 
 intermediaries treated as making employment payments 
 managed service companies 
 waste disposal 
 cemeteries and crematoria 

If you cannot use cash basis, you’ll need to use traditional accounting to work out your 
taxable profits. 

3. Getting started  

At the end of the tax year, work out your taxable profit from your cash basis income and 
expenses records. 

Tick the cash basis box on the form when you send your return. 

Changing from traditional accounting to cash basis 

Existing businesses using traditional accounting might have to make some adjustments 
when they switch to cash basis. 

4. How to record income and expenses  

You must keep records of all business income and expenses to work out your profit for your 
tax return. 

Income 

With cash basis, only record income you actually received in a tax year. Do not count any 
money you’re owed but have not yet received. 

Example 
You invoiced someone on 15 March 2022 but did not receive the money until 30 April 2022. 
Do not record this income for your 2021 to 2022 tax return, but instead for 2022 to 2023. 

You can choose how you record when money is received or paid (for example the date the 
money enters your account or the date a cheque is written) but you must use the same 
method each tax year. 

All payments count - cash, card, cheque, payment in kind or any other method. 
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Expenses 

Expenses are business costs you can deduct from your income to calculate your taxable 
profit. In practice, this means your allowable expenses reduce your Income Tax. 

Only count the expenses you’ve actually paid. Money you owe isn’t counted until you pay it. 

Examples of allowable business expenses if you’re using cash basis are: 

 day to day running costs, such as electricity, fuel 
 admin costs, for example stationery 
 things you use in your business, such as machinery, computers, vans 
 interest and charges up to £500, for example interest on bank overdrafts 
 buying goods for resale 

You can check what else counts as an allowable expense. 

You can also choose to use the simplified expenses scheme instead of calculating expenses 
for: 

 running a vehicle 
 working from home 
 making adjustments for living on your business premises 

Cars and other equipment 

If you buy a car for your business, you can claim the purchase as a capital allowance (but 
only if you’re not using simplified expenses to work out your business expenses for that 
vehicle). 

Unlike traditional accounting, you claim other equipment you buy to keep and use in your 
business as a normal allowable business expense rather than as a capital allowance. 

If you’re currently claiming capital allowances and want to switch to cash basis, HM Revenue 
and Customs (HMRC) have guidance on the changes you need to make. 

Keep your records 

You do not need to send your records to HMRC when you send in your tax return but you 
must keep them in case HMRC ask to check your records. 

5. VAT registered businesses  

You can start to use cash basis if you’re VAT registered as long as your income is £150,000 
or less during the tax year. 

You can record your business income and expenses either excluding or including VAT. 
However, you must treat income and expenses the same way. 

If you choose to include VAT, you have to record: 

 VAT payments you make to HM Revenue and Customs (HMRC) as expenses 
 VAT repayments you receive from HMRC as income 
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 Social Investment Tax Relief 

(www.gov.uk/guidance/venture-capital-schemes-apply-to-use-social-investment-tax-relief) 

How the scheme works 

SITR is a state aid designed to help you raise money to support the trading activity of your:  

 community interest company 
 community benefit society, with an asset lock 
 charity, which can be a company or a trust 

It does this by offering your investors tax relief on shares they buy or money they lend your 
enterprise, as long as you follow the scheme rules for at least 3 years.  

You can ask HMRC to check if your investment proposal is likely to qualify before you go 
ahead. This is called advance assurance. 

Who can use the scheme 

You, or your subsidiary, must use the money raised for either: 

 a qualifying trade  
 preparing to carry out a qualifying trade (which must start within 2 years of the 

investment) 

You cannot: 

 have more than £15 million in gross assets immediately before the investment is 
made 

 have 250 or more full time equivalent employees at the time of investment 
 be controlled by another company 
 have more than £16 million in gross assets immediately after the investment is made 

For 3 years after the investment is made, you cannot: 

 be controlled by another company 
 be quoted on a recognised stock exchange 
 be in a partnership 
 control another company that is not a qualifying subsidiary 

There are also limits on when you can apply to use SITR. 

Qualifying subsidiaries 

If your company controls subsidiaries they need to be qualifying subsidiaries. 

This means: 

 your enterprise must own more than 50% of the subsidiary’s shares 
 no one other than your enterprise or one of its other qualifying subsidiaries can 

control this subsidiary 
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 there must be no arrangements which would put someone else in control of this 
subsidiary 

The subsidiary must be at least 90% owned by your enterprise if either the: 

 trading activity you’re going to spend the investment on will be carried out by the 
subsidiary 

 subsidiary’s business is mainly property or land management 

Qualifying trades 

Most trades qualify but you must be trading commercially and trying to make a profit. You do 
not need to be trading in the UK. 

Your enterprise may not qualify if most of your trade includes things like: 

 leasing activities 
 letting ships on charter 
 receiving royalties or license fees 
 dealing in financial instruments like commodities, futures, shares and securities 
 dealing in land 
 running a nursing home or residential care home 
 managing property used as a nursing home or residential care home 
 banking, insurance, money-lending, debt-factoring, hire-purchase financing or other 

financial activities 
 property development 
 fishery and aquaculture 
 agriculture 
 production of gas or other fuel 
 generating energy like electricity or heat 
 exporting electricity 
 road freight transport for hire 

You may not qualify if your enterprise provides services to another business and both of the 
following apply: 

 that business’s trade consists mostly of excluded activities 
 a person has a controlling interest in both your enterprise and the other business 

How to raise the money 

Your investors must: 

 buy new shares 
 lend you money as a new debt investment 

Shares 

The shares you issue to investors must: 

 be new shares 
 be paid for in full, and in cash, at the time the investment is made 
 not be preference shares 
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Any dividends your investors receive cannot be guaranteed. 

Debt investment 

The amount you’re lent must: 

 be for a new debt investment or loan 
 be made in cash, in a single or several payments 
 not be secured on any assets 
 not be paid back until at least 3 years after the investment 
 not have an interest rate higher than a reasonable commercial interest rate 

When you issue the shares or debt investment 

When you issue the shares or receive the debt investment there cannot be an arrangement: 

 to guarantee the investment or protect the investor from risk 
 to sell or buyback the shares at the end of, or during the 3 years after the investment 

is made 
 to repay the loan during the 3 years after the investment is made 
 to structure your activities to let an investor benefit in a way that’s not intended by the 

scheme 
 for a reciprocal agreement where you invest back in an investor’s company to also 

gain tax relief 
 to raise money for the purpose of tax avoidance - the investment must be for a 

genuine commercial reason 

You cannot use the investment to pay off a loan. 

How much you can raise 

The maximum amount of investment you can get over the lifetime of your enterprise is £1.5 
million. This includes any money received by any subsidiaries, former subsidiaries or 
businesses you’ve acquired. 

Any investments under SITR will also count towards any limits for later investments through 
other venture capital schemes. 

If you’re applying for any other state aid, like grants, make sure you’re still within the relevant 
state aid limits. 

Which state aid you’ll get 

You’ll receive investment under GBER state aid or de minimis state aid, depending on the 
date of your first commercial sale and the trading activity you want to raise money for. 

If you receive investment under GBER, you can raise any amount of investment up to the 
lifetime limit. 

If you receive investment under de minimis, the maximum amount of investment you can get 
is €344,827 (or the equivalent amount in pound sterling) over a 3 year period. This includes 
any other de minimis state aid received in the 3 years up to and including the date of the 
investment. 
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If it’s been less than 7 years since your first commercial sale 

You’ll receive investment under GBER state aid. 

If it’s been more than 7 years since your first commercial sale 

You’ll receive investment under GBER state aid if both of the following apply: 

 you used SITR within 7 years of your first commercial sale 
 you want to use SITR again to raise money for the same trading activity 

You’ll receive investment under de minimis state aid if either: 

 you’ve never used SITR  
 you received GBER or de minimis state aid through SITR within 7 years of your first 

commercial sale and now you want to raise money for a different activity 

When to apply 

You can only apply when you’ve carried out your qualifying trade for 4 months. 

You must apply within 2 years of having carried out your qualifying trade for 4 months, or 
within 2 years of the end of the tax year in which the shares were issued (whichever is later).  

How to apply 

When you’ve issued your shares or debt investment, complete a compliance statement 
(SITR1) and send it to HMRC. 

Complete a separate statement for each share or debt issue. 

If you’ve got advance assurance, provide copies of any documents that have changed since 
HMRC gave you advance assurance. 

If you’ve not got advance assurance, provide the following information for your social 
enterprise and any of its subsidiaries: 

 the business plan and financial forecasts 
 a copy of the latest accounts if available 
 which enterprises or companies will use the investments 
 details of all trading and activities to be carried out, and how much you expect to 

spend on each activity 
 a list of the amounts, dates and venture capital schemes under which you’ve 

previously received an investment 
 copies of any documents you use to explain your proposal to your investors 
 details of any other agreements between the enterprise and the investors 
 a signed letter from one of your directors or trustees if you’re allowing an agent to act 

on your behalf 
 the certificate of incorporation of your company or charity 
 the memorandum and articles of association of your company or the equivalent 

governing documents of your charity, such as a trust deed 
 the loan agreement or debt instrument, if the investment is through qualifying debt 
 any other documents to show you meet the qualifying conditions for the scheme 
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Send your application 

You can email or post your compliance statement and supporting documents. 

Email: enterprise.centre@hmrc.gsi.gov.uk 

Post: 

Venture Capital Reliefs Team  
HM Revenue and Customs  
WMBC  
BX9 1BN  

You must complete a separate application for each share issue or debt investment. 

What happens next 

If your application is successful, HMRC will send you a letter and compliance certificates 
(form SITR3) to give to your investors. 

The letter will include a unique investment reference number. You must include this on the 
compliance certificates you give to investors. Investors need the compliance certificate and 
reference number to be able to claim tax relief. 

If HMRC decides the investments do not meet SITR requirements, we’ll write to you 
explaining why. If you disagree, you can ask HMRC to review the decision, or appeal against 
it. 

You must follow the scheme rules for at least 3 years after the investment is made - 
otherwise tax relief will be withdrawn from your investors. You must tell HMRC if you no 
longer meet the conditions within 60 days. 

All money raised from the investment must be used within 28 months of the date of the 
investment. 
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Community Interest Companies 

Advantages and Disadvantages 

The following information is provided by Hazelton Mountford who offer specialist social 
enterprise insurance. 

(www.hazeltonmountford.co.uk/social-enterprise-insurance/) 

A community interest company (CIC) is like a cross between a business and a charity. 

Like a business, a community interest company offers a product or service, which it sells for 
profit. But somewhat like a charity, a community interest company channels its profits into 
changing the world for the better. 

Think of it like this: A standard business exists to enrich its shareholders. But a community 
interest company exists to enrich the world. 

For a more detailed explanation of what a community interest company is and how it works, 
read our step-by-step guide to setting up a social enterprise. 

Advantages and Disadvantages to Setting up a Community Interest Company 

Community interest companies don’t quite work like standard businesses. Nor do they quite 
work like standard not-for-profit enterprises. To fulfil its unique mission, a community interest 
company must commit to certain obligations when it comes to tax, accounting, and other 
financial arrangements. 

So to help you decide whether running a social enterprise is right for you, let’s explore some 
of the advantages and disadvantages of community interest companies. 

Alternatives to a Community Interest Company 

If you want to change the world, a community interest company isn’t your only option. You 
could also set up a trust, a charity, or a charitable incorporated organisation. You could even 
set up a standard limited company, one with strong social aims and a vision for change. 

Advantages of Community Interest Companies 

So why would you choose to set up a community interest company? Because this sort of 
social enterprise offers a range of unique benefits, such as: 

 Inspiring confidence and transparency 
 Being registered as a limited company 
 Financial benefits when it comes to profits 

Community Interest Companies Inspire Confidence 

Community interest companies channel their profits into social change. When you register as 
a community interest company, you commit to a statutory asset lock. So by law, you must 
use your funds to achieve your social objectives. This can inspire confidence and trust in 
both the public and in potential investors. 
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It goes further than this. As a community interest company, you must submit an annual 
report which becomes public record: Anyone can view it, so your operations are totally 
transparent. Meanwhile, the government’s CIC Regulator guarantees that everything 
remains above board at all times. 

If you want to change the world, you’ll need a lot of people on your side. The tight regulation, 
the total transparency and the statutory nature of a community interest company’s financial 
arrangements guarantees integrity. This could win you a lot of support, which in course could 
lead to lasting change where you want to see it. 

The Benefits of Being a Limited Company 

Community interest companies are still limited companies. Limited liability offers a great deal 
of financial security. It means that, should anything happen to your operations, the 
company’s owners and managers will not be liable for the loss. Your own finances will be 
treated as separate from your company’s finances. 

This arrangement is also good for your social enterprise mission. Any assets you’ve set 
aside for your social project will also be protected should you run into financial hardships. 

Ultimately, a community interest company is a business, and the world of business is 
inherently risky. But limited liability means that, no matter what happens, you won’t take a 
personal financial hit, and you could still be able to help those you want to help. 

Financial Benefits 

Community interest companies can pay a proportion of their profits to owners and 
shareholders. Charities simply cannot do this. So if you want to make a personal profit while 
effecting real social change, a community interest company is the way forward.  

You’ll have to commit to dividend and performance interest caps as part of your statutory 
requirements. And as we mentioned above, you’ll have to disclose all of your finances in 
your annual statement. 

Yet compare this to the financial arrangement you’ll find in a charity. Charity directors and 
board members can often only take a salary when they can justify it financially. Sometimes, 
charity founders give up control of the charity’s operations to a board of volunteers in 
exchange for personal financial security. 

But with a community interest company, you can get paid for your work while still driving the 
change you want to see. You can retain full control of your mission without taking a personal 
financial hit. 

Community Interest Companies are Quick, Cheap and Easy to Set Up 

It can take months to set up a charity. You essentially have to make two complicated 
applications at the same time: One for Companies House, and another for the Charity 
Commission. 

But to set up a community interest company, you just have to complete one single 
application, which Companies House and the CIC Regulator will review in turn. 
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Beyond the application process, running a charity in the long-term can also be much harder 
than running a community interest company. Yes, you have to complete your annual 
statements, and yes, you need to think about the CIC Regulator on an ongoing basis. But 
compared to charities, who must think about the Charity Commission’s ultra-strict regulation, 
the CIC Regulator can be a breeze. 

Charity CEOs no doubt resent the endless red-tape of regulation. They probably feel that all 
the ongoing governance requirements stand in the way of their charitable goals. But CIC 
owners, on the other hand, are free to commit to their social mission without having to worry 
too much about stringent regulations. 

Disadvantages of Community Interest Companies 

The truth is that running a community interest company requires a lot of compromise. So 
before you decide whether this is the path for you, let’s explore some of the disadvantages 
of community interest companies, such as: 

 Paperwork, compliance and commitments of a limited company 
 Fewer tax breaks than charities 
 Unable to access funding ringfenced for charities 

 

 

Paperwork, Compliance, Commitments 

We mentioned above how it’s easier to set up a community interest company than it is to set 
up a charity. We also mentioned that it can be easier for community interest companies to 
stay compliant in the long-term. 

But there are still a lot of ongoing things you’ll have to commit to: 

 Annual accounts – You’ll have to be totally transparent about your asset locks, your 
dividend caps and your performance interest caps. And you’ll have to file your 
accounts once a year, and these accounts will be a matter of public record. You’ll 
also have to submit an annual report to the CIC Regulator. Can you commit to such 
detailed bookkeeping and financial transparency? 

 Confirmation statements – Because community interest companies are limited 
companies, you’ll also have to maintain ongoing company registers, and periodically 
file annual confirmation statements with Company House. 

 Business operations – Stock. Supply chains. Payroll. Taxes. These are all the 
trimmings that come with managing a standard company, of course. But they all add 
up. 

Tax and Funding Issues 

One undeniable benefit that charities have over community interest companies is greater 
access to tax breaks. Charities can claim tax relief on many things, and they can also claim 
gift aid on donations. All of this can maximise the amount they can ultimately donate to their 
cause.   
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As a community interest company, you won’t be able to access these same tax breaks. And 
from business rates on your property to tax on your capital gains, you’ll lose huge chunks of 
both your personal income and your social change income to the taxman. 

You may also struggle to access certain funding opportunities. There are many grants 
available to charities and social enterprises. But many might be unfamiliar with how 
community interest companies operate, or they may see them as less trustworthy or 
prestigious than charities. As such, many companies might choose to prioritise charities 
when allocating funds. 

Is a Community Interest Company Right for You? 

When you’re new to the world of business and social enterprise, the compliance issues 
might seem profoundly complicated. But they don’t need to be. And if you really struggle with 
forms and figures, you can hire help to ensure you meet all of your obligations. 

But the question is, is all of this paperwork worth it? 

Think about your social enterprise. If you’ll only be working towards your social goal 
occasionally, then maybe all of these formal regulations will be more trouble than its worth. 
There might be better ways to pursue your cause. 

For more information about community interest companies, read our step-by-step guide to 
setting up a social enterprise. It contains more information about how CICs operate, and 
about your ongoing tax and financial commitments. 

https://www.hazeltonmountford.co.uk/social-enterprise-insurance/how-to-set-up-social-
enterprise/ 

Finally, like with any business, running a community interest company could be risky. So 
whatever course you decide to take, you’ll need to ensure that you have the appropriate 
insurance cover in place. 

 

Question put to HMRC 
 
Hello,  
 
We are a very small CIC with an annual income of around £14,000. Most of our income is 
from a grant from the National Lottery of £10,000, which was received in July 2021 and so is 
due to be fully used by July 2022. Our financial year runs from January 2021-January 2022. 
When I'm completing the tax return (CT600) in our accounting software (FreeAgent) it's 
showing that we will owe £890.72 in Corporation Tax, but if we pay this from the grant this 
means we won't be able to use the grant as intended. I don't think it counts as a donation as 
it says in the guidance, "This box is for relief on donations to charities, Community Amateur 
Sports Clubs (CASCs) and, grassroots sport" but we are a CIC and have no relation to 
sports. We are not sure how to proceed with completing the tax return, please can someone 
advise? Thanks,   
Posted 3 months ago by HMRC Admin 2  
 
Advice from HMRC 
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Hi, 

 

If the grant income was used in the course of trading then it is taxable. However, in 

accordance with accounting principles, the grant should only be recognised in the profit and 

loss account as it is used.  Any balance should be shown as a reserve. This will mean that 

the income from the grant is matched by expenses and so no corporation tax will be payable 

on the grant income. 

 

You can find lots of information about trading and income and expenses in HMRC's 

Business Income Manual via the GOV.UK website. 
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  EIS SEIS SITR 
Eligibility 

criteria – SEs 
(gov.uk 2021) 

Size restriction 
Less than £15m in gross assets 

(before share issues) 
Less than 250 FTE employees 
  
Capital risk restriction 
EIS investment must be used for 

growth and development purpose. 
EIS investors are carrying a risk. 

Size restriction 
Less than £200,000 in gross 

assets 
Less than 25 FTE employees 
Carrying out the same trade as 

previously. 
  
Cannot qualify if the company is 

also receiving EIS and VCT 

investments.  
  
Capital risk restriction 
SEIS investment must be used for 

growth and development purpose. 
SEIS investors are carrying a risk. 

Size restriction 
Less than £15m in gross 

assets 
Less than 250 FTE employees 
  
Legal entity restriction 
Must be a registered charity, 

or community interest 

company, or community 

benefit society. 
Not controlled by another 
company 
  
Investment restriction 
Equity: new shares, not 

preference shares. 
Debt: new, unsecured debt 

investment/loan; not paid 

back for at least 3 years. 
  
State aid is received 

depending on trading period. 
Eligible 

criteria – 
investors 

Not holding existing shares in the 

EIS company. 
Not an employee or a Director of 

the EIS company. 
Shareholding is less than 30%, 

together with associates, in the 

EIS company. 
Maximum £1m investment each 

year (ordinary or non-cumulative 

fixed preference shares). 
Excess £1m, maximum £2m can 

be invested in ‘knowledge 

intensive’ EIS companies.  

Not an employee or a Director of 

the SEIS company. 
Shareholding is less than 30%, 

together with associates, in the 

SEIS company. 
Invest up to £100,000 per annum 

in a single company, maximum 

£200,000 investment can be 

made.  

The investor, and relatives are 

not an employee, trustee or a 
Director of the SEIS 

organisation. 
No more than 30% material 

interest in the organisation. 
The investor is not investing 

as part of a tax avoidance 

scheme. 
Maximum of £1m investment 

can be made.  
  

Tax relief 

available 
(illustrative 

example) 

EIS 

investment:                      £100,000 
Income tax relief 

(30%)         (£30,000) 
CGT deferral relief 

(28%)      (£28,000) 
Inheritance Tax relief 

(40%)  (£40,000) 
  

SEIS 

investment:                     £100,000 
  
Income tax relief 

(50%)            (£50,000) 
CGT deferral relief 

(14%)        (£14,000) 
Inheritance Tax relief 

(40%)    (£40,000) 
  

SITR 

investment:               £100,000 
  
Income tax relief 

(30%)     (£30,000) 
CGT deferral relief (28%) 

(£28,000) 
  

Restrictions 

on qualifying 

trades carried 

out by SEs 

   coal or steel production 
   farming or market gardening 
   leasing activities 
   legal or financial services 
   property development 
   running a hotel 
   running a nursing home 
   generation of energy, such as 

electricity and heat 
   production of gas or other fuel 
   exporting electricity 

Same as EIS Same as EIS, plus: 
   letting ships on charter 
   receiving royalties or 

license fees 
   dealing in financial 

instruments 
   dealing in land 
   running a residential care 

home 
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   banking, insurance, debt or 
financing services 

(gov.uk 2021) 

   managing property used as 
a nursing home or 

residential care home 
   fishery and aquaculture 
   agriculture 
   road freight transport for 

hire 
  

Maximum 

investment 

raised 

Up to £5m each year, maximum 

£12m in company’s lifetime. 
Maximum £150,000 in 

company’s lifetime 
Maximum £1.5m in 

company’s lifetime 

Application 

process – 

companies, 

organisations, 

and investor/s 

1.     Businesses can apply for 

advanced assurance with 

HMRC (optional), by 

providing the required 

documents and application 

form/s. 
2.     Entities complete EIS1 

compliance statement, send to 

HMRC 
3.     If successful: entity receives a 

confirmation letter (with an 

investment reference number) 

and compliance certificate 

(EIS3) to be provided to 
investors.  
1. If unsuccessful: 

explanation is provided, 

with the opportunity to 

appeal. 
4.      EIS certificate and investment 

reference number is provided 
to investors; investors can 
claim tax relief through self-
assessment or change in tax 
code. 

Same process as EIS. SEIS3 

compliance certificate is issued to 

successful SEIS companies.  

Same process as EIS. SISTR3 

compliance certificate is 

issued to successful SITR 

organisations. 

Intervention 
from financial 

intermediaries  

Sufficient advisory and 
investment support/investment 

funds are available from financial 

and professional intermediaries. 

Sufficient advisory and 
investment support/investment 

funds are available from financial 

and professional intermediaries. 

Limited advisory and 
investment 

support/investment funds are 

available from financial and 

professional intermediaries. 
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Company v sole trader 

 

Mart Abramov, CEO of TaxScouts, shares the positives and negatives of being a sole 
trader or a limited company, so you can make the best choice for your growing 
business.  

https://smallbusiness.co.uk/ 

(www.rossmartin.co.uk/index.php/starting-in-business/140-sole-trader-v-limited-company-
key-tax-a-legal-differences) 

One of the most important decisions you’ll have to contend with is the structure and legal 
status your business will use moving forward: will you operate as a sole trader or as a limited 
company? 

The structure you choose can have an impact on almost every aspect of your business, 
including how much tax you will pay, what earnings you can make, and even what happens 
should your company get into difficulty. What might work for one company will not 
necessarily work for another. So, it’s vital that you weigh up the pros and cons of both and 
make an informed decision. 

In this article, I’ll be discussing the advantages and disadvantages of being a sole trader or a 
limited company, so you can decide which business model will serve the needs of your 
company as it develops.  

The fundamental differences between sole traders and limited companies 

A sole trader is a self-employed person with full ownership of their business: it does not have 
a separate legal identity from that of the owner. That means that a sole trader takes full 
liability. 

A limited liability company is one which is legally distinct from the identity of the owner. It has 
a unique company identity, which must be registered (for a small fee) with Companies 
House. Because of this, there may be more than one owner, and they will have limited 
liability — meaning their personal finances won’t be affected should the business struggle 
financially. 

Sole trading vs limited companies: Which is right for your business? 

For many smaller businesses or self-employed tradespeople, being a sole trader offers a few 
financial advantages, but it also brings an increased level of risk. Becoming a limited 
company can protect owners from these risks by giving them limited liability, but it can also 
mean a lot more admin and fiduciary duties for the directors. 

In this section, we’ll discuss the benefits and negatives of different aspects of both models, 
including earnings potential, tax efficiency, and liability. 

Earnings 

Sole traders keep all of their earnings after tax, which is paid via the self-assessment 
system. This means that your earnings are entirely dependent on your performance that 
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year — so while there’s the potential for large profits, there’s also the risk that you won’t 
make enough money to earn a decent salary. 

The owners of a limited company draw their earnings in the form of a salary, which is taxed 
at standard PAYE rates. They can also draw profits in the form of bonuses and dividends, 
subject to overall performance. In the last few years, the government has been reducing the 
tax-free allowance for dividends (from £5,000 in 2017 down to £2,000 in 2021 

Tax 

Because limited companies are registered at Companies House, they must pay corporation 
tax. For large companies, the rate of corporation tax is actually lower than it is for sole 
traders — meaning it’s often a far more tax efficient model for businesses with high 
turnovers and big profits – but this ignores the additional tax and NICs which arise when 
profits are paid out. 

Unlike limited companies, sole traders are not legally obliged to pay corporation tax. Instead, 
sole traders are required to pay income tax at the basic rate and make National Insurance 
contributions on all profits 

Sole traders must fill out a self-assessment tax return and register as self-employed with 
HMRC, but as a general rule their tax obligations are much less complex than those of a 
limited company. 

Being a sole trader allows you complete control of your business, and there’s generally 
much less admin to deal with, but this comes at the cost of an increased level of personal 
risk. 

Under UK law, there is no legal distinction between your assets and those of the company, 
so if you run up debts, creditors have the right to claim your personal assets (including any 
property you own). If a client or customer decides to sue you or take you to court, you could 
be liable to pay any costs yourself. 

Because shareholders (who are often directors as well) in a limited company have limited 
liability, it’s very unlikely they’ll be held to account for debts or lawsuits incurred by the 
business (with the possible exception of criminal activity or negligence). While a sole trader 
could be made bankrupt if their enterprise fails, directors of a limited company cannot: their 
personal assets will be protected, while the company goes in to liquidation. 

For this reason, it’s vital that sole traders have professional indemnity or public liability 
insurance in place to offer them some protection. These sorts of policies can be costly, so 
you should factor this into your decision: it may be a matter of deciding whether the simplicity 
that sole trading offers is worth the increased risk and insurance costs. 

Summary 

When it comes down to choosing sole trader or a limited company, the legal model you want 
to decide on ultimately depends on what sort of business you want to start. 

Small enterprises and self-employed tradespeople may prefer the simplicity and control over 
earnings offered by sole trading, while those with ambitions of starting a larger business with 
lots of employees might be tempted by the security that registering as a limited company 
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offers, particularly in terms of liability. It all boils down to your individual business model and 
goals for the future. 

Mart Abramov is the CEO of digital tax accountancy, TaxScouts 
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What National Insurance do I pay on self-employment income? 

(www.litrg.org.uk/tax-guides/self-employment/what-national-insurance-do-i-pay-if-i-am-self-
employed) 

You only pay National Insurance contributions (NIC) between the ages of 16 and state 
retirement age. You can find out your state pension age by using the calculator on GOV.UK. 

If you are above state pension age, you might be required to pay the new Health and Social 
Care Levy on your self-employment profits from 6 April 2023. 

Currently, you pay two different classes of NIC if you are self-employed and earning 
sufficient profits: Class 2 and Class 4. These different classes are summarised in the table 
below. If you are a married woman or widow and you are entitled to pay reduced rate 
contributions, you do not need to pay Class 2 NIC. There are also special rules relating to 
share fishermen, volunteer development workers, and those engaged as examiners and 
exam markers which you can read about on GOV.UK. 

What is self-employed income for Class 2 NIC purposes? 

This includes not only income that we might traditionally think of as self-employed income, 
but also anyone carrying on a business activity – even if that might be considered to be an 
investment activity like property letting. Do note, though, that we are talking about a business 
activity. It is unlikely that letting a single property would amount to a business activity (see 
appendix to this section). 

How do I register for Class 2 and 4 NIC? 

When you register with HMRC as self-employed, the registration covers both income tax and 
National Insurance. You can find out about registration at How do I register for tax and 
National Insurance? If you do not register your self-employment with HMRC then any Class 
2 NIC payments may be rejected by HMRC, or Class 2 NIC payments you are treated as 
having made may not be recorded. It is not sufficient to state on your tax return that you 
have started self-employment. Instead, you need to follow HMRC’s registration process for 
the self-employed even if you are already completing Self Assessment tax returns for other 
reasons. 

How do I know how much to pay? 

The table below summarises the differences between Class 2 and Class 4 NIC, including 
how much and when you make payments. Class 2 NIC are a fixed weekly amount – £3.15 
per week for 2022/23 (£3.05 per week for the 2021/22 tax year) if you have made sufficient 
profits (see below). 

The rules for Class 2 NIC have changed for the 2022/23 tax year onwards. 

Prior to the 2022/23 tax year you needed to pay Class 2 NIC if your profits were above the 
Small Profits Threshold, which was £6,515 in the 2021/22 tax year. 

For 2022/23 onwards, you pay Class 2 NIC if your profits are above the Lower Profits 
Limit,(which is £11,908 in 2022/23). If your profits are below the Small Profits Threshold 
(£6,725 in 2022/23) then you can choose to pay voluntary Class 2 NIC. If your profits from 
self-employment are between the Small Profits Threshold and the Lower Profits Limit then 
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there is no Class 2 NIC to pay – instead you will be treated as making Class 2 NIC. This will 
mean you will be able to access entitlement to contributory benefits in the same way as if 
you had paid Class 2 NIC. 

For 2023/24 onwards, the Lower Profits Limit will be the same amount as the personal 
allowance for income tax. 

The amount of Class 2 NIC due is based on the number of weeks in which you are self-
employed in the tax year. A week runs from a Sunday to Saturday. If a contribution week 
straddles two tax years, it is treated as falling in the earlier year.  

For example, if your self-employment began on 5 February 2023 you should pay 9 weeks’ 
Class 2 NIC for 2022/23, that is, 9 x £3.15 = £28.35 as there are 9 weeks between 5 
February 2023 and 5 April 2023 (that contribution week actually ends on 8 April). 

Class 4 NIC are based on the level of your self-employed profits. You are only liable to pay 
Class 4 NIC if your profits are over the Lower Profits Limit. This is £11,908 for 2022/23 
(£9,568 for the 2021/22 tax year). 

So how much Class 4 NIC do I pay? 

You pay Class 4 NIC on your taxable self-employed profits (on the same basis as for Class 2 
NIC above). The NIC is paid in profit bands as follows (figures shown for 2022/23): 

Profit band Class 4 NIC 

Up to £11,908 nil 

£11,908 up to £50,270 10.25% 

Over £50,270 3.25% 

The Class 4 NIC rates have been increased by 1.25% from the 2021/22 tax year (so from 
9% to 10.25%, and 2% to 3.25%) in advance of the new Health and Social Care Levy. From 
2023/24 this will be a separate levy, but for 2022/23 it will be introduced by temporarily 
increasing the rates of Class 1 (for employers and employees) and Class 4 NIC. 

Example 

Frank has profits of £13,000 for the tax year 2022/23. His Class 4 NIC liability is calculated 
as follows: 

First £11,908 @ 0% nil 

On next £1,092 @ 10.25% £111.93 

Total due £111.93 

Example 
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Henriette has profits of £55,000 for the tax year 2022/23. Her Class 4 NIC liability is 
calculated as follows: 

First £11,908 @ 0% nil 

Next £38,362 @ 10.25% £3,932.10 

£4,730 @ 3.25% £153.72 

Total due £4,085.82 

How and when do I pay my Class 2 and Class 4 NIC? 

Class 2 NIC and Class 4 NIC are calculated and paid along with income tax liabilities, 
through the Self Assessment system. If you make payments on account then your Class 4 
NIC will be included when calculating the instalments. If you do not pay your tax through 
payments on account then the Class 4 NIC will be due on 31 January following the end of 
the tax year to which it relates. Class 2 NIC is paid as part of the payment due on 31 
January following the end of tax year, regardless of whether or not you make payments on 
account. 

If you have to rely on Class 2 NIC for entitlement of certain benefits, for example Maternity 
Allowance, you may need to pay your Class 2 NIC before the Self Assessment deadline. We 
explain why below. 

If you prefer, you can make regular payments of Class 2 NIC throughout the tax year, rather 
than a lump sum payment. You should contact HMRC to arrange this. 

How do Class 2 and Class 4 NIC compare? 

The table below shows the main points on Class 2 and Class 4 NIC; all rates and thresholds 
are for the 2022/23 tax year. 

  Class 2 Class 4 

How much do 
you pay? 

£3.15 per week for each 
week you are self-
employed, if your profits 
exceed the Lower Profits 
Limit in that tax year. 

Calculated as 10.25% on self-
employment profits above the 
Lower Profits Limit, and at 2% 
above an upper limit (see below for 
an exception). 

Is there a 
minimum level 
of profits 
before you pay 
NIC? 

Yes, you do not have to pay 
Class 2 if your self-
employed profits are below 
the Small Profits Threshold 
of £6,725 (see the section 
below). 

Yes, you only pay Class 4 NIC on 
profits above £11,908. 
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If your profits are between 
£6,725 and £11,908 then 
you are treated as making 
Class 2 contributions even 
though you do not pay any 
Class 2 NIC. 

Is there a 
maximum level 
of profits when 
you stop 
paying NIC? 

If you are employed and 
self-employed and you pay 
the maximum amount of 
employees NIC (Class 1) 
then you may not need to 
pay Class 2. 

If you have self-employed profits 
above £50,270 you will pay Class 4 
NIC on profits above £50,270 at a 
rate of 3.25%. 

If you are employed and self-
employed and you pay the 
maximum amount of employees 
NIC (Class 1) then you may only 
need to pay Class 4 on profits 
above £11,908 at a rate of 3.25%. 

When is it 
paid? 

It is due by the 31 January 
following the end of the tax 
year as part of the Self 
Assessment process. It is 
not included in any 
payments on account. 

It is paid as part of the Self 
Assessment process, so payment 
may be due as part of any 
payments on account or by 31 
January following the end of the tax 
year if you are not within the scope 
of payments on account. 

How do you 
pay it? 

It is paid as part of your Self 
Assessment tax. 

It is paid as part of your Self 
Assessment tax. 

What is the Small Profits Threshold? 

This relates to Class 2 NIC. If your self-employed profits for the 2022/23 tax year are less 
than £6,725 (the Small Profits Threshold) (£6,515 for the 2021/22 tax year), then you do not 
need to pay Class 2 NIC. You will however have the option to pay Class 2 NIC voluntarily at 
the end of the tax year. 

For 2022/23 onwards, if your profits exceed the Small Profits Threshold but not the Lower 
Profits Limit, you will be treated as having made Class 2 NIC without needing to pay 
anything. 

What is the Lower Profits Limit? 

For the 2022/23 tax year onwards, this relates to both Class 2 and Class 4 NIC. 

The Lower Profits Limit is £11,908 for the 2022/23 tax year. This means that if your self-
employed profits for the 2022/23 tax year are less than £11,908 then you do not pay any 
Class 2 NIC or Class 4 NIC. 
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If your profits from self-employment are between the Small Profits Threshold and the Lower 
Profits Limit, then you do not pay Class 2 NIC but are treated as making Class 2 
contributions. 

How do I know if I am entitled to pay reduced rate contributions? 

Married women could apply for a reduced rate of contributions before 1977. A subsequent 
annulment of marriage, or divorce, immediately stops entitlement to paying reduced 
contributions. If you are not sure whether or not you are entitled to pay at the reduced rate 
you can enquire on form CF9 (married women) or form CF9A (widows) to find out. The same 
forms are used to give up your right to pay reduced rate contributions. 

I am employed and self-employed. Do I still need to pay Class 2 NIC? 

In general, the answer is “yes”. But if you pay the maximum amount of Class 1 NIC on your 
employment income, you may not need to pay any more contributions. Your Class 2 NIC 
liability is automatically calculated as part of the Self Assessment process, provided that you 
either file online or your paper tax return is submitted by the due date (normally 31 October, 
following the end of the tax year) and if you are due to pay any Class 2 NIC it is included 
with the tax you are due to pay on 31 January following the end of the tax year to which it 
relates. 

I am employed and self-employed. Do I still need to pay Class 4 NIC? 

In general, the answer is “yes”. But if you pay the maximum amount of annual NIC by way of 
Class 1 and Class 2 contributions, you may not need to pay the full amount of Class 4 NIC. If 
this is the case then you will have to pay 3.25% Class 4 NIC on all profits above the level of 
£11,908 (2022/23 rate). Your Class 4 NIC liability will be automatically calculated, provided 
that you either file online or your paper tax return is submitted by the due date (normally 31 
October, following the end of the tax year), as part of the Self Assessment process. 

Why might I choose to pay Class 2 NIC even if my earnings are below the Small 
Profits Threshold? 

You might want to protect your eligibility to certain state benefits. This is because eligibility 
for some state benefits relies on you having paid a certain amount of Class 2 NIC within a 
defined time. The two benefits most likely to be affected are maternity allowance and in 
some specific circumstances, contributions based employment and support allowance 
(ESA). 

If this is the case, you should contact HMRC and make arrangements to pay the Class 2 NIC 
early, before the Self Assessment deadline. 

The state pension also depends on you having paid or been credited with sufficient NIC over 
your working life.  

Why might I choose to pay Class 2 NIC even though I could be exempt because I am 
entitled to pay reduced rate contributions? 

You might want to protect your eligibility to certain state benefits. This is because eligibility 
for some state benefits relies on you having paid a certain amount of Class 2 NIC within a 
defined time. The two benefits most likely to be affected are maternity allowance and in 
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some specific circumstances, contributions-based employment and support allowance 
(ESA). 

If this is the case, you should contact HMRC and make arrangements to pay the Class 2 NIC 
early. 

The state pension also depends on you having paid or been credited with sufficient NIC over 
your working life.  

Where can I find more information? 

You can find more information on Class 2 National Insurance and Class 4 National 
Insurance in the National Insurance Manual produced by HMRC 

Appendix 

NIM23800 - Special cases - property letting: business for Class 2 National Insurance 
Contributions 

Section 2(1)(b) of the Social Security Contributions and Benefits Act (SSCBA) 1992 

A self-employed earner is defined at section 2(1)(b) of SSCBA 1992 as “a person who is 
gainfully employed in Great Britain otherwise than in employed earners employment 
(whether or not he is also employed in such employment)”. 

A person who is liable to Income Tax on the profits of a trade, profession, or vocation will 
generally also be a self-employed earner for National Insurance contributions (NICs) 
purposes. As a self-employed earner, they will be liable to pay Class 2 NICs. 

However, a person who is liable to Income Tax on the profits arising from the receipt of 
property rental income will only be a self-employed earner for NICs purposes if the level of 
activities carried out amounts to running a business. 

The nature of property letting requires some activity to maintain the investment, but that is 
not enough to make it a business. For example, being a landlord normally involves: 

 undertaking or arranging for external and internal repairs 
 preparing the property between lets 
 advertising for tenants and arranging tenancy agreements 
 generally maintaining common areas in multi-occupancy properties; or 
 collecting rents. 

In order for a property owner to be a self-employed earner, their property management 
activities must extend beyond those generally associated with being a landlord (which 
include, but are not limited to, the above). 

For example, ownership of multiple properties, actively looking to acquire further properties 
to let, and the letting of property being the property owner’s main occupation could be 
pointers towards there being a business for NICs purposes. 

A landlord will also be a self-employed earner if any of their activities amount to a trade for 
Income Tax purposes. This could include, for example, receiving income from other services 
such as providing a bank of washing machines in a multi-occupancy block that is rented to 
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tenants, or providing an ironing service to tenants. Running a guest house or hotel will also 
usually amount to a trade for Income Tax purposes, so an individual proprietor will be a self-
employed earner for NICs purposes. 

If a property owner has an agent who manages their property for them, things that the agent 
does should be attributed to the owner. ‘Agent’ includes a friend or family member, as well 
as a professional managing agent. However, a property owner will only be a self-employed 
earner on this basis if the things that the agent does for them (ignoring any other clients they 
might have) are enough to count as a business or trade. 

Examples 

Samantha lets out a property that she inherited following the death of her great aunt. This 
will not constitute a business. 

Bob owns ten properties which are let out to students. He works full time as a landlord and is 
continually seeking to increase the number of properties he owns for letting. Bob is running a 
business for NICs purposes. 

Claire owns multiple properties that are let. She spends around half her working time 
carrying out duties as a landlord and is not looking to increase the number of properties she 
owns. If the only duties that Claire undertakes are those normally associated with being a 
landlord, then this would not constitute a business. 

Hasan purchases properties using “buy to let” mortgages. He places all letting duties in the 
hands of a property letting agent who acts as landlord on his behalf. If the only duties that 
the property letting agent undertakes for Hasan are those normally associated with being a 
landlord, then this would not constitute a business. 
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Best combination of dividends and salary for 2022/23 

(www.thefriendlyaccountants.co.uk/best-combination-of-dividends-and-salary-for-2022-23/) 

The employee NICs threshold for 2022-23 is increased by £3,000 to £12,570. This aligns the 
NICs threshold with the Income Tax personal allowance.  

However this increase did not take effect until 6 July 2022. As a result, the annualised 
primary threshold for directors' National Insurance Contributions is effectively £11,908 and 
not £12,570.  

Best combination of dividends and salary for 2022/23 

When you’re a director and shareholder of your limited company, it’s standard practice to 
extract any post corporation tax profits by paying yourself a low salary with the balance as 
dividends. This can be advantageous for the following reasons: 

 Paying a nominal salary potentially triggers a national insurance record for your state 
pension 

 Any payment of a director’s salary can be claimed as a tax deduction by your 
company 

 There is no National Insurance to pay on dividends 

The thresholds are as follows: 

Lower Earnings Limit - If you pay your salary above this limit, you'll retain your future 
entitlement to start pension and state benefits. Fortunately, you don't actually need to pay 
any contributions to do this. For the 2022/23 tax year it is £533 per month or £6,396 per 
annum.  
 
Primary Threshold - Once your earnings exceed this threshold you are liable to employee's 
national insurance. The limit increased from £823.33 per month to £1,047.50 per month from 
6 July 2022. This equates to an annualised amount of £11,908 per annum for the 2022/23 
tax year. 
 
Secondary Threshold - When you earn above this threshold, your company starts paying 
employer's national insurance. The threshold for 2022/23 is £758 per month or £9,100 per 
annum (there is no mid-year increase as with the primary threshold). 

Best combination of dividends and salary for 2022/23 – Option A 

Pay salary up to the level of the personal allowance (£12,570) 

This will result in a small liability to employee NIC, It will also create a liability to employer 
NIC which qualifies for the employment allowance of £5,000. 

The dividends of up to £37,700 without creating a liability for higher rate tax 

Adopting this strategy results in a total of £3,480.17 basic rate tax and Employee's national 
insurance to pay 
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Employer's National Insurance - £522.23  
£12,570 less Secondary Threshold £9,100 = £3,470 *15.05% = £522.23 but assuming that 
this is covered by the employment allowance 
Personal allowance - £12,570 fully utilised against salary 
No tax for the first £2,000 dividends due to the dividend allowance 
£35,700 (£37,700 less £2,000) dividends taxed at 8.75% - £3,123.75 
Employee's national insurance payable on salary - £87.71  
£12,570 less £11,908 = £662 * 13.25%  = £87.71 

Net cash of £47,058,54 (£50,270 less £3,123.75 and £87.71). 

The company will also have a corporation tax saving of £2,388.30 (£12,570 * 19%) with this 
strategy. 

Best combination of dividends and salary for 2022/23 – Option B 

The other alternative is to pay a salary up to the Employer’s National Insurance Threshold of 
£9,096 per annum. This threshold is actually lower than the Employee's National Insurance 
Threshold which equates to £11,908 per annum. 

You can then pay dividends of £41,174 without paying any higher rate tax (basic rate band 
of £50,270 less salary of £9,096). 

At this level of dividends, you will have basic rate tax to pay of £3,123.75 calculated as 
follows: 

No tax up to the personal allowance of £12,570 (£9,096 of which is salary and the balance of 
£3,474 for dividends 

There will be no tax payable on dividends of £2,000 as this is covered by the dividend 
allowance 
 
£35,700 (£41,174 less £3,474 less £2,000) dividends taxable at 8.75% - £3,123.75 

The net cash is £47,146.25 (£50,270 less £3,123.75). 

The company will save corporation tax of £1,728.24 (£9,096 * 19%) with this strategy.  

Best combination of dividends and salary for 2022/23  

Despite the increased Primary Threshold option B above results in more money in your 
pocket personally, however there is also a greater corporation tax saving using Option A. 

So considering the corporation tax saving when taking a higher salary, you would be better 
off by £572.35 if you choose this option. 
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Tax-free allowances on property and trading income 

(www.gov.uk/guidance/tax-free-allowances-on-property-and-trading-income) 

Contents  

1. Trading allowance  
2. Property allowance  
3. When you cannot use the allowances  
4. Self-employed  
5. Records to keep  
6. Benefits and credits  
7. Contact HMRC  

You can get up to £1,000 each tax year in tax-free allowances for property or trading income 
from 6 April 2017. If you have both types of income, you’ll get a £1,000 allowance for each.  

If your annual gross property income is £1,000 or less, from one or more property 
businesses you will not have to tell HMRC or declare this income on a tax return. You may 
be required to complete a tax return for other income. 

If your annual gross trading income is £1,000 or less, from one or more trades you may not 
have to tell HMRC, however there are circumstances when you must register for Self 
Assessment and declare your income on a tax return. 

You must keep records of this income. This is known as ‘full relief’. 

If your annual gross trading or property income, from one or more trades or businesses is 
more than £1,000 you can use the tax-free allowances, instead of deducting any expenses 
or other allowances. 

If you use the allowances you can deduct up to £1,000, but not more than the amount of 
your income. This is known as ‘partial relief’. 

If your expenses are more than your income it may be beneficial to claim expenses instead 
of the allowances. 

Gross income means the total amount you would put on your tax return before any 
allowances or expenses are taken off. This applies whether you use the cash basis or 
traditional accounting. 

There may be circumstances where you choose to complete a tax return even if your income 
is £1,000 or less. 

If you think you do not need to complete a return you can ask HMRC to stop sending them. 
You can do this: 

 online - you need a Government Gateway user ID and password - if you do not have 
a user ID, you can create one 
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 by phone or post  

Trading allowance 

The trading allowance is a tax exemption of up to £1,000 a year for individuals with trading 
income from: 

 self-employment 
 casual services, for example, babysitting or gardening (helpsheet 325 has more 

information about other taxable income) 
 hiring personal equipment, for example, power tools 

If your annual gross income from these is £1,000 or less, you do not need to tell HMRC, 
unless: 

 you cannot use the allowances  
 you must register for Self Assessment and declare your income on a tax return  

You must tell HMRC if you have: 

 gross trading income over £1,000 - register for Self Assessment  
 other gross income over £1,000 up to £2,500 - contact HMRC  
 other income over £2,500 - register for Self Assessment  

This allowance does not apply to trading income from a partnership. 

Property allowance 

The property allowance is a tax exemption of up to £1,000 a year for individuals with income 
from land or property. 

If you own a property jointly with others, you’re each eligible for the £1,000 allowance 
against your share of the gross rental income. 

If your annual gross property income is £1,000 or less, you will not need to tell HMRC, 
unless you cannot use the allowances. If it’s higher, you’ll need to declare your property 
income. 

You cannot deduct more than the amount of your income and create a loss.  

You must tell HMRC if you have: 

 gross property income over £1,000 up to £2,500 - contact HMRC  
 property income over £2,500 - register for Self Assessment  

If you have two businesses and claim the property allowance in one business you may not 
claim actual expenses in respect of the other business. 

You cannot use this allowance on income from letting a room in your own home under the 
Rent a Room Scheme. 
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When you cannot use the allowances 

You cannot use the allowances in a tax year, if you have any trade or property income from: 

 a company you or someone connected to you owns or controls 
 a partnership where you or someone connected to you are partners 
 your employer or the employer of your spouse or civil partner 

You cannot use the property allowance if you: 

 claim the tax reducer for finance costs such as mortgage interest for a residential 
property 

 deduct expenses from income from letting a room in your own home instead of using 
the Rent a Room Scheme  

Self-employed 

You must register for Self Assessment and declare your income on a tax return when: 

 you’ve made a loss and want to claim relief on a tax return (check helpsheet 227 for 
more information about losses) 

 you want to pay voluntary Class 2 National Insurance contributions to help qualify for 
some benefits  

 you want to claim Tax Free Childcare for childcare costs based on your self 
employment income 

 you want to claim Maternity Allowance, based on your self-employment 

You can still use the trading allowance but you’ll need to complete a Self Assessment return 
using the guidance that helps you fill out the tax return. 

If your gross income for a tax year is more than £1,000, you must register for Self 
Assessment by 5 October in the following tax year. If you’re already registered for Self 
Assessment, you can use the allowances by deducting them from your gross property or 
trading income on your tax return. You cannot deduct any other expenses or allowances if 
you claim the allowances. 

If you’re in self-assessment check if you need to fill in a Self Assessment tax return. 

Records to keep 

If you use the trading or property income allowances you must keep a record of your income. 

Examples of the records you may need to keep are: 

 copies of your invoices, paper or electronic 
 a spreadsheet of your income receipts 
 emails confirming income received 
 statements from the company who paid you which show the amount you received 
 bank statements 
 bank deposit pay-in records 
 a diary or appointments book showing your income from each customer 
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HMRC can charge you a penalty if the records you keep are not accurate, complete and 
readable or if you do not retain them for the required period of time. 

Benefits and credits 

You may need to calculate your income to work out what benefits you’re entitled to. 

If you calculate your taxable profits by deducting the trading allowance instead of actual 
expenses incurred then your income will be reduced by the allowances, for: 

 tax credits 
 high income child benefit charge 
 student loan repayment 
 married couples allowances 

Income for Universal Credit purposes is not affected by the allowances.  

Contact HMRC  

Contact the Income Tax helpline if: 

 you’re not sure you can use property or trading allowances 
 if you’re not in self-assessment and have already paid tax through your PAYE tax 

code on some of your property income or income from providing casual services as 
you may be due a refund of the tax paid 
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What are the benefits of an electric company car?  

(www.att.org.uk/employers/welcome-employer-focus/what-are-benefits-electric-company-
car) 

Provided all the practicalities work out, there can be very substantial tax benefits for both 
parties if an employee is happy to use an all-electric car with zero-emissions rather than a 
diesel, petrol or hybrid company car. The two biggest benefits are the upfront tax reliefs on 
purchase for the employer, and the vastly reduced benefit in kind costs, which primarily (but 
not exclusively) benefit the employee. 

Capital allowances 

Employers who purchase cars which employees can use privately are generally only able to 
obtain tax relief for the cost quite slowly under the system of writing down allowances. In 
contrast, a business purchasing a new electric car no later than 31 March 2025 is entitled to 
claim 100% first year allowances, which means that the full cost can be offset against 
taxable profits in the year of purchase. 

While this requires the employer to have sufficient profits to benefit from such a write off – 
and there may be a sting in the tail later on when the car is sold and some of that relief is 
clawed back – there is the potential for a sizable cash flow benefit in the first year of 
ownership. 

Benefits in kind 

For the employee, a company car is often an expensive perk, as they are taxed on the cash 
equivalent value of the vehicle, which is calculated as a percentage of the car’s list price. 
The percentage for conventional combustion engines varies depending on the car’s 
emissions, and can go as high as 37% for the most polluting options. However, for a zero 
emission electric car, the current percentage to apply to the list price (which must include the 
cost of the battery) is as little as 2% this year (2022/23) and is set to remain at 2% until 
2024/25. 

While of course there is no guarantee that such low benefit in kind rates will continue beyond 
5 April 2025, significant income tax savings for the employee - and Class 1A savings for the 
employer – are available for the next three tax years. 

Charging 

There are also further benefits available for employers who are prepared to make provision 
to charge the car. Employers can claim 100% first year allowances on the cost of installing 
electric charging equipment at their premises – and no benefit in kind will arise for any 
employees using such facilities made available to them by their employer at or near the 
workplace - even if they go on to use that charge for non-business purposes. This applies 
not just to employees with company cars, but also to employees using their own electric 
vehicles. 

Of course many employees with an electric company car are also likely to want to charge it 
at home. Employers providing a company car can install a dedicated charge point at the 
employee’s home without creating a benefit in kind – although the reimbursement of the 
electricity used for private mileage would then be taxable 
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Marriage Allowance  

(www.gov.uk/marriage-allowance/print) 

1. How it works  

Marriage Allowance lets you transfer £1,260 of your Personal Allowance to your husband, 
wife or civil partner. 

This reduces their tax by up to £252 in the tax year (6 April to 5 April the next year). 

To benefit as a couple, you (as the lower earner) must normally have an income below your 
Personal Allowance - this is usually £12,570. 

You can calculate how much tax you could save as a couple. You should call the Income 
Tax helpline instead if you receive other income such as dividends, savings or benefits from 
your job. You can also call if you do not know what your taxable income is. 

When you transfer some of your Personal Allowance to your husband, wife or civil partner 
you might have to pay more tax yourself, but you could still pay less as a couple. 

Example 

Your income is £11,500 and your Personal Allowance is £12,570, so you do not pay tax. 

Your partner’s income is £20,000 and their Personal Allowance is £12,570, so they pay tax 
on £7,430 (their ‘taxable income’). This means as a couple you are paying Income Tax on 
£7,430. 

When you claim Marriage Allowance you transfer £1,260 of your Personal Allowance to your 
partner. Your Personal Allowance becomes £11,310 and your partner gets a ‘tax credit’ on 
£1,260 of their taxable income. 

This means you will now pay tax on £190, but your partner will only pay tax on £6,170. As a 
couple you benefit, as you are only paying Income Tax on £6,360 rather than £7,430, which 
saves you £214 in tax. 

Who can apply 

You can benefit from Marriage Allowance if all the following apply: 

 you’re married or in a civil partnership 
 you do not pay Income Tax or your income is below your Personal Allowance 

(usually £12,570) 
 your partner pays Income Tax at the basic rate, which usually means their income is 

between £12,571 and £50,270 before they receive Marriage Allowance 

You cannot claim Marriage Allowance if you’re living together but you’re not married or in a 
civil partnership. 

If you’re in Scotland, your partner must pay the starter, basic or intermediate rate, which 
usually means their income is between £12,571 and £43,662. 
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It will not affect your application for Marriage Allowance if you or your partner:  

 are currently receiving a pension 
 live abroad - as long as you get a Personal Allowance. 

If you or your partner were born before 6 April 1935, you might benefit more as a couple by 
applying for Married Couple’s Allowance instead. 

You cannot get Marriage Allowance and Married Couple’s Allowance at the same time. 

Backdating your claim 

You can backdate your claim to include any tax year since 5 April 2018 that you were eligible 
for Marriage Allowance. 

In other words, if you claim by 5 April 2023, you can claim as far back as 2018/19. 

Your partner’s tax bill will be reduced depending on the Personal Allowance rate for the 
years you’re backdating. 

If your partner has died since 5 April 2018 you can still claim - phone the Income Tax 
helpline. If your partner was the lower earner, the person responsible for managing their tax 
affairs needs to phone. 

Stopping Marriage Allowance 

Your Personal Allowance will transfer automatically to your partner every year until you 
cancel Marriage Allowance - for example if your income changes or your relationship ends. 

2. How to apply  

It’s free to apply for Marriage Allowance. 

If both of you have no income other than your wages, then the person who earns the least 
should make the claim. 

If either of you gets other income, such as dividends or savings, you may need to work out 
who should claim. You can call the Income Tax helpline if you’re unsure. 

Changes to your Personal Allowances will be backdated to the start of the tax year (6 April) if 
your application is successful. 

How your Personal Allowances change 

HM Revenue and Customs (HMRC) will give your partner the allowance you have 
transferred to them either: 

 by changing their tax code - this can take up to 2 months 
 when they send their Self Assessment tax return 

If your new Personal Allowance is lower than your income after you’ve made a claim, you 
might have to pay some income tax. However, you might still benefit as a couple. 
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How your tax code will change 

You and your partner will get new tax codes that reflect the transferred allowance. Your tax 
code will end with: 

 ‘M’ if you are receiving the allowance 
 ‘N’ if you are transferring the allowance 

Your tax code will also change if you’re employed or get a pension. 

3. If your circumstances change  

You must cancel Marriage Allowance if any of the following apply: 

 your relationship ends - because you’ve divorced, ended (‘dissolved’) your civil 
partnership or legally separated 

 your income changes and you’re no longer eligible 
 you no longer want to claim 

If your income changes and you’re not sure if you should still claim, call HMRC Marriage 
Allowance enquiries. 

How to cancel 

Either of you can cancel if your relationship has ended. 

If you’re cancelling for another reason, the person who made the claim must cancel. 

Online 

You can cancel Marriage Allowance online. You’ll be asked to prove your identity using 
information HMRC holds about you. 

By phone 

Contact Marriage Allowance enquiries to cancel or get help. 

Marriage Allowance enquiries 
Telephone: 0300 200 3300 
Telephone from outside the UK: +44 135 535 9022 
Monday to Friday: 8am to 6pm 
Find out about call charges 

After you cancel 

If you cancel because of a change of income, the allowance will run until the end of the tax 
year (5 April). 

If your relationship has ended, the change may be backdated to the start of the tax year (6 
April). 

This might mean you or your partner underpays tax for the year. 
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If your partner dies 

If your partner dies after you’ve transferred some of your Personal Allowance to them: 

 their estate will be treated as having the increased Personal Allowance 
 your Personal Allowance will go back to the normal amount 

Example 

Your income is £8,000 and you transferred £1,260 of your allowance to your partner. This 
made your allowance £11,310 and their allowance £13,830. 

After their death, their estate’s Personal Allowance stays at £13,830 and yours goes back to 
£12,570. 

If your partner transferred some of their Personal Allowance to you before they died: 

 your Personal Allowance will remain at the higher level until the end of the tax year (5 
April) 

 their estate will be treated as having the smaller amount 

Example 

Your partner transferred £1,260 to your Personal Allowance, making their allowance £11,310 
and yours £13,830. 

After their death, your Personal Allowance stays at £13,830 until 5 April, and then goes back 
to the normal amount. Their estate is treated as having a Personal Allowance of £11,310. 
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VAT MTD 

(www.gov.uk/government/news/making-tax-digital-for-vat-is-coming-are-you-ready) 

Businesses with taxable turnover over the VAT registration threshold of £85,000 have been 

required to comply with Making Tax Digital (MTD) VAT rules since 2019.  

The requirements were extended to all VAT registered businesses from their first VAT 

accounting period starting on or after 1 April 2022. 

HMRC’s online VAT return will close on 1 November 2022. From that date, businesses and 

agents will only be able to file VAT returns using MTD compatible software.  

The online VAT return will remain available to those with a digital exclusion exemption. 

Some businesses file VAT returns annually; the online VAT return will remain available to 

these businesses until 15 May 2023. 

Businesses affected therefore need to sign up to MTD VAT. 

Some businesses have been filing their returns using MTD VAT software but have not 

signed up. They still need to complete the sign-up process. 

Rather than charging the filing method penalty, HMRC is taking the approach of making it 

impossible, from 1 November 2022, for most businesses to file a VAT return other than using 

MTD compatible software. Businesses will be at risk of incurring a default surcharge, from 

January 2023, late submission penalties and/or late payment penalties and interest. 

  



77 
 

High Income Child Benefit Tax Charge  

(www.gov.uk/child-benefit-tax-charge) 

1. Overview  

You may have to pay a tax charge, known as the ‘High Income Child Benefit Charge’, if you 
have an individual income over £50,000 and either: 

• you or your partner get Child Benefit 

• someone else gets Child Benefit for a child living with you and they contribute at least 
an equal amount towards the child’s upkeep 

It does not matter if the child living with you is not your own child. 

What counts as income 

To work out if your income is over the threshold, you’ll need to work out your ‘adjusted net 
income’. 

Your adjusted net income is your total taxable income before any personal allowances and 
less things like Gift Aid. 

Use the Child Benefit tax calculator to get an estimate of your adjusted net income. 

Who pays the tax charge? 

If your individual income is over £50,000 and so is your partner’s, then whoever has the 
higher income is responsible for paying the tax charge. 

‘Partner’ means someone you’re not permanently separated from who you’re married to, in a 
civil partnership with or living with as if you were. 

If your income is over the threshold 

You can choose to either: 

• get Child Benefit payments, and pay any tax charge at the end of each tax year 

• not get Child Benefit payments, and not pay the tax charge 

If you choose to not get Child Benefit 

You can still fill in the Child Benefit claim form. You need to state on the form that you do not 
want to get payments. 

You need to fill in the claim form if you want to: 

• get National Insurance credits, which count towards your State Pension  
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• ensure your child gets their National Insurance number automatically before they’re 
16 - otherwise they need to apply for one themselves 

Already getting Child Benefit 

You can choose to either: 

• stop getting Child Benefit - sometimes known as ‘opting out’ 

• carry on getting Child Benefit and pay any tax charge at the end of each tax year 

2. Pay the tax charge  

To pay the tax charge, you must: 

1. register for Self Assessment 

2. fill in a Self Assessment tax return each tax year and pay what you owe 

Register for Self Assessment 

If you do not usually send a tax return, you need to register by 5 October following the tax 
year you need to pay the tax charge. 

You can get a penalty if you do not register for Self Assessment or do not declare child 
benefit on your Self Assessment tax return. 

You’ll get a letter telling you what to do next after you’ve registered.  

Register now  

If you cannot get information from your partner or ex-partner 

You can write to HM Revenue and Customs (HMRC) to ask whether your partner or ex-
partner gets Child Benefit or has a higher adjusted net income than you. HMRC will reply 
‘yes’ or ‘no’ - they will not give you any financial information. 

You can only ask for this information if you and your partner either live together, or 
separated within the tax year you want information for. 

Write to HMRC  

You need to tell HMRC the tax year you’re asking about, as well as your:  

• name, address, date of birth and National Insurance number 

• Unique Taxpayer Reference, if you have one 

• adjusted net income 

• partner or ex-partner’s name 
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If you can, include your partner or ex-partner’s: 

• address 

• date of birth 

• National Insurance number, if you know it 

• Unique Taxpayer Reference, if they have one 

Send your letter to: 

Pay As You Earn and Self Assessment  

HM Revenue and Customs  

BX9 1AS  

3. Stop your Child Benefit  

To stop your Child Benefit you can either: 

• fill in an online form 

• contact the Child Benefit Office by phone or post 

You need a Government Gateway user ID and password to fill in the online form. If you do 
not have a user ID, you can create one when you fill in the form. 

You cannot use the online form if you’re an appointee or authorised agent. 

You cannot stop your Child Benefit if you’re using it to pay back an overpayment (or to pay 
back certain other benefits from another country). 

Responsibilities after your Child Benefit stops 

You must pay any tax charge owed for each tax year up to the date your Child Benefit stops. 

Use the Child Benefit tax calculator to get an estimate of how much you may owe each tax 
year. 

Even after your payments stop, you must report any changes in your family life that affect 
your entitlement to Child Benefit. 

4. Restart your Child Benefit  

You can restart your Child Benefit if: 

• you’ve previously stopped it because of the tax charge 

• you still qualify for Child Benefit  
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To restart your Child Benefit, either: 

• fill in an online form 

• contact the Child Benefit Office 

You need a Government Gateway user ID and password to fill in the online form. If you do 
not have a user ID, you can create one when you fill in the form. 

You cannot use the online form if you’re an appointee or authorised agent. 

Payments usually start again the Monday after your request is received. The Child Benefit 
Office will write telling you how much backdated Child Benefit you’ll get (if any). 

Responsibilities after your Child Benefit restarts 

You (or your partner) will have to pay any tax charge on the benefit received from the restart 
date if your income is over £50,000. 

Use the Child Benefit tax calculator to get an estimate of your income and tax deductions to 
see if you may be affected by the tax charge. 

You must report any changes to your family life that affect your Child Benefit. 

5. If your circumstances change  

Your income changes 

You will not have to pay the tax charge if your income for the whole of a tax year is less than 
£50,000. 

You can choose to stop or restart your Child Benefit at any time. Use the Child Benefit tax 
calculator to get an estimate of your income changes to see if they may affect the tax 
charge. 

You have a new child 

Claiming Child Benefit helps you qualify for: 

• National Insurance credits, which protect your right to the State Pension 

• other benefits like Guardian’s Allowance 

Child Benefit proves you (or your partner) support another child. You may pay less child 
maintenance for children not living with you. 

You can make a new claim or just protect your entitlement to the above by: 

• sending a Child Benefit claim form  

• ticking the option to ‘not have the benefit paid’ 
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A partner moves in or out 

Your situation may change if your income is more than £50,000 and you move in or split up 
with someone who’s getting Child Benefit. 

You’ll have to pay the tax charge if your income is more than £50,000 and higher than your 
new partner’s income. Your partner pays it if their income is higher. 

The tax charge applies from the date you move in together to either the date you 
permanently separate or the Child Benefit stops - for example because the child is too old to 
qualify for it. 

Short periods apart do not count as separation, for example a hospital stay or working away 
from home. 

 

 

 

 

 

 


