
How is this different?
Under cash basis income is only taxed 
when it is actually received and expenses 
are deducted only when actually paid. 
There are no adjustments for any debtors, 
creditors or stock. Deductions are allowed 
for capital assets (other than cars) in full 
when paid for.
An election for cash basis to apply must 
be made and once in place it affects all of 
the businesses carried on by the individual 
or partnership. 
When can I use it?
To make the cash basis election turnover 
must be no more than £82,000 per 
annum in 2015/16. Once turnover exceeds 
£164,000 per annum the business must 
leave the cash basis. All business activities 
must be combined to determine whether 
the turnover thresholds have been met.  
Once you have elected in, you are not able 
to leave at will. 
Who can’t use it?
There are some exclusions. Companies, 
LLPs, some farmers and any taxpayer 
who has claimed certain 100% capital 
allowances will not be able to use the cash 
basis.
Is it as easy as cash in less cash out?
Unfortunately not. There are some areas 
where additional adjustments will be 
made:
•  Capital allowances will still be available 

on cars. Alternatively, a claim at 45p 
per mile (for the first 10,000 miles) can 
be made and the running costs not 
deducted;

•  Relief for interest paid is limited to a 
maximum of £500 in any year;

•  Losses calculated on a cash basis 
cannot be set against other income; 
only carry forward is permitted. 

Is it for me?
One of the main aims of the cash basis is 
simplification. However, the rule changes 
will not simplify things for us so from our 
point of view there is no cost saving from 
you electing into cash basis. 
If there are any tax savings to be made, 
they are mostly timing differences as 
income will be taxable in a later year.
In the following situations we would not 
recommend a cash basis election:
•  Where a trading loss is anticipated and 

set off against other income is possible;
•  Where more than £500 interest is paid  

in a year;
•  Where a lender requires accounts to be 

produced on an accruals basis.

Simplified Deductions: Flat-rate expenses
Another new choice for unincorporated 
businesses is whether to use flat rate 
expenses. There is no turnover limit on the 
ability to use flat rate expenses. There are 
three categories of expense and these can 
be used individually and there is no limit on 
switching in and out of these in subsequent 
tax years (other than for motor expenses 
where the method adopted for a vehicle must 
continue to be used until it is disposed of).
•  Motor expenses:  
  A claim at 45p per mile (for the first 

10,000 miles) and 25p per mile 
thereafter can be made and the running 
costs not deducted. Records of 
business trips will be needed to make 
the claim.  

•  Business use of private home: 
  Rather than calculating the actual 

business-related expenses incurred 
by apportioning the total household 
expenditure – perhaps using a room 
or square footage basis – a standard 
monthly expense deduction based on 
the hours per month spent working at 
home can be used.  

The rates are:  
25-50 hrs/month = £10 per month; 
51-100 hrs/month = £18per month and  
101 and over hrs/month = £26 per month. 
•  Private use of business premises:
  Based on the number of occupants 

of the business premises (e.g. a hotel/
guest house etc.) who are present 
for all or part of a month, a standard 
reduction in allowable costs may be 
opted for.  The amounts, which reduce 
the allowable business expenditure 
shown in the accounts, are:  1 non-
business occupant in a month = £350/
month; 2 non-business occupants 
in a month = £500 per month; and 3 
or more non-business occupants in 
a month = £650 per month.  These 
amounts apply to both children and 
adults. 

Is it for me?
Taxpayers will need to consider 
whether these flat rate amounts will 
prove beneficial. Unlike cash basis any 
differences in deductions will represent 
actual tax savings or costs, rather than 
just a timing difference. Where flat 
rate expenses are used there is also a 
reduction in the risk of HMRC disagreeing 
with the business/private split required.  
It may not reduce record keeping 
significantly, particularly in respect of 
motor expense deductions which will 
require an accurate record of business 
mileage to be kept, together with sufficient 
information to justify particular journeys 
as ‘business related’ in order to make the 
mileage claim.
Calculations would be needed in any case 
to check whether you are better off with 
flat rate expenses or not, so again, there is 
no decrease in time costs from our point 
of view.
The business use of home adjustments 
in particular do not seem particularly 
generous compared to a cost 
apportionment calculation.

With effect from 2013-14 sole traders and partnerships carrying on a business have been able to elect to 
calculate their business profits using a ‘cash basis’ rather than the usual accruals basis.
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