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Wha� do�� it me�� to be a Sol� Tra���?
At the start of every business venture a decision needs to be made upon 
the correct type of structure. Your options are to set up as a limited 
company, a partnership or become a sole trader.
 
Each of these business structures dictates it's own set of financial 
recording such as different methods of keeping accounts and 
bookkeeping.  The benefits of being a sole trader are that you retain all 
the profits from the business yourself and you do not have to register at 
Companies House. 
 
If you have made the decision to set up as a sole trader, you will likely be 
aware that you are now classed as self employed. With this decision 
comes a unique set of regulations to adhere to and as such, you need to 
be aware of new tax, National Insurance Contributions (NICs) and 
potential VAT requirements. Read our business guide on sole trader 
accounts to get an insight into what is involved in trading as a sole 
trader.

Per����l or Bus����s ba�� ac����t?
From a legal standpoint, as a sole trader you and your business are 
considered to be one and the same and as a result, you don’t necessarily 
have to have a separate bank account.
 
It can be far simpler however in the long term, to keep your personal and 
business transactions separate. Come tax return time, it will be easier to 
track your business account transactions rather than have to skim through 
hundreds of transactions on your personal account looking for business 
income and business related expenses. 



Another benefit to having a separate bank account is that your account 
will be in your 'trading as' name, which may make your business look 
more professional to your customer base. 
 
There are many different business bank accounts on the market, each 
with their own pros and cons and associated fees. 
 
When deciding upon a bank account, take the time to consider:
 
·       What is on offer – is there anything that sets them aside from the 
other business accounts?
·        Will their offering actually be of benefit to you and your business?
·        Don’t necessarily stick with the same bank you have your personal 
account with, they may not provide the best business option.
·        Look at the overall cost of having the account each year versus the 
services you are getting.  Compare any standing charges or transaction 
charges that apply to each account.
·        Look for a branch that is convenient to you or has extended opening 
hours so you have some flexibility when you need to pop in.
·        Identify a bank where you can happily build a relationship in the 
local branch as you may need further assistance in the future from them, 
whether it be a loan or a commercial mortgage.
·        Ask if they offer a dedicated small business centre or a business 
relationship manager with whom you can liaise as your business grows.
·        Introductory offers are just that – check what will you be paying 
once the honeymoon period is over and consider this when looking at 
overall costs in comparison.
 



Tax�� t�a� ap��y to so�� t�a��r�

Irrespective of what type of business structure you chose, it is important 
that you understand the tax rates that will apply to you and any income 
you receive from the business. 
 
For 2018/2019 the personal income tax allowance is £11,850. This is the 
amount you can earn before any tax is applied. Thereafter, 3 rates of 
income tax will apply depending on the amount you earn - basic rate, 
higher rate and upper rate taxes.
 

Basic rate tax is 20% and applies to income up to £34,500
Higher rate tax is 40% and applies to income between £34,500 and 
£150,000
Upper rate tax is 45% and applies to income of £150,000 or above



There are 2 types of National Insurance for the self-employed. 
 
Class 2 applies if your profits are £6,205 or more a year, which is payable 
at £2.95 per week and needs to be paid by anyone who is self employed 
during the tax year.
 
Class 4 applies if your profits are £8,424 or more a year. 
This is payable at 9% on annual profits between £8424 and £46,350. 
 2% on profits is payable above £46,350.
 
Special rules for specific jobs
 
Some self-employed people don’t pay National Insurance through Self 
Assessment, but may want to pay voluntary contributions. 
 
These are:

Examiners, moderators, invigilators and people who set exam questions
People who run businesses involving land or property
Ministers of religion who don’t receive a salary or stipend
People who make investments for themselves or others - but not as a 
business and without getting a fee or commission
If self employed profits fall below £6,205, voluntary contributions can be 
made.

Nat���a� In�u��n�� Con���b��i��s

Your NICs can be paid by direct debit regularly or paid as part of your 
self assessment tax return.



Sho��� I be t�i�k��� ab��� VA�?
Only businesses that have a turnover of more than £85,000 are required 
to be registered for VAT with HMRC.  
 
If you become a VAT registered business, you must charge VAT on your 
goods or services and may reclaim any VAT you’ve paid on business 
related goods or services. You must also report to HMRC the amount 
of VAT you have charged, as well as the amount of VAT you have paid, 
via your VAT Return, in most circumstances, quarterly.
 
There are 3 different rates of VAT to be paid and you can only charge 
VAT once you are registered.
 
Standard rate at 20%
Most goods and services are standard rate. You should charge this rate 
unless the goods or services are classed as reduced or zero-rated.



This includes:
Any goods below the distance selling threshold you supply to non-VAT 
registered EU customers - if you go over the threshold you’ll have to 
register for VAT in that country.
Most services you supply to an EU non-business customer - there are 
different rules for business customers.
 
Reduced rate at 5%
 
When you charge this rate, it can depend on what the item is as well as 
the circumstances of the sale, for example:
 
 
 
 
 
 Zero rate at 0%
 
Zero-rated means that the goods are still VAT-taxable but the rate 
of VAT you must charge your customers is 0%. You still have to record 
them in your VAT accounts and report them on your VAT Return. 
 
Flat rate VAT
 
With the Flat Rate scheme your VAT turnover must be £150,000 or less 
(excluding VAT) and you must apply to HMRC.
 

children’s car seats and domestic fuel or power are always 
charged at 5%
mobility aids for older people are only charged at 5% if they’re for 
someone over 60 and the goods are installed in their home

You pay a fixed rate of VAT to HMRC
You keep the difference between what you charge your customers 
and pay to HMRC
You can’t reclaim the VAT on your purchases - except for 
certain capital assets over £2,000



Tax Ret���s

When self employed, you are required to submit a self assessment tax 
return to HMRC each year. This can be done in paper format or online. The 
paper format deadline is 31st October and for online submissions it is 31st 
January.  
 
If you decide you will file online, make sure you register in advance so you 
have all the log in details you will need when you come to submit your tax 
return as there are penalties for late filing. 
 
Part of filing your tax return is paying your tax and NICs. The tax year is 
from 6th April to 5th April the following year and the tax return you file is 
always for the previous tax year. Even if there is no tax due, you still need to 
file your self assessment tax return if HMRC have requested one.  
 
If you need help with filing your tax return, our experienced tax team can 
take care of it for you for less than you think.  Did you know you can even 
claim back our fees for services to reduce your taxable income? 
As an example, a tax return costing £150 will only actually cost you £90 if 
you are a 40% tax rate payer as your tax liability will be reduced by £60.
 
 



How to c�a�� bu����s� ex���s��

You can include any item that relates wholly and exclusively to your 
business activities as a business expense in your annual tax return.  
 
It is paramount that you keep track of all income and expenditure 
relating to your business.  Having a separate business account will 
certainly speed up the process of identifying business expenditure, as 
mentioned earlier.
 
You will need to keep all receipts and invoices for up to 5 years 
following tax returns in case HMRC need to see them. Identify a way 
of keeping track each month rather than wait until tax return time 
and try to do it all at once!
 
We have a business expense spreadsheet on our news page which 
will break them down easily for you.  
 
Some of the items you may want to claim back:
 

Business mileage
PPE / Uniform
Accommodation whilst on business travel
Eye tests (glasses cannot be claimed)
Fixed assets such as office equipment  and furniture 
Mobile phone used exclusively for business use 
Allowable home expenses if working from home permanently
Training courses
Professional fees and subscriptions



5 ke� ti�� on so�� t�a��r ac����t�
 Make sure you are putting money away regularly towards your 
self assessment tax return. Tax and NICs will be payable upon 
completion of your tax return and it may be a lot to pay in one go 
so budget for this each month.  Allocate at least 20% of your 
income. 
Get organised with your receipts and invoices - whether you do 
this weekly, fortnightly or monthly. It will save you no end of 
trouble when it comes to tax return time. Trying to fit a year's 
worth of business transactions into one day in January just isn't 
going to cut it.
With the above in mind, open a separate business account.
Keep track of your expenses - treat those receipts like cash as 
every little one adds up by the end of the year. All expenses that 
are 'wholly and exclusively' related to business activities can be 
classed as business expenditure, effectively reducing your tax bill. 
Reconcile your business each month, keeping records of all 
payments in and payments out, making sure everything adds up. If 
it doesn't, it will only take a few minutes to figure it out if you do  it 
monthly.  Leave this until the end of the year and it will be an 
entirely different story. 

If you need advice on setting up as a sole trader or want to discuss 

alternatives, why not give us a call on 01244 409621  or 

email info@chesteraccountingservices.co.uk.


