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The simple life? The new cash basis

for small businesses

April 2013 saw the introduction of a new cash basis for the purposes of calculating tax for small

unincorporated businesses.

By simplifying the calculation of taxable income, the
objective is to give small businesses greater certainty
over the preparation of taxable income figures for their
self assessment tax return and to clarify and simplify
self assessment of business income. However, the
measures will not be suitable for all small businesses,
and certain businesses are excluded from the scheme.

Key aspects of the cash basis

The new measures allow eligible businesses to calculate
taxable income figures on a simpler cash basis, if this
suits the business. Such businesses will not have to
compute figures of debtors, creditors and stock, or
distinguish between ‘capital” and ‘revenue” expenditure,
and they will not have to compute capital allowances to
arrive at a taxable income figure.

The cash basis is available for businesses whose receipts
for the year are less than the VAT registration threshold
(£75,000 for 2013/14) or twice that (£158,000) for
recipients of Universal Credit. However, businesses must
leave the cash basis after their receipts exceed twice the
amount of the VAT registration threshold.

The system works on a cash flow basis. For income, it
is what the business receives, when it is received; for
outgoings, it is what the business pays, when it pays
it. Receipts include all amounts received in connection
with the business, including those from the disposal of
non-durable assets.
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Allowable payments are expenses paid wholly and
exclusively for the purposes of the trade, including
non-durable assets. Interest payments are also allowed
up to a limit of £500.

Business losses may be carried forward to set against
the profits of future years, but not carried back or
offset ‘sideways” against other sources of income.

Simplified expenses

All unincorporated businesses may choose to use
flat rate expenses for particular items of business
expenditure.

Fixed allowances for business mileage are an option for
the use of cars or motorcycles by businesses using the
cash basis. This provides an alternative to calculating
deductions for actual expenditure on purchasing,
maintaining and running a motor vehicle or motorcycle,
apportioned between business and private use. The car
rate may also be used for goods vehicles, such as vans,
in some cases.

A flat rate can be used to calculate expenses relating
to business use of the home, and a three tier banded
rate is used to calculate the adjustment for private
use of business premises. Both act as an alternative to
deductions for actual amounts, apportioned between
business and private use.

Businesses that do not choose to use the cash basis
will have the option to use any or all of the simplified
expenses as they wish.

Despite the stated aim of simplifying the
system, cash accounting remains a complex
area, and care should be taken when
considering the pros and cons. We can advise
you on the most appropriate system for
your business — please contact us for further
assistance.
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A Here we take a look at some of the tax considerations that
/ apply to someone who becomes self-employed. Different
considerations may apply where a person sets up a business
as a partnership or a limited company, so please speak to us for
advice.
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Registering for self assessment may not be very high
on your list of priorities in the early days of starting a
business. Yet failure to notify
HMRC of your new employment status
may attract a penalty if tax or national
insurance contributions (NICs) are unpaid
as a result.
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If you are already registered for self
assessment because you needed to
complete a self assessment tax return for
other purposes, you do not need to register
again. However, you will need to complete
the self-employed pages when you compile
your tax return.
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National insur

ance contributions

A person who is self-employed must pay Class 2 and Class 4 NICs.
Class 2 contributions are flat rate contributions payable at £2.70
per week for 2013/14.

A person is automatically registered for Class 2 contributions when
registering as self-employed for self assessment purposes. A person
who is already registered for self assessment can register for Class

2 national insurance by calling the HMRC helpline. Self-employed
individuals with earnings under £5,725 a year (2013/14) are exempt
from paying Class 2 NICs.
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Those affected must claim the small earnings exception %
on form CF10. Paying Class 2 NICs has the advantage of
protecting benefit entitlements.

Class 4 NICs are payable with income tax on profits, via the self
assessment system. Class 4 national insurance is levied at a rate of
9% on profits between £7,755 and £41,450, and 2% on profits over
that amount.

A person must register for VAT once their
turnover in any 12 month period exceeds the
VAT registration threshold, which is set at
£79,000 from 1 April 2013.

You may wish to register for VAT voluntarily
if your turnover is below the VAT registration
threshold. This will allow you to recover any
input VAT suffered, which can be beneficial,
particularly if the VAT incurred exceeds

that charged. We can help you to make the
right decision and complete the registration
process.
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If you take on people to work for you, you will need to register as
an employer with HMRC.

As an employer you are required to comply with PAYE and NIC
regulations, deducting tax and NICs, adding your own employer
NICs and paying the total to HMRC, net of certain adjustments.
Under the new Real Time Information system, employers must send
pay and deduction details to HMRC on or before the time of making
a payment to an employee. If you choose to employ someone, you
will need RTI-compliant software, although HMRC’s free Basic
PAYE Tools package can be used for businesses with up to nine
employees.

Under the Regional Employer NICs “holiday’, subject to certain
conditions new businesses that start up before 5 September 2013
may qualify for a deduction of up to £5,000 on the employer NICs
that would normally be due, for each of the first ten employees
they take on.
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As a self-employed business owner, you will need to keep sufficient
records to allow you to comply with your tax obligations. We can
help — please contact us for information and advice.
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If you are self-employed you will need to file your self assessment
tax return, complete with the self-employed supplementary pages,
and pay any tax due. This should be completed by 31 January after
the end of the tax year to which it relates for online returns, or by
31 October for paper returns. You may also need to make payments
on account for the current year based on last year’s tax bill.

oming self







