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	Notes on SELF-EMPLOYMENT


It is important that you understand how business transactions should be accounted for and that you provide us with all relevant information to ensure the accurate completion of the self-employment supplementary pages of your tax return.  If you are unclear about any of the items covered below, please contact your BDO tax adviser.
Turnover

· Ensure your turnover includes all sources of income received in the business, including commission, tips, payments in kind, and insurance proceeds for loss or damage.

· Ensure your turnover takes into account opening and closing debtors.
· If services are being provided, turnover should recognise the revenue on the progress of all relevant contracts at the year end.
· Turnover does not include money received from the sale of assets used in the business, such as premises, plant and machinery and vehicles, but such disposals may need declaring elsewhere on your tax return for CGT purposes.

· Turnover excludes any of your own money that you introduce into the business.

Expenses

Accounts must be prepared on a true and fair basis in accordance with generally accepted accounting practice, under the accruals basis.
Only revenue expenses incurred wholly and exclusively for the purpose of the business are allowable deductions for tax purposes.  The following guidelines may be useful, but the list is not exhaustive:
· Travel and subsistence:
· Motor expenses should exclude home to work travel, speeding fines and parking tickets.
· A log of the private and business use of  motor expenses should be kept.
· Subsistence costs are allowed if they are a direct result of business expenditure.
· If you have combined a holiday and a business trip, not all or none of the expenses will be allowable.  Any costs relating to your family will not qualify.
· Advertising, promotion and entertaining

· Business entertaining is not an allowable expense for tax purposes.  This includes hospitality of clients or contacts, or potential clients.

· Staff entertaining is normally allowable, although a benefits charge may arise.

· Advertising and promotion expenses are allowable (providing no entertaining is included).
· Gifts to customers are only allowable if they have a conspicuous advertisement for your business and cost less than £50 per person per year, and are not food, drink, tobacco or gift vouchers.

· Premises Costs / Home Expenses
· If you use part of your home as an office, a proportion of the running costs of the home are allowable expenses, i.e. a proportion of telephone costs, heat and light.
· If a room is used exclusively for business purposes, a proportion of fixed costs such as insurance, council tax and mortgage interest may be allowable, but this may restrict the CGT exemption for main residences on a future sale.

· If the business property incurs repairs and maintenance expenditure, these will be allowable for tax purposes, providing the costs are not capital in nature.
· Salaries

· A salary paid to yourself is not an allowable expense.

· If a salary has been paid to a spouse or family member, PAYE must be operated and the payment should be appropriate for the duties undertaken.

· Legal and Professional
· Accountancy fees for accounts preparation are allowable.

· Legal expenses on debt recovery, trade disputes, employees’ service agreements and renewal of a short lease are allowable.

· Legal expenses in forming a company, settling tax disputes and acquiring assets, are not allowable expenses for tax purposes.

· Interest and Finance Charges

· Interest on business borrowings is an allowable expense. 
Capital Expenditure

Capital expenditure cannot be deducted in calculating profits.  For tax purposes, capital allowances may be claimed on qualifying capital expenditure.
Details of any assets used in the business should therefore be provided to us, together with details of the business use percentage where the asset is also privately used, for example a motor vehicle.
Other Points
· Class 2 National Insurance Contributions are payable at a rate of £2.40 per week from 6 April 2009 (previously £2.30), where profits exceed £5,075 per year (previously £4,825).
· Class 4 NICs are payable to the extent that profits exceed £5,435 for the 2008/09 tax year and £5,715 for the 2009/10 tax year.  Class 4 NICs are payable at the same time as your tax liabilities under the self-assessment system.
· You are liable to be registered for VAT at the end of any month if the taxable turnover of all your business activities in the year ended on the last day of that month has exceeded £67,000.  Liability to register also arises at any time if your taxable supplies in the next 30 days are expected to exceed £67,000.
