
Sarah Bradford
2020/21

COVID-19 TAX ISSUES 
FOR BUSINESSES



2

www.taxinsider.co.uk                             Covid-19 Tax Issues For Businesses 2020/21

Contents
About Sarah Bradford...........................................................................................................5
About This Guide....................................................................................................................5
1. At A Glance...........................................................................................................................6
2. Employers And Employees.............................................................................................6
     2.1   Coronavirus Job Retention Scheme......................................................................7
 2.1.1   Eligibility..........................................................................................................8
 2.1.2   What Can You Claim?....................................................................................8
 2.1.3   Claim Period....................................................................................................9
 2.1.4   What To Include In Wages.........................................................................10
 2.1.5   Usual Hours And Furloughed Hours........................................................10
 2.1.6   Flexible Furloughing...................................................................................10
 2.1.7   Calculating The Claim..................................................................................11
 2.1.8   Making The Claim........................................................................................12
 2.1.9   Grant Payments Must Be Paid To The Employee..................................13
 2.1.10   Tax And National Insurance Implications For The Employee.........14
 2.1.11   Tax Implications For The Employer.......................................................14
 2.1.12   Reporting To HMRC..................................................................................14
 2.1.13   Record Keeping...........................................................................................14
 2.1.14   HMRC Compliance.....................................................................................15
 2.1.15   The End Of The Scheme............................................................................15
 2.1.16   Job Retention Bonus..................................................................................15
     2.2   Statutory Sick Pay...................................................................................................16
 2.2.1   SSP Eligibility For Coronavirus Absences..............................................16
 2.2.2   SSP Rebates For Coronavirus-Related Absences.................................17
 2.2.3   Relaxation Of Evidence Requirements...................................................18
 2.2.4   Records That Must Be Kept......................................................................18
    2.3   Statutory Leave And Payments.............................................................................19
 2.3.1 Furloughed Employees And Average Weekly Earnings Calculation. 19
 2.3.2 Employees Returning From Statutory Leave And Furloughing.........19
    2.4   Employees Working From Home .......................................................................20
	 2.4.1	 Equipment	And	Office	Supplies.............................................................20
 2.4.1.1   Employer Provides Equipment And Supplies....................................20
 2.4.1.2   Employee Provides Equipment etc. And Is Reimbursed 
                               By The Employer......................................................................................20
 2.4.1.3   Employee Meets The Cost Of Homeworking Equipment 
  And Supplies...............................................................................................21
 2.4.2 Additional Homeworking Expenses......................................................21
     2.5   Expenses And Benefits: Other Considerations...............................................22
 2.5.1   Company Car Availability..........................................................................22
	 2.5.2			Salary	Sacrifice	Arrangements................................................................24
 2.5.3   Hardship Loans...........................................................................................24
     2.6   Share And Share Option Plans.............................................................................24
 2.6.1   Share Incentive Plans.................................................................................25
 2.6.2   Save As You Earn Share Option Schemes..............................................25
 2.6.3   Company Share Option Plans..................................................................26
 2.6.4   Enterprise Management Incentives.......................................................26
    2.7   Termination Of Employment...............................................................................26
 2.7.1   Tax And NIC Treatment of Termination Payments.............................27
 2.7.2 Statutory Redundancy Pay.....................................................................28
3. The Self-Employed And Unincorporated Businesses............................................29
     3.1   The Self-Employment Income Support Scheme............................................30
 3.1.1 Eligibility....................................................................................................30
	 3.1.2	 Meaning	Of	‘Adversely	Affected’...........................................................30
	 3.1.3	 Relevant	Profits.........................................................................................31



3

www.taxinsider.co.uk                                  Covid-19 Tax Issues For Businesses 2020/21

 3.1.4   Claiming The Grant..........................................................................32
 3.1.5   Tax And NIC Treatment Of SEISS Grants....................................32
 3.1.6   Record Keeping.................................................................................33
     3.2   Business Support Grants............................................................................33
 3.2.1 Small Business Grants..................................................................33
 3.2.2 Retail, Leisure And Hospitality Grants.....................................34
 3.2.3 Discretionary Grants.....................................................................34
 3.2.4 Tax Treatment Of Grants.............................................................34
    3.3 Business Rate Relief.......................................................................................35
    3.4   Loans and Finance........................................................................................35
 3.4.1   Bounce Back Loan Scheme.............................................................35
 3.4.2   Coronavirus Business Interruption Loan Scheme...................36
 3.4.3   Coronavirus Futures Fund.............................................................36
 3.4.4   Interest Relief...................................................................................37
     3.5   Help Meeting Tax Obligations..................................................................37
 3.5.1    Deferring Self-Assessment Payment On Account...................37
 3.5.2   Deferring VAT...................................................................................37
 3.5.3   Time To Pay Agreements...............................................................38
     3.6   Crisis-driven Changes In Nature Of The Trade...................................38
     3.7   Losses.............................................................................................................39
 3.7.1   Sideways Loss Relief........................................................................39
 3.7.2   Early Years Loss Relief....................................................................39
	 3.7.3			Carrying	The	Loss	Forward	Against	Future	Profits	Of	
              The Same Trade................................................................................39
 3.7.4   Terminal Loss Relief.......................................................................40
     3.8   Ceasing Self-Employment........................................................................40
 3.8.1   Business Asset Disposal Relief......................................................40
 3.8.2   Post-Cessation Receipts................................................................41
 3.8.3   Post-Cessation Expenses...............................................................41
 3.8.4   Notifying HMRC And Filing A Tax Return..................................41
 3.8.5   De-registering For VAT..................................................................41
 3.8.6 National Insurance Implications...................................................42
4. Family Companies...............................................................................................42
     4.1   Furloughing and Family Companies......................................................42
     4.2   Profit Extraction..........................................................................................43
     4.3   Coronavirus-Related Expenses...............................................................44
     4.4   Bad Debts......................................................................................................44
     4.5   Losses.............................................................................................................44
 4.5.1   Trading Losses.................................................................................44
 4.5.2   Terminal Losses...............................................................................45
     4.6   Grants And Business Rate Relief.............................................................45
     4.7   Loan Finance................................................................................................45
     4.8   Loans To Directors.....................................................................................46
     4.9   Loans To The Company.............................................................................46
     4.10   Problems Paying Tax...............................................................................46
 4.10.1   VAT Deferment...............................................................................46
 4.10.2  Time-to-Pay Arrangement For Corporation Tax..................46
 4.10.3 Directors Personal Tax – Defer Second POA............................47
    4.11 Filing Accounts.............................................................................................47
    4.12 Closing The Business..................................................................................47
	 4.12.1	Striking	Off........................................................................................47
	 4.12.2	Members’	Voluntary	Liquidation	(MVL)...................................48
 4.12.3 Passing The Business To The Next Generation........................49
 4.12.4 Sale Of Shares To The Company..................................................49
 4.12.5 Compliance Obligations On Closing A Company.....................49
5. And Finally…..........................................................................................................50



4

www.taxinsider.co.uk                             Covid-19 Tax Issues For Businesses 2020/21

‘Covid-19 Tax Issues For Businesses’ – First published July 2020. 

Copyright
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Ltd, for any action taken, or any decision made to refrain from action, by any readers of this 
guide. All rights reserved. No part of this guide may be reproduced or transmitted in any form 
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About Sarah Bradford
Sarah	Bradford	(BA)	Hons,	FCA,	CTA(Fellow)	 is	a	Chartered	Accountant	
and Chartered Tax Adviser. She is the director of Writetax Ltd; a company 
providing technical writing services on tax and National Insurance. She 
also runs Writetax Consultancy Services which specialises in providing tax 
services to individuals and personal and family companies. 

Sarah writes widely on tax and National Insurance. She contributes regularly 
to:

• Business Tax Insider; 
• Property Tax Insider; and
• Tax Insider Professional

And is the author of:

• Tax	Efficient	Way	To	Extract	Cash	From	Your	Company;
• IR35 – Tax Tips For Contractors;
• Tax-Efficient	Business	Exit	Strategies;
• Cash Basis For landlords; and
• Director’s	Loan	Accounts	Explained.

All these guides are available for purchase from taxinsider.co.uk.

About This Guide
This guide takes a look at some of the tax implications of the Covid-19 
pandemic on employers and employees, sole traders and unincorporated 
business and family companies.

The rates and limits quoted throughout are those applying for 2020/21 
unless otherwise stated. The income tax rates and limits used are those 
applying to UK taxpayers, excluding Scottish taxpayers. Dividend tax rates 
apply equally to Scottish taxpayers, as do Capital Gains Tax rates. For 
2020/21, the income tax rates and limits applying to Welsh taxpayers are 
aligned with the rest of the UK, excluding Scotland.
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At A Glance
The	Covid-19	pandemic	was	unprecedented	and	affected	individuals	and	
businesses	alike.	To	help	those	adversely	affected	by	the	pandemic,	the	
Government introduced a number of support packages, among them the 
Coronavirus Job Retention Scheme and the Self-employment Income 
Support Scheme. Grants were also available for certain businesses, and 
various	loan	schemes	were	launched	to	provide	access	to	finance	to	help	
businesses survive the pandemic.
 
Some tax rules were relaxed, while help was given to taxpayers struggling 
to pay their tax.

This report looks at the various support measures available to help 
employers and employees, sole traders and unincorporated business and 
companies, with a focus on family companies. It also considers the tax 
implications of the various support measures and the additional record-
keeping requirements that may be imposed as a result.

Sadly, not all businesses will survive the pandemic and not all employers 
will be able to keep all employees on the payroll. Consequently, the report 
also considers the tax implications of winding up the business and of 
terminating	employees’	employment.

The lockdown meant that businesses in many sectors were unable to open 
and	may	face	 losses	as	a	result.	Businesses	may	also	suffer	 losses	as	a	
result of a downturn in trade as people have less money to spend and social 
distancing requirements mean that business can only operate at reduced 
capacity. Consequently, the report also takes a look at what can be done 
with losses and how to obtain the best possible for relief. It also looks at 
closing a business where it is no longer viable.

The report also looks at what help is available to taxpayers who are 
struggling to make tax payments in full and on time.

It is not possible to cover in detail all the issues that could potentially arise 
as a result of the Covid-19 pandemic. Professional advice should be sought 
in relation to your particular circumstances.

Employers And Employees
A number of measures were put in place to help employers and employees 
during	the	Covid-19	pandemic,	most	notably,	the	Government’s	flagship	
support	 package,	 the	 Coronavirus	 Job	 Retention	 Scheme	 (see	 2.1).	 The	
scheme allowed employers to maintain their workforce by placing 
employees on furlough and claiming a grant under the scheme, rather than 
making	employee’s	redundant.

During the pandemic, and particularly during the initial lockdown, 
employees were asked to work from home were they could. This changed 

1
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the way in which many employees worked and necessitated the provision 
of equipment, supplies and services to enable the employee to work at 
home. The way in which the equipment was made available to the employee 
affects	the	tax	treatment,	and	it	is	important	that	employers	are	aware	of	
the rules governing the tax treatment of support provided to employees at 
home	(see	2.4).	Some	of	the	rules	were	temporarily	relaxed	for	a	limited	
period	to	provide	a	more	level	playing	field	where	employees	purchased	
home working equipment, the cost of which was later reimbursed by the 
employer.

As a result of changed working arrangements where employees are placed on 
furlough	or	are	working	from	home,	the	nature	of	the	benefits	and	expenses	
provided	to	employees	may	be	different	to	usual.	Employers	need	to	ensure	
that	the	tax	implications	of	providing	benefits	in	kind	to	employees	are	
understood and, where necessary, these are valued correctly and reported 
to	HMRC	(see	2.5).

Many employers operate share and share option schemes. These too have 
been	affected	by	Covid-19	and	HMRC	have	relaxed	some	of	the	rules	as	
a result. Employers operating share and share option schemes should 
ensure that they are familiar with the rule changes introduced as a result of 
Covid-19. These are discussed at 2.6.

The impact of the virus has also meant that more employees may have 
been	off	sick	than	usual.	Employees	may	also	be	absent	from	work	due	
to Coronavirus because they are self-isolating, shielding or because they 
have caring responsibilities. Normally, employers must meet the cost of 
statutory	sick	pay	(SSP)	paid	to	employees.	However,	for	a	limited	period,	
employers are able to reclaim SSP related to Coronavirus absences from 
HMRC	(see	2.2).

Employees may go on, or return from, statutory leave during the pandemic. 
Employers should ensure that statutory pay is calculated correctly, 
particularly	where	the	employee	has	been	furloughed	(see	2.3).

Despite the best endeavours of the employer and the support packages on 
offer,	redundancies	may	be	inevitable.	Employers	should	ensure	that	they	
treat payments made to employees on the termination of their employment 
correctly	(see	2.7).

2.1   Coronavirus Job Retention Scheme
The	 Coronavirus	 Job	 Retention	 Scheme	 (CJRS)	 provided	 a	 lifeline	 to	
significant	 numbers	 of	 employers	 and	 employees.	 Under	 the	 scheme,	
employers can place employees on furlough and, assuming that certain 
conditions were met, could claim a grant under the scheme to enable 
employees to continue to receive 80% of their salary up to a maximum of 
£2,500 per month while on furlough. 

There are two phases to the scheme:

• 1 March 2020 to 30 June 2020;
• 1 July 2020 to 31 October 2020.
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Prior to 30 June 2020, employers were not allowed to do any work for 
their employer while on furlough. However, from 1 July 2020 with the 
introduction	of	flexible	furloughing,	employees	who	had	been	furloughed	
prior to 30 June 2020 can work for their employer on a part-time basis, with 
the employer claiming a grant under the scheme for the furloughed hours 
that the employee does not work.

The scheme will run until 31 October 2020. From 1 August 2020, the support 
that an employer is able to claim under the scheme is gradually reduced.

Claims for grants under the scheme are claimed via a dedicated online 
portal	and	paid	into	the	employer’s	bank	account.	The	full	amount	of	the	
grant claimed must be passed on to the employee. 

Detailed guidance on the scheme is available on the Gov.uk website at www.
gov.uk/government/collections/coronavirus-job-retention-scheme. The 
guidance is comprehensive and contains details of how to work out claims 
under	the	scheme	in	various	different	circumstances,	together	with	worked	
examples. Employers looking to make claims under the scheme are urged to 
follow the guidance.

2.1.1   Eligibility

Under the CJRS, employers can claim a grant for an employee who was 
employed on 19 March and in respect of whom a PAYE submission under 
real-time information had been made by that date. Employees who were 
on the payroll on 28 February 2020 and in respect of whom a PAYE RTI 
submission had been made and who had left by 19 March can also be re-
employed and furloughed. They did not need to be back on the payroll by 19 
March 2020.

Claims can be made for an employee regardless of the nature of their 
employment contract. The scheme covers full-time, part-time agency, 
flexible	and	zero-hour	contracts.

For pay periods starting on or after 1 July 2020, an employee can only be 
furloughed if that employee had previously been furloughed for a minimum 
of three consecutive weeks prior to 30 June 2020.

To be eligible to make a claim, an employer must have a UK PAYE scheme 
that started before 19 March 2020, be registered for PAYE online and have a 
UK bank account.

Employers who placed employees on furlough needed to agree this with the 
employee	and	confirm	in	writing	that	the	employee	has	been	furloughed	
(or	reach	a	collective	agreement	to	that	effect	with	a	trade	union).	Where	an	
employee	is	flexibly	furloughed	on	or	after	1	July	2020,	the	employer	must	
agree	a	new	flexible	furlough	agreement	with	the	employee.

2.1.2   What Can You Claim?

The amount that can be claimed under the scheme depends on the pay 
period to which the claim relates. 

Prior	to	30	June	2020,	the	employer	can	claim	80%	of	the	employee’s	usual	
wages	up	to	£2,500	per	month,	plus	the	associated	employer’s	National	
Insurance	under	the	scheme	(to	the	extent	that	this	is	not	covered	by	the	

http:// www.gov.uk/government/collections/coronavirus-job-retention-scheme
http:// www.gov.uk/government/collections/coronavirus-job-retention-scheme
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