
1 

  

Association of Accounting 
Technicians response to 
Draft legislation: review of 
employee benefits and 
expenses 



2 

 
1. Introduction 

 
1.1. The Association of Accounting Technicians (AAT) is pleased to have the opportunity to 

respond to the draft legislation on review of employee benefits (the draft legislation), 
released on 8 July 2015. 

 
1.2. AAT is submitting this response on behalf of our membership and from the wider public 

benefit of achieving sound and effective administration of taxes. 
 

1.3. AAT has added comment in order to add value or highlight aspects that need to be 
considered further.  

 
1.4. AAT has focussed on the operational elements of the proposals and has provided 

opinion on the practicalities in implementing the measures outlined. 
 

1.5. Furthermore, the comments reflect the potential impact that the proposed changes would 
have on SMEs and micro-entities, many of which employ AAT members or would be 
represented by our operationally skilled members in practice. 

 
 
2. Executive summary 

 
2.1. The Finance Act 2015 (FA 15) included a package of measures that, from the start of the 

2016-17 tax year, will give effect to a number of recommendations made by the Office of 
Tax Simplification (OTS) in its 2014 Report "Review of employee benefits and expenses: 
second report". 
 

2.2. The recommended measures are: 
 

2.2.1. the abolition of the £8,500 threshold for benefits in kind (BiKs) 
 

2.2.2. enabling employers to voluntarily report and deduct tax on BiKs in real time 
(known as 'payrolling') 

 
2.2.3. the introduction of an exemption for qualifying business expenses. 
 

2.3. AAT notes that the draft legislation which is the subject of this particular consultation 
covers the new regulations which the government considers to be necessary to 
implement the expenses and BiKs review recommendations which were the subject of 
four full consultation documents in 2014.1 2 3 4 
 

2.4. AAT welcomes the draft legislation and is pleased to see the changes, as proposed by 
the Office for Tax Simplification (OTS) and consulted on in 2014, being brought into law 
as quickly as was envisaged. 
 

                                                      
1 https://www.gov.uk/government/consultations/employee-benefits-and-expenses-trivial-benefits-exemption 
 
2 https://www.gov.uk/government/consultations/employee-benefits-and-expenses-exemption-for-paid-or-reimbursed-expenses 
 
3 https://www.gov.uk/government/consultations/employee-benefits-and-expenses-real-time-collection-of-tax-on-benefits-in-kind-
and-expenses-through-voluntary-payrolling 
 
4 https://www.gov.uk/government/consultations/employee-benefits-and-expenses-abolition-of-the-8500-threshold-for-lower-
paid-employment-and-form-p9d  
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2.5. AAT is supportive of any move to extend the payrolling of BiKs to all but a few benefits 
and considers that it is best left to individual employers to make their own decisions over 
the feasibility of their applying payrolling (3.2.3, below). 

 
2.6. While remaining largely positive in respect of the proposals AAT is disappointed that the 

process by which payrolling is achieved and managed in a practical sense has been 
made unnecessarily complex in some areas (3.2.2 and 3.4.22, below). 

 
 

3. AAT response to the draft legislation on review of employee benefits and expenses 
 

3.1. In the succeeding paragraphs AAT outlines its response to the published draft legislation. 
 

3.2. Prior to making relevant comments on the proposed new regulations AAT would like to 
make the following observations: 

 
3.2.1. AAT is satisfied that from an operational perspective the draft legislation will 

achieve its objective. In making our comment it should be recognised that AAT 
is not commenting upon the legal efficacy of the drafting of the legislation. 

 
3.2.2. AAT is concerned that the voluntary payrolling of BiKs, as set out under the 

draft regulations5, is overly complex due to the fact that it will have to cope with 
a significantly greater number of BiKs than originally envisaged, compounded 
with the need to cope with possible in year changes. As a consequence it is 
likely to be perceived to be overly complex and onerous, particularly for the 
smallest businesses. 

 
3.2.3. In an earlier consultation response6 AAT stated that it was of the view that 

employers were best placed to determine which, if any, BiKs could be 
payrolled. As a consequence there was no need to restrict an employer’s ability 
to payroll to only four BiKs.  

 
3.2.4. Mindful of the observation made in 3.2.3 (above) AAT considers the fact that 

proposed legislation extends the scope of payrolling far and beyond than 
anticipated is to be welcomed 

 
3.3. Removal of the £8,500 threshold for reporting benefits in kind 

 
3.3.1. AAT notes that the amendments to implement the change are to simply identify 

references to P9D and lower paid employment within the existing regulations 
and then replace the existing wording with “P11D”. 

 
3.3.2. While remaining supportive of the proposals, AAT is concerned over the 

unintended consequence that might arise out of the discontinuance of the P9D 
process on some low paid employees, where for example the employer may 
withdraw a benefit (such as healthcare) because the employer does not wish to 
incur a charge to class 1A NI. 

 
3.3.3. Furthermore, while AAT accepts that the withdrawal of the P9D process will 

result in a reduction in the administrative burden for employers, AAT considers 
that this reduction will be minimal. 
  

3.3.4. Indeed, HMRC’s own figures7 state that some 15,000 P9D’s were received by 
HMRC in 2011/12. As a consequence AAT considers that there will be little 
saving in compliance costs for employers. 

                                                      
5 The Income Tax (Pay As You Earn) (Amendment No x) Regulations 2016 
 
6 Para 6.10 of AAT response to Real time collection of tax on benefits in kind and expenses through Voluntary Payrolling (PDF) 
 
7 Para 2.10 of Employee benefits and expenses: abolition of the £8,500 threshold for lower paid employment and form P9D  

https://www.aat.org.uk/sites/default/files/assets/Introducing-system-of-voluntary-payrolling-for-BIKs.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/321205/abolition_of_8500_threshold_180614.pdf
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3.3.5. AAT notes that the impact statement (paragraph 10, the explanatory 

memorandum) is silent in respect of any increase in costs that employers might 
face through their incurring a charge to Class 1A NI where one would not have 
previously been faced.  

 
3.3.6. While it has to be acknowledged that an increase in costs is likely to be 

minimal, AAT considers that it is important that the potential for increased costs 
should at least be recognised. 

 
3.4. Legislative authority for voluntary payrolling of benefits in kind 

 
3.4.1. AAT notes that this facility will apply to most BiKs, excluding accommodation, 

beneficial loans and vouchers/credit tokens.  
 

3.4.2. As previously observed (3.2.3, above) this is completely different to the original 
proposals that were dealt with in 2014 when the intention was to allow 
voluntary payrolling for only four BiKs and AAT is pleased to note that it has 
been accepted that employers are best placed to determine if it is feasible to 
apply voluntary payroll of BiKs.  

 
3.4.3. At the same time as welcoming the broadening out of payrolling, AAT is 

concerned that the change of approach has been embarked upon without 
consultation and as a consequence it will mean the extension of facilities will 
not benefit from interested third-party scrutiny. 

 
3.4.4. AAT understands the need to deal with the overriding limit which applies to an 

employee’s pay (The Income Tax (Pay as You Earn) Regulations 2003 S2). 
 

3.4.5. The proposed wording of 61B(3) suggests that where a BiK is included as a 
relevant payment for the purposes of a PAYE calculation and deduction of 
income tax, it is not to be considered a relevant payment for the purposes of 
regulations 23(5) and 28(5) of the same regulations. This suggested that the 
50% overriding limit would be applied to the employees pay in accordance with 
the original rules for the overriding limit. What it does not make clear is how 
PAYE due on the BiK will be dealt with when the limit is applied. 

 
3.4.6. The explanatory note, in paragraph 5 (final sentence, para 5, page 16, condoc), 

states that the overriding rule is unaffected by any of the new provisions. This 
seems, to AAT, to be at odds with the text of the new regulation 61B and it is 
AAT’s view that this needs to be made clearer for practitioners. Guidance on 
this issue will have to be very specific if it is to avoid confusion. 

 
3.4.7. In acknowledging that payrolling is not going to be mandatory, AAT is  

concerned that those operating payrolls at the smaller and micro employer end 
of the payroll operation scale might not have access to appropriate, cost 
effective software to operate such a system.  

 
3.4.8. Out of recognition of this potential problem AAT recommends that HMRC 

should upgrade the Basic PAYE Tools (BPT) to enable employers to be able to 
calculate tax and NI correctly, in the same way as employers who use 
payrolling enabled third-party software. 

 
 

3.4.9. AAT is concerned with the difficulty in interpreting the application of the 
overriding limit (where BiKs are payrolled) of 50%, which applies only to the 
relevant payment for the purposes of regulations8 23(5) and 28(5). 

 

                                                      
8 The Income Tax (Pay As You Earn) Regulations 2003 
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3.4.10. It is AAT’s view that it would be much simpler to include the value of the BiK as 
a relevant amount for the overriding limit, allow the calculation to be completed 
in the normal manner and to apply the overriding limit to 50% of pay and the 
value of the BiKs together, with the collection of the tax arising spread over the 
balance of the tax year where possible.  

 
3.4.11. In instances where the spreading of the recovery of tax is not practical, say 

because the end of the tax year is imminent, the balance of the outstanding 
amount could be recovered through a coding out in a succeeding tax year. 
Such an approach would relieve the employer of the need to prepare, issue 
and file P11Ds. 

 
3.4.12. AAT considers that there is a requirement for clear guidance to accompany the 

introduction of the proposed legislation in order to ensure that would-be 
payrolling employers are aware that 61C requires employers wishing to payroll 
BiKs to declare both the BiKs to be payrolled and the employee concerned.  

 
3.4.13. AAT is concerned that the proposed wording of 61C (3) (a), in particular, where 

it states that when “a” specified benefit is no longer being provided the 
employer will cease to be an authorised employer from the end of that tax year. 
AAT would recommend that it should be revised to say that whilst an employer 
should cease to be authorised for the purposes of a specific benefit they should 
continue to be authorised for all the other benefits listed in their original 
application.   

 
3.4.14. While AAT accepts the need to supply such information, it is a concern that, at 

a time when government is keen to reduce the administration burden bearing 
down on business, employers seeking to payroll are going to be required to 
provide a significant volume of information as part of their payrolling 
application. As such, this compliance requirement is likely to deter many 
employers from switching to payrolling BiKs. 

 
3.4.15. AAT is concerned over the failure of 61D to make it sufficiently clear that the 

value of specified benefits is a notional payment and as such it is not to be 
added to an employee’s pay, but inserted into the calculation of the tax arising. 
Indeed, paragraph 7 refers to it being “added to the employee’s pay”.  

 
3.4.16. The ambiguity highlighted in 3.4.15 (above) is repeated in other parts of the 

new regulations and as a consequence could lead to a reader concluding that 
the BiK value should be added to any employee’s pay, when in fact it is only 
“notionally” added to their pay at the time of calculating the income tax due.  

 
3.4.17. As an example; 61B(2)(a) makes reference to the specified benefit being 

treated as a payment of PAYE income, as opposed to being an actual 
payment. AAT considers that the text needs to be amended to remove the 
ambiguity. 

 
3.4.18. AAT is pleased that the proposed clause 61E clarifies that payments made by 

an employee(s) to reduce the potential income tax charge on a BiK can be 
taken into account when the contributions have been made during the current 
tax year.  

 
3.4.19. AAT is aware from anecdotal comments made by members that under current 

custom and practice employees can, on occasion, make payments after the 
end of the tax year but during the time the P11D process is being followed 
which are then taken into account in respect of prior year P11D workings. The 
wording of 61E if enacted should address this issue. 
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3.4.20. AAT notes that the text in draft regulations 61E(2), 61F(2) and 61G(2)(b) differ 
and as a consequence it is our recommendation, for the sake of consistency 
that their wording should be standardised.  

 
3.4.21. It would appear from reading the proposed text in respect of 61K that a 

preliminary calculation will have to be made in every instance in order to 
determine if such circumstances, where the normal income of the employee is 
insufficient to cover the income tax liability, will occur and if so that there is a 
requirement to suspend the payrolling value. If this is indeed the position there 
will be a need to recalculate the effects of this and apply a catch up deduction 
when that is possible.  

 
3.4.22. If this is indeed the situation it seems overly complex compared to the existing 

calculation whereby the taxation of a BiK is dealt with by way of amendment to 
the employee’s tax adjustment code.  

 
3.4.23. In such instances the overriding limit applies which places the under-deducted 

income in suspense and the system attempts to recover that under-deduction 
over the remaining tax periods in that tax year (3.4.10, above). 

 
3.4.24. The adoption of such an approach would be a much fairer way of dealing with 

pay periods in which there is insufficient pay from which to recover the income 
tax from pay and the BiK value.  

 
3.4.25. Indeed, by allowing the overriding limit to come into play, any shortfall in 

taxation would simply be held over and recovered in part or whole during the 
rest of the tax year. 

 
3.4.26. AAT is pleased to note that the draft regulations 61L clearly sets out the 

position where there is an expectation that the employee will make a 
contribution, and rightly allows employers the option to take this expected 
contribution into consideration, when the initial valuation of the benefit is made 
(61E(2), 61F(2) and 61G(2)(b)). 

 
3.4.27. At some point all employers will have to make decisions concerning the 

difference between employee contributions expected and made. 
 

3.4.28. The assumption implicit throughout 61L that there will always be a shortfall 
between the expectation and the reality is of concern to AAT as this is not 
always the case.  

 
3.4.29. AAT considers that this section would benefit from redrafting in order to make it 

clear that in instances where an employee has made a larger than expected 
contribution, perhaps because they have decided to commit an unexpected 
bonus to the topping up of an existing contribution, there should be a 
corresponding deduction from the original calculation.  

 
3.4.30. AAT notes and is pleased to read reference in 61L(6) that computations in one 

tax year may not include employee contributions towards the cost of a BiK 
made in a subsequent or previous tax year (see also 3.4.26).  

 
3.4.31. AAT considers that explicit reference to the position in respect of this practice is 

very helpful in that it serves to make clear that there is no flexibility in employee 
contributions, however as observed in 3.4.17 (above) only contributions made 
within a tax year can be used towards the reduction of the reportable value of a 
BiK in the same tax year. 

 
3.4.32. AAT disagrees with the impact assessment (section 10 of the memorandum). 

In particular the fact that 10.1 claims there will be a reduction of the 
administration burden felt by employers who chose to voluntarily payroll. In 
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10.2 it makes reference to one-off costs associated with the familiarisation of 
the guidance and systems changes associated with moving over to payrolling. 

 
3.4.33. AAT is concerned that the impact assessment fails to consider some on-going 

costs associated with pay period by pay period management of the voluntary 
payrolling of BiKs.  

 
3.4.34. Many of the proposed regulations require employers to make checks and 

recalculations on a regular basis, whereas the existing system of producing 
P11Ds generally requires employers to make a single end-of-year calculation 
based on post-event facts known for the entire tax year. 
  

3.4.35. AAT considers that for those employers entering into payrolling arrangements 
will bear an additional administration cost each time details of a benefit change 
occurs during a tax year.  

 
3.5. Statutory exemption for business expenses 

 
3.5.1. It is AAT’s view that reimbursement of expense payments incurred privately by 

employees in the course of their work should enjoy the same treatment as their 
employer would have for VAT and corporation tax purposes, and that the 
requirement for an additional approval (dispensation) to do so is an 
unnecessary administrative burden. 

 
3.5.2. AAT is pleased to see this measure coming into effect so quickly. 

 
3.5.3. In giving unreserved support for the changes AAT is disappointed to note that 

up until 6 April 2016 employers will still be required to apply for a new 
dispensation agreement, where their existing dispensation expires prior to 6 
April 2016, even though the dispensation may only remain in force for as little 
as a few days. 

 
3.5.4. AAT recommends that existing dispensations should automatically be extended 

to 5 April 2016 if required, in order to reduce the burden on employers and 
HMRC in the period up to the implementation of this much needed and long 
overdue development. 

 
 

4. Conclusion 
 

4.1. AAT is pleased to see these changes as proposed by the Office for Tax Simplification 
(OTS) and consulted on in 2014 being brought into law as quickly as was envisaged (2.4, 
above). 
 

4.2. AAT strongly supports the extension of the payrolling of BiKs to all but a few benefits in 
recognition of the ability of many employers to make their own decisions about the 
feasibility of applying payrolling techniques (3.2.3, above). 

 
4.3. However, it is disappointing that the proposed payrolling process will be unnecessarily 

complex. AAT considers this will deter many employers, particularly the smallest of 
employers, from signing up to something which potentially could reduce their compliance 
burden costs (3.2.2 and 3.4.22, above). 

 
4.4. It is our belief that if there had been greater engagement with the main representative 

bodies during the design-strategy this could have assisted in the delivery of a less 
complex payrolling process (3.2.2 and 3.4.22, above). 

 
4.5. As noted in 3.5.2 and 3.5.3 above, AAT would like to see dispensation changes 

introduced with immediate effect in order to remove the need to renew their existing 
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dispensations if it runs out prior to 6 April 2016 and as a consequence reduce the 
administration burdens on the affected employers and HMRC alike. 

 
 
5. About AAT 
 

5.1. AAT is a professional accountancy body with over 49,300 full and fellow members9 and 
76,400 student and affiliate members worldwide. Of the full and fellow members, there 
are over 4,100 members in practice who provide accountancy and taxation services to 
individuals, not-for-profit organisations and the full range of business types. 

 
5.2. AAT is a registered charity whose objectives are to advance public education and 

promote the study of the practice, theory and techniques of accountancy and the 
prevention of crime and promotion of the sound administration of the law. 

 
 

6. Further information 
 

If you have any questions or would like to discuss any of the points in more detail then please 
contact AAT at: 

 
email: consultation@aat.org.uk and aat@palmerco.co.uk 

 
telephone: 020 7397 3088  

 
Aleem Islan 
Association of Accounting Technicians 
140 Aldersgate Street 
London 
EC1A 4HY  

 
 

                                                      
9 Figures correct as at 30 June 2015 
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