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Unit 1: Lesson 1

INTRODUCTION

Throughout this course you will see references to HMRC (Her Majesty’s
Revenue and Customs), and information which is available from them.

For any other information you wish to seek on tax and national insurance
as they apply to payroll, and to other related subjects such as statutory

sick pay and statutory maternity pay you should refer

website: hitps://www.gqov.uk where you will
range of information on how to run a payroll to m
requirements, and on topics such as tax and natidg
kind, information for employers etc. It also contains
employer handbooks on payroll related matters.

IMPORTANT
For full access to all payroll forms ap
(National Insurance) Tables, pl

a substantial
1t legislation

www.hmrc.gov.uk

We will, of course, cover a
However, the various rates
expenses and beng
therefore importar¥

ourse material has become historic pending updating.
sing don’t necessarily have to relate to the current
u must use the correct tax and national insurance tables

studying™For example, if you are studying the Fifteenth Edition i.e.
2023/2024 then you must use the tables applicable for that year even if
you are still studying in May 2024 (by which point it will be the financial
year 2024/2025). If you commenced your studies in May 2022 for example
and the material is in the process of being updated and therefore already
historic you will find all the necessary tables on our website.
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Unit 1: Lesson 1

HMRC

Her Majesty’s Revenue & Customs (HMRC) is the main government
department which administers the UK’s taxation system.

It was formed in 2005 by the merging of two previous government
departments: the Inland Revenue, and Customs & Excise, and it is the
main source of information on the relevant facts and figuggs that a payroll
department will need in order to run its payroll in a fashigf that will satisfy
all legal requirements relating to income tax, nation surance and other
related matters.
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Unit 1: Lesson 1

THE FUNCTION OF PAYROLL

The main function of the payroll department within a business is to pay
staff, or in other words to remunerate them for the work they have done on
the business’s behalf.

As well as remunerating staff, a payroll department also has to deal with all
other statutory functions around the process of remune g staff such as
dealing with the deduction of tax under the Pay As YouiEarn (PAYE)
system, the payment of National Insurance, the malgiig’ of returns and
contributions to HMRC, calculation of sick pay ang itydsgnefits, and
paying pensions due to former staff etc. We will reti statutory
payroll requirements shortly.
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Unit 1: Lesson 1

WHAT IS PAYROLL

Payroll is principally a means of paying the employees of a business for
their contracted work.

This involves the calculation of what each employee is due to be paid, the
deduction of all amounts required by law such as income tax and national
insurance, the payment of amounts due to each employe
have been made, and the payment of amounts due t
government authority for the deductions made.

Payroll is an essential business function because e xpect to be
paid correctly and on time; HMRC expects to receive
and national insurance correctly and on time; 0s to
know the total costs paid to its employe
correctly measure how profitable or gih
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Unit 1: Lesson 1

THE CONTRACT OF EMPLOYMENT

The terms and conditions of service under which an employee works for a
business are contained within the Contract of Employment.

Employment is a legal contract which exists from the moment that one
person agrees to work for another.

As of 2020 there have been some changes as to wha
included within a contract of employment and whe
provided. It is now a legal requirement that an e
employee with a written Statement within day 1 of
work when their employment is going to last for more
not an employment contract. The statemgat details the iple7of the
contract.

As a minimum it must include:

The name of the emplo

The employee’s job 1
S employment

i.e., duration and conditions.

, the salary or wages, and

Details of any probaH
The amoun of the re

* o o o @
—
=
()]
Q.
b
—-
(1)
o
—ry
@
o
3
3
(

d whether they maybe variable and if
w that variation is determined.
e place where the employee will normally

) Rules for disciplinary and grievance procedures
. Entitlement to paid holidays.
. If the employment is not deemed to be of a permanent nature, the

period of time for which it is expected to continue or the end date of
a fixed term contract.
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Unit 1: Lesson 1

Entitlement to training provided by the employer or training that is
required to be undertaken. Also, any training requirements whereby
the employer will not bear the cost.

Details of any Collective Agreements with trade unions that directly
affect the terms and conditions of their employment. A Collective
Agreement is a contract between an employer and trade union
establishing conditions in the work place. This would include topics
such as salary, holiday entitlement etfc.

hat by signing it the employee
nent. If the Contract is not provided
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Unit 1: Lesson 1

ENTITLEMENT TO PAY

Most of the laws in relation to remuneration of employees and their
entitlement to be paid are governed by Contract Law, and the rights of the
employee are broadly determined by what he/she has agreed with the
employer.

In normal terms the Contract of Employment will fully ¢
circumstances in which the employee is to be remune
employer for their work. In legal terms however, sugiizercontra tdoes not
strictly need to be in writing, and an employee ca

employee with a written Contract of Em p
tenuous relationships which do not haye

yan entitlement
husband or wife

4 tak[ng somethmg home to finish
in his/her spare time. The k ere depends very much on the

expectatlons of the employ

of Employ
disputes.
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Unit 1: Lesson 1

PROGRESS TEST 1

. What information would be in a Contract of
Employment?

. When does a written Contract of E
become legally binding?

. What is the main government body tha
the work of the payroll dep&gk

. What are the main
department?
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Unit 1: Lesson 1

THE PAYROLL DEPARTMENT

In a very small business employing a relatively small number of staff, say
less than 50, there will probably not be a payroll department as such, but
rather the payroll will probably be administered by someone in the
accounts department as part of their duties.

Where there are a larger number of employees there w
separate payroll department employing a small numb
payroll staff to deal with this block of work. The numé;
depending on the size of the workforce, the compig
structure, and how the wages are paid. More staff v
calculation of pay rates is particularly complicated, or
paid in cash.

The main role of the Payroll Depart
processing of the weekly and mopt
paid on time and correctly. Tl
of activity:

1. Gathering the releva

to hours worked sic
2ts or duty sheets or workload
sheets signe sartment heads for all staff in their

department.

ach employee, together with all
, in rela’uon to tax, national insurance,

g payroll information to the relevant business departments
e accounts department.

Accounting for tax and national insurance deducted to HMRC.
7. Updating internal payroll records following each payroll run.
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Unit 1: Lesson 1

A lot of the basic information the payroll department needs will come from
other departments within the business, e.g. personnel, but in general terms
in order to operate the payroll the Payroll Department will need personal
details for each employee:

. the employee’s tax code,
* the annual salary or rate of pay,
. the hours worked,
. details of any sickness or unauthorised absenc
. any additional payments fo be made (e.g., a
deductions to be made (contributory pensi either of
which would require to be included in the pay
In medium to large organisations, it will b ave a
team of staff who report to them, and thes ssponsible
for providing the relevant informatiq er of their
team to the Payroll Department ' in tige to allow the
Payroll Department to proces his information
will ofien be recorded on a gfan g., ti eet or clock card,

employee’s name. The manager
will authorise the informatio e before passing details to the
Payroll Department. There
setting out when g
enable them fo prog

the correct date.

"the Payroll Department to
ay employees their correct pay on
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Unit 1: Lesson 1

WAGES AND SALARIES

The terms ‘wages’ and ‘salaries’ both have their origins in distant history.
‘Wages’ were traditionally payments made to soldiers of fortune for fighting
in wars, hence the expression ‘waging war’, whilst ‘salaries’ derives from
the original salt allowance made available fo soldiers in Roman times. In
modern usage ‘wages’ has tended to be associated with manual work and
has tended to refer to payments made to workers on a kly basis, whilst
‘salary’ has tended to refer to office style work and ha ed to be paid
on a monthly basis. Generally wages have tended alculated on an
hourly rate basis, whilst salaries have tended fo b
into monthly payments.

In legal terms there is no distinction b and
‘salary’; they both signify remuneration
employees, and as such are liabl ,
imposed on such payments. T e fients that such

payments are taxed. Any arra jed intQ by an employee
is paid without tax being dedu
under current tax legislatia
being raised against the eny
seeking to defraud Her Maje

e probability of criminal charges
he common law offence of
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Unit 1: Lesson 1

OTHER DEPARTMENTS

The Payroll Department in most businesses will tend to have close links
and routine working relations with both the Personnel Department (often
now referred to as the Human Resources Department), and the Accounts
or Finance Department.

The Personnel Department deals generally with all Iegal equirements
relatmg to employees and will be involved i in such rolegigs ad\nsmg

interviewed candidaies are offered jobs; and notify
Department about new staff, people leaving, matern

details agreed, whether someone has ag joi i eme,
etc. The Personnel Department would al gerson
any changes in employment legisiati iti of their
employment.

The Accounts Department will on from the Payroll
department concerning to wages and salaries. They will
need information on actual taff, which will usually be done by
direct transfer into the emplo ount, but may sometimes be

done by cheque MRC relating to tax and

national insuranc
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Unit 1: Lesson 1

PROGRESS TEST 2

1. What type of information on employees would you expect a
Personnel Department to deal with?

2. What is another name commonly used
Department?

n employee’s
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Unit 1: Lesson 1

KEEPING RECORDS

Any business which employs people must legally keep records of all
payments and deductions made to employees, also keep records of
reports and payments you make to HMRC, employees leave and sickness
absences, tax code notices, taxable expenses and benefits, payroll giving
scheme documents including the agency contract and employee
authorisation forms. This is required regardless of how Il the payment
is and how informal the employment arrangement is ch records can
be inspected as required at any subsequent date b

Your records must show you've reported accurate
your records for 3 years from the end of the tax year
to. HMRC may check your records to m sure you're
amount of tax.

If you do not keep full records, H ostify afgou have to pay
and charge you a penalty of u

d you must tell HMRC as soon
cannot replace them.

HMRC may be able to help
ployees.

If your records are lost, ste
as possible if you do not hay
You must also do your best
if you're not sur much ye

You must tell HIVIR Yro report of the tax year includes
figures thafg
Estimated

Provisiona Mater with actual figures.
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Unit 1; Lesson 1

THE NATURE OF EMPLOYMENT

One of the first decisions an employer must make is whether someone
doing work for them is actually an employee for tax purposes. In most
situations it will be fairly obvious whether or not someone is an employee,
however there can be situations where a person does work for a business
but claims to be self-employed, i.e., he or she is responsible for making
their own arrangements for paying tax and national insurance.

at someone as
yed a d account

If the Payroll Department is in any doubt whether
employed or not it should treat the person as
for tax and national insurance under the PAYE

They still pay tax and national insurance cted at
source i.e., under the PAYE sche : :
responsible for sending paymen
deadlines.

There are certain advanta
employed. An employee hag
their Contract of Employme

g an employee and being seli-
rights in relation to the terms of

elation to self-employment (we will discuss self-
her into the course).
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Unit 1: Lesson 1

TYPES OF EMPLOYEE

The main distinctions in terms of the different types of employee one may
find are those deemed to be: full-time, part-time or casual.

Full-time workers are generally those who work the normal set working
hours for the job; in most cases this will vary between, normally, 35-40
hours per week.

Part-time workers are generally those who work lesgfib an the pormal set
working hours for the job; someone may be emplé

mornings, or only afternoons, or only a set numbe

In the case of both full-time and part-time
required to work will be stated in their Co

Casual workers are, as the term |
basis, e.g., in the hotel trade s}
months when business is at its

er the summer
be employed on a
school, college or university.

hours that must be worked
art- time or casual.

the 201 and into the 21! century
nimum age of an emp!oyee and the

ean Community directives on employment
rowing statutory limitation on the number of
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Unit 1: Lesson 1

PAY SCALES

As well as an employee’s starting salary it will often be the case that on
employment he will be placed on a pay scale, which will allow his/her
annual rate of pay to increase each year in terms of steps on an
incremental scale. Normally the employee will be, on appointment, placed
at the bottom point of any pay scale, but in some cases he/she may be
placed at an intermediate point on the scale in recogniti f some
relevant qualification held, previous experience, or be it is necessary
for the employer to offer a salary above the minim
encourage the employee to accept the offer of the

his/her performance during the year is cor

incremental increases on the pay s to any
annual ‘cost of living' increase th ) employees.
After a period of time the emp : Mis/her pay scale,
at which point they will remain other post within the

Point 1

31,100
Point3  £31,800
Point 4 £32,600
Point5  £33,300

On appointment she will be paid an annual salary of £30,000. At the end of
Year 1 her salary will rise to £30,500 and so on until at the end of Year 5
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Unit 1: Lesson 1

she will be earning £33,300 per year. This will be independent of any ‘cost
of living’ increases applied to these points e.g. at the end of Year 1 there
may be a 2.5% increase. In this case the salary will rise to £31,262.50
rather than £30,500.

The points on the pay scale will therefore be increased by any ‘cost of
living’ increases and Jane Smith will move onto each point at the end of
every year at whatever amount that point is then set at.

of living’ increase i.e., there will be no more increm
her.

necessary for the job.

PLEASE NOTE: These figy
indicative of actual salarie
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Unit 1: Lesson 1

PROGRESS TEST 3

1. Can a self-employed person be classed as an employee?

2. What are part-time workers?

3. Why would a business use a pay scale4
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Unit 1: Lesson 1

ANSWERS TO PROGRESS TEST 1

The name of the employer and employee
The employee’s job title and brief descri

*® & o @
_i
=
()]
o
o
i
]
0
—h
0
o
3
3
@
=
0
D
3
0]
5
4
]
-
i
5
D
D

and when these will be paid (weekly, 4 monthjpetc)
The normal hours of work
e The place of work, i.e. the plags, will

normally carry out his >
¢ Details of any pensi

employee
njury, i.e. how

how long
The period of no

ective Agreements

ill be legally binding from the date when it is
mployer and the employee.

. Her Majesty’s Revenue & Customs

4. To pay staff correctly and on time in line with external HMIRC
requirements.
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Unit 1: Lesson 1

ANSWERS TO PROGRESS TEST 2

1. The Personnel Department would deal with the initial

e.g. obtaining references for candidates
information provided; compile and issu
Employment; notify Payroll Depariment 2 starts, staff
leaving, staff wishing to join a contributory
etc; maintain and update empl : ' Ice on
any changes to legislation affe
relationship; provide advicgi

2. The Human Resourca

3. It would need the ails relevant to each employee,
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Unit I: Lesson 1

ANSWERS TO PROGRESS TEST 3

1. In general terms the answer to this would be n

. If someone is
gnised as such
as the correct

self-employed then they would need to be re
by HMRC who would ultimately decide if

. Those who are contracted to work
working hours for the job. .

point on the pay
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