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1. Income Tax and National Insurance changes from 6 April 2006

1.1 Income Tax Changes

In his Pre-Budget Report on 5 December 2005, the Chancellor of the Exchequer
announced that the income tax personal allowance will be increased to £5,035 for
2006-07.

There are rises in line with indexation with effect from 6 April 2006 to age related
personal allowances and other personal tax allowances, including the married couple’s
allowance for couples or civil partnerships in which one of the spouses or civil partners
was born before 6 April 1935.

Income tax rates and bandwidths will be announced in the Budget in the usual way.

1.2 Class 1 National Insurance Contributions

Following the Chancellor's Pre Budget Report on 5 December 2005, we can confirm,
subject to parliamentary approval, that with effect from 6 April 2006:

. the Lower Earnings Limit will be raised to £84.00 per week
. the Earnings Threshold will be raised to £97.00 per week and
o the Upper Earnings Limit will be raised to £645.00 per week.

Annexes A to C provide a summary of the National Insurance earnings limits,
thresholds and rates.

1.3 Summary of changes from 6 April 2006

. the income tax personal allowance is increased to £5,035
. age related allowances are increased

o both employees and employers earnings threshold for NICs has risen to £97 per
week (£420 per month).

1.4 Effecting the changes

Employers should continue to use Calculator Tables or Taxable Pay Tables SR + B to D
(May 2005).

There will be a general uplift of tax codes with suffix ‘L’. Full instructions will be issued to
Employers on form P9X (2006) which will be issued as part of the Employer Pack
and/or on the Employer CD-ROM.

As a general rule, unless an amended code notification has been received on form
P9(T) or (code list, magnetic media, Internet or EDI equivalent) employers should
amend 2005-06 codes as follows:

‘L’ suffix code — increase by 14 e.g. code 489L becomes 503L.



The PAYE threshold with effect from 6 April 2006 is raised to £97 per week (E420 per
month).

The code for emergency use with effect from 6 April 2006 is 503L.

1.5 Computer Specification for PAYE Tax Table Routines

There is no amendment to the Computer Specification.

2. Online filing

2.1 Changes to PAYE Online — Internet, Secure Mailbox

Customers already using our PAYE Online service to do such things as send and
receive forms and returns over the Internet, will know that when they register for and
activate the service, we set up a secure online mailbox as a delivery point for messages
we send.

As part of our commitment to customers to improve our online services, we have
decided to replace the secure mail service with a new system, that is not a 'mailbox’
type of solution. Instead of data being delivered to customers, authorised users will
have direct viewing access to the new system - Data Provisioning Service (DPS) using
the Internet. The new system will provide a tabular view of data and a search facility
allowing better accessibility to messages.

The business requirement for PAYE is that messages and notifications for the tax year
2006-07 are posted to the new system, whilst messages and notifications relating to the
2005-06 tax year are posted to the existing secure mail service until April 2006. This
means that:

. Bulk P9s only will be issued in February 2006 using the new system.
Until April 2006, all other messages and notifications we send, for example SL1,
SL2, P6 will continue to be issued to the existing secure mailbox.

° From April 2006 all messages we send will be issued to the new system and the
secure mail service will no longer be used.

We expect to decommission the current secure mail service in June 2006. Customers
requiring any data for future reference are advised to print off before then.

Registration and logon to the PAYE Online service will not change, so all existing User
ID's/Passwords will still be valid.

We are still developing the new system so keep checking our website at
www.hmrc.gov.uk for more information.

The new system (DPS) also provides an API solution for implementation by third party
software developers. The service will receive and return messages using SOAP calls. A
test service for this will be available shortly and we will email developers to let them
know. Meanwhile we have published a technical pack, which includes the new API
specification, at http://www.hmrc.gov.uk/ebu/paye techpack/dps.htm

Please keep checking the technical pack for further updates.



http://www.hmrc.gov.uk/
http://www.hmrc.gov.uk/ebu/paye_techpack/dps.htm

2.2 Update - Employer Annual Returns 2004-05

All good quality complete online returns (P14s and P35 received together) have been
processed and we are well advanced with our work to correct those remaining that
contained errors. Where the return has been processed the tax-free (incentive) payment
has been credited to the employer’s payment record and the employer notified.

We are continuing to experience some problems processing returns sent in parts. Most
of our difficulties stem from P35s showing the wrong number of P14 parts sent with the
return. This issue was addressed in the September 05 edition of these notes (series 10
number 26). It is expected that these part returns will be processed in January 2006.
We will continue to investigate other opportunities for earlier processing. In the
meantime, to those employers or agents who have been inconvenienced by the late
processing this year, we are very sorry.

We are exploring what additional support we can give employers and agents to avoid
similar errors next year.

2.3 Preparing for end of year 2005-06

Common Errors in Employer Annual Returns

We gave details of the most common errors in 2004-05 Employer Annual Returns in the
September edition of these notes (series 10 number 26.1). Returns for 2005-06 will
process faster if these errors are avoided. Further analysis has revealed some
additional common errors. 2005-06 returns that contain any of these errors will be
rejected.

Forename fields

These fields should only contain A-Z upper or lower case, hyphen or apostrophe.

A second forename should be shown in a second forename field.

Do not:

o enter a full stop, comma, underscore, brackets, slash (/), numbers (including 0), an
asterisk (*), question mark or a space

° use character ” * “ for an apostrophe - you should use

instead.

Surname field

This field should contain A-Z upper or lower case, numbers 0-9, comma, full stop,

forward slash (/), ampersand (&), hyphen, space, apostrophe and brackets. The first

character must be alpha.

Do not:

o leave leading or trailing spaces

o enter an asterisk (*)

o use 0 (zero) in place of ‘O’

. use character ” * “ for an apostrophe. You should use
O’Connor, not O Connor.

instead, for example

Tax codes

Code numbers must be between 2 and 7 characters. K codes - ‘K’ must always be

shown before the numbers (K123 not 123K).

Do not use:

o ‘W’ X' ‘WK1’ or /1’ after the code number to show that week one applied -
complete the ‘week 1/month 1 indicator’ instead

-4-



. ‘NI" as a code number.

National Insurance Numbers (NINOS)

NINOs must be in the approved format and the field must be 9 characters long._
Do not enter the following in the NINO field:

. TN numbers (for example, TN111111F)

. temporary (HMRC office) number (for example 12J3456)

o NOTKNOWN or NOT KNOWN.

Monetary fields

Monetary fields must always include 2 decimal places. Only the fields (boxes) where
you are require to report whole pounds (for example NIC At Lower Earnings Limit) must
be followed by *.00'.

Do not show:

. leading zeros where the amount is greater than £1.00, or

J use commas in place of a decimal point.

Address

The address field must be a maximum of 4 lines of no more than 35 characters, plus the
postcode (of no more than 8 characters, including spaces).

Do not leave any empty lines in the middle of the address.

Date of birth
Only enter genuine dates in the date of birth field.
Do not use incorrect dates, for example 31 June and dates in the future.

Missing information

Please ensure 2005-06 returns are complete. A number of 2004-05 returns were
received with missing information, such as checklist items, P35 summary items, ECON
and SCON references (where applicable).

Completion of 2005-06 P35

Employers with fewer than 50 employees who have had a tax-free payment for online
filing credited to their 2005-06 payment record must record this payment in the new field
provided for this purpose on the 2005-06 P35. Employers who had this payment by
cheque must leave this field blank.

In addition, employers who ‘self-served’ the tax-free payment by deducting it from a
2005-06 remittance, must not include the amount in ‘NICs and Tax paid’ field on the
P35. Employers must only show the NICs and tax actually paid to the Accounts Office
during the year. Failure to complete this box correctly is likely to result in an incorrect
calculation of the overall payment position.

Employees with very high earnings in the 2005-06 tax year

For 2005-06 we have taken steps to extend the P14 ‘Pay and Income Tax’ field lengths
for online submissions by 2 additional character spaces to accommodate employees
with very high earnings.



Processing

In the September 05 edition of these notes (series 10 — number 26) we set out the
online filing arrangements for Employer Annual Returns 2005-06 at April 2006. The
following details are provided as an update to that information.

It remains our intention to validate all whole 2005-06 returns on receipt and reject those
that do not meet the requirements of the 2005-06 Quality Standard. We expect a
message response to be made within one minute and include a report of all errors. We
recommend employers make their 2005-06 submission early in the filing period from 6
April 2006 as any errors must be corrected and an accurate return submitted by 19 May
2006. We will be able to receive 2005-06 returns from 6 April 2006 and recommend that
you do not send these before then. Returns sent before full validation becomes
available at the Government Gateway will still be rejected at a later stage.

From 2005-06 we will also prevent the submission of duplicate information using the
same channel. Employers must only make one original return. Changes needed after
the return has been submitted and accepted by HMRC must be made using the ‘Amend
Return’ facility.

The 2005-06 Quality Standard sets out the exact submission requirements for the
employer return to meet in order to fulfil the validation routines. It is vital that users
(employers or their agents) submit clean data in the correct format and enter and
maintain clean data during the year to make the end of year submission process
smoother. Based upon industry advice, we strongly recommend that payroll software
include internal validation routines that let employers check the quality of the data they
hold against the required schema during the year, and again before the return is sent.
This best practice advice will also help when filing in-year data online, for example
forms P45 or P46.

You can find out more about the Quality Standard at
http://www.hmrc.gov.uk/ebu/qual _stand.htm

The Quality Standard has rigorous checks on the personal identifier data as well as on
pay, tax and National Insurance data. As emphasised in these notes under ‘Common
Errors in Employer Annual Returns', many employers are failing on the basics of format
and character settings for employee name, address and NINO, rather than
mathematical payroll errors. These checks (called ‘'schema checks’) must be done as
early as possible and any errors corrected. 'Test in Live' can be used for this, if payroll
software supports it.

Once validated and accepted, we will hold the return in our electronic store until later in
April, when we will start to process Returns to our various back-end systems. There will be
a controlled 'go live' period before we fully ramp up processing.

We are very keen that all employers should receive repayments more quickly and small
employers should get their tax-free payment promptly, therefore we do not intend the
processing delay, to late April, to be of the magnitude of the delays experienced this year.

It will help us to process returns sooner if any amendments are not sent until after the end of
the filing period on 19 May 2006.


http://www.hmrc.gov.uk/ebu/qual_stand.htm




The EDI service does not support a high volume testing facility. EDI Trading Partners
are advised to keep the size of test files to manageable proportions, no fewer than 100
and no more than 1000 P14's. This keeps Trading Partner transmission costs to a
reasonable amount.

There are no limits to the number of times an EDI Trading Partner can test.

EDI submitters should talk to their Account Manager about their test arrangements.

HMRC's Online Return & Forms - PAYE

Employers with fewer than 50 employees can send their 2005-06 return online using our
free Online Returns & Forms — PAYE product now. This can also be used by an employer of
any size to submit the P35 of a part submission, or for sending a small number of P14s in a
single part submission.

Compression

We strongly recommend that employers who want to make a compressed return
discuss the issues with their HMRC Account Manager first. That way they can be sure
they are following the guidance provided in the technical pack.

Developers with questions about compressed returns should contact the Software
Developers Support Team - email SDSTeam@hmrc.gsi.gov.uk

2.4 Penalties

As advised in September 04 edition of these notes (series 10 number 20), the 2004-05
online filing penalty is based upon the number of employees on our record when we did
our count in October 2003. Any employer who wishes us to use the statutory basis of
the number of P14s sent with their return, must contact their HMRC office.

From April 2006, with effect from the 2005-06 return, the online filing penalty will be
calculated on the number of P14s sent as part of the Employer Annual Return.

In the past, some employers have routinely made more than one whole Annual Return
(P14s & P35). For example, one for employees and another for directors, or separate
returns for weekly paid and monthly paid employees. In all these cases the returns have
been made using a single PAYE reference. This practice has no basis in law and from
2005-06 we will identify these cases with a view to potentially seeking a penalty for
failure to make a full and complete return. An employer should make one full and
complete return per PAYE scheme reference.

2.5 P46: online requirements

There has been some confusion about the requirements for completion of NINO field on
the new online P46 that is being introduced in April 2006 (see para 3.2 for more
information about the re-designed form). The NINO must be nine characters long, which
includes a NINO suffix from the range of letters A to D. The use of a space is
unacceptable.

We recommend that where the suffix is not known the employer should enter either A,
B, CorD.
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From 6 April 2006, third party Internet enabled software must only submit the new
version of the P46. Data in the old format will be rejected.

EDI P46 submissions will be capable of accepting data in both the current format and
the April 2006 Version 4 format next year, however it will benefit both employers and
employees if an early move from the current version to Version 4 can be made for April
2006.

2.6 Review of HMRC Online Services

In the September 05 edition of these notes (series 10 number 26) we said that we were
awaiting recommendations from Lord Carter of Coles on how to further increase the use
of HMRC online services.

Lord Carter has completed his work but wishes to assess the progress of HMRC online
services over the next few months before finalising his conclusions. We now expect his
report to be published in early spring 2006.

3. Other Information

3.1 P35 2006-07

In the July 05 issue of these notes (series 10 - number 24) we provided a PDF of the
summary of payments section of this form and explained that a PDF of the final version
of the 2006-07 P35 would follow.

A PDF of the final version is now attached at Annex D and will shortly be available to
view at http://www.hmrc.gov.uk/ebu/pnforms.htm

3.2 P46: Employee without a form P45

In the July 2005 edition of these notes (series 10 number 24) we set out a re-designed form
P46 and associated processes, which will come into effect from 6th April 2006.

Due to the ongoing re-branding of HMRC products the form's appearance has altered
slightly. A copy of the re-branded form can be found at Annex E of these notes.

Because re-branding has necessitated some changes we have taken the opportunity to
better define Boxes A and B in the Tax code used section at the bottom of side 2 at the
same time. This is to respond to early feedback indicating that it would help general
understanding if we distinguished more clearly between the two applications of the
emergency code. So we have shown that if Box A is ticked the emergency code should be
operated on a cumulative basis, whereas a tick in Box B should lead to the emergency
code being operated on a non-cumulative Week 1/Month 1 basis. The emergency code is
the Personal Allowance for the tax year, currently 489L (for 2006-07 will be 503L).

We acknowledge that this a very late change to the form, but feel that this improved
definition is in the best interests of both employers and employees. As a result more
employees should be correctly placed on a cumulative tax code from the start of their
new employment. We appreciate that many software developers will not be in a position
to implement this change for some months, but would encourage use of the revised
definitions as soon as practicable.
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3.3 Phasing out Payment of Working Tax Credit via Employers (PVE)

The phasing out of Working Tax Credit Payment via Employers (PVE) is proceeding
well and we expect to have issued final stop notices to all employers by the middle of
February 2006.

Employers who have been paying Working Tax Credit through the payroll, but have not
received a final stop notice for each PVE employee by 20 February 2006, should
contact the Employer's Helpline without delay on 0845 7 143 143, to give their details
and those of their employee(s). The Employer’s Helpline will pass this information to
Tax Credit Office, who will contact the employer to agree a stop date. This will be
confirmed by an emergency stop notice.

Employers who are still paying tax credits in February 2006, and whose payroll
arrangements mean that they would not normally pay the tax credit for March until some
time in April, should contact us by mid-February, so that we can arrange an earlier stop
date.

On no account should employers make tax credit payments to employees for any
period after 31 March 2006, even if they have not received a stop or emergency stop
notice from us. From 1 April 2006 we will have ended PVE liabilities for employers and
will be paying all Working Tax Credit to claimants direct, on the assumption that all
employers will have stopped making tax credit payments on or before 31 March. But if
employers stop paying tax credits on 31 March without having received a stop or
emergency stop notice, they should contact the Employer's Helpline on 0845 7 143 143
to confirm the date they stopped paying tax credits.

We are doing all we can to ensure that no employer continues to make tax credit
payments after 31 March 2006. Those who do make a payment after this date will have
to contact the Employer's Helpline so that we can arrange to reimburse them. The
2006-07 versions of forms P11, P14, P60 and P35 will not contain boxes for tax credits
paid.

Employers must not deduct any tax credits paid after 31 March 2006 from the PAYE
tax, National Insurance Contributions and student loan repayments they are due to pay
to us each month or quarter.

Where their software continues to allow tax credits to be paid beyond 31 March 2006,
developers must separately identify the amounts so that the values do not figure in the
calculations of the payments over to HMRC (P32 values).

For further information, please see Frequently Asked Questions at
www.hmrc.qgov.uk/employers/employer-fags.htm

3.4 Student Loan Deductions in week 53, 54 or 56 situations

Student Loan Deductions are determined by reference to National Insurance earnings
periods. Earnings periods for NI purposes are either weekly or monthly (with intervals of
less than one week being treated as an earnings period of one week). The only
exception is pay periods (of more than a week) which are not a multiple of a week or a
month, where precise calculation is appropriate by reference to the number of days the
earnings period bears in relation to the number of days in the Tax Year. A minor change
will be made to the specification to reflect this.
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There are no free pay periods with student loans and so deductions @9% of the weekly
or, as the case may be, monthly excess earnings over the weekly or monthly pay period
thresholds are due every week that an employee is paid. No separate deductions tables
are therefore required for tax years, which involve week 53, 54 or 56 situations.

Earlier this year as a result of incorrect advice from us, inaccurate information was given
in one computer software developer's monthly newsletter. We have apologised for our
mistake and can confirm that the correct advice reflecting this guidance has been
published. The updated specification will be available to view shortly at
http://www.hmrc.gov.uk/ebu/ebu paye ts.htm

3.5 Statutory Payments

Rate Changes

The changes to the SMP, SPP and SAP payment rates come into effect for all
payments due to be made for pay weeks starting on, or after 2 April 2006 and for SSP
on or after the 6™ April 2006. Changes for recovery schemes come into effect for
recoveries of payments made on, or after 6 April 2006.

The values for the HMRC data are now confirmed as:

SSP
The weekly rate for days of sick absences on or after 6 April 2006 is:

Employees with AWE of £84.00 or more - SSP weekly rate £70.05

Details of the daily rates will be published in the Employer Helpbook E14 (2006) - What
to do if your employee is sick - for use from April 2006.

SSP recovery under the Percentage Threshold Scheme (PTS)

The PTS remains 13%. Unless an employer qualifies under the PTS they cannot
recover any of the SSP they pay to their employees.

SMP
The amount of SMP paid to an employee for payment weeks starting on or after 2 April
2006 is;

1%' 6 weeks of payment - the earnings related rate of 90% of the employees average
weekly earnings.

Remaining weeks - the lesser of the standard rate which is £108.85 or, the earnings
related rate, which is 90% of the employees average weekly earnings.

SPP

The weekly rate of SPP paid to an employee for payment weeks starting on or after 2
April 2006 is - the lesser of the standard rate, which is £108.85 or, 90% of the
employees average weekly earnings.

SAP
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The weekly rate of SAP paid to an employee for payment weeks starting on or after 2
April 2006 is - the lesser of the standard rate, which is £108.85 a week or, 90% of the
employees average weekly earnings.

Amount employers are entitled to recover or apply for funding for

From 6 April 2006 employers who do not qualify for Small Employers Relief (SER) can
recover 92% of the SMP/SAP/SPP paid to their employees. This is the same rate as
last year.

From 6 April 2006 employers who do qualify for Small Employers Relief (SER) can
recover 100% of the SMP/SAP/SPP paid to their employees plus 4.5%. This is the
same rate as last year.

For the 2006-2007 tax year a 'small employer' is one who paid (or was liable to pay)
total gross class 1 NICs of £45,000 or less in the individuals qualifying tax year. This is
the same threshold as last year.

Important changes on the horizon

Subject to Parliamentary approval there are some future pieces of legislation that could
have a significant impact on the operation of Statutory Payments.

Changes to age restrictions
If approved, the legislation, due to come into affect on 1 October 2006, will include
provisions removing the current age limits of 16 and 65.

In the meantime, the intention (subject to Parliamentary approval) is as follows:

o SSP - the upper and lower age limits will be removed

o SMP, SAP and SPP - the lower age limit will be removed (there is no upper age
limit).

The change does not affect National Insurance Contributions (NICs) liability, which is
outside the scope of the legislation. NICs will continue to be payable between the ages
of 16 and 60/65.

The draft regulations are available on the DTI website at
http://www.dti.gov.uk/er/equality/age.htm

Changes to Incapacity Benefit (IB), Income Support (IS) and Statutory Sick Pay
(SSP)

This will affect SSP entitlement for certain employees who return to work on or after 1%
October 2006 and who were getting IB or IS up to their return. If approved some
employees who return to work after getting IB or IS may not be entitled to SSP if they
are sick again within the two years immediately following their return.

'Work and Families Bill' legislation

The 'Work and Families Bill' - covers a range of measures which, could impact some
employers during 2006-07. Subject to Parliamentary approval the major features of this
Bill will include extending the period of SMP and SAP from 26 to 39 weeks.

To make things easier for employers and in response to consultation, the intention is
also to:
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. increase the amount of notice mothers returning from maternity leave must give
employers when their plans change

o enable a woman to attend work for a limited number of days during her SMP or
SAP Pay period without loss of SMP/SAP for the week in which she works (helps
employers and employees keep in touch, allow for training and ease the
employee’s return to work)

. allow maternity pay to start on any day of the week - this will enable pay and
leave to start at the same time (the normal start date for pay now is Sunday)

. allow SMP, SAP and SPP to be paid on a daily basis, if wanted — meaning
payment dates could be aligned with the employees' normal payday.

These changes are expected to come into effect for women whose expected week of
confinement is 1 April 2007 or later — some of whom will have commenced their SMP
period during 2006-07.

For individuals claiming SAP, entitlement under the new provisions will commence
where the date the child is placed is 1 April 2007 or later.

Subject to approval there are two further changes, worth a mention, which may impact
on employers. These are as follows.

1/ Giving fathers a right to additional paternity leave that can be paid if certain criteria
are met - there will be further consultation on the details before this right is
introduced — the implementation date is still not known. This will allow fathers, or
the second adopter in an adopting couple, to take time off work to care for their
child and to receive Additional Statutory Paternity Pay (ASPP), if their partner has
returned to work and has not used all their SMP or SAP entitlement.

2/ Carers of adults will have the right to request flexible working from April 2007.

More information about the Work and Families Bill is available from the DTI website at
www.dti.gov.uk/er/workandfamilies.htm

Once approved we will publish more definite information on the operation and impact of
these legislative changes in future issues of these notes, the Employer Bulletin and on
our website.

3.6 Pension Schemes - Tax Simplification

The new regime for the taxation of pension schemes begins on 6" April 2006. On 11™
November a ministerial statement announced that Scheme Administrators will be able
to choose whether they register a scheme and send reports and returns online or on
paper for at least six months. You can view the statement at
http://www.hmrc.gov.uk/pensionschemes/ministerial-statement.htm.

The HMRC Pension Schemes Online service will be available over a number of
releases throughout 2006-07. From April 2006 Scheme Administrators will be able to
register new pension schemes online for tax relief. Scheme Administrators and
Practitioners will also be able to complete online authorisation and maintenance of
Scheme Administrator and Practitioner details. Later releases will enable Scheme
Administrators and Practitioners to send Accounting for Tax, Event Reports and other
returns of information online.
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Further information about the new regime is available on our website at
http://www.hmrc.gov.uk/pensionschemes/pts.htm. If you have any questions
regarding Pension Simplification, you can also contact our helpline on 0115 974 1600 or
0115 974 1777 (Mon-Fri 9.00 - 17.00).

We have consulted with and continue to support software developers in the
development of software for sending Pension Schemes Service forms and returns over
the Internet. The technical pack is now available at
http://www.hmrc.gov.uk/ebu/ps-online-services.htm and the Third Party Validation
Service (TPVS) will be available over a number of releases from February 2006.

If you have any questions regarding software development for pension schemes, please
contact the Software Developers Support Team by email at
sdsteam@hmrc.gsi.gov.uk or phone 01274 534666 (Mon-Fri 9.00 — 17.00).

3.7 BACS (Direct Credit)

Customers paying by BACS Direct Credit (including Internet and Telephone banking)
can make their normal monthly or quarterly payment of tax and NIC in a single amount.
We will estimate the split of the payment between PAYE and NIC and correct the
allocation later when we process the Employer Annual Return (P14s and P35).

Employers already making separate tax and NIC payments by BACS can continue to do
so if they wish.

As part of an ongoing review to reduce the number of errors on BACS payments that we
receive, we offer software developers information on how to modulus check the
Accounts Office reference (as shown on the yellow payslip booklet that is sent to
employers/agents). The check ensures that the reference the employers use to pay is
valid and prevents delays in updating customer payment records.

For more information, or to request details of the modulus checker contact James Chok
Wing - phone: 020 7438 4418, email: James.Chok.Wing@hmrc.gsi.gov.uk

4. Next issue of these Notes

The next issue of these notes is scheduled to follow the Chancellor's Budget
announcement in early spring 2006.

5. Mailing lists for these Notes

The mailing options for these notes are:

. advance notification by email
. advance notification by post
. paper issue of these notes.

Advance notification by email is the quickest and our preferred option. If you currently
receive your mailing by post and wish to change to this option please send us details of
your email address and company name to hmrcnotes@replyservice.co.uk stating
‘change option’ in the subject field.

New requests to be included on the mailing list and notification of address changes
should include details of your preferred option, your email address, company name and
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address and be sent by email to hmrcnotes@replyservice.co.uk

Or you can write to:

Notes for Payroll Software Developers
PO Box 17289

Edinburgh

EH12 1WY

If you wish to be removed from the mailing list please send your request, including
details of your company name and address, by email to
hmrcnotes@replyservice.co.uk

stating ‘unsubscribe’ in the subject field or write to the address shown above.

6. Contacts for enquiries

Where helpline numbers are shown for a specific topic within the notes please ring the
number quoted for more information.

General payroll enquiries should be directed to your local HM Revenue & Customs
Office or to the Employer Helpline on 0845 7 143 143.

Any other queries about the contents of the notes should be made to the Online
Services Helpdesk:

Email helpdesk@ir-efile.gov.uk
Telephone 0845 60 55 999
Fax 01274 841288

Minicom 01274 841278

Please note, the Online Services Helpdesk cannot deal with change of mailing address
information, these should be directed to hmrcnotes@replyservice.co.uk
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Class 1 contribution rates for Not Contracted-out and Contracted-out Schemes 2006 - 2007 Annex A
Category Letters A (Standard rate), B (Married Woman’s Reduced Rate), C (Employer only rate) & J (Not Contracted-out deferment rate)

Employee's contribution: Employer's contribution:
Category letters Category letters
Earnings Bands A B C J A,B,C&J
Below £84.00 weekly, ) ) ) ) )
Below £364.00 monthly, Nil Nil Nil Nil Nil
Below £4,368.00 yearly
£84.00 to £97.00 weekly, or ]
£364.00 to £420.00 monthly, or 0% 0% Nil 0% 0%
£4,368.00 to £5,035.00 yearly
£97.01 to £645.00 weekly, or 11% 4.85% ' 1% 12.8%
£420.01 to £2,795.00 monthly, or on earnings above the ET || on earnings above the ET Nil on earnings on earnings above the ET
£5,035.01 to £33,540.00 yearly above the ET
Over £645.00 weekly, or 11% 4.85% ) 1% 12.8%
over £2,795.00 monthly, or on earnings above the ET | on earnings above the ET Nil on all on all earnings above the ET
over £33,540.00 yearly up to and including the up to and including the earnings
UEL and UEL and above the ET
1% 1%
on earnings above the on earnings above
UEL the UEL

Weekly LEL = £84, ET = £97, UEL = £645.

Employer's rates for mariners should be reduced by 0.5%




Class 1 contribution rates for Contracted-out Salary Related Schemes (COSR) 2006 - 2007 Annex B

Category Letters D (Standard Contracted-out rate), E (Married Woman's Reduced Contracted—out rate) & L (Contracted—out deferment rate). These rates
should only be used where the employer operates a COSR occupational pension scheme.

Employee's contribution: Employer's Employee’s NIC Employer’s
contribution: Rebate on earnings NIC Rebate on
Category letters .
Category letters above the LEL, up to || earnings above
and including the ET | the LEL, up to
Earnings Bands D E L D,E&L (Applies to category | and including
letters D & L only) the ET
Below £84.00 weekly,
Below £364.00 monthly, Nil Nil Nil Nil Nil Nil
Below £4,368.00 yearly
£84.00 to £97.00 weekly, or 1.6% 3.5%
£364.00 to £420.00 monthly, or 0% 0% 0% 0% on earnings from £84.01 on earnings from
£4,368.00 to £5,035.00 yearly up to and including £97.00 | £84.01 up to and
(or monthly or annual including £97.00
ii;.oo(l)lto £g§5'80 (;(\;eekly,hcl)r 9'4% 4'85% 1%, .9'3% equivalents) (or monthly or
01 to £2,795.00 monthly, or || 4 carnings on earnings on earnings || on earnings above the 1
£5,035.01 to £33,540.00 yearly bove the ET | above the ET || above the ET ET annua
’ > above the above the above the equivalents)
Over £645.00 weekly, or 9.4% 4.85% 1% 9.3%
over £2,795.00 monthly, or on earnings oneamnings |l on all earnings || ©on earnings above the
over £33,540.00 yearly above the ET, above the ET, above the ET ET, up to and including
up to and up to and the UEL, then
including the including the 12.8%
UEL, and UEL, and on all earnings above
1% 1% the UEL
on earnings on earnings
above the UEL above the UEL

Weekly LEL = £84, ET = £97, UEL = £645.

Employer's rates for mariners should be reduced by 0.5%




Class 1 contribution rates for Contracted-out Money Purchase Schemes (COMP) 2006 - 2007 Annex C

Category Letters F (Standard contracted-out rate), G (Married Woman’s Reduced Contracted-out rate) & S (Contracted-out deferment rate). These rates
should only be used where the employer operates a COMP occupational pension scheme.

Employee's contribution: Employer's Employee’s NIC Rebate | Employer’s NIC
contribution: on earnings above the Rebate on
Category letters .
Category letters LEL, up to and earnings above
including the ET the LEL, up to
Earnings Bands F G S F,G&S (Applies to category and including
letter F & S only) the ET
Below £84.00 weekly, ) ) ) ] ] ]
Below £364.00 monthly, Nil Nil Nil Nil Nil Nil
Below £4,368.00 yearly
£84.00 to £97.00 weekly, or - 1.6% 1.0%
£364.00 to £420.00 monthly, or 0% 0% 0% 0% on earnings from £84.01 up || on earnings from
£4,368.00 to £5,035.00 yearly to and including £97.00 £84.01 up to and
(or monthly or annual including £97.00
equivalents) (or monthly or
£97.01 to £645.00 weekly, or 9.4% 4.85% 1% 11.8% annual equivalents)
£420.01 to £2,795.00 monthly, or on earnings on earnings on earnings on earnings above
£5,035.01 to £33,540.00 yearly above the ET | above the ET | above the ET the ET
Over £645.00 weekly, or 9.4% 4.85% 1% 11.8%
over £2,795.00 monthly, or on earnings on earnings on all earnings | on earnings above the
over £33,540.00 yearly above the ET, above the ET, above the ET ET, up to and
up to and up to and including the UEL,
including the including the then
UEL, and UEL, and 12.8%
1% 1% on all earnings above
. . the UEL
on earnings on earnings
above the UEL above the UEL

Weekly LEL = £84, ET =£97 UEL = £645.

Employer's rates for mariners should be reduced by 0.5%




Part 3 Checklist

You must answer each question by ticking the correct box

1 Have you sent a form P14 End of Year Summary
or completed and retained a form P38(S) Student
employees for every person in your paid employment,
either on a casual basis or otherwise, during the
tax year shown on the front of this form?

No D Yes D

If 'No', please send a form P38A Employer
Supplementary Return.

2 Did you make any 'free of tax' payments to an
employee? In other words, did you bear any of the tax
yourself rather than deduct it from the employee?

No D Yes D

3 So far as you know, did anyone else pay expenses, or
in any way provide vouchers or benefits to any of your
employees whilst they were employed by you during
the year?

No [ | Yes| |

Part 4 Contracted-out pension schemes if applicable

If you have a Contracted-out pension scheme, enter your Employer’s E|l3
Contracted-out number (ECON) from your contracting-out certificate

Part 5 Employer’s certificate and declaration

4 Did anyone employed by a person or company
outside the UK work for you in the UK for 30 or
more days in a row?

No D Yes D

If 'Yes', have you sent a form P14 for them?

No | | Yes|[ |

5 Have you paid any of an employee’s pay to
someone other than the employee, for example,
to a school?

No D Yes D

If 'Yes', have you included this pay on their form P14?

No [ | Yes| |

6 Do the rules relating to services provided through an
intermediary (sometimes known as IR35) apply to any
work carried out by any worker listed on this return?

No D Yes D

If 'Yes', can you confirm that either sufficient amounts
of employment income have been paid to reduce the
deemed payment to nil or that a deemed payment
has been included on their form P14?

No [ | Yes| |

For more detailed information, see CWG2 Employer Further Guide
to PAYE and NICs, or ring the IR35 Helpline on 0845 303 3535.

@ HM Revenue
& Customs

* *

Please return to

Xemmmmmmmm o - X X------- X X-X
Ofice nane line 1--------- X
Ofice nane line 2--------- X
O fice address line 1 ----- X
O fice address line 2 ----- X
O fice address line 3 ----- X
Ofice address line 4 ----- X

Employer PAYE reference X-=f ====== X

HMRC office telephone number Xemmmmmmmmmm - -

ANNEX D

X-= smm--- X
P35 — Employer Annual Return
f01’ Xemmmmmmm s e X
X- X e e |
X=X LX ------------------- XJ
X----- X X- X
TP nane line 1 ------------ X
TP nane line 2 ------------ X
Address line 1 ------------ X
Address line 2 ------------ X
Address line 3 ------------ X
Address line 4 ------------ X
Your reference X------------ X
--X  Accounts Office reference X---=-==-========--- X

Tick one box to complete each statement below. This certificate and declaration covers any documents authorised
by us as substitutes for the forms mentioned below. We may penalise or prosecute you if you make false statements.

| declare and certify that

e forms P14 End of Year Summary for each employee or director for whom | was required to complete a form P11
Deductions Working Sheet (or equivalent record) during the year,

are all enclosed []

or

have been sent separately
in one or more partsT [ ]

T If forms P14 have been sent in more than one part, please state the
number of parts sent, not the total number of forms P14, and note
that only one P35 is required reflecting all P14 parts. For more detailed
information, see the MP2 Do it online - Online filing and electronic payment handbook.

e completed form P38A Employer Supplementary Return
isenclosed | |  isnotdue [ ]

e completed forms P11D and P11D(b) Returns of expenses payments, benefits and Class 1A contributions

areenclosed | |  will be sent later | |

are not due | |

All the details on this form and any forms enclosed or sent separately are fully and truly stated to

the best of my knowledge and belief.
Employer’s signature

Please print your name

Capacity in which signed

Date

/ /

Please give a daytime telephone number.
It will help speed things up if we need to talk
to you about your return.

By law this return must reach us by 19 May.

Page 4

PAYE Income Tax, National Insurance contributions (NICs) and related payments

You are required by law to

e complete and sign this return or send it online (If you
send your Return online you must not send this form.)

e send the 'National Insurance copy' and 'Tax copy’ of
form P14 End of Year Summary (or online equivalent),
for each employee for whom you were required to
complete a form P11 Deductions Working Sheet (or
equivalent record) during the year

e send, where applicable, P35(CS) Continuation Sheets
and form P38A Employer Supplementary Return.
(Forms P38(S) Student employees should not be sent
with this return, but must be retained for at least
three years.)

¢ send it in time to reach the above HM Revenue &
Customs office by 19 May following the end of the
tax year.

You may be charged a penalty if your return is received late.

Help

For step-by-step guidance on completing this return

¢ see the Employer Helpbook E10 Finishing the tax
year included on the Employer CD-ROM

* visit our website
www.hmrc.gov.uk/employers

¢ ring our Employer Helpline on 0845 7 143 143

e contact your HM Revenue & Customs office at the
address shown above.

You can get paper copies of all the forms and booklets

mentioned on this return from our Employer Orderline.

e Order online at
www.hmrc.gov.uk/employers/emp-form.htm

* Ring 0845 7 646 646
e Fax 0870 2 406 406.

Other key dates following the end of the tax year

You also have legal obligations on other dates

By 19 April — if you are not subject to the mandatory
electronic payment rules and you post
your payment, please pay all outstanding
tax and NICs so your payment reaches
us no later than 19 April to avoid being
charged interest.

By 22 April if you pay by an approved electronic
payment method, please pay all
outstanding tax and NICs so your
payment reaches us no later than

22 April to avoid being charged interest
(and surcharge in the case of employers
who are subject to the mandatory

electronic payment rules).

By 31 May - give a P60 End of Year Certificate
to each relevant employee.

By 6 July submit online or on paper, forms

e PI9D Expenses payments and income
from which tax cannot be deducted,

* P11D Expenses and Benefits, and

e P11D(b) Return of Class 1A National
Insurance contributions due, Return of
expenses and benefits — Employer
declaration

— give a copy of forms P11D or P9D (or
equivalent information) to each relevant
employee.

By 19 July if you post your payment (or pay cash),

please pay any Class 1A NICs.

By 22 July if you pay by an approved electronic
payment method, please pay any
Class 1A NICs so your payment reaches

us no later than 22 July.

Do not include payment with this form. If a payment is due, please use one of our recommended methods to pay
direct to our Accounts Office. There is 'How to pay' guidance in your P30BC Payslip Booklet notes or in the letter we issue

in place of your booklet and on our website at www.hmrc.gov.uk/howtopay/paye.htm

P35(2006)

Now fill in Pages 2 and 3 Pp»
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Part 1 Summary of employees and directors

¢ If you are sending your form P35 and all of your forms P14 on paper you must

a) list each employee or director for whom you have completed a form P11 Deductions Working Sheet

(or equivalent record). If you have more than ten entries, please prepare P35(CS) Continuation Sheets

b) ensure that all forms P14 are enclosed with this return

e If some or all of your forms P14 are not enclosed with this return because they are being sent by Internet, Electronic Data Interchange (EDI)
or magnetic media, there is no need to complete the 'Part 1 Summary of employees and directors' section of this return. Instead you must

begin by completing boxes 3 and 6 of the 'Part 2 Summary of payments for the year' section below.

Employee’s name
Put an asterisk (*) by the name if the person is a director

Z 9bey

Total NICs shown above
after deducting amounts marked 'R’

Totals from P35(CS)
Continuation Sheets

Part 2 Summary of payments '
for the year Total NICs 1+ 2 £

National Insurance contributions (NICs)
Enter the total NICs from column 1d on form P11.
Write 'R' beside any minus amounts.

£

£

£

£

£

NICs
nf

2

v

see Note 2

Statutory payments recovered
see Note 4

1214

Statutory Sick Pay
(SSP) recovered

Statutory Maternity Pay

(SMP) recovered BE

NIC compensation on SMP m £

Statutory Paternity Pay

(SPP) recovered 8]

NIC compensation on SPP ﬁ £

Statutory Adoption Pay

(SAP) recovered 78

NIC compensation on SAP ﬁ £

Total of boxes 12 to 18 m £

Funding received from 20
HM Revenue & Customs
to pay SSP/SMP/SPP/SAP

£

¢ abeq

Deductions made from subcontractors

Total Tax shown above
after deducting amounts
marked 'R’

Totals from P35(CS)
Continuation Sheets

Total Tax 4 + 5

see Note 2

Advance received from

HM Revenue & Customs

to refund tax

Total Tax 6+ 7 n£

Combined amounts

Total NICs and Tax 3 + 8 n £
Total Student
Loan deductions

10
see Note 3

9+10 mf

19 minus 20 PAR £

22

11 minus 21

see Note 5

see Note 6 238

Amount payable for the year 22 + 23 P& £

Tax-free Incentive payment received

NOW PAYABLE 24 minus 25 and 26 £

Fill in boxes 28 and 29 only if you are a limited company

that has had CIS deductions made from payments
received for work in the construction industry.

NICs and Tax paid already P& £

. 26 4
during the year see Note 7

CIS deductions suffered pXJ £
Total of col E on form CIS132

Revised amount
now payable

27 minus 28 £

o
:E

o
0

>

Income Tax deducted or refunded
in this employment. Write 'R' beside
an amount to show a net refund.

£

£

£

£

Income Tax '

ANNEX D cont

Guidance notes —

Some useful hints are given below.

For step-by-step guidance refer
to the ‘Help’ section on Page 1.

If any of the boxes do not apply
to you, please leave them blank.

If you make a mistake and

record the wrong entry,

e draw a line through the entry
so that it can still be read, and

e record the correct figure
alongside.

1256‘30 |

850\ \

2-9-1-6‘ 30 |2106.3

Note 1

Boxes n to a Enter 'R’
beside any
minus amounts.

Note 2

Boxes and E If you are not

required to
complete the 'Part T Summary of
employees and directors' section
you should begin by entering the
respective NICs and Income Tax
totals for all employees for whom
you have completed a form P11
(or equivalent record).

Note 3

Box m

Whole pounds only.
Do not enter pence
in shaded area.

Note 4

Boxes to E Do not enter
the totals
paid.

Only enter the amounts you are
entitled to recover. You will find this
in your P30BC Payslip Booklet or
your own equivalent payment
record.

Note 5

Box

If box is a minus

figure then add

box to boxm
Note 6

See your Contractor’s Annual Return,
form CIS36, box F.

Note 7

26 If a Tax-free Incentive

payment was credited
to your PAYE payment record for this
year, for having sent any previous
year's returns electronically, enter the
amount. If the Incentive was repaid
directly to you by cheque, leave this
box blank.

Box

Do not include a payment with this form. If a payment is due, please make it
immediately. See page 1 for notes on how to pay.

Please now fill in page 4
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Annex E

@ HM Revenue ]
& Customs P46: Employee without a Form P45

Section one To be completed by the employee

Please complete section one and then hand back the form to your present employer.
If you later receive a form P45 from your previous employer, please hand it to your
present employer.

P46(2006)

Your details Please use capitals

National Insurance number
This is very important in getting your tax and benefits right.

&
Q
v

Name
Title - enter MR, MRS, MISS, MS or other title

Surname or family name

First or given name(s)

Are you male or female?

Male Female

Your present circumstances

Please read all the following statements carefully and
tick the one that applies to you.

A - This is my first job since last 6 April and
I have not been receiving taxable Jobseeker's
Allowance or taxable Incapacity Benefit
or a state or occupational pension.

OR

B - This is now my only job, but since last 6 April
I have had another job, or have received
taxable Jobseeker's Allowance or Incapacity
Benefit. | do not receive a state or
occupational pension.

OR

C - | have another job or receive a state or
occupational pension.

Page 1

Date of birth

Address

Postcode

House or flat number

Rest of address including house name or flat name

Student Loans

If you left a course of Higher Education before last
6 April and received your first Student Loan
instalment on or after 1 September 1998 and

you have not fully repaid your student loan,

tick box D. (If you are required to repay your
Student Loan through your bank or building
society account do not tick box D.)

Signature and date
| can confirm that this information is correct

Signature

Date

HMRC 11/05
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Section two To be completed by the employer

Guidance on how to complete this form, including what to do if your employee has
not entered their National Insurance number on page 1, is in your Employer Helpbook
E13 Day to day payroll and at www.hmrc.gov.uk/employers/working_out.htm#part4

Employee's details Please use capitals

Date employment started Works/payroll number and Department or branch (if any)

Job title

Employer's details Please use capitals

Employer's PAYE reference Address

Postcode

Employer's name Building number

Rest of address

Tax code used
If you do not know the tax code to use or the current tax threshold, please go to
www.hmrc.gov.uk/employers/rates_and_limits.htm

Box A ticked
Emergency code on a cumulative basis

Box B ticked
Emergency code on a non-cumulative

Week 1/Month 1 basis

Box C ticked
Code BR

Tax code used

Please send this form to your HM Revenue & Customs office on the first pay day. However, if the employee
has ticked box A or box B and their earnings are below the tax threshold, do not send the form until their

earnings exceed the tax threshold.

Page 2
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