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Understanding Sole Trader Expenses

Understanding what you can deduct as a sole trader (self-employed) business owner can be hard work. It's no surprise when

the tax rules are over 22,000 pages!

In this short guide we've provided an index of resources to help.



The MNain Rule

When it comes to deciding if something should go on your tax return as an expense, the key rule to remember is that the

expense must be "wholly and exclusively" for use in your business.

[ Key Principle: The "wholly and exclusively" rule is the foundation of all expense deductions for sole traders in the
UK.



When the €xpense Is Both Personal and
Business

One of the cool things about being a sole trader is that the rules for this type of expense are fairly flexible, as you can generally

include the proportion of the expense that is wholly for your business.

For example, if you use your mobile phone 50% for business and 50% for personal use, you can just enter 50% of the costs as

an expense on your tax return.

50%

Business Use Personal Use

Deductible portion Non-deductible portion
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when completing your tax return.

You can view the help sheet here.



https://www.gov.uk/government/publications/how-to-calculate-your-taxable-profits-hs222-self-assessment-helpsheet/hs222-how-to-calculate-your-taxable-profits-2025

Houwu You Prepare Your Tax Return atters

There are two ways you can fill out your tax return.

1. The Cash Basis 2. The '"Traditional' Accounting

Basis

The easier, default method for most sole traders

The accruals-based approach to accounting




Understanding the Twwo Accounting
Nethods

1. The Cash Basis 2. The '"Traditional' Accounting
The cash basis is often seen as the easier way to fill out your Basis

tax return, and at the time of writing the guide this is the Here is a great guide on the 'traditional’ accounting
default way to do it. This way, you just need to work out pasich

what you paid for and what money you received in your

business during the tax year.

Here is a great guide from the Low Incomes Tax Reform

Group on the cash basis.



https://www.litrg.org.uk/working/self-employment/calculating-self-employed-profits/accounts-cash-basis
https://www.litrg.org.uk/working/self-employment/calculating-self-employed-profits/accounts-cash-basis
https://www.litrg.org.uk/working/self-employment/calculating-self-employed-profits/accounts-traditional-accounting-accruals-basis
https://www.litrg.org.uk/working/self-employment/calculating-self-employed-profits/accounts-traditional-accounting-accruals-basis

The Difficult Expenses

Even with the above general rules, some expenses have specific rules or have been stated by HMRC and the tax laws as not
being tax deductible.

Some of these are;

Entertainment

When you take clients or prospects out, for example for a coffee or a meal, none of these expenses are tax deductible.

[ Important: Client entertainment expenses are not tax deductible, regardless of the business purpose.



Vlotor Expenses

There are special rules for dealing with these costs. In general you have two ways to calculate them:

1 2

Actual Costs ethod Simplified Expenses Nethod

Use a fair and reasonable amount of the actual costs of Use the HMRC simplified expenses rate of 45p per

running the vehicle. business mile (capped at 10,000 miles per tax year, 25p
thereafter).

You can read more about this here:

e Ourblog on the basics

e Ourblogonvans



https://www.heelanassociates.co.uk/self-employed-motor-expenses-basics/
https://www.heelanassociates.co.uk/how-much-can-you-claim-for-a-van-a-self-employed-special/

Using Your Home for
Business

There are two ways you can calculate these.

Actual Costs

0a
(a]s]

Use a fair and reasonable amount of the actual costs incurred.

HMIRC Fixed Rate
@ Use the HMRC fixed rate of £10-£26 per month depending on how

many hours you work at home.

You can see the HMRC rates here.

You can see guidance on how you might work out a fair apportionment of your

home costs here.



https://www.gov.uk/simpler-income-tax-simplified-expenses/working-from-home
https://www.gov.uk/hmrc-internal-manuals/business-income-manual/bim47825
https://www.gov.uk/hmrc-internal-manuals/business-income-manual/bim47825

Clothes, Hair, Nlake-Up and Personal Care

Whilst you might think your costs for looking good for business should be allowed, there are many rules around these types of

expenses.

You can read our blog on the subject here.

[JJ Note: Personal grooming and clothing expenses are generally not tax deductible, even when worn for business

purposes, unless they meet very specific criteria.


https://www.heelanassociates.co.uk/tax-deductions-clothes-hair-make-up/

A List of Expenses?

Whilst there is no overall list of expenses, we've put some common ones in a list on a blog on our website.

Ueed Nore Help?

If you are interested in not having to worry about this every year and having experts do it for you, please do get in touch.

Our team specialises in helping small business owners start, survive and grow.


https://www.heelanassociates.co.uk/self-employed-expenses-what-you-can-claim-mostly/

Qet in Touch

We're here to help you navigate sole trader expenses
wuith confidence

o

02392 240040 Book a discovery call here

»
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https://calendly.com/heelan-associates/discovery-call

