    How to Guide:
Completing
Tax Returns

Background
This guide covers how Tax Returns are completed at TaxAid. Because of the vulnerable nature of some of our clients their business and employment records may be incomplete or non-existent. Consequently a pragmatic approach is sometimes required i.e. using estimates to complete a Tax Return. As a result it will be important to reduce risks when completing Tax Returns to avoid the difficulties of HMRC enquiries for our clients as well as any effect on TaxAid’s reputation. How risks are managed is discussed throughout this document.
How TaxAid completes Tax Returns
Step One –Getting information from HMRC
1. [bookmark: _GoBack]Make sure you have a signed Fast Track form in place or that audio consent has been received – this should show clearly on the form. Contact Fast Track and confirm which Tax Returns are outstanding. Crucially please ask why Tax Returns have been issued. If the cause of the Tax Return is a PAYE underpayment, rather than a self-employment, please do not, in the first instance, complete a Tax Return – and refer instead to the How To Guide for P800s. 
2. If any of the Tax Returns relate to tax years where the client does not meet the criteria for a Self-Assessment (e.g. the self-employment ceased in a prior year) you can see if HMRC might withdraw these. 
3. Request a detailed Self-Assessment statement of account as this will confirm the client’s Unique Tax Reference (UTR) and also be helpful if you need to make a late filing penalty appeal. NB You can also request the UTR to be given to you over the telephone if the client does not have it.
4. Request taxable income details held by HMRC for each tax year required – this includes asking for any PAYE pay and tax, state benefit or CIS information to be faxed to TaxAid. Please be aware that HMRC may only be able to go back four or five tax years.
5. You may also want to take the opportunity to make a request for debt collection to be put on hold for a month. This will not stop demands being received but it can prevent further collection action e.g. a Revenue officer distraining on goods or county court action. Putting debt collection on hold gives time for the Tax Returns to be processed and for (say) a penalty appeal to be submitted and then considered by HMRC.
Please refer to the Self Assessment checklists in Appendix 4.
Step Two – Getting information from the client
1.	Try to ascertain a time line from the client concerning their employments, receipt of any taxable state benefits (see the list ‘Taxable and non Taxable benefits’) and any self-employed income. In particular try to find any start dates/end dates for a trade. It is sometimes difficult to get dates from clients and we often ask them to work backwards from their current situation – or try and remember the time of the year by going through the seasons. It might be that you are able to get information from HMRC to ‘fill in the gaps’. It might sometimes be unclear if/when a self-employment has ceased as this is strictly a matter of divining whether a client has the intention to trade. However, if the client has not received any self-employed income in a particular tax year you may want to check if cessation occurred at an earlier date.
2.	Try to find out which Tax Returns are outstanding. Refer to any HMRC letters the client might have brought in.
3.	TaxAid’s policy is to try and complete Tax Returns with accurate figures. HMRC expects clients to obtain any records under their ‘power and control’. Unless the client is very vulnerable (serious mental health problems) or bank records are unlikely to help (e.g. a client was paid cash) then you should ask clients to get those records and either re-book an appointment or come back to you once they have those records. Also do check if the self-employment is on the ‘list of special trades’ – Appendix 1 of this guide - as that can affect the sort of information you need to gather.
4.	In rare cases the client’s records may conflict with HMRC’s records. In these cases we must try to resolve the conflict before submission of the Tax Return or as a last resort make a white space disclosure and warn the client of the risk of enquiry. An example of this might be where the client has income with tax deducted under the Construction Industry Scheme or CIS. If the total of CIS payslips show a higher amount of income and tax deducted than what is shown on HMRC’s records then you may want to supply HMRC with the ‘missing’ payslips by fax so they can amend their records or at the very least flag up the discrepancy as a white space disclosure on the Tax Return.
5.	In the absence of business records you can use estimates. This can be done in a variety of ways. Estimates could come 1) Directly from the client e.g. ‘I took £X per week on average and paid fuel of £Y per week on average’ – in which case to reduce risk you should over-estimate takings and under-estimate expenses 2) Extrapolating from any records the clients may have 3) By doing an ‘income build’ up approach i.e. work out the client’s living costs in terms of food and rent and work out the profit they would need to fund this lifestyle or 4) By getting a copy of the last submitted Tax Return and doing an adjustment for CPI inflation. 
Sometimes, a mix of these ways can get you to a result which hopefully best approximates reality. It is strongly recommended that you check the reasonability of estimated profits by confirming that it could sustain the client’s monthly personal expenditure on rent, food and bills. If there is a shortfall you can check back with the client as to whether this is financed by loans/credit cards or if they may have under-estimated their turnover.
We try to avoid making expense estimates as a proportion of turnover e.g. taking 10% of turnover. Where possible try to itemise expenses and come up with estimates e.g. itemise tools and protective clothes used in a trade and then come up with a rough value per item.
Do make careful notes on the process of estimating and any reasons why records are unavailable as they will need to be disclosed on the Tax Return – see Step Three point 9 below.
6.	Reimbursed expenses are treated as both turnover and expenses (as long as they are tax deductible according to normal rules) – so included in both the turnover and expense totals. This ‘cancels them out’ for tax purposes.
7.	In order to minimise risk err on the side of caution in respect of deductibility. Refer to HMRC’s Business Income Manual. This sets out HMRC’s view of the tax law which they are unlikely to depart from in the event of a Revenue enquiry.
8.	Consider simplified expenses for car expenses or use of home as office: https://www.gov.uk/simpler-income-tax-simplified-expenses .
9.	In some cases where you have to do a Tax Return because an ESC A19 claim has failed it is worthwhile checking if any employment related expenses have been claimed in the client’s tax code or are reflected on the P800. A common expenses claim is the standard deduction for costs of laundering and maintaining a uniform: https://www.gov.uk/guidance/job-expenses-for-uniforms-work-clothing-and-tools .
Please refer to the Self Assessment checklists in Appendix 4.
Step Three – Completing the Tax Return form
1. Wherever possible Tax Returns should be completed on tax preparation software – this reduces errors and allows for internet filing for the last four tax years. If you are completing the Tax Return with the client face to face and they have access to HMRC Self-Assessment online then this should be used as it can be an important learning point for the client.
2. It is TaxAid’s policy to not put the client’s telephone number on the form to minimise the risk of direct contact with HMRC which can lead to misunderstandings from calls received ‘on the spot’.
3. We do not show ourselves as agents on the Tax Return.
4. Refer to Appendix 1 - list of special trades - to see if the client falls under any special tax rules.
5. TaxAid’s policy is to not tick the cash basis box on the self-employed pages. See Appendix 2.
6. TaxAid’s policy is to not tick the ‘estimates used’ box on the self-employed pages unless there is a significant degree of risk associated with the entries on the Tax Return. This is because HMRC may form an expectation that more accurate figures are going to be provided later.
7. If the client’s profits are below the Class 2 small profits threshold you may want to ask the client if they would like to pay Class 2 voluntarily to protect their entitlement to a basic state pension. If they do, then tick the relevant box on the self-employed pages.
8. If there has been a trading loss then, in order to minimise risks, we tend to err away from doing a claim against current year income in favour of carrying the loss forward.
9. In order to reduce risks for the client and following Langham v Veltema [2004] STC 544 we always disclose our use of estimates in the white space on the Return. It can also be helpful to reflect the basis for the estimate e.g. ‘The takings have been estimated as an average figure of £300 over 48 working weeks in the year’ and also why records are not available e.g. theft, fire or organisational/learning difficulties.
10. If the client’s taxable income is very low – say half the personal allowance – we might also include a brief note in the white space on how the client was able to maintain their lifestyle despite the low income e.g. ‘The client was able to afford their day to day costs of living because they relied on credit cards/friends and family/non taxable state benefits’ etc.
Please refer to the Self Assessment checklists in Appendix 4.
Step Four – Agreeing the Tax Return(s) with the client

Tax Returns for the last four tax years can be submitted online. Prior years can only be submitted by post.

Tax Returns might be agreed at face to face appointments or by correspondence. 

For face to face appointments go through each section of the form – even those parts left blank to ensure that nothing applies to the client e.g. student loan repayments etc. Remind the client of the legal nature of the document they are signing and that they are taking responsibility for the contents of the Tax Return. Ensure they are aware of any liabilities and when they are due. Send any signed Tax Returns to your reviewer at TaxAid along with any backing information and schedules. If the Tax Return has been completed using HMRC’s online software print out a copy to be signed by the client for our file. 

For correspondence cases you should use the standard letter to enclose the Tax Return. Go to SalesForce ‘Generate Letters’ and  find the standard ‘Letter enclosing multiple Tax Returns’ or ‘Letter enclosing one Tax Return’. You should then send the Tax Return and cover letter to your reviewer at TaxAid.



Step Five – Confirming the liability with HMRC
Once Tax Returns have been received back and submitted to HMRC you should consider if an appeal is required against late filing penalties. Please see ‘How to Guide – Late Filing Penalties’. Once processes are exhausted in respect of the late filing penalty appeals process you should confirm the liability as shown per the Tax Returns and the overall liability. Generally, Tax Returns submitted online should show up on HMRC’s systems the following day. If Tax Returns have been posted, because they are more than four years old, then it can take eight or nine days for HMRC to acknowledge them as received as a scan. In the latter case you can ask Fast Track to pick up the scan and process the Returns.

You can confirm liabilities over the telephone with HMRC or, if there were a large number of Tax Returns submitted/the overall liability was not what you were expecting then you can request a detailed Self-Assessment account and Tax Calculations for all years for checking.

Occasionally the amounts shown on the Self Assessment statement of account and Tax Calculations will not agree with the Tax Returns we have submitted. Examples include:

1) HMRC have not charged the client for Class 2 National Insurance. This can happen if the client’s National insurance record has not linked properly to their Self-Assessment record. HMRC should be able to advise you of how this can be remedied.
2) HMRC are collecting a tax bill for an earlier year along with a later year’s tax.
3) HMRC have corrected the Tax Return re a missing source of income e.g. an employment or state benefit that they have showing on their system – but is not shown on the Return we have prepared.
	Once we have agreed the liabilities the final result needs to be communicated to the 	client or we need to consider if the debt can be temporarily not pursued.  Please go to 	‘How To Guide- Handling Tax Debt’ for details of the standard letters we use.








Appendix 1
List of special trades
The following is a list of trades that have special tax rules associated with them. On the right hand side you can find a resource which detail those rules.

	
Artists (literary or ‘works’)
	https://www.gov.uk/government/publications/averaging-for-creators-of-literary-or-artistic-works-hs234-self-assessment-helpsheet

	
Childminders
	https://www.gov.uk/hmrc-internal-manuals/business-income-manual/bim52751

	
Entertainers & Actors pre 14/15
	https://goo.gl/rwBa5R

	Farmers and market gardeners
	https://www.gov.uk/government/publications/farmers-and-market-gardeners-hs224-self-assessment-helpsheet

	Foster Carers & Adult placement carers
	https://www.gov.uk/government/publications/qualifying-care-relief-foster-carers-adult-placement-carers-kinship-carers-and-staying-put-carers-hs236-self-assessment-helpsheet/















Appendix 2
TaxAid’s policy on the cash basis
A formal election can be made to follow the cash basis (CB) on Self-Employed pages for 2013/14 onwards. TaxAid tends to not tick the box for a formal CB election.
A formal election means you:
· Cannot make a current year claim for losses. You can only carry forward or use terminal loss relief.
· Cannot claim capital allowances on plant & machinery – and crucially cannot disclaim to preserve personal allowances (NB Whether you are on CB or not capital allowances are retained for Cars).
· If  capital allowances have been claimed in the past on Plant & Machinery an adjustment will need to be made (adjustments when you transition into a formal CB)
· There may need to be an adjustment if you decide to transition out of the CB. HMRC may expect to see such an adjustment if the box has been ticked one year and not the next.
In general this adds complications to our client’s affairs. For particular clients an exact accruals basis will generally give the same result as if a CB had been applied. Therefore we may take the view that we continue to follow a CB informally as a good approximation to the accruals basis without making a formal election for the CB.
However, if there is reason to believe that there would be a significant difference in the tax liability to the client we should consider a formal election for the cash basis e.g. if a current year liability is reduced by immediate relief for a balance in a plant and machinery capital allowance pool; although this may be at the expense of foregoing future flexibility to claim/disclaim capital allowances.









Appendix 3
Taxable and Non-Taxable State Benefits
There are taxable and non-taxable state benefits. It is important you are clear on which benefits need to be reported on a client’s tax return.
State benefits that are taxable:
The most common benefits our clients receive and pay Income Tax on are:
· State Pension
· Jobseeker’s Allowance (JSA)
· Carer’s Allowance
· Contribution-based Employment and Support Allowance (ESA)

Fast Track should be able to tell you the amount of taxable benefit an individual has received during any tax year (restricted to normal time limits) when you contact them. Be sure to check for this as taxable state benefits are a common reason for Income Tax underpayments.  
If possible, HMRC tries to code the income an individual receives from taxable state benefit(s) into their PAYE code for their employment/pension income. Please note: this is not always possible (due to income levels, etc.) and not always correctly actioned by HMRC.  
Taxable benefits are reported in boxes 8 through 16 on page TR3 – i.e. the income section of the tax return. You can also enter the amount of Income Tax withheld on the benefits received if appropriate. Please see below for reference: 

[image: ]
State benefits that are non-taxable:

The most common state benefits our clients receive and do not have to pay Income Tax on are:

•	Housing Benefit
•	Income-related Employment and Support Allowance (ESA)
•	Income Support
•	Working Tax Credit (WTC)
•	Disability Living Allowance (DLA)
•	Personal Independence Payment (PIP)
•	Maternity Allowance
•	Universal Tax Credit (UTC)

Non-taxable state benefits do not need to be reported on tax returns.



























Appendix 4
Self Assessment Checklist (1)
Questions for client
	Questions
	Notes

	For which tax years are tax returns outstanding?



	

	Do they definitely need to complete tax returns? Are they self-employed? Have property income?



	

	Have they previously filed returns?



	

	Does the client have the information required to complete the return?
Details of employment income? Self employment income? Property income? Any bank interest etc.? Pension income?
Think about allowable expenses, do they have details of these or can they make a best estimate. Consider business use proportions.

	

	Ascertain a time line for periods of self-employment / periods property was let out



	




Questions for HMRC
	Questions
	Notes

	For which tax years are tax returns outstanding?


	

	Ask why tax returns have been issued? Is there a self-employment? If this is purely a PAYE underpayment, refer back to P800 How To Guide and checklist.

	

	If we have already found out from the client that they did not meet the self-assessment criteria in any of the years, you can ask if these returns can be withdrawn.

	

	Request a detailed statement of account.

	

	If the client does not know their UTR you can request this from HMRC



	

	Request details of income and tax deducted held by HMRC (e.g. employments, state benefits, CIS income). You may want to ask them to fax you these details
	

	You could also ask for debt collection to be put on hold for, say, one month to give time to deal with the problem

	



Self Assessment Checklist (2)

Completing the Tax Return


	Questions
	Notes

	Check that the personal details – UTR, Name, National insurance number and date of birth are shown on the front page of the Tax Return.
	

	If the client is trading – is it one of the specialist trades in Appendix 1? If so, please consider the separate rules for deductions for the trade.
	

	If the client’s business expenses are below £1,000 then is it worth claiming the trading allowance? (Available from 2017/18 onwards).
	

	Are the client’s profits over the Class 2 threshold? If so make sure that the Class 2 NICs have been correctly charged for the period of trading.
	

	Did the client receive any state benefits during the tax years for which you are completing Tax Returns? Check Appendix 3 and if these are taxable ensure they are on the Tax Return.
	

	
Consider a white space disclosure if expenses have been estimated or if income is low – see Step 3 of this Guide.
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