Calculating P11D Benefits
Welcome to this third and final in the series of 2010/11 AAT P11D podcasts. This to complete the series after the podcast that covered preparation and submission of the 2010 P11Ds. In this podcast I want to discuss the requirements for calculating the values or cash equivalents of the expenses payments and benefits in kind to be reported on form P11D. I suggest that you have a copy of the 2010/11 form P11D to refer to if you’re able to do this.
Let me start by dealing with some changes that will affect P11D reporting from 2010/11 although I am please to say that there has been no more tinkering with the format itself and the only change therefore is for the year to 2010/11. That, however, is an important point because the HMRC P11D quality standard would result in the rejection of any paper returns for an earlier year that are used. There is no need to do that because we can print off the correct P11D return forms and it is perfectly acceptable to use black and white copies instead of the coloured copies. 
Another change is the percentage tables shown in appendix 2 of the HMRC booklet 480 for 2011 which is the appendix for the calculation of the car benefit charge. The normal starting point is now 120g/km for CO2 emissions and cars with emissions of up to 75g/km attract only a 5% charge. Cars with CO2 emissions of between 76 and 120g/km attract a lower 10% charge. But please remember you cannot round down a car that has CO2 emissions that are just above 120g, say 121-124g; it is not possible to reduce this to 120g unlike higher amounts where you would round down to the nearest five. This goes back to the introduction of the qualifying low emission cars, the QUALEC. 
Next point to note is that the average rate of interest for beneficial loans was 4% throughout the 2010/11 tax year and indeed this rate has been set at 4% for the current tax year unless there is any significant change in interest rates, more of that when I look at interest-free loans. 

Section 2 – Providing copies of the forms. 

Any employee who is employed on 5th April at the end of the tax year is entitled to receive a copy of their form P11D or form P9D. A copy should be supplied by 6th July 2011 for the 2010/11 P11Ds and P9Ds. Employers have the right to choose the format in which the information is provided to employees. This could be a photocopy of the P11D or P9D or it could be an email or a memo. However, please remember that the boxes on the paper forms directly correspond with the boxes on the employee self-assessment tax returns. It would therefore help employees if the box numbers are used in the information provided to them. The software that I use provides employee advice notes that are ideal to give employees in these circumstances. It is acceptable to deliver photocopies of the original P11Ds by hand, by post and it is permissible to send an electronic version providing that confidentiality is guaranteed and also that the recipient has the means of downloading the document and printing it off. Employees should be told to keep their copies safe, as the information on the P11D or P9D might become an essential part of the information they require when completing a self-assessment tax return. 
If an employee loses their P11D or P9D and requests a copy employers should provide a copy, preferably within thirty days of the date of the request. Where an employee has left the job after the 5th April 2011 and before the 6th July filing date, it may be necessary to post a copy of form P11D or P9D to the employee’s last known mailing address. Employees who leave their job during the tax year may require their P11D or P9D information for self assessment tax return purposes and they may ask their employer for this information. Employers are obliged to supply a copy by the later of the 6th July following the end of the tax year in which the employee left, or within thirty days of their request being received. Where an ex-employee does not request a copy, an employer should still keep a copy available for them up to the end of the third tax year following the end of the year of submission of the P11D. This is the normal PAYE record keeping deadline of three years plus the current year. Some employers may give a form P11D or P9D to employees when they leave to show the expenses and benefits that they have received to the date of leaving. This does not mean that the ex-employee cannot still write to the employer and ask for a copy of the P11D that was submitted to HMRC. 
Section 3 - Calculating the benefits to be reported, Sections A to E of the P11D.
As we start this part of the P11D exercise we must bear in mind the differences between the brown boxes on the P11D which signify a Class 1A National Insurance Contributions liability and the blue boxes. As always, I recommend that you have a copy of the HMRC CWG5 Booklet handy where you can then refer to its appendix 1 on Common Benefits. This will help you to decide where on the P11D any particular item should be reported if it is not immediately obvious. 
HMRC also provides six P11D working sheets to help you calculate the amount to be reported and as I go through the sections of the P11D where these are available, I will tell you about them. The first section to be considered on the P11Ds is Section A, ‘Assets Transferred’ and in brackets it shows cars, property, goods or other assets. This is a brown box section where we have to report the market value of any company asset transferred to a director or employee. The general rule applies if the asset sold or transferred was a car or any other asset that had never been used to provide a benefit. Employers sometimes get this wrong, either failing to report anything or by using the book value of, say, a company car which is probably lower than the market value and therefore incorrect. If the company asset was previously made available as a benefit in kind, perhaps a home entertainment package but we could be talking about more expensive items like company boats and planes, a cash equivalent will instead be the higher of the market value of the asset on the date of transfer or the market value of the asset when first provided as a benefit to the employee and then less any sums already taxed on use of the asset. 
Let me give you a simple example. An asset that originally cost £1,000, perhaps a painting, would have been taxed for the first year of use at 20%, in other words £200 benefit, leaving a net value of £800. If the employee then bought that asset and it was only worth say £500, the employee would still be taxed at the net value of £800 because anti-avoidance measures in the legislation. 

The next section on the P11D is Section B for payments made on behalf of the employee. This is a blue box section where we must report any payments made by the employer on behalf of the employee and also the amount of any tax deductible on notional payments not immediate borne by the director or employee and not made good within ninety days of the receipt of each notional payment. This might happen where a director or employee does not have sufficient cash pay to allow the employer to recover the tax due on the exercise of some unapproved share options. The legislation requires that Pay As You Earn should have been applied to any employment income provided in the form of a cash voucher or readily convertible asset or vouchers and credit card tokens used to acquire such assets, or if they are readily convertible themselves. The legislation then provides that the employers have to make good any tax deducted within the ninety day period. 
The next section on the P11D is Section C headed ‘Vouchers and credit cards’. This is a blue box section where we have to report any expense incurred in the provision of vouchers which are capable of being exchanged for money, goods or services and also any additional expenses incurred in providing the particular benefit. We should report details of all expenses and any other payments made using credit cards or tokens, excluding any amounts reported elsewhere as entertaining, travel subsidence etc and excluding anything relating to car benefits which are reported at Section F of the P11D. We should also exclude the value of any vouchers to which Pay As You Earn was applied, for example, maybe luncheon vouchers where the excess over the 15p per day exempt amount is put through the payroll. It should be remembered that vouchers are liable to Class 1 National Insurance Contributions which is why it is in the blue box section. The Class 1 NICs should have been paid by the 19th or 22nd April 2011 payment deadlines. There is no need to report the first £55 per week or £243 per month of any qualifying child care vouchers that were provided by the employer. If more than the exempt amount was given to employees, say £60 per week instead of £55, the excess of £260 for the year would be reported here at Section C. The excess should have gone through the payroll to recover Class 1 NICs. 
The next section on the P11D is Section D headed ‘Living accommodation’. This is a brown box section attracting Class 1A NICs and we have P11D working sheet 1 available to assist with the calculation of the cash equivalent of the benefit. We start with a basic charge which is based on the greater of the annual value of the property, often known as the gross rateable value or the amount of rent paid by the employer and from that we must deduct any rent paid by the employee. The net benefit is reported. The benefit is adjusted on a pro-rata basis if the accommodation was only available for part of the year. We then have the additional charge which only applies to property costing more than £75,000. That £75,000 figure must take in to account the cost of any improvements but these are only counted from the tax year following the year in which the expenditure was incurred. This means that any expenditure incurred in 2010/11 will not count but any expenditure incurred up until 5th April 2010 will have to be added to the original cost or market value. 
When the cost of the accommodation, including any improvements, exceeds that £75,000 limit, the excess over £75,000 has to be converted in to an annual rent by multiplying the excess by the official rate of interest that applied at the start of the tax year and at 6th April 2010, that was 4%. Whenever dealing with living accommodation we have to consider whether the occupation by an employee is job related and potentially exempt. This could be a house or flat occupied by a school caretaker or by the porter or security man in a block of flats. If the exemption applies, the benefit does not have to be reported. There are three legs to the exemption and the first is where it is necessary for the proper performance of the employee’s duties that he or she should reside in the accommodation, typically this would include the school caretaker. Secondly we have an exemption where the property is provided for the better performance of the duties and it is customary for employers to provide accommodation in that particular industry. Thirdly we have an exemption that applies where there is a special threat to the employer’s security and special security arrangements are in force and therefore the employee resides in the accommodation as part of those security arrangements. 
The third exemption for security is the only one that can apply to a director. Any director in job related accommodation will not be able to have use of the exemption if it falls within the first or second sections. Now, when dealing with accommodation benefit, we mustn’t overlook the additional benefits that might arise which are linked to the exempt accommodation. To begin with, this could be the use of furniture and fittings, cost of light and heat or repairs and decoration which are met by the employer. Where the occupation of the property is exempt, the payment of the council tax and any water rates by the employer is not a taxable benefit. 
The next section on the P11D is Section E, which is headed ‘Mileage allowance payments and passenger payments’. This is a blue box section and we have P11D working sheet number 6 which is available to help with the calculations. Here we have to report any excess over and above the authorised or approved mileage allowance payments where the rates up until 5th April 2011 were 40p per mile for the first 10,000 business miles and 25p per mile for any additional business mileage. Please remember that the increase to 45p is only effective from 6th April 2011 and has no effect on the P11Ds we are considering. For mileage allowance payments the approved amount is the number of business miles travelled, multiplied by the appropriate rate or rates for the kind of vehicle used. The question we need to ask is whether or not the employer has a system in place to check if any director or employee actually exceeded the tax relief available which could happen either because they drove more than 10,000 business miles and were reimbursed at the 40p rate for all mileage or it could be because of increases in fuel prices that the employer decided to pay more than the 40p and 25p rates. If there were any excess payments they have to be reported here at Section E of the P11D. 
For Class 1 National Insurance purposes the rules are somewhat different and we have a description of relevant motoring expenses and basically what this means is that there is no liability to Class 1 NICs even if all the mileage was reimbursed at the higher 40p per mile rate. If it was reimbursed at a higher rate, say 50p per mile, the excess of 10p would be liable to Class 1 NICs as well. Also within this section, we potentially have payments made for passengers travelling in a car or a van. There is an approved passenger payment amount which is 5p per mile per passenger when they are necessarily travelling on company business and this can be in a company car or van or in the employee’s car or van. 
The next section is calculating benefits for Sections F to N of the P11D. Section F is a brown box section and it relates to cars and car fuel benefit. Here we have working sheet number 2 that is available to calculate the benefit if required. Employers are required to provide details of cars made available for private use and we have to show the total car benefit charge. Basic rules are that a car benefit charge is incurred whenever a car is made available without any transfer of the property in it to an employee or indeed to a member of their family or household by reason of the employment and it is available for private use. To calculate the car benefit charge, we have to find the price of the car and the price of any accessories, make any required deductions for capital contributions or private use contributions and I’m going to look at this now as we move along.
First of all the price of a car, this means the list price if it has one and generally they do, or it’s notional price if it has no list price. The list price is the inclusive price published by the manufacturer, distributor or importer of the car when sold in a single retail sale in the open market in the UK, taken to be on the day before the date the car was first registered. We have to include standard accessories and any relevant taxes, VAT car tax, any customs or excise duty and any tax chargeable as if it was a customs duty and also delivery charges but we don’t count the £25 new car registration fee because it’s only an administration fee, it’s not a tax. For cars that are not available at some time during the year, we cannot make an adjustment unless the period of unavailability totals at least thirty consecutive days, that’s a point that needs to be watched. We need to report the list price of the car and optional accessories fitted to the car when first made available. Any accessories added after the car was first made available are to be included unless they cost less than £100, so for example, if some mud flaps costing £95 were added to a Ford Mondeo, the £95 would be ignored. 
Capital contributions up to £5,000 made by the employee towards the costs of the car or accessories will be deducted from the list price. It is rare nowadays to see capital contributions but it might occur where an employer wants something like a tow bar fitted to their car so that they can tow a caravan and the employee may therefore insist that they pay for the cost of the tow bar, we’d add the cost of the tow bar to the list price and we deduct the capital contribution made by the employee. Any amounts paid in the year by the employee for the private use of the car should be reported in separate boxes on the P11D but we have to be careful that payments were specifically for private use and we have to exclude payments for supplies of services such as the car insurance or a contribution towards the cost of petrol. 
The cash equivalent of each car must be reported and the total cash equivalent for all cars reported on the 2010 P11D will be shown in box 9. Where the CO2 emissions figure does not end in 0 or 5 we will normally round that down to the nearest 5g/kg but as I have said already, we cannot do this for QUALEC cars (qualifying low emission cars) where the 10% rate applies. So any car that’s 120g/km or less will be 10%, also we have to remember that we have to add 3% diesel supplement for all cars. 
The next section on the P11D refers to the car fuel benefit and this is quite an important one and it’s one where we have a real concern about mileage records. The cash equivalent of fuel for each car fuel benefit charge should be shown and then the total cash equivalent of fuel for all cars available in 2010/11 will be entered in box 10 of the P11D and please remember that the quality standard requires that if we have an entry in box 10, we must have an entry in box 9. Basically what this means is that if we have someone that has a fuel card but they don’t have a company car, it shouldn’t be reported here. There is always an issue about making good private mileage and I have already referred earlier to the Impact Foiling case and that making good needs to be done within a reasonable period of time. HMRC will certainly be looking at this carefully and if employers have a problem with their employees’ mileage records they need to seriously consider whether they report the benefit here. 
The next section on the P11D is Section G which is for vans. It is a brown box section again attracting Class 1A NICs and here we also have a working sheet which is working sheet number 3. We have to report the cash equivalent of all vans made available for what is called unrestricted private use and these go in box 9 and any fuel is reported in box 10. A van is defined as ‘a mechanically propelled road vehicle which is of a construction primarily suited for the conveyance of goods or burden of any description and of a design weight not exceeding 3,500kg or 3.5 metric tonnes’. The workings sheet tells us that if the van is used mainly for business travel and the only other use is for ordinary commuting, there is no benefit charge and we need not complete the form. We can ignore other private use if it is insignificant. Where a taxable benefit does arise, the cash equivalent is the standard charge of £3,000 and the fuel charge is £550 for 2010/11. The standard charge only applies to vans that are less than 3.5 tonnes; the full charge applies if the van is used as a benefit throughout the year. Again, as with cars, we can  apportion the benefit if the employee only commences/receives the use of the van part way through the year or cease to use the van part way through the year. 
The next section of the P11D is Section H – ‘Interest free and low interest loans’ which is again a brown box section and attracting Class 1A and here also we have working sheet number 4 to help with the calculations. The provision of an interest-free or low interest loan to an employer, or indeed to a member of the family or household if it’s by virtue of the employment, is a taxable and reportable benefit. The rules on whether a loan is a beneficial loan is dependent on the amount of interest paid, if any, and whether it is less than the official rate of interest which is as I have already said, is 4% for 2010/11. Employers are required to report the cash equivalent for each non-qualifying loan separately, except where a close company likes to treat all non-qualifying loans in the same currency and owed at the same time as one loan. I have to admit I have never seen one of those entries on a P11D. 

Relief may be available for a beneficial bridging loan only if the qualifying relocation package is less than £8,000 and we have to show the purpose of the loan and we have loans which are used for the purpose of a trade professional vocation which have Category A. Category B is a loan used for the purchase of a main residence, Category C is a loan for the purpose eligible for relief other than the purchase of a main residence. Category D is loans not within A, B or C above and then we have Category E for loans given as part of a relocation package and we put in an F where we have no idea what the loan is for. 
I will always tell AAT members that the issue to watch for with beneficial loans is first of all whether there is a director’s overdrawn loan account which might have been repaid by the end of the accounting period but if it exceeded the £5,000 de minimis limit we are going to have reporting consequences. 
Next section on the P11D is Section I for ‘Private medical treatment or insurance’, again, this is a brown box section, Class 1A, no working sheet here to help us but it’s fairly straightforward. We have to report the provision of private medical treatment or insurance, there is an exclusion for medical insurance cover for overseas duties. Employees should report the cost of any private medical or dental treatment or insurance premiums and the cost of any excess on the medical insurance cover if that cost is met by the employer and I should always ask an employer whether they pay the excess because some do in order to keep the premiums down. Any amount made good by the employer or director perhaps for their children or other family members should be reported here as well, leaving us with a net cash equivalent that will be taxable. I have made the point earlier on that if the medical cover is not a company scheme but is the employee’s own scheme, it shouldn’t be reported here at Section I, it will be a Class 1 NIC liability issue. 
The next section on the P11D is Section J for ‘Qualifying relocation expenditure’. Again here we have a brown box section and we have a working sheet number 5 to assist. The cost of relocating an employee is reported here but only in relation to the excess over the £8,000 tax relief for qualifying relocations. A relocation will qualify for tax relief if the employee moves within the employment, perhaps on promotion or to take up a new employment and providing that the new residence is within reasonable daily travelling distance of the new workplace. Qualifying expenditure includes the cost of selling the old home and buying the new one. This will include legal expenses, stamp duty, estate agents’ fees, removal fees and the cost of travel between the old home and the new workplace until a new permanent home is found. It also includes the cost of temporary accommodation at the new location whilst the employee is looking for more permanent accommodation but remember it’s only £8,000 of tax relief and it’s not an annual relief, it is a relief for the one relocation therefore we have to take into accounts for previous years so say, for 2009/10, as well as 2010/11. 
The next section on the P11D is Section K for ‘Services supplied’. Again a brown box section, Class 1A, but no working sheet. We have to report the cost of any services supplied to the employee and we need to take into account any amount paid by the employee or from which tax was deducted and arrive at the net cash equivalent to be reported, the cost of any in-house services such as tax advice provided by an accountancy firm or legal advice provided by a law firm, which should not be taxable under the marginal cost rules. 

The next section is Section L which is ‘Assets placed at the employer’s disposal’ and this is another brown box section attracting Class 1A National Insurance. We have made some reference to this earlier when we were talking about assets transferred to an employee or director. The reporting requirement is based on the annual value of the use of the employer asset which is 20% of the market value or cost of the asset when it was first provided as a benefit. We need to provide a description of the asset and to report the gross benefit comprising the annual value, including any additional expenses incurred on the provision of the assets. Some employer provided assets will be exempt from a tax charge where they are provided mainly for business use and any private use is insignificant. There is also an exemption for employers providing equipment such as a wheelchair or hearing aids to an employee with a disability when it is provided to enable them to take up or retain their work or where the employee uses the equipment for significant private use. 
Next we come to Section M of the P11D which I tend to refer to as one of the sweeping up sections, it is headed ‘Other items’ and importantly Section M is the only section on the P11D where we have a choice of either brown box Class 1A NICs or a blue box. So here again I will refer you to the CWG5 booklet and appendix 1 ‘Common benefits’ to offer you some guidance on deciding where to put an entry in the P11D. This section covers in part subscriptions and professional fees where we will report the cost to the employer of the subscriptions and hopefully any subscriptions that are job related and come within the revenues published list 3 should be covered by dispensation and won’t have to be reported at all. If we have leisure club, golf club, gym subscriptions etc they will be taxable and they should be reported here. If the employer has an arrangement whereby they pay a corporate subscription for say a gym club and the employees repay this, we shouldn’t be reporting that here but we would have to be careful about the beneficial loan rules if the loan for the gym membership and a season ticket loan exceeds £5,000. 
The guidance for Section M also covers nursery places and the provision of a nursery place at the workplace or a premises financed and run by the employer would be exempt. In other circumstances the cost met by the employer would be taxable and should be reported here. There is also a section about educational assistance where we have to report the cash equivalent of any scholarship awarded by reason of the parents employment and we also have to report the cost of any school fees or other education assistance relating to a director or employee or his family or household. 

In Section M we also report non-qualifying relocation benefits which would not go under Section A which are qualifying relocation benefits so we report the cost to the employer of any non-qualifying relocation benefits. Again in this section we will report loans written off or waived so we report the amount of any loans written off or waived unless they were written off by virtue of the death of the employee in which case they would be exempt. There is also a line for income tax paid but not deducted from director’s remuneration where we would report the amount of any income tax paid to HMRC in 2010/11 that the employer had failed to deduct from their remuneration paid to a director and that would be irrespective of the year in which that remuneration was paid. 

We can ignore any Income Tax or notional payments which fall within Section B. This charge normally applies to Income Tax borne by the company such as when HMRC issues a Regulation 80 determination but it is rare to see entries here. 

The final section on the P11D which I regard as another sweeping up section for expenses and it is headed: ‘Expenses payments made to or on behalf of the employee’. This is purely a blue box section. As it says the section covers expenses payments made to or on behalf of the employee and my preference would be that all such expenses are covered by a P11D dispensation and that this section could therefore remain blank, unfortunately, that’s not always the case. We firstly have travelling and subsistence payments which are not included in the general expense allowance and where we report the amount of such costs which are not covered by a dispensation. This would include any travel between home and a permanent workplace for UK employments and employments performed wholly outside the UK. We would report expenses including fares, hotels, meals etc and for guidance you can look to the HMRC booklet 490 Employee Travel: A Tax and NICs guide. 

The next part is entertainment and as I constantly tell AAT members, there are no separate headings for business entertaining, staff entertaining, working lunches so this one needs some careful consideration. The first thing that we have to do is to so say whether or not the company is a trading organisation in which case we are confirming that the costs will be disallowed in the company’s accounts. HMRC officers will be looking at the tax computations and comparing that with the information on the P11D if there isn’t a dispensation, so be aware of that. Employees of non-trading organisations might be asked to prove that the expense was incurred wholly and exclusively and necessary in the performance of their duties in order to avoid a tax charge but that is rarely a problem. Staff entertaining is one of those really difficult issues which should be reported here if taxable amounts are not included in the PAYE Settlement Agreement. I will of course discuss this in much greater detail when I present the P11D course in London on 14th May 2011. 
The next part, Section N, is headed ‘General expenses allowance for business travel’, where we have to report the amount of any round sum allowance which is not exclusively for entertaining and where they are been taxed through the payroll a cash equivalent will be reduced to nil. If the allowances can be shown to cover genuine business expenditure and that there is no element of profit, the tax office should be asked to issue a dispensation to cover the agreed amounts and therefore this entry should be blank. We have another heading for ‘Payments for use of home telephone’ where we will report any expenses incurred in connection with a provision of a telephone at the home of the director or employee again if this is not covered by a dispensation. It is important to remember the payment of any part of the rental element will be liable to both tax and National Insurance whereas the cost of identifiable business calls will be tax deductible.
Also within Section N, we now have non-qualifying relocation expenses as opposed to the qualifying costs within Section J and non-qualifying benefits within Section M so here we report any relocation expense payments that are not qualifying for tax relief purposes. This might be something like compensation payments for the loss on the sale of a property. 
Next I want to cover incidental overnight expenses which is an interesting topic and used to be called personal incident expenses and commonly was know as PIEs. We are required to report the full cost of any incidental overnight expenses if any director or employee incurs costs which are in excess of the exemption limits and they are only £5 per night in the UK and £10 per night outside the UK. Where the costs are kept within those limits, nothing has to be reported. Where the costs exceeds those limits, the whole amount has to be reported, not just the excess. We then have another heading for ‘Other expenses’ which is part of the sweeping up on the P11D so we would include here anything in connection with a provision for the director or employee of any benefits or facilities of whatsoever nature which we haven’t returned under another heading. 
Summary

I have always said that P11D reporting is a difficult and time-consuming issue and of course it’s more difficult because we only do it once a year. We have looked in the three P11D podcasts at the preparation for P11D reporting, we have looked at the submission issues and in this final version we have looked at the calculating of the benefits. I have already said that I will be covering this in a lot more detail and be able to answer all of your questions on the CPD Master Course which is in London on 14th May 2011 and I hope that some of you will join me there. However, for those of you that are unable to be there I hope that the podcast will help you and that you will have a successful year end as far as P11D reporting is concerned and I thank you all for listening to this podcast. 

