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	Notes on PARTNERSHIP


It is important that you provide us with all relevant information to ensure the accurate completion of the partnership supplementary pages of your tax return.
We will liaise with your finance director/partner as far as possible, but you will also need to ensure that the information provided is correct.  If you are unclear about any of the items covered below, please contact your BDO tax adviser.
Qualifying Loans

Tax relief is available on interest paid on a loan to either acquire an interest in a trading or professional partnership, or to provide the partnership with funds by way of capital, provided the money contributed is used wholly for the partnership business.  Please let us have details of any such interest paid in the year ended 5 April 2009.
If the loan is for a greater amount than the capital investment, the tax relief is restricted accordingly.  Similarly, if a partner withdraws capital from the firm, so that the balance left invested is less than the amount of the loan, the tax relief is restricted accordingly.
With careful planning it may be possible to replace existing borrowings that do not qualify for tax relief, with a qualifying loan, for example if you have a mortgage but no loan for partnership capital.  Events must be carried out correctly and in the right order.

Notification of Self-Employed Status / National Insurance Contributions

When you become a partner, you become self-employed for tax purposes.  It is necessary to register your self-employed status within 3 months, otherwise a penalty of £100 may be charged.  

Partners are liable to pay Class 2 and Class 4 National Insurance Contributions (NICs).  Class 2 NICs should be paid by direct debit throughout the year at a rate of £2.40 per week from 6 April 2009 (previously £2.30).  This is set up at the same time as the self-employment registration.  Class 4 NICs are payable at the same time as your tax liabilities under the self assessment system.
Expenses

Expenses incurred wholly and exclusively for the purpose of the business are allowable for tax purposes.  Partners should either put their business expenses through the firm, or in some circumstances, claim them through the partnership tax return.  It is not possible to claim business expenses through your personal tax return.
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.

· Home expenses
· If you work from home on a regular basis, it may be possible to claim a  proportion of the running costs of the home as allowable expenses, i.e. a proportion of telephone costs, heat and light, etc.
· 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 you purchase an asset for use in the business, for example a home computer, the costs may qualify for capital allowances.  Again the tax relief must be claimed through the partnership tax return, and it is therefore essential that details are provided at an early stage.

· Always provide details of the business use percentage where the asset is also privately used, for example a motor vehicle.

· Professional subscriptions

· Professional subscriptions are an allowable expense for tax purposes.  If the subscription is paid personally, the tax deduction can only be claimed through the partnership tax return.
· 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.

Associated Companies

For companies whose profits chargeable to corporation tax are less than £1.5 million, the number of associated companies they have directly affects the rate of corporation tax payable.
Partners are included in the definition of “associates” and therefore if two partners each control their own companies, those companies are associated with each other.  Historically this would have affected the rate of corporation tax payable.
New legislation introduced from 1 April 2008 ensures that companies owned by partners of business partnerships will no longer be affected by these rules unless “relevant tax planning arrangements” are in place.
