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Supporting notes for AA2A Self-employment sessions 

 
 
Notes to support... Stage 1 - Making the decision 
 
You will probably want to get some idea of the financial support and benefits available before making 

the decision to go self-employed.  These notes are basic guidance only, so always check the detail 

on benefits, eligibility and amounts payable to ensure they haven't changed too much. 

KEY POINTS 

There are very few legal requirements for the self-employed.  They are…. 

• Keep records of income and expenditure etc. 
• Submit a Self-assessment tax return form once a year 
• Pay any income tax and National Insurance due 

If you know you want to go self-employed you can either… 

• Register as soon as you graduate 
• Apply for Job Seekers Allowance first (so you can apply for the New Enterprise Allowance)  

 

Benefits and Allowances  

New Enterprise Allowance 

If you sign on for JSA before registering as self-employed then you can apply for the New Enterprise 

Allowance, which could be worth an average of £49 a week on top of your JSA and other benefits for 

the first six months (this is not guaranteed, particularly if you're on Universal Credit which is 'capped', 

so ask before signing up). This 'Allowance' is a top up payment designed to encourage people who 

are unemployed to set up as self-employed. The only disadvantage is that as well as needing an idea 

of how you'll earn money, you'll usually need to attend business training workshops and (with help) 

put together a business plan. It's up to advisers to decide if your business idea is viable before you 

will qualify for the payment.  There are also business loans available through this scheme.  

  

Universal credit    www.moneyadviceservice.org.uk/en/articles/universal-credit-an-introduction 

The new Universal credit is a single monthly payment covering most benefits including JSA, Housing 

Benefit and Tax credits. This was meant to have been introduced by 2017 but some areas are still 

working with the older separate benefits.  This online Universal Credit calculator is a useful guide. 

http://universal-benefit-calculator.co.uk/universalcredit  
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Jobseekers Allowance / Universal credit 
 

If you are self-employed and don’t have enough income to live on - contact your Job Centre Plus.  If 

you are working fewer than 16 hours a week, you can sign on for ‘Income Based Job Seekers 

Allowance’.  You should be treated in the same way as someone with part-time work. You will need 

to show you're looking for work as well and must be prepared to take full time work if offered.  Also 

you may have to show your income (and allowable expenditure) from time to time (this could be 

monthly under new rules). Check with your local office how this will work.   

 

Working tax credit / Universal credit 

Until recently the self-employed could get Working Tax Credit, which was designed as a top up 

payment for those on low incomes.  It was not an option if you were under 25 years old (unless you 

were disabled or had children). To qualify, most people needed to be working for at least 30 hours a 

week. These ‘tax credits’ are being reviewed by the government and have been largely amalgamated 

into Universal Credit, so rules are changing fast. Under Universal Credit rules you declare any 

income from self-employment monthly and your benefit is reduced by slightly less so you should 

always be better off working.  

 

Housing benefit / Universal credit 

You'll probably qualify for Housing Benefit f you pay rent and are on benefits or just have a low 

income.  If you're under 35 you'll only be able to claim if you're in a bedsit or a shared house. 

 

Council tax reductions 

If you’re on a low income or benefits you may be able to get a reduction in your Council tax (you'll 

have been exempt while studying). Contact your local council to see if you're eligible, as rules vary 

around the country (although everyone gets a 25% reduction if they’re the only person in the 

property). 

 

Other benefits you may read about, explained in brief…  

• 'Contribution based' Job Seekers Allowance - the type of JSA claimed by ex-employees, 

who get an enhanced rate for the first 6 months if they've paid enough Class 1 National 

Insurance contributions 

• Income Support - only relevant if you can’t work at all e.g. if you're unwell. 

 

Where to get more advice: 

CAB (Citizens Advice Bureau) : www.adviceguide.org.uk/england/work_e/work_self-

employed_or_looking_for_work_e/self-employment_checklist.htm 

Gov.uk website   http://www.gov.uk 
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Notes to support... Stage 2 - Registering as self-employed 

 

1. Background 

Being Self-employed (also known as a Sole trader) is is the simplest way to go ‘into business’ and, 

as the name suggests, it is responsibility of one person, even though you can employ other people.  

There are no registration fees, and keeping records and accounts is fairly straightforward.  You get to 

keep the profits (after tax of course).  However, you are also personally liable for any debts your 

business runs up, so you need to be careful as you spend, particularly if you borrow money. 

The following Youtube ‘webinar’ from HMRC covers the basics of starting your own business:  

www.youtube.com/watch?v=5W4xTV8zpQ8 

…and there’s also a screen by screen ‘short course’, which takes you through the stages to make 

sure you’ve understood the basics 

www.hmrc.gov.uk/courses/syob2/syob2/html/syob2_menu.html 

 

2. When to register and start ‘trading’:  

Technically you can be fined £100 if you don't register as Self-employed within three months of your 

first sales, so it makes sense to register as soon as you have income, sales or make a significant 

purchase. It is at this point that your business can be said to be 'trading'. You cannot register before 

you start trading unless you're advertising and behaving like a business.  If you have no intention of 

ever doing anything more than covering the costs of making your work, then this is a hobby and you 

shouldn't register as self-employed.  To register you only need your National Insurance number 

(which you can find online) and your contact details 

3. Filling in the forms for  

You’ll need to register as self-employed and you’ll also need to register for Self-assessment (tax), but 

this is best done a bit later.   

There are two routes… 

a) Registering in two stages (the most straightforward) 

The simplest way to register is by filling in a ‘CWF1’ form online and sending it to HMRC... wait for 

their reply, then register with HMRC so you can fill in your Self-assessment tax return online.  

If you chose this option you’ll need to ignore any appeals to register for taxes, self-assessment or a 

‘Government Gateway’ account (unless you want to use the rather confusing one step method).  

The very short and simple CWF1 form is on the HMRC website  www.hmrc.gov.uk ... but its very 

difficult to find, especially if you follow the instructions! ... so here's the link - 

http://online.hmrc.gov.uk/shortforms/form/CWF1ST?dept-name=CWF1&sub-dep 
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It’s a good idea to try filling the CWF1 in, and print it or save it as a pdf... and then ring the helpline 

with any questions. The ‘Newly self-employed’ advice and helpline is 0300 200 35009 (or 3504). This 

works on voice command so just say “Register as self employed”.  They are really helpful and the 

wait time is less if you phone in the first or last hour they’re open (8am - 8pm). They'll even fill it in 

with you over the phone.  In about 2 weeks after submitting the CWF1, you’ll receive a 10 digit 

Unique Tax Reference (UTR), which you’ll need when you're registering online for your ‘Government 

Gateway’ account. 

We’d recommend getting your online account as soon as you get your UTR, so you don't forget. It 

allows you to submit your Self-assessment online and keep track of your tax and NI.  It's a legal 

requirement that you register by 5th October in your businesses’ second tax year. 

When you register for these online 'services', allow a couple of weeks to complete the process as 

they will send you one or more ‘Activation codes’ to use to activate your account. 

b)  One step online registration (a bit complicated!) 

You can also register as self-employed as part of the process of registering your business for online 

taxes by setting up a ‘Government Gateway’ account (http://www.gov.uk/new-business-register-for-

tax).  This route is pushed heavily but it can be quite confusing. Although you are legally required to 

register as self-employed you do not required (as yet) to have an online account (you can still choose 

to send in a paper Self-assessment form, although deadlines for submission are earlier). 

NB: In April or May you should receive a letter or email from HMRC telling you when your Self-

assessment form is due.  If you don't, contact them.  

 

Notes to support... Stage 3 - Self-assessment and tax 

Consider whether to use an accountant  

Find out how much they cost and whether you really need one. You certainly shouldn't choose a 

'Chartered' accountant and you don't even have to have a qualified accountant as a book-keeper 

might be quite capable of helping you up to the point of submission. Ask your friends and shop 

around. You should be able to find one that doesn't charge much more than £300 (assuming their 

overheads are low and your 'books' are reasonably well kept with not too many transactions). You 

can even ask if you can pay by the hour for advice to help you to understand the forms- they can only 

say No! 

 

 
Choose your ‘year end’ for record keeping 

When you fill in your first Self-assessment tax return or register online you can chose your year end 

and its best to chose to be the same as the tax year i.e. ending on 5th April (rather than 12 months 

after the day you registered). This means your first accounting period will probably be less than 12 

months i.e. from the date you registered as self-employed to 5th April.   
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Record keeping 

Get some form of record-keeping system in place from the start and try to update it on a regular 

basis.  At very least, empty your wallet of receipts once a month and write on your receipts what 

they're for and put them in an envelope with the month written on. That way at least if you only write 

things up once a year it will be a bit easier.  

There’s plenty of advice online including free online accounting systems such as Bright Books 

https://mybrightbook.com which allows you to download and use your digital bank statements to 

make entries easier.  You can just use Excel to make your own spreadsheets or even just write it all 

up longhand.  At its simplest all you really need for the self-assessment form is the figures for total 

income and expenditure.  If you want to keep things as simple as possible, opt to use the Cash Basis 

system of accounting and use what's known as Simplified expenses. These are flat rate allowances 

for travel (claiming a mileage rate of 45p) and working from home (£18 month).  

The supporting evidence such as your 'books' and receipts, invoices etc should all be kept for six 

years, as they may be needed to prove that the figures you submitted are accurate if you are unlucky 

enough to be investigated.  

Keep a record of all money coming into and out of your business. This includes cash, cheque and 

credit card transactions and don't forget online things like PayPal. You must keep some 'records'  

and evidence to show that these are real expenses e.g. If you go to a free conference in Paris, it's a 

good idea to keep something from the conference such as the letter of invitation or conference badge 

and attach it to your Eurostar tickets to avoid any question of it being a personal trip.  

HMRC webinar on record keeping - www.youtube.com/watch?v=b64-WFmUHRw 

Business bank accounts 

There are free bank accounts for businesses but these often charge after the first year.  If you look 

around but if you've not got a lot of transactions going through your account then you could choose 

to open another personal account and use it for business.  You do not need a separate bank account 

but you must be able to separate the money you spend for business and private purposes if you only 

use one bank account for both.  Having a credit card for business purchases can help you keep most 

of your business expenditure separate if you only use one bank account. 

Allowable expenses 

Only business expenses are allowable to claim against tax, however, if you also use something for 

personal use, you can claim an appropriate proportion e.g. you might claim 90% of your mobile 

phone if you use it mainly for work. Cars are always considered (for tax) to be partly for personal use 

(claiming mileage rates avoids this complication). It's easy to forget to claim for things like magazine 

subscriptions, exhibition entry and everyday items like washing up liquid and light bulbs.  One thing 

you can't include is what you pay yourself (called 'Drawings'). Any money you take out of the 

'business' to live on is considered a personal expense and therefore is taxable.   
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Capital expenditure / Annual investment allowance 
This can be a complicated area. ‘Capital items’ are defined by HMRC as things like tools, computers 

and vehicles, which you expect to last more than two years.  In most cases you can claim the whole 

cost of tools and equipment as a business expense in one year through something called the ‘annual 

investment allowance’. However, not all capital items are treated the same e.g. you can claim the 

whole cost of vans but you can only claim a percentage of a car's cost for business. If you spend 

£7,000 on a car you might say £6,000 of that is for business but you might not want to claim that 

amount against tax in one year but only what is called a ‘writing down allowance’.  This is usually 

around £20% a year.. 

If you have a lot of big purchases its probably worth getting an accountant or HMRC to advise you, 

although you won’t have to get as involved in this slightly complicated area if you’re using the simpler 

‘Cash basis’ accounting and claiming Simplified expenses (see below). More detail on what's 

allowable is available in the HMRC helpsheet  ‘HS222 How to calculate taxable profits’ 

 

Systems for record keeping 

There are two relatively new schemes to simplify book-keeping and claiming expenses. These are… 

•     Cash Basis accounts  www.gov.uk/simpler-income-tax-cash-basis   

This is undoubtedly the easiest system to understand and the simplest to record.  We’d recommend 

opting for this if you’re not using an accountant.  It avoids having to list what's owed and owing at the 

year end and account for personal use of cars, house bills etc. NB: Unfortunately if you make a loss 

and want to claim tax back (from the PAYE tax you've paid as an employee) you must opt for 

traditional accounting. 

•     Simplified Expenses   www.gov.uk/simpler-income-tax-simplified-expenses/overview 

You can use this simplified system to claim for travel and use of home as business premises. The 

other option is to claim the actual amounts you spend after you've made allowances for any personal 

use. The mileage system may work well for you (particularly if you already have a car).  However the 

amounts for working from home are not generous, so you may need to use the online 'Checker' to 

decide which of these options is best for you as you may not be able to change back once you’ve 

selected an option. 

Personal allowances 

Everyone has a ‘Personal allowance’, (if you're single it's around £11,500 for 2017-18).  This is the 

amount of profit you can earn before you have to pay tax.  If you also have a part-time or full time job, 

you’ll usually be paying tax at source (PAYE) through your employer.  You can then choose whether 

you want your Personal allowance to be used against your Employment (your PAYE job) or your 

Self-employment. If you’ve paid tax through PAYE and your self-employment makes a loss (which is 

normal in the first few years) then you can even ask HMRC to refund some of the tax (as long as 

you’re using traditional accounting methods to record income and expenditure). 
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Paying tax on your profits  

You will have to pay income tax (usually 20%) on your profits above £11,500 and you'll also have to 

pay Class 4 NI (it's really just another form of income tax) on profits above £8,164. HMRC calculate 

your income tax and Class 4 and Class 2 NI (see notes later) and it all appears in your tax bill.   

HMRC will send you a notice of your tax 'liability' by post or you can get it online.  Your first payment 

(for the tax year which runs from 6th April 2016 to 5th April 2017) will be due for payment by 31 

January 2018 along with a further 50% as a payment in advance for the next year. This will be an 

estimate based on the figures given in your first tax return.  If you think your income will be lower 

than your previous year, you can apply to get the advance payments reduced, but be realistic, as you 

will be charged interest if you earn more than you predicted. 

 

Budgeting for your tax bill 

When you start self-employment it may be a while before you get your first tax bill.  HMRC have a 

‘ready reckoner’ to give you an idea of how much you need to save for your bill. Follow the link to the 

ready reckoner www.hmrc.gov.uk/tools/sa-ready-reckoner/index.htm   

 

National Insurance payments 

National Insurance payments are important because from 2016 you’ll need to have at least 35 

‘qualifying’ years of NI to get a full State Pension. 

Although Class 2 National Insurance was going to be abolished, currently the self-employed still have 

to pay a flat rate contribution of around £148.20 a year (£2.85 week) but now this is simply added to 

your tax bill if you earn enough.  You’re only required to pay it if your profits are more than £6,025, 

although you may chose to pay it even if exempt because, not paying some form of NI every week 

does can limit benefits such as Maternity Allowance and Pensions (although it shouldn't affect for 

Statutory Sick Pay, Jobseeker's Allowance or Employment Support Allowance).  

If you have a job (as an employee) and will earn over £113 a week (for the full 52 weeks from April to 

April) then the Class 1 NI you pay through your employer means that it’s pointless to pay Class 2 as 

well if you don’t have to, as you're covered by Class 1.  If you do earn less than that for a few weeks 

and haven't paid any NI, you can choose to make Voluntary Class 3 NI contributions (up to 6 years 

later) to cover the missing weeks (at a cost of £14.25 a week).   

If you’re claiming Jobseekers Allowance or other benefits, find out if you're getting NI credits as 

they’re not always given automatically. You should also be getting credits from age 16 if you're a 

student. 

 

Disclaimer:  Always check detail and accuracy for yourself.  These notes should be used as advice only as they 

based on our best interpretation of information available elsewhere which we have simplified to act as an 

introduction to self-employment. 


