NAVIGATING THE COMPLEXITIES OF TAXES AND ACCOUNTING FOR SMALL
BUSINESSES

INTRODUCTION

Managing taxes and accounting can be a daunting task for small business owners. With various regulations,
deadlines, and ever-changing tax laws, it's easy to feel overwhelmed. This comprehensive guide aims to
simplify the complexities of taxes and accounting for small businesses, providing essential tips and insights to
help you stay compliant and make informed decisions for your business.

UNDERSTANDING THE BASICS OF SMALL BUSINESS TAXES
In the UK, small businesses are subject to various taxes, including Corporation Tax, Value Added Tax (VAT),
National Insurance contributions, and Business Rates. Here's a brief overview of each:

e Corporation Tax: This is a tax levied on a company's taxable income or profits. The current rate is 19%.
From April 2023: The main rate of Corporation Tax will be 25% for Companies with profits of £250,000
or more. You must register for Corporation Tax within three months of starting your business.

e Value Added Tax (VAT): This is a tax applied to the sale of goods and services. If your business's
taxable turnover exceeds the VAT registration threshold (£85,000 as of 2023), you must register for
VAT. The standard VAT rate is 20%, but there are reduced rates for specific goods and services.

e National Insurance contributions: These are payments made by employers, employees, and the self-
employed to fund state benefits such as pensions, unemployment benefits, and healthcare. As a small
business owner, you must pay Class 1 National Insurance contributions for your employees and may
also be liable for Class 2 or Class 4 contributions if you are self-employed.

e Business Rates: These are taxes charged on non-domestic properties like offices, shops, and
warehouses. The amount payable depends on the property's rateable value and the prevailing
multiplier, which varies between England, Scotland, Wales, and Northern Ireland.

KEEPING ACCURATE RECORDS

Maintaining accurate and up-to-date financial records is crucial for managing your taxes and accounting
effectively. Not only is it a legal requirement, but it also helps you monitor your business's financial health and
make informed decisions.

Ensure that you keep track of all your income, expenses, and bank transactions, and store receipts and
invoices for at least six years. You can use accounting software or hire a bookkeeper to help you with this task.

The Business Circle - Market Harborough
Email: enquiries@thebusinesscircle.co.uk W: https://thebusinesscircle.co.uk/



mailto:enquiries@thebusinesscircle.co.uk
https://thebusinesscircle.co.uk/

CHOOSING THE RIGHT ACCOUNTING METHOD

Small businesses typically use one of two accounting methods: cash basis accounting or accrual accounting.
The choice depends on your business's size, complexity, and preference.

Cash basis accounting: This method records income and expenses when money is received or paid,
making it simpler and more suitable for small businesses with straightforward transactions.
Accrual accounting: This method records income and expenses when they are earned or incurred,
regardless of when the money changes hands. This approach provides a more accurate picture of
your business's financial health but can be more complex to manage.

UNDERSTANDING TAX RELIEFS AND ALLOWANCES

Small businesses can benefit from various tax reliefs and allowances to reduce their tax liabilities. Some of the
most common include:

Annual Investment Allowance (AlA): This allows businesses to deduct the full cost of qualifying capital
expenditures, such as machinery or equipment, from their taxable profits. The current AIA limit is £1
million.

Research and Development (R&D) Tax Relief: This encourages businesses to invest in R&D activities by
offering tax relief on qualifying expenditures. Depending on the company's size and eligibility, relief
can range from 86% to 186% of the R&D costs.

Employment Allowance: This reduces the amount of National Insurance contributions owed by
eligible businesses by up to £5,000 (2022/23 tax year) per year.

MEETING TAX DEADLINES AND FILING REQUIREMENTS

Failing to meet tax deadlines and filing requirements can result in penalties and interest charges. As a small
business owner, it's essential to be aware of key tax deadlines and ensure that you submit accurate and timely
returns. Some important deadlines include:

Corporation Tax: Your Corporation Tax payment is typically due nine months and one day after the
end of your accounting period. The deadline for filing your Company Tax Return is 12 months after
the end of your accounting period.

VAT: VAT returns must be submitted quarterly, and payment is usually due one month and seven days
after the end of each VAT period. For businesses using the annual accounting scheme, the VAT return
deadline is two months after the end of the annual accounting period.

PAYE and National Insurance contributions: If you operate a PAYE scheme, you must report employee
payments and deductions to HMRC on or before each payday. Payments for PAYE and National
Insurance contributions are generally due on the 19th of the month following the tax period.
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Self-Assessment: If you're self-employed or a business partner, you need to complete a Self-
Assessment tax return each year. The deadline for filing your return online and paying any tax due is
31st January following the end of the tax year (which runs from 6th April to 5th April).

PLANNING FOR TAXES AND MANAGING CASH FLOW

Effective tax planning and cash flow management are vital for maintaining your business's financial health.

Here are some tips to help you stay on top of your taxes and cash flow:

Set aside money for taxes: To avoid cash flow problems and late payment penalties, regularly set
aside funds to cover your tax liabilities. Open a separate bank account for tax payments and consider
setting up a direct debit to make payments automatically.

Monitor your cash flow: Regularly review your income and expenses to identify potential cash flow
issues and adjust as needed. Use cash flow forecasting tools or work with an accountant to help you
plan for future financial obligations.

Claim tax reliefs and allowances: Take advantage of available tax reliefs and allowances to reduce
your tax liabilities and improve your cash flow.

Review payment terms: Ensure that your payment terms are clear and concise and follow up
promptly on overdue invoices to minimise the impact on your cash flow.

SEEKING PROFESSIONAL ADVICE

Navigating the complexities of taxes and accounting can be challenging, and it's often beneficial to seek the

help of a professional. Accountants and tax advisors can provide invaluable support by:

Ensuring compliance: A professional can help you stay up-to-date with the latest tax laws and
regulations, ensuring that you meet all filing requirements and deadlines.

Optimising tax efficiency: An experienced advisor can identify tax-saving opportunities and strategies
tailored to your business's unique circumstances.

Managing cash flow: By providing insights and recommendations on budgeting, forecasting, and
financial planning, a professional can help you maintain a healthy cash flow and make informed
business decisions.

Saving time and reducing stress: By delegating tax and accounting tasks to a professional, you can
focus on other aspects of your business and reduce the stress associated with managing finances.

CONCLUSION

Understanding and managing taxes and accounting is a crucial aspect of running a successful small business.

By familiarising yourself with the basics of small business taxes, maintaining accurate records, choosing the

right accounting method, utilising tax reliefs and allowances, meeting deadlines, and managing cash flow, you

can ensure your business remains compliant and financially healthy. Don't hesitate to seek professional advice
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if you need assistance navigating the complexities of taxes and accounting — the investment in expertise can
pay dividends in the long run.

Note:
All allowances and rates quoted in this article are based on information at the time of writing: 20 March 2023.
Please check with your accountant or financial adviser for up-to-date information.
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