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Taxes and administration of running yourself as a business are often the last thing on the list of concerns but could be the first thing on the worry list. Part of running yourself as a business is that you need to keep proper accounting records. These records then make up the analysis required for your tax returns. HMRC can request to inspect your records, so it is best to keep up to date with it all on an on-going basis rather than just throwing it at somebody a few days before the deadline. Proper accounting records is dealt with in another paper.
The law states that expenses claimed are to be “wholly and exclusively incurred in the performance of the business” but it is not always so clear cut.

We have put together a general guide for you about which expenses should be allowable for self assessment income tax in the UK. Many items of expenditure could be claimed as wholly & exclusively, but it should be used with care and not to abuse. Overclaiming can lead to problems later on if there is any inspection by the taxman if they decide to investigate. Paperwork is key for supporting claims. 
The information is a guide only as situations can vary and tax rules often change. We cannot assume legal liability for any errors or admissions this paper may contain.

Business expenditure falls into three areas for the purposes of bookkeeping and accounting which leads to reporting your profit or loss. 

Cost of sales
This is the costs of obtaining or creating your product for example:

· [image: image3.jpg]


Cost of stock purchased for resale

· Raw materials to make your product

· Labour to produce the product

· Machine hire

· Small Tools

· Other production costs

In our case, it will mainly be items you may buy that you resell to your clients/patients and also clinical supplies used directly in treatment for example couch roll, dressings, bunion sleeves, toe spreaders etc, as well as small tools such as plyers, scissors, foot files, blades, nippers etc. It does not include large items of equipment such as an ultrasonic cleaner, vascular doppler and furniture. 
Business Expenses
These are the on-going expenses incurred in running your business and are deducted from gross profit in order to obtain the “profit before tax” figure (the base figure for taxation).
Travel – The costs of getting to your clients are an allowable cost as well as costs of getting to training courses, banks, accountants and other such business places. However, normal commuting is not an allowance business cost. If your normal place of business in a clinic and not your home, then you cannot claim the costs of getting to that location. For example, you live in Slough and your clinic is based at Royal Berkshire hospital the train fair is not an allowable cost. Types of allowable costs are:

· Mileage (see later notes)

· Train, tram & tube fairs

· Airfare for business trip and no duality of purpose

· Car parking

· Taxi & mini-cabs

· Necessary subsistence costs in the course of the journey. If you purchase a sandwich at a client location then you can claim the cost. However, you cannot claim the food cost of making the sandwich at home and taking to the client location. 
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Lavish subsistence costs will not be allowable. If you normally drink a bottle of wine with your evening meal at home, then it is perfectly acceptable to charge for a bottle of wine with your meal on the business trip.

Reasonable costs of subsistence can be hit and miss. If taking a long trip by car, it is reasonable to expect a stop for a drink etc. The costs of this comfort stop would be allowable. However, if the stop is only a few miles away from home, it is not a reasonable cost to claim. HMRC tend to question subsistence claims less than 10 miles away from home.

Accommodation and any necessary meals where an overnight stay is needed can also be claimed. 

Other costs that are incurred as a result of doing business travel often cannot be claimed even though they had to be incurred. The typical example is putting a dog in kennels whist you are working away from home. 

Motor Expenses – This is always a minefield. Actual costs of running a car for business can be put through as business costs in a proportion of business use vs personal use. The cost of the car is not included in this calculation. Costs to be included are: car insurance, car recovery, road fund licence, valet services, MOT, car servicing & repair, fuel, oil, replacement blades etc. A mileage log needs to be kept to establish how much the vehicle is used for business. The total cost for the year is divided by the business mileage for the year, and that is the allowable expense. Alternatively, a mileage allowance can be claimed. 

Mileage - A detailed mileage log needs to be kept showing all business trips made. The allowance can then be applied to the mileage. The rate used depends on the mode of transport, if there are any business passengers, and the number of business miles done in the year. 

	Rate per mile
	Car / Van
	Motor Cycle
	Bicycle

	Business miles up to 10,000
	45p
	24p
	20p

	Business miles over to 10,000
	25p
	24p
	20p


An additional 5p a mile can be claimed for each business passenger.

There can be no duality of purpose for the business trip for example, you may attend a conference in Staffordshire but take the family so they can enjoy Alton Towers. The conference cost will be allowable but not the travel to there. 

Employee costs – Should you employ somebody to work for you, then the cost of their salary and employers national insurance, plus any other benefits you give them, are an allowable expense for the business. You need to be running a recognised payroll scheme and reporting monthly to HMRC. However, the cost of a nanny is not an allowable tax deduction as it is not a business expense. They may allow you to work, but it is not a direct cost of the business. 
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Payments can be made to a non-earning spouse or other family member for secretarial or such like services, but the payment must be a commercial wage considered in the amount of work that they undertake and it must be work within the business. There needs to be an actual transfer of funds for it to be an allowable deduction, and to their own bank account. The spouse or family member must still be on a recognised payroll scheme.
Although we have said that entertaining is not allowable, should you have employees, you are able to spend up to £150 per employee in the year on their entertaining so long as it is wholly and exclusively for the purposes of the trade and is not merely incidental to entertainment which is provided for customers, agents, promoters etc. This must be an annual event and not on-offs. It is possible to have more than one annual event. (EIM21690). The definition of ‘employee’ is extended to include retired members of staff and the partners of existing and past employees. Although the expenditure is allowable, the employees themselves may have to pay tax on the entertainment received and the employer will have to report this on form P11D. It should be noted that this is an exemption and not an allowance, so if and cost of the event is £40 per employee, you can only exempt out £40 per person and not take an allowance of £150 per person.
Entertainment – Questions always arise with regards to buying your agent, a business contact, prospective clients etc, a drink or a meal and as to whether these costs are allowable for a tax deduction. The answer is NO. This is entertaining (unless the person is a paid employee) and they are specially disallowed by law. If you insist on paying, obtain two separate checks and pay for both, however, only claim your own costs. In your own accounts you can put through both costs so to recognise the cost of running your business, but you will have a difference between your own management account and tax accounts.
Insurance – This is normally the cost of insuring the business especially public liability insurance and professional indemnity insurance if you are involved in training & article writing that people may rely and act on.
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Premises costs – if you hire space in a clinic or have your own clinic space outside the home, you can charge the business for these costs. If you have built or purchased a building for your business, you cannot claim the costs of this, but there are other rules for this. The lease of business premises normally means you are responsible for utility costs (electricity, gas), maintenance (cleaning, repairs) and the rent/lease costs. Should you work from home, there are other rules to be applied.
Working from home – This is an allowance for using your home as your work place and is given if you don’t have other options for working. It can be as little as a desk in the corner for paperwork to a dedicated room. There are two options when dealing with working from home costs:
· Work out the total spend running the home. This includes mortgage interest, council tax, house insurance, gas, electricity (not water), cleaner and repairs/redecoration to the business room. Count the number of rooms in the house (excluding the kitchen & bathroom), and if the room(s) is(are) dedicated to the business, then divide the yearly cost but the number of rooms and multiply up by the number of rooms. If the room is not dedicated, then that need to be reduced down by the amount of time it is used for business. 
· There is a standard amount that can be claimed and accepted by HMRC. Up to 2012/13, the amount was £4 per week. However, this has now changed and is based on amount of time spent in the business room. Evidence needs to be kept logging the number of hours and then the allowance taken. Current rates are:

	Less than 25 hours per month
	£0

	25 - 50 hours per month
	£10

	51 - 100 hours per month
	£18

	101+ hours per month
	£26


Once a method has been chosen that method needs to be applied consistently over the years.
Advertising & Promotion – These are allowable expenses as a way to gain more business. It includes the design of brochures, flyers, websites, promotional materials, advertising in newspapers, magazines, networking events and other marketing materials such as videos.
Clothing – General work clothing is not an allowable business expense. However, protective clothing & footwear is allowable along with logo’d uniform if that is expected of the role. 

Legal & Professional fees – On the whole, these costs are allowable. There are of course exceptions. You cannot include costs in relation to the purchase of large items, settling tax disputes, fines for breaking the law and creating/filing tax returns. Speeding tickets & parking fines are not allowable costs for a business & tax.

Accounting & Bookkeeping Fees - Again, on the whole, these costs are allowable. There are of course exceptions. They mainly include any fees payable to completing tax returns, and also the set up costs of forming a company. If the accountant’s bill is all inclusive, request a breakdown therefore allowable costs can be included as a deduction.
Training – Any expenditure on training to update your skills or to keep up with your continuing professional development are allowable as business costs. Expenditure on learning new skills to enhance your current business offering are also allowable for example going on a Twitter training course to help with your marketing. However, training for a new skill which will be a different business is not allowable for example retraining as a bricklayer.

Bank interest and finance charges – Bank overdraft and credit card charges, hire purchase interest and leasing payments are allowable costs of the business. The actual repayment of the lump sun amounts are not allowable costs of the business.
Phone & internet costs – Technically, it is the actual cost of calls that can be claimed but many people who run their own business have all encompassing packages so have free calls or ungraded broadband. If there has been no increase in costs of phone packages & broadband, then no costs can be attributed to the business. However, most businesses allocate a proportion of the costs to the business. Empirical evidence needs to be maintained to justify the amount allocated. 
General business costs – These are the costs that get incurred in running the business. They included:

· Stationery

· Postage

· Small office equipment

· Computer software

· Trade or professional journals

· Subscriptions

· Other business costs incurred wholly & exclusively for the business

Cost of Equipment – This is any item of equipment that has been bought or leased and can last for a long time (over 2 years) and has a reasonable value. The value depends on your practice but possibly a guide will be over £250. The items will include:
· Furniture – office and surgery couches

· Equipment – spray jet drill, Doppler, Ultrasonic cleaner

· Computer equipment - including printer, laptop, tablets etc.

This type of capital equipment is not a deduction of costs but you would recognise the cost over the useful life of the asset called depreciation. HMRC remove this and give a below the line adjustment called capital allowances. This is a tax deduction recognising that the asset will last more than one year and so able to spread the cost over the estimated useful life of the asset. You are permitted to write off asset in one go using an Annual Investment Allowance and for most small business, the allowance levels will not be breached. These vary year to year.
A final word:
Congratulations in getting through this and hopefully we have given you some food for thought if not a bit more clarity in what constitutes business expenses in terms of what is allowable for tax.
Of course, you can put through many more expenses to represent the full cost of running your business, but then you end up with effectively management accounts and final tax accounts.

Should you wish to have a no-obligation phone call to discuss your accounting & tax requirements, then please call us to arrange an appointment.
info@performanceaccountancy.co.uk
Tel: 01344 834259
Disclaimer:

This guide is produced for general guidance only , and professional advice should be sought before any decision is made. Individual circumstances can vary and therefore no responsibility can be accept by Performance Accountancy, Herrington Accounting services or the author Louise Herrington for any action taken or any decision made by readers of this guide.
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