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Update

When employees work from home it is important to understand 

how the tax rules work, what expenses the employer is able  

to reimburse the employee without any tax implications and 

whether the employee is able to claim tax relief where expenses 

are not reimbursed. 

For an employment expense to be exempt from tax, the key 

principle is that the employee is obliged to incur it wholly, 

exclusively and necessarily for the purpose of enabling that 

employee to carry out their employment duties. If this test is not 

met the expenses paid may become taxable on the employee. 

The test is fairly restrictive and this factsheet details the tax relief 

available and outlines a selection of the most common 

employment expenses incurred by employees working at home, 

where it is not always clear whether tax relief may be claimed.

Tax relief
When an employee is required to regularly work from home 

under formal ‘homeworking’ arrangements, an employer is able 

to reimburse the employee, without any liability to income tax 

or national insurance contributions arising, for any additional 

household expenses that the employee incurs as a direct result 

of carrying out their employment duties at home. In the absence 

of reimbursement these employees are able to claim relief for 

the expenses on their self-assessment tax returns. 

Employees who are not required to work at home but by 

agreement do so on a regular basis (for example, on two  

days every week) can still be reimbursed by their employers  

for allowable costs incurred. However, in the absence of 

reimbursement, these employees are not able to claim the  

relief themselves. 

If an employee only works at home occasionally, no relief is 

available for expenses, whether reimbursed or not. 

Employee expenses and working  
from home

To claim tax relief for employment expenses records must be 

kept showing how the additional household expenditure was 

incurred and how any apportionment has been made. However, 

to avoid the need to maintain these detailed records, it is possible 

for the employee to receive a flat-rate payment instead. The 

current limit for such flat-rate payments is £4 per week. Any 

excess over the £4 limit that cannot be justified by reference to 

actual costs will need to be paid via the payroll, and will thus be 

subject to income tax and national insurance contributions.

Travel
It is possible for an employer to pay the travel costs of an 

employee where travel between different business venues has 

been required. However, where an employee’s workplace is also 

their home, it is not always obvious whether the reimbursement 

is exempt from tax. 

Travel between an employee’s home and their permanent place 

of work is considered to be ordinary commuting (i.e. private 

travel) and as such any payments received in respect of these 

journeys will always be taxable on the employee.

If an employee’s permanent workplace is their home but they 

also regularly attend another workplace, this may also be 

considered a permanent workplace. For example, an employee 

may work at home for four days’ a week but attends the 

employer’s office once a week for meetings or to collect more 

work. In this situation the employee’s home and the office could 

both be considered permanent workplaces and travel between 

them would be ordinary commuting and therefore not 

allowable as an employment expense.  

Employees who work at home are able to claim travel expenses 

incurred in visiting temporary workplaces, such as clients’ 

premises for meetings, in the same way as office-based 

employees are able to. 
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Mileage 
To claim mileage allowance it must be established that the 

journey is being undertaken wholly, exclusively and necessarily 

for the purposes of carrying out employment duties and that 

the journey is to a temporary workplace, rather than between 

two permanent workplaces as previously discussed.

An employer can pay a mileage allowance at a rate of 45p for 

the first 10,000 business miles undertaken by an employee in a 

tax year and 25p per mile for every mile thereafter without any 

tax implications. Any amounts paid in excess of this will be 

treated as a taxable benefit on the employee. 

If the employer pays an allowance which is less than these limits 

the employee can claim the additional relief through their self 

assessment tax return. For example, if an employee undertakes 

8,000 business miles in a tax year and the employer pays a 

mileage allowance of 35p per mile, the employee can claim  

a deduction against their taxable income for the year of £800 

(8,000 multiplied by the difference in the HMRC approved 

mileage allowance and the actual allowance received).  

Internet and telephone costs
Many employers provide employees with telephone and internet 

access at their home to enable them to work from home. It is 

possible for employers to cover the cost of any business calls 

made by an employee without any tax implications, however, 

generally speaking, the line rental element is not an allowable 

expense.

Where the employee receives an itemised phone bill, it is easy to 

identify which calls were made for business purposes and these 

may be reimbursed accordingly. However, it is more difficult to 

determine the correct treatment if an employee has an agreed 

package with the phone/internet company encompassing calls 

and line rental.

In these circumstances, if an employee is already paying for 

internet/broadband at home and then begins working from 

home, there may be no additional expenses incurred by the 

employee. Therefore, unless the business element may be clearly 

identified and does incur additional costs then any payments 

made to the employee in respect of this expense will be taxable. 

However, if the employee is required to install the internet to 

carry out their employment duties at home, the employer will 

then be able to reimburse the employee provided the internet is 

then used mainly for business purposes, with insignificant 

private use. 

Utility bills
When employees are required to work at home, tax relief is 

available for expenses incurred as a direct result of working at 

home, such as additional heating and lighting. Costs that would 

be incurred regardless of whether the employee worked at 

home, such as mortgage payments, water rates or council tax, 

are excluded. 

Any utility expenses reimbursed (or claimed by the employee  

on their tax return) must be apportioned in accordance with  

the actual use of that utility and it is therefore important that 

detailed records of how the expense has been calculated must 

be maintained.

Conclusion
The reimbursement of employment expenses is a great way to 

ensure that employees do not incur additional costs as a result 

of being required to work from home. However, care needs to 

be taken by employees and employers to ensure that expenses 

do not suffer unwanted tax implications even if they are paid to 

genuinely assist an employee in performing his or her employment 

duties. It is also important to note the distinction between an 

employee being required to work from home and choosing  

to work from home, as the available tax reliefs differ in  

each circumstance.

It is also important to note that if an employee uses part of their 

home exclusively for work, any gain relating to that part will not 

be eligible for the usual capital gains tax exemption on the sale 

of their home. If the working space is also used for domestic 

purposes, perhaps as a guest bedroom, the exemption will still 

be available. 

If you would like any further information about reimbursing 

expenses or available tax reliefs for expenses, please contact 

your usual Moore Stephens adviser. 

For more information please visit:

www.moorestephens.co.uk
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