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The Ultimate Guide to
Expenses for Contractors
As a limited company contractor, costs that are incurred wholly and exclusively for your business
can be claimed as business expenses, which means that you will receive tax relief on these costs.
Claiming business expenses correctly could reduce your tax bill so it is worth taking the time
to understand what you can and cannot claim. Our expenses guide for contractors details how
expenses can affect your tax bill, examples of what is and is not classed as an expense and the
process involved in making a claim.

Rather have the support
of a personal accountant?
The experts at Nixon Williams are passionate about ensuring you’re
operating as tax efficiently as possible. If you’d prefer not to have to
worry about the difference between your Flat Rate claimable and a
Benefit in Kind, then why not give our team a call today?

01253 843 190
We’re available 8am to 8pm Monday to Friday and 10am to 4pm on
Saturdays. Or, appoint us online, www.nixonwilliams.com/appoint-us

Back to contents
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What can I claim
expenses for?
In short, you can claim for a variety of things, from
travel to clothing. We break down exactly what you
can claim for.

Charity and Sponsorship
There are instances in which contractors can benefit from tax relief from sponsorships. As a
limited company director, you can also claim personal and corporation tax relief by making
charitable donations.
It is important to understand the rules surrounding payments as HMRC have a strict set of
guidelines which must be followed.

Charitable donations
Donations to charities can take the form of either personal contributions or through your
company, which can be beneficial in tax terms depending on how your finances are organised.

Personal donations
If you donate to charity through your personal income, you will be entitled to personal tax relief if
you choose to donate using gift aid. This means that the charity will be able to reclaim tax at the
basic rate from HMRC which means that your net contribution will become gross.
Example: For every £80 you donate, the charity receives an additional £20 from the government,
totalling £100 overall.
When you donate using the gift aid rules, HMRC rules dictate that you must certify that you have
paid enough tax to cover the sum that the charity will reclaim from HMRC. If you have not paid
enough tax, you will not be able to use gift aid for your donation.

Back to contents
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Company donations
If a contractor’s limited company makes a charitable donation from the business funds, these
sums are not subject to corporation tax provided that they are used wholly and exclusively for
the purpose of the company. The charity must be made aware that the company is making the
donation and the funds should be paid directly from the business bank account.
In order to get corporation tax relief on any donations your business makes, you will need to
ensure that the donation does not cause the business to make a loss for tax purposes, as gift aid
donations cannot be used to carry tax losses backwards or forwards. You will also need to ensure
that any director, their spouse or family members do not benefit from the donation beyond the
guidelines below:

Donation value

Benefit allowed

£0 - £100

Up to 25% of the donation value

£101 - £1,000

Up to £25

£1,001 - £10,000

Up to 5% of the donation value

Above £10,000

Up to £500

There are certain donations which will not qualify for corporation tax relief, usually, because there
are conditions attached which stipulate that there are to be repayments or purchases to be
made from the recipient or other affiliated individual.

Sponsorship for contractors
HMRC guidelines state that to be considered as an allowable expense, the cost of sponsorship
must be incurred wholly and exclusively for the business. It is important to remember that
sports sponsorship is not considered as a charity donation, rather a business expense and
should, therefore, be a demonstrable return on investment.
HMRC will often consider that a sponsorship had a non-business purpose where any of the
following applies:
• If the person being sponsored is a personal friend or relative of any of the
directors or business proprietor
• If the activity sponsored is one in which the director or proprietor has a
personal involvement which predates the sponsorship
• If the payment is requested by the recipient without any negotiation of the
consideration
• No clear commercial benefit to the sponsorship, such as local businesses sponsoring
events taking place in the other parts of the country

Is it better to donate from the company or personally?
Generally, the tax savings will only differ by around 1%, so unless you are donating a significant
amount, the tax efficiencies should be similar. One of our specialist accountants will be able to
advise you as to the best way to donate in your circumstances.
Back to contents
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Claiming
Childcare Costs
for Contractors
If you want to pay for childcare costs through your
limited company bank account, this can qualify
for exemption from tax and National Insurance
contributions. There are two ways you can do this:
through a voucher scheme or through a direct
agreement with a childcare provider.

Back to contents
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Claiming through a Voucher Scheme
From October 2018, no new applications will be able to join the Childcare Voucher Scheme.
However, if you are already a member, you can continue to receive vouchers as long as your
employer runs the scheme and you remain employed by that business.
You can purchase vouchers through one of the childcare voucher schemes which can be paid to
employees. These vouchers can be used to pay a registered provider for childcare, who can then
claim back the fees from the voucher issuer. There is usually a fee of between 2-5% which is paid
to the voucher provider in order to cover the costs of the admin involved.

Direct Agreement
A direct agreement is an alternative to the childcare voucher scheme, the limited company can
directly pay childcare costs to a care provider, which is then available to your employee.
The process involves setting out the agreement between employer and employee to set out
the amount that your company is willing to spend on childcare on your company’s behalf. The
voucher scheme is usually easier for employees to use, but due to the admin fees charged by
providers, it can be less cost effective.

How do you qualify for a childcare scheme?
In order to meet the criteria for a childcare scheme, there are some conditions regarding
implementation:
• Childcare assistance can only be redeemed through registered childcare providers
• The recipient of the childcare relief must be a parent, guardian or have parental
responsibility for the child
• The employee can claim assistance until 1st September after the child’s 15th birthday
(16th if they are registered disabled)
• If the childcare provider is related to the child, they must be registered, approved and
run a legitimate childcare business which also cares for other unrelated children
Childcare payments made outside the scheme will not qualify for the tax and National Insurance
Contribution exemptions, including:
• Any cash payments made to the employees to help them with childcare costs
• Paying childcare bills incurred by employees directly when invoices are issued in the
employee’s name rather than the company
• Payments made for school fees
• Payments made under the childcare scheme which do not meet the following
criteria

Back to contents
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What kind of childcare is included in the scheme?
• Registered child-minders, play schemes and nurseries
• Out-of-hours clubs which are run on school premises by a school or local authority
• Childcare schemes run by approved providers
Any business that participates in the childcare scheme will need to keep full records to
demonstrate that all the conditions have been met, which should include:
• The name of the child and their date of birth
• Full details of the childcare provider, including their registration or approval number
• The expiry date of their approval

How much childcare can you provide for an employee?
As a limited company, you can pay for as much childcare on behalf of your employees as you
choose to. However, there are certain tax and National Insurance implications which will be
affected if you exceed the published limits.
When a company determines how much childcare they can provide but still qualify for tax relief,
there are a number of factors to be taken into account, with the most significant being the date
on which the employee joined the company’s childcare scheme.
If an employee joined the scheme prior to the 6th April 2011, their employer can pay for £55 per
week or £243 a month, which will be free of tax and National Insurance contributions.
If the employee joined the scheme on or after the 6th April 2011, the amount of childcare that their
employee can pay for will depend on their basic earnings, as relief is restricted for those who pay
the higher or additional rates of tax.

Back to contents
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The Basic Earnings
Assessment
When does the employer have to carry out the basic earnings assessment?
Since the 6th April 2011, any employee who wants to join an employer’s childcare scheme will need
to have a basic earnings assessment carried out at the point where they join and then annually
at the start of every tax year. This assessment then applies for the whole of that tax year, but it
cannot be deferred until the employee’s P11D form is complete with the final information on their
taxable benefits – you have to base it on the information available at the start of the tax year.
Similarly, it cannot be based on the previous year’s earnings and must be completed by the
employer as opposed to the employee.

What should be included in the basic earnings test?
• Basic pay
• Bonuses, whether contractual or agreed
• Regional allowances such as London weighting
• Taxable benefits
• Shift allowances

What is excluded from the assessment?
• Performance related bonuses or those which are discretional
• Payments for overtime
• Benefits which are already exempt from tax such as pension contributions
The guidance provided by HMRC does not specify how dividends should be treated in this
situation, so it is reasonable to assume that they are not included in the calculation because they
are generally not considered to be a form of remuneration.
Any change to an employee’s earnings over the course of the year will not change the allowance
they have for childcare in the current year, but it may affect their future allowance when the
assessment is done at the start of the next tax year.
An employee who is hired part way through a tax year will be assessed on the basis of their
projected earnings, with no reference to previous earnings. So an employee who joins a company
6 months into the tax year and is expected to earn £25,000 by the end of the tax year will be
assessed as earning £50,000 over the course of the year for the purposes of the childcare
assessment.

Back to contents
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What if the employer gets the basic earnings assessment wrong?
If an employer makes a genuine mistake in their assessment based on the best information
available to them at the time it was carried out, then it will still be considered valid for the twelve
month period for which it is intended to apply. HMRC will consider any exempt figures based on
this assessment as correct for the purposes of completing the P11D.
If an employer who gets the assessment wrong because they failed to take into account the
information that they had available at the time, meaning that an employee benefits from a level
of relief to which they were not entitled, then HMRC can assess for any additional tax that is due.
An employer can also declare any additional relief that has been received by submitting details
on the P11D form.

Basic earnings assessment record keeping requirements
HMRC requires employers to keep full and detailed records of their basic earnings assessment
calculations because although they do not need to be sent to the department, they will expect
them to be available to them if they ask.
There is no set format for these records but they need to include the details that were used to
calculate the basic earnings assessment. HMRC’s employer compliance work will usually involve
checking this information, so it is important to ensure that these records are clear.

Tax/NIC exempt amounts
Once an employer has completed a basic earnings assessment of an employee, the next step
is to obtain how much you can provide under the tax/NIC exemption. This will depend on the
results of your assessment and whether the employee is a basic, higher rate or additional rate tax
payer. The thresholds are as follows:

Rate of income tax

Weekly exempt
limit

Monthly exempt
limit

Annual exempt
limit

Basic (20%)

£55

£243

£2,915

Higher (40%)

£28

£124

£1,484

Additional (45%)

£25

£110

£1,325

Back to contents
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Clothing
Expenses for
Contractors
As a contractor, paying for your workwear
can become expensive. However, there
are certain circumstances in which
clothing is allowed as an allowable
expense. This guide will help you to
understand the rules on what you can
and cannot claim.

Back to contents
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What clothing expenses can I claim as a contractor?
In order for your clothing to be claimed as an expense, it must fall under certain criteria:

Uniform – if there is a clear and very specific dress code and the items purchased
can only be worn during your working hours, these can likely be reclaimed. This
includes items of clothing with the company’s brand and logo. Clothing classified
as a uniform is usually distinguished on the basis that the individual can be
identified by profession.
Example: If you are a doctor and you are required to wear a specific coat or gown,
this will constitute as a uniform.

Protective gear – any gear which is required to protect your health and safety
whilst working also falls under claimable expenses because it is necessary for these
items to be worn.
Example: If you are a builder and need to purchase a hard hat, protective gloves
and a hi-vis vest to undertake your daily work, this can be expensed.

What kind of clothing is not expensable?
You cannot claim for clothing which would otherwise make up part of your wardrobe if this is not
necessary to fulfil your duties or can be worn for occasions other than work (duality of purpose).
Some work environments exercise rules about what to wear, but the clothing specified is
generally generic. In this instance, you will not be able to claim expenses on anything purchased.
Example: If you are undertaking a contract and the business requires you to wear a suit, any
items you purchase will not be expensable. This is because you could, in theory, wear these items
of clothing outside of work.
If you are still unsure, you can consult the table below for further information:

Clothing item

Can I claim expenses

Uniform

Yes

Costumes for actors or entertainers

Yes

Protective clothing or accessories

Yes

Branded clothing or clothing containing the company logo

Yes

Smart suits, shirts and skirts

No

Everyday clothing worn for work

No

Back to contents
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Providing Company
Assets for Personal Use
If you use your limited company assets for private and personal
use, there are tax implications which may be incurred.

What is a company asset?
A company asset is something owned or created by a business which generally has the use of
generating income. Assets differ from expenses as they have an ongoing use from year to year.
Examples of assets include:
• Office furniture
• Software and equipment
• Brand names, copyrights and trademarks

Providing company assets to employees
When company assets are provided to employees for personal use, there are certain tax
implications which business owners should be aware of. If your limited company provides an
asset to your employee, this known as a benefit in kind which attracts additional Class 1A National
Insurance for the limited company.
The value of this benefit in kind is calculated as whichever is a greater value of:
• The annual value of the benefit itself (20% of the market value of the item when it
was first purchased)
• Any hire changes or annual rental fees that the company pays for the item
Added to this is the sum of any running costs associated with maintaining the asset and keeping
it available to the employee over the course of the year.

Tax consequences of assets for personal use
The employee pays tax at the highest rate they qualify for on the value of the benefit kind.
Example: a higher rate tax payer paying tax on an asset value of £320 will pay additional tax to the
value of £128, which is 40% of the value of the benefit in kind.
The limited company would also be liable for paying Employers National Insurance at a rate of
13.8% on the total benefit in kind, as declared on the P11D form. This payment would be due on
22nd July after the tax year ends.
It is important to ensure that the invoice for the purchase of the item itself must be made out in
the name of the company and the payments should be made from the business bank account.
It may be worth considering business insurance to ensure that the asset is covered when it is in
the care of the employee unless it is covered by the employees own home insurance.
Back to contents
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Entertainment
and Parties
It’s good news for limited company directors,
as you too can claim tax relief on the cost
of parties and entertainment. In our below
guide, we’re sharing our advice on how to host
your own event to make sure you can make
the most out of the available tax relief and
allowances.

Claiming the cost of your party
HMRC allows companies to claim the cost of annual events for employees. This cost can
include food and drink, entertainment, transport and accommodation.
Even if you’re a one-person limited company, you can claim relief on the cost of annual
company events.

How much can I claim?
More than one event can be held each year and provided that the total cost doesn’t exceed
the £150 per head limit, you will be able to claim back tax on this amount. If you do hold more
than one event in any given year, then you may need to demonstrate to HMRC that these are
legitimate annual events as opposed to ad hoc nights out for your employees.

Back to contents
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What criteria will I need to meet?
In order to be exempt from paying tax or National Insurance to HMRC, you must adhere to the
following rules:
• The cost of the event must not exceed £150 per head, including VAT. Even if the total
is just a fraction over the allowed amount, tax and National Insurance will be payable
on the entire cost, not just the excess
• The event or events must be annual
• Every member of staff must be invited, even if there is only one person working for
the business
• Staff may invite their partners, but only if all staff’s partners are invited and these
invites count towards the £150 per head allowance
• The amount is not an allowance – you must claim for an actual event and provide
receipt
• The £150 limit can be used at any time of the year at any number of events. However,
HMRC will consider you liable for the whole amount if you go over this limit

Business entertaining
Corporation tax relief is not available for business entertaining. Although you can claim the
costs through your limited company, they will not be tax deductible in terms of calculating your
business’ profits.
In order to justify the cost of entertaining as a business expense despite the lack of corporation
tax relief, you will need to consider if the benefits received by the company will be worth the costs
involved.
Gifts to customers are not allowable as an expense and should be treated as business expenses
unless they meet the following criteria:
• The item in question costs less than £50
• The item must advertise your business in a conspicuous manner
• The gift must not be food, drink, tobacco or vouchers

Back to contents
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Claiming Home
Office Expenses
One of the benefits of contracting is the ability to
work from home but this can become costly as you
will need to furnish your workplace. If you use a
room in your home as office space for running your
business, you may be entitled to claim the cost back
as a business expense.
There are two ways of claiming this back: flat rate
claims and rental agreements. This guide will explain
how to use your home as an office allowance.

Back to contents
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Flat Rate Claim

This is the easiest way of claiming for your home as office expenditure and is based on HMRC’s
own allowances for the additional costs of doing business from home.
You do not need receipts to prove your expenditure and you can claim £4 per week, £18 per
month or £216 per year. This can be included as a claimable expense alongside anything else you
are claiming as long as your annual claim does not exceed £216.

Rental Agreement
If you are contracting through a limited company, you may be able to claim more than £216.
To claim a higher allowance, you will need to set up a rental agreement between your limited
company and yourself as an individual. If you do not have this formal agreement set up then you
run the risk of HMRC classifying the rent as an additional salary which would be subject to tax
and National Insurance at the normal rate.
Organising your home office in this way can be beneficial as it means that your company can
deduct the cost of rental payments from their pre-tax profit, meaning that Corporation Tax will
not be payable on these accounts.
However, it is important to consider some of these aspects of operating:
• Your rental figures should be realistic in terms of commercial value and should be
kept at an ‘arm’s length’ basis. This means that both parties should benefit from the
agreement
• You should have a room dedicated to your business
• A formal rental agreement must be in place
• You should consider periodic independent rental evaluations
• Any income that you receive must be included on your personal tax return and any
profit remaining after expenses have been deducted will be subject to tax, which
may make this a less tax efficient option

Back to contents
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What can I claim
expenses for?
Office furniture
When purchasing office furniture such as a computer desk, filing cabinet or chair,
you should consider whether there will be any personal use of the item as this could
have an impact on whether it is considered an allowable expense. If your private use
of the item is insignificant then you will need to be able to demonstrate this to the
satisfaction of HMRC.
However, if the item cost is deemed reasonable then it is unlikely that inclusion as
a business expense would be questioned. This amount usually falls under around
£300.
If you are called upon to justify the usage of your furniture by HMRC, you will need
to consider how much time you spend using the item for business purposes. For
example, if you have a piece of office furniture which you use only intermittently for
work purposes, it would be difficult to prove that your personal use is less significant
than your work use.

Landline and mobile
If you make any phone calls from either your landline or mobile phone during the
course of doing business, these can be reclaimed as an allowable expense. However,
if your landline has also been used for personal calls, no portion of the line rental
cost can be reclaimed.
In instances where you need a second line to be installed for the sole purpose of
making and receiving business calls, the total cost of this line can be reclaimed. The
line will need to be installed under the business name and all bills need to be paid
from the business bank account in order to demonstrate that it belongs solely to
the business.
HMRC’s criteria for a business needing a phone are as follows:
• A clear business need for an employer to provide an employee with a
phone
• The employer must be taking reasonable steps to keep track of and
reduce the costs of any private use through a clear policy which limits or
prohibits personal calls
• The provision of the phone is not considered a reward to the
employee in question

Back to contents
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Internet
You can claim for the cost of your internet access in your home office as long as the
following conditions are met:
• There is no separate billing or record kept of access connections
• No distinction is possible between work and personal connections
• Personal use is insignificant
• The contract for provision of internet access is in the name of the business
and paid from the business bank account
If you only have one internet connection in your home, you can claim for the business
use of this service. If there is no separate billing or log of usage which can determine
between personal and business use, no claim will be allowable.
The phone line used to connect to the internet is considered separately to the
contract for provision of internet access itself. If you wish to claim for the cost of
the phone line, it will need to meet the criteria established for claiming for a home
telephone.

Computer costs
Computer software is usually classed as an expense for the year in which it was
purchased, although exceptions are made if it is particularly expensive (more than
£500) and is likely to be in use for more than two years.
A computer purchased by the company and made available for business use can be
claimed as long as there is no significant personal usage (if there is, then this could
be classed as a benefit in kind and taxed appropriately).
If your company is using the Flat Rate VAT Scheme then VAT can only be claimed if
the total is more than £2000 gross on any single invoice.

Computer Costs under £500

A computer that costs less than £500 will generally be considered a revenue expense for the
year in which it was purchased.

Computer Costs over £500

A computer costing more than £500 will be ‘capitalised’ for the purposes of keeping
accounts and the company will be entitled to Capital Allowances against the total. This is 100
per cent of the cost in the first year for the tax year 2015/16, up to a total of £500,000 per year.

Benefit in kind
If there is a significant degree of personal use for a piece of computer equipment, it
would be considered a benefit in kind. This allowance would be calculated at 20% of
the market value from the time it became available to the employee for their use.
Your limited company would be liable for 13.8% Class 1a National Insurance
Contributions and the employee would be liable for personal taxation at the basic,
higher or additional rate depending on their earnings.

Back to contents
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A Guide to Invoicing
for Expenses
As a contractor, you can incur expenses to clients during
the course of work and through any goods you purchase.
Expenses and disbursements are treated differently to tax
and VAT and should be invoiced as such.

Back to contents
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Invoicing for expenses
If your client reimburses your company for expenses incurred whilst undergoing your duties,
these must be invoiced for using one of the following three methods:

Adding on VAT
This is the simplest method and is accepted by most agencies and clients. By using this method
you will have to charge VAT in the expenses involved whether you pay VAT on them or not.
Example:
The invoice issued by your company was for £10,000 net and also incurred hotel costs of £120
(including VAT) which your client has agreed to reimburse your company for. On the invoice, you
would simply show the expense of £120 with VAT added on at correct rate (currently 20%).

Work done

£10,000.00

Expenses

£120.00

Net Invoice

£10,120.00

VAT at 20%

£2,024.00 (£2,000 VAT on work done and £24 on hotel expenses)

Gross Invoice

£12,144.00

Splitting out VAT
If your client or agency does not accept the first method of invoicing your expenses, you will have
to split the VAT element out of the expenses.
Example:
The invoice issued by your company was for £10,000 net and also incurred hotel costs of £120
(including VAT) which your client has agreed to reimburse your company but will not allow the
cost of additional VAT to be added.

Work done

£10,000.00

Expenses

£100.00 (£120 hotel costs less 20% VAT)

Net Invoice

£10,100.00

VAT at 20%

£2,020.00 (£2,000 VAT on work done and £20 on hotel expenses)

Gross Invoice

£12,120.00

Back to contents
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Invoicing for disbursements
If you pay suppliers on behalf of your customer and pass the cost to your customers when you
invoice them for expenses, you may be able to leave these payments from the VAT calculation.
In this situation, it is the customer, not you who buys and receives the goods or services and you
are acting as their agent. This type of payment is known as a ‘disbursement’ for VAT purposes. If
you have incurred a cost which qualifies as a disbursement, the expense must be charged as a
separate item on the invoice.
Before you treat a payment as a disbursement for VAT purposes, you will need to make sure that
all of the following applies:
• You paid the supplier on the customer’s behalf and acted as the agent of your
customer
• Your customer received, used or had the benefit of the goods or services which you
paid for on their behalf
• It was your customer’s responsibility to pay for the goods or services
• You had your customer’s permission to make the payment
• Your customer knew that the goods or services were from another supplier, not you
• You outline the costs separately on your invoice
• You pass the exact amount to each customer when you invoice them
• The goods and services you paid for are additional to the amount you are billing the
customer for doing yourself
It is usually only an advantage to treat the payment as a disbursement for VAT purposes if the
supplier did not charge VAT on it, or if the customer cannot reclaim the VAT.
Example:
The invoice issued by your company was for £10,000 net, and it also showed incurred hotel costs
of £120 (including VAT) and also a purchased a website domain on behalf of the client for £150.

Work done

£10,000.00

Expenses

£120.00

Net Invoice

£10,120.00

VAT at 20%

£2,024.00 (£2,000 VAT on work done and £24 on hotel expenses)

Disbursement

£150

Gross Invoice

£12,294.00

Back to contents
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Pension
Contributions
for Contractors
If you work through your own limited company,
you can claim tax relief through pensions and
build your own pension. There are two ways
of making contributions to your pension fund:
personal and company pension contributions.

Personal pension contributions
If you want to transfer some of your personal fund into a pension scheme, you will be entitled to
personal tax relief. Pension providers can reclaim the basic rate of tax on the contributions that
you make and this will be added to your find, meaning that an £80 payment will be worth £100. If
you are a higher or additional rate tax payer, tax relief will also be available up to the top rate of tax
that you pay.
If you want to benefit from tax relief on pension contributions, the maximum you can invest is
100% of your earned income from either employment or self-employment.

Back to contents
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Company pension contributions
Pension contributions made by a company are deductible for corporation tax purposes, as long
as you can demonstrate that they are wholly and exclusively for business purposes. Whilst the
guidance on what this means in practice isn’t definitive, in general, if a remuneration package is
reasonable and doesn’t result in an overall tax loss for the company, then the contributions can
be deducted.
Annual Allowances can be carried forward from the previous three years if they have not been
used, meaning that up to £160,000 can be contributed in the tax year so long as the following
criteria are met:
• You must have been in a UK registered pension for the years in which your
allowance was unused
• You must have earned at least as much as you want to contribute in the tax year in
which the payment is to be made

What is the best pension for me?
If you are unsure whether you should be contributing to a personal or company pension,
considering some of the following options could help you to make your decision:
• Tax relief on personal contributions is limited to 100% of an individual’s salary or
other earned income, meaning that any gross contributions, which exceed this
amount will not normally be tax efficient
• If your employment status means that IR35 applies to you, then pension
contributions made on behalf of a company will always be more tax efficient as they
are considered a qualifying expense under the applicable salary rules. This means
that both employee’s and employer’s National Insurance contributions are saved
which would not be the case if personal contributions are made
• Company contributions are safe from IR35. This means that if you were operating
outside IR35, but were subject to an HMRC investigation which resulted in a
decision that you should, in fact, have been operating inside IR35, then any pension
contributions would be deducted from the salary due
• Both annual and lifetime limits are imposed on the pension contributions that can
be made. The annual limit is £40,000 in 2017/18 and the lifetime limit is £1,000,000 so
if you want to contribute more than that then the excess will be liable for tax
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Claiming Expenses
for Training Costs
If you are a limited company contractor, you can claim tax relief on
training courses as long as the course is relevant to your line of work.

What training costs can I claim expenses for?
As is the case with other expenses, HMRC rules dictate that if a cost is wholly and exclusively for
the use of the business, you can claim tax relief against the expenses.
In order to qualify for expenses, the training must have the goal of providing, enhancing or
reinforcing any knowledge, competence, or personal proficiency which will enable or improve an
individual’s ability to perform their duties. Any costs associated with undergoing training, such as
the costs of travelling to an alternative location or accommodation are allowable so long as the
training takes place at a temporary location.

Claiming expenses for overseas training
HMRC will generally only consider overseas training allowable if you can show that it is necessary
to complete this training in order to carry out your duties. Costs for training will not normally be
expensed unless you can demonstrate the following:
• Proof that the trip is not personal by providing an itinerary which details the events
or activities involved
• Show that the nature of the training is essential to your duties and that they could
not be performed without attending the training

What expenses cannot be claimed?
If you decide to undertake a training course which is not directly related to your expertise or field
of work, this cannot be claimed as a legitimate training expense. You also cannot claim expenses
on degree courses or the cost of on-going qualifications.
Work-related training costs can be paid for through your company and you will be able to
claim the costs as an expense though only if the training will build on or improve an individual’s
existing skills.
If your training is in a new skill, this will be considered a capital expenditure and your company
will only be able to claim Capital Allowances. This means that training is seen as an asset of the
company and the cost of the training is taken off before your annual profit is calculated. Each
year you will need to pay back the company a small amount as this is the depreciation in value of
the asset (i.e. the training). We do recommend you speak to your accountant to see if this is the
best method for you to use.
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Travel Expenses
for Contractors
Travelling to your place of work is necessary for many
contractors - this is why it is important to be aware of the travel
expenses you can claim. Read our guide to discover what
allowances you may be entitled to and how to claim relief.

How much can I claim?

When using your personal vehicle for business purposes, the rate of travel expenses you can claim
changes dependant on the type of vehicle you own, and the number of miles already completed
in the current tax year.
To calculate how much Mileage Allowance Relief you can claim, use the below approved
mileage rates:

First 10,000 Miles per Tax Year

Miles in Excess of 10,000

Car

45p per mile

25p per mile

Motorbike

24p per mile

24p per mile

Cycle

20p per mile

20p per mile
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Company cars as an expense
If you are unsure whether supplying a company car is a sound financial decision, it
is worth considering the following implications, either as an employer or employee:

Implications for employers
You cannot reclaim VAT on the purchase of a new car. When purchasing a
second-hand car, VAT is not normally charged, but if there is a charge, this can be
reclaimed.
If you acquire a company car through a lease contract, then the monthly charges
may include VAT.
Businesses which are on the Flat Rate VAT Scheme cannot reclaim any of this
amount, but those which are on the standard VAT scheme can claim back 50%
of payments. If there is a maintenance contract for the car, which is itemised
separately, any VAT charged on this may be reclaimed by businesses which are on
the standard VAT scheme.
The value of the benefit in kind will be the same whether the car is leased or
purchased outright, but the way it is treated for the purposes of Corporation Tax
will vary.

Implications for employees
An employee with a company car will be considered to be in receipt of a benefit in
kind, the value of which will be taxed at their marginal rate, effectively treating the
benefit as salary.
The value of a benefit in kind is calculated using the cost of the car when
purchased (including any additional extras), the CO2 emissions and the type of fuel
on which it runs.

Company motorbikes
In some circumstances, providing an employee with a company motorbike can
be a more tax efficient option than supplying a company car. Some of the main
benefits of a motorbike over a car include:
• VAT charged on the purchase of a company motorbike can be
reclaimed, but VAT must be charged on the motorbike if it is resold
• There is no upper limit on what can be claimed when it comes to
the company’s tax calculation, meaning that the entire cost of the
motorbike qualifies for capital allowances
• The value attached to a motorbike as a benefit in kind is significantly
lower than other forms of transport, meaning lower tax liabilities
The employee will be taxed as having received a benefit in kind, so the company
will have to pay additional Class 1A National Insurance.
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Company Vans
Company vans are taxed differently to Company cars. However, in order to claim
expenses for a company van, it must qualify to HMRC’s set definition. This means that
it must be purpose-built (not just a conversion which involves covering the windows
etc) goods vehicle with a maximum legal laden weight of 3,500 kilograms.
The main benefits of a company van include:
• When a new van is purchased, the entirety of the VAT can be reclaimed.
Second-hand vans usually have VAT included in the price (which can also
be reclaimed). VAT must also be charged if the van is later sold on
• There is no upper limit on the amount of tax that can be claimed, so the
entire cost of a company van will qualify for capital allowances
• As company vans attract lower benefit in kind values, the tax charges
associated tend to be lower
• However, an employee will be taxed as having received a benefit in kind, so
the company providing it will also have to pay additional Class 1A National
Insurance. This does not apply if the van is only used for business purposes
and any personal use is insignificant, but this means that if the van is
usually parked at your residence overnight then it could be hard to prove
that any personal usage is incidental.
Assuming the Van is used for personal use the following flat rate of taxable benefits
arise:
• Van Benefit: £3,230 per annum (zero emissions Van is £646 per annum)
• Fuel Benefit: £610 per annum (where the employer pays for private fuel)
These benefits should both be included on the individual’s personal tax return and
will be taxed at the employee’s marginal rate. This means that someone who pays a
basic rate of tax on their salary will be liable for an additional £768 each year. If they
had dividends which took them up to or over the high rate threshold (not taking the
benefit in kind into account) then there would be an additional £1,248 in tax to be paid.
HMRC may also wish to collect any tax due directly via the individual’s salary.
The employer would also have to include the use of the van on an employee’s P11d
form every year and pay Employer’s National Insurance Contributions at a rate of 13.8
per cent on the value of the benefit in kind. In the example above, this would mean an
additional tax bill of £529.92.
The costs of running the van, such as insurance and maintenance, can be paid by the
company without adding to the employee’s tax bill, so long as all invoices are in the
company’s name.
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Company cycles
The Cycle to Work Scheme aims to provide a tax incentive for employees to choose
environmentally friendly modes of transport with added health benefits.
A limited company can provide an employee with a bike assuming that the
following conditions are met:
• The company owns the bike and related equipment
• The bike itself is used mostly for qualifying journeys
• The employee does not gain ownership of the bike during the loan
period
• The use of a loaned or otherwise provided cycle is available to the entire
workforce

Accommodation
If an employee stays away from their home in the course of their duties, then they
can claim the costs of accommodation back from their employer, as long as they
do have a permanent place of residence.
There is no confirmed limit on the amount which can be claimed for
accommodation, but HMRC will expect every claim to be reasonable. This is usually
easy to demonstrate, except in cases where the nature of the accommodation
means that it could be construed as a reward for the employee as opposed to
an expense, which is incurred wholly and exclusively for the purposes of doing
business.
The full cost of hotel, guesthouse and bed and breakfast accommodation is
allowable for Corporation Tax purposes so long as they are not excessive.
If renting a furnished flat is a more cost effective way of providing accommodation
for an employee, then these costs are also allowable as long as the standard of the
furnished flat isn’t of a significantly higher standard than that of the employee’s
normal residence. In the case where an employee’s normal residence is of a
particularly high standard, an equivalent flat may not be allowable.
A short term lease on a rented flat should be taken out in the company name, and
paid directly from the company bank account where possible. The length of the
lease should also be taken into account when considering the 24 month rule, as it
may be considered as an indication of how long an employee intends to be based
on the same site.
There are situations which will not be allowable, these include:
• If the employee is accompanied by their family – this is considered nonbusiness usage
• If the choice of location is not work-related – this is considered a nonbusiness reason
• If the standard of the location is unreasonably high

Back to contents

29

The Ultimate Guide to Expenses for Contractors

Claiming expenses on transport and air travel
You are also able to claim for the cost of travel by public transport via train, plane
and bus. In order to claim, all receipts must be kept. Tickets should also be booked
as far in advance as possible.
In order to claim expenses for travel in taxis, employees are expected to only
use when necessary and when it is cost effective to do so. Receipts must also be
retained for expenses to be claimed.

Subsistence
If you are travelling to a temporary location for work purposes, then you may be
able to claim for the cost of lunch purchased during travel or during your lunch
break. These must be additional costs which you would not have spent were you
not at the temporary place of work.
Lunch usually takes the form of a pre-packed sandwich (or equivalent), a meal in a
café or canteen and can include a non-alcoholic drink. However, you cannot claim
the cost of ingredients to make your own ‘packed lunch’, or the costs of a meal
purchased the night before the trip to the temporary location.
If staying away from home overnight due to work commitments, you can claim
the cost of breakfast and an evening meal. These must be reasonably priced and
not to a standard which would be beyond what you would normally have. You can
also claim a ‘flat rate’ incidental expenses allowance of £5 for each night, or £10 if
you are overseas. This covers expenses including laundry and phone calls that you
would not incur if you were at home.

24 Month Rule for Travel
If you are a contractor, you may be entitled to claim accommodation and travel
expenses as long as your workplace is considered temporary. By HMRC’s standards,
this is the knowledge that if your contract lasts longer than 24 months, you will be
unable to claim further expenses.
What is the 24 month rule?
The legislation known as the 24 month rule was designed to provide tax relief on
travel expenses for an employee or contractor whose role requires them to move
between sites in the course of their employment. The 24 month rule is aimed at
those who travel between their home and a temporary place of work, as opposed
to standard commuting, and provides for the expenses incurred to be paid, free of
tax, for those who meet the qualifying criteria.
According to HMRC, a workplace can only be considered temporary if you have
worked there for less than 24 months. After this period, you can no longer reclaim
expenses as you are considered a permanent employee of the company.
What is the 40% rule?
The 40% rule is linked to the 24 month rule. This states that if you spend over 40%
of your time at a particular workplace, this will be considered permanent and
you will be unable to claim travel expenses. This still applies if you have gaps in
employment and return to the same place of work.
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Breaks in attendance
For the purposes of the 24 month regulations, a break in attendance may not be enough to
qualify for a separate period of work. This is because the rules work on the basis of a ‘rolling
window’, meaning that any break will have to satisfy the 40% rule about working between
different sites.
In order to class as a new place of work, there will need to be a break of at least 15 months (60
per cent of 24 months) between incidents of working on the same site, and a stint working at
a different site in between.
If you leave and return to a place of employment within 24 months, your start date will still be
classed as the first day in which your contract began.
Example: If you work on an assignment for a year, take a six-month gap to undertake another
assignment and return to your first contract, this will still count as a period of 24 months and
you would be unable to claim expenses.
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Frequently Asked Questions
As your accounting partner, we at Nixon Williams want to make sure that we make
your life as a contractor as easy as possible, which is why we have created the below
list of frequently asked questions about expenses.

Can I claim tax back on the cost of glasses?
The provision of an eye test is allowable as a business expense to employees. As with all expenses,
if you can justify the cost as being wholly and exclusively for business purposes then it can be
claimed (normally the glasses must be for VDU work only), though this could be hard to justify
and in most cases are seen as being for a dual purpose.

Do I need to keep receipts?
HMRC require you to keep hold of all paperwork, including receipts as these form your business
records. There are different timescales relating to different taxes so we would advise holding onto
everything for a minimum of 7 years.

How can I make pension contributions?
You can either make personal pension contributions or employer contributions from your
company and depending on your current circumstances each method could be advantageous
to you from a tax perspective. Nixon Williams are not authorised to give any specific investment
advice so we cannot advise on which pension product(s) to choose, only the tax reliefs involved.
You can consult our guide to pension contributions for more information.

Can I pay my partner a salary?
You can pay your partner a salary, however, this can be difficult to justify to HMRC. If your partner
was to be carrying out general administration duties, HMRC would not see this as taking more
than a couple of hours per month paid at an appropriate hourly rate. If your partner was working
through the business and generating income then this would be an allowable expense.

Can I reclaim the cost of clothing as a business expense?
The cost of everyday corporate clothing such as shirts, blouses, trousers, skirts and suits would
not normally be reclaimable as an expense. The only exception to this might be if the clothing
was uniform or protective clothing. The clothing cannot be claimed as a uniform simply because
all workers are required the wear this type of clothing, the test would be if someone wearing
the clothing would be recognisable in the street as wearing a uniform, such as a fire fighter or a
nurse. If such work clothing were to be provided, it would constitute a benefit in kind and as such
would be subject to additional income tax and NICs. For more information, you can consult our
guide to clothing expenses.
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Can I claim for furniture and for the re-decoration of my home office?
Claiming furniture for your home office is an acceptable expense, however, there are certain
criteria that would have to be met:
• It must be relevant and its cost not excessive for its purpose as office furniture furniture up to a value of £300 is unlikely to be questioned in an HMRC investigation
• The personal use of the furniture must be insignificant - when measuring
significance, the frequency of the furniture’s use for work purposes should be
considered, if personal use is anything more than insignificant a benefit in kind
would arise
• In the event of an investigation from the HMRC, you must be able to justify that the
personal use is insignificant. If you are not confident that this justification can be
met, we would advise that you do not claim for the furniture

Can I rent an office to work from?
If you wish to rent an office to work from that isn’t a room/office in your personal residence
(please see our Home Office page for more information) then this is a possibility. However, it will
be best to ensure that the requirement is absolutely necessary to the running of the business; the
rental agreement is in your limited company name and ideally paid directly from the company
bank account.

I want to build an office at the bottom of my garden which will be used as an
office space. Can I claim this as a company expense?
Whilst you could theoretically claim for an expense of this nature, it is certainly not something
that we would advise is claimed and there are several things that should be taken into account
before making a decision as to whether to proceed: You could potentially lose out of the full
benefit of Private Residence Relief (PRR) and thus suffer capital gains tax when your home is
sold. If such an expense was to be claimed as a business expense, it should be furnished suitably
as an office and so should not contain personal/leisure equipment – in the event of an HMRC
investigation you may be required to justify it as an office space not just an improvement to your
home
The cost should not be excessive and any work carried out in its construction should be
commercial.

I am thinking of buying a company car, what is the best option?
Generally, company cars are not tax efficient for owner managed companies i.e. where the
recipient of the company car is also the sole shareholder, as the same person effectively ends
up paying both the employee and employer taxes. Normally the only time a company car is
tax efficient is if you are an employee of a company you do not hold shares in or if the car is
particularly friendly to the environment i.e. low emissions.
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How could expenses affect my tax bill?
Business expenses are deducted from your company profits and as you only incur tax on your
profits if your profits decrease then your tax bill could decrease as well. However, as expenses
work on a case by case basis it is always a good idea to speak to an accountant for information
about your individual circumstances.

What costs could I claim as a business expense?
According to HMRC, a business expense refers to costs which are incurred wholly and exclusively
for your business. As a limited company contractor operating outside of IR35, you may be able to
claim costs if they fit this description.

See below for some examples of business expenses:
•

Accountancy Fees – As a limited company contractor you may wish to hire an

•

Business Travel – If you are required to travel for your business then you are able
to claim the cost as a business expense. Contractors can claim mileage of 45p per
mile for the first 10,000 miles travelled in a financial year and 25p per mile thereafter.
This amount covers fuel and any wear and tear on your car. If you take a passenger
in the car with you then you are able to claim an extra 5p per mile. If you travel via
public transport you are able to claim the cost as an expense as long as you keep the
receipt. Toll fees, congestion charges and parking costs are also able to be claimed as
expenses.

•

Accommodation – If your business requires you to stay away from your permanent

•

Mobile Phone Bill – If you use your phone entirely for business related use then

•

Training Courses – If the training course in question is wholly and exclusively for

accountant to take care of your personal and business taxation requirements. As this
cost is directly related to the running of your business the cost could be claimed as a
business expense. Other professional fees such as legal fees could also be claimed.

address then the cost could be claimed as an expense. You may also be able to claim
for meals and a small amount per day for personal items.

you are able to expense your entire phone bill. However, most contractors will use
their phone for both business and personal use and in this case, only the minutes
and texts that have been used for business purposes are able to be expensed.

business purposes then the cost could be expensed.

•

Stationery – Branded stationery such as letter heads, envelopes, pens and other

•

Clothing – As a general rule clothing that could be used as part of your everyday
wardrobe such as a business suit or a business dress cannot be claimed as an
expense, even if you only use them for work. Clothing that is able to be claimed as a
business expense includes branded uniform items and protective work clothing.

items are able to be claimed as expenses if they are used solely for business use.
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What costs cannot be claimed as an expense?
Costs that are not wholly and exclusively for the use of your business are not classed as business
expenses. Some common examples of costs that you are not able to claim are most medical
treatment costs, client entertainment, childcare, gym membership, parking fines and speeding
tickets (even if they are incurred on business trips).

Claiming expenses through a limited company
As a limited company contractor, claiming expenses it is incredibly simple. If you pay for the
expense yourself then you will need to complete a bank transfer or write yourself a cheque
from your limited company bank account to your personal account. If the expense cost is
taken directly from the company bank account then each amount must be recorded so that
you can accurately calculate your profits.
Any expense you claim must follow HMRC’s guidelines, which means that all expenses claimed
should be wholly and exclusively related to assets which apply to your role or profession.
As a client of Nixon Williams, you have access to our bespoke online accounting software which
is designed to help you keep track of your expenses.

Business expenses paid personally
If you incur a business expense and pay for the cost personally you can reimburse the amount
from your limited company profits.

Business expenses paid directly from your company
If you pay for business expense costs directly from your limited company bank account then
each cost needs to be recorded as an expense.
Certain expenses such as company pension contributions should always be made from the
company bank account to avoid any further tax implications.

Recording your expenses
Whether you pay for an expense yourself or from your company bank account, if it is being
claimed from the company in some way (and the company is receiving tax relief on the cost)
then you must keep proof of purchase.
HMRC requires all expense receipts and invoices to be kept for a minimum of six years. The
invoices/receipts should show an itemised breakdown of the purchases and separate the VAT if it
is being reclaimed.
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Still not found
what you’re looking for?
If you cannot find the answer to your questions, we’re here
to help. We’re always looking for new challenges to help
contractors along the way.
Just give us a call today on

01253 843 190

We’re available 8am to 8pm
Monday to Friday and 10am to 4pm on Saturdays.
www.nixonwilliams.com
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