


While opportunities for of�ce parties and other social events have inevitably been 
curtailed by COVID-19, the value of getting together with colleagues, clients and 
other business contacts when circumstance allow, is not to be underestimated. 

SEASONAL PARTIES ARE BACK! 

Many businesses now anticipate a steady
increase in their business and staff
entertaining spend re�ecting the need to re-
engage with people on a more personal level.
And indeed there is renewed enthusiasm,
from even the seasoned organiser for making
sure that in doing so, their employer is shown
at its best and there are no hiccups.

Although perhaps lacking practice of late, a
talent for planning good events is never lost.
However with new and exciting plans also
comes an opportunity to build them even
better through ensuring that the tax angles

are not forgotten. That might sound dull by 
comparison with the food and entertainment 
but it�s an essential ingredient for success 
both in terms of stretching the budget that 
bit further and ensuring that the unexpected 
pitfalls of some complicated tax rules 
are avoided.

Read on in order to put yourself in the best 
position to re�ect on a successful event! 
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The purpose of this guide is to separate some of the realities from the myths and 
to explain how, with a little bit of help, you can avoid the pitfalls and use the tax 
reliefs that exist. If you are aware of any potential tax liabilities (because your event 
does not meet the criteria for any exemptions) at the event preparation stage, tax 
is something that can be budgeted for in advance rather than giving you a �nancial 
problem after the event.

USING THIS GUIDE

HM Revenue & Customs (HMRC) 
consistently review how organisations 
classify business entertaining and specialist 
teams of corporate tax, employment tax and 
VAT specialists carry out speci�c reviews of 
entertaining expenditure. This guide gives an 
insight into how such HMRC teams will view 
your business entertaining and staff events. 

Careful structuring of your event is 
imperative and involving a tax specialist 
in the planning phase can minimise the tax 
issues that may arise, especially for those 
events that do not fall neatly into one 
category or the other. 

We can help ensure that any headaches 
from your staff events are caused by 
enjoying them, rather than by a tax bill 
that arrives later!
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THE JARGON

WHAT IS A TAXABLE BENEFIT?

The tax rules relating to employment can be 
very complex. Everyone is aware that wages 
and salaries, i.e. cash payments, suffer tax 
under pay as you earn (PAYE) and national 
insurance contributions (NIC). In addition, 
however, employees can also be taxed on any 
non-cash �payments� they receive as a result 
of being an employee � a common example 
is the company car. These types of payments 
are called taxable bene�ts.

WHY IS THIS IMPORTANT? 
In tax law, the de�nition of a taxable bene�t  
is very broad and includes almost anything 
an employer provides for, or gives to, 
an employee. Not surprisingly, business 
entertaining and staff events attract 
particular attention from HMRC in this 
regard. If taxable bene�ts have, in the eyes 
of HMRC, been supplied, tax is technically 
due from the employee concerned, who is 
deemed to have bene�ted by reason of his or 
her employment, whether he or she realises 
it or not! In practice, if a tax liability does 
arise, HMRC will usually ask the organisation 
to settle the employee�s tax bill and not 
involve the individual concerned. HMRC sees 
the settlement of the employee�s liability as 
a further bene�t and �grosses up� the costs 
involved. However, put simply, the taxes due 
on bene�ts become another business cost 
to be considered when planning an event, 
together with employer�s NIC.

So, when can a taxable bene�t arise? 
Possibly at any event, large or small, 
when the primary purpose of the event is 
entertaining staff (not clients, contacts, 
suppliers and other individuals, as de�ned 
on page 3). This could include staff social 
functions, such as Christmas parties, and 
even the humble working lunch where 
employees may not perceive that they 
are being entertained.

 The rules may appear very strict, but where 
employees are concerned, any expense that 
is not �wholly, exclusively and necessarily� 
for business purposes can be considered to 
give rise to some form of taxable bene�t. 
Apply this rule to entertaining expenditure 
and one can see how easily taxable bene�ts 
can arise. 

So, if taxable bene�ts have been provided, 
what will the true cost of the event be? 
Unlike business entertaining, but as for 
wages (mentioned earlier), taxable bene�ts 
are treated as business expenditure for 
business tax purposes. The true cost of 
taxable bene�ts is, therefore, net of tax relief 
(which, for most plcs and limited companies, 
will mean a 19% reduction in the grossed 
up cost, and up to a 47% reduction for 
unincorporated businesses).

THE TAX ISSUES ARISING FROM BUSINESS ENTERTAINING 
AND STAFF FUNCTIONS ARE COMPLEX AND, TO THE 
UNINITIATED, MAY SEEM BIZARRE.

WHAT IS TAXABLE BENEFIT?
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AVOIDING PITFALLS

SPONSORSHIP

Sponsorship can range from the multi-million 
pound deals signed by some major plcs, 
to a small business spending a small sum 
supplying a local football team with kit. 
But again, some common rules apply.

As with training, an organisation will get 
a business tax deduction for sponsorship 
expenditure but the sole purpose has to be 
to promote the business; receiving tickets 
or other bene�ts in return could result in 
a business tax disallowance.

If a director or partner has a personal 
hobby involvement in the sponsored event, 
sports club or team, HMRC is likely to take 
a closer look.

Just like with training events, HMRC may 
look in more detail at what is involved in 
the sponsorship package as it may give 
rise to taxable bene�ts.

A simple example of this could be the 
sponsorship of a football club that includes 
tickets to certain matches. This could 
result in the same position as we have 
already outlined with sports hospitality 
generally, i.e. HMRC seeing the tickets as 
a form of reward and a taxable bene�t for 
employees who use them.

THE STAFF PARTY GIFTS SPONSORSHIP
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