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Christmas parties and gifts — a tax guide

With Christmas nearly upon us yet again this is a quick reminder of the tax treatment of seasonal gifts

and benefits to staff.

Social functions for employees

There is a tax exemption for employee entertaining, but terms and
conditions apply. The relief only applies to 'annual parties' available
to all staff and is set at £150 per head. This figure is inclusive of
VAT.

If the cost of qualifying parties goes over £150 per head then
unfortunately all the costs (not just those above £150 per head) are
taxable as a benefit in kind. It is important to note that the cost of

the party is the whole cost of the event, from the start to the end.

Taxis home and any overnight accommodation have to be included
in the calculation. If the limit is exceeded the benefit must be
reported on each employee’s P11D, or alternatively, the grossed up
tax can be paid by the employer through a PAYE settlement
agreement (PSA). This could mean that a total cost per head of £160
could lead to an additional tax and national insurance bill of a further
£140 per person.

It's important to note that the amount of £150 per head applies to all
those attending the function not just employees. This will come into
play if employees are allowed to bring guests.

Tax on business profits

Generally, client entertaining isn't allowable for corporation tax
purposes. However, the cost of employee entertaining, as long as it’s
not incidental to the entertainment of others, is allowed to be
deducted. If you invite clients and customers to your patty, it is
important to consider how to apportion the costs for corporation
tax purposes.

Gifts to employees

Christmas presents paid in cash to employees will always be taxable
along with other earnings. The same treatment also extends to
vouchers that can be spent in either one or a number of different
shops of the employee's choice. The employee has to pay tax on the
full value of the voucher.

If employees are given a seasonal present, such as a turkey, an
'ordinary' bottle of wine or a box of chocolates, as long as the cost is
reasonable, HM Revenue & Customs (HMRC) won't seek to tax it.
Unfortunately, HMRC will not tell us what monetary limit it
considers as 'trivial' but in our experience, less than £50 a head is
usually acceptable. If the value of the gift is more than this, it will be
taxable and should be included on the employee's P11D, or on the
PSA, as above.

‘Small' gifts from third parties

It is worth noting that gifts can also often be received by your
employees from third patties due to contact they may have had with
throughout the year as a result of their employment. As long as such
gifts do not exceed £250 in cost, it won't be taxable for the
employee.

VAT

Generally input tax on entertaining is not recoverable; however,
employee entertaining is. The definition of employees for VAT
purposes does not include partners of existing staff, or former
employees. Therefore if your party includes guests, you will need to
apportion the relevant costs appropriately for VAT.

Where entertainment is provided only for directors, partners or sole
proprietors, HMRC do not accept that the input tax has been
incurred for business purposes. However, where directors etc attend
parties along with other staff members, then the VAT on the cost of
them attending is not blocked from recovery.

Susan Cruden

Senior Manager, Employer Solutions
Grant Thornton UK LLP

T +44 (0)141 223 0652

E susan.cruden@uk.gt.com

Linda Gault
Manager, Employer Solutions
Grant Thornton UK LLP
T +44 (0)141 223 0748

E linda.gault@uk.gt.com

©2011 Grant Thornton UK LLP. All rights reserved.
Grant Thornton" means Grant Thornton UK LLP, a limited liability partnership.
Grant Thornton UK LLP is a member firm within Grant Thornton International Ltd (‘Grant Thornton International').

Grant Thornton International and the member firms are not a worldwide partnership. Services are delivered by the member firms independently.



