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Pay As You Earn (PAYE) 
The object of the PAYE system is to require employers to collect and account for tax and 
national insurance contributions (NICs) on employment income. Employers also have to 
collect student loan deductions. 
 
When you Need to Register 
You don't necessarily need to register as an employer once you employ someone.  Check 
first that at least one of the following conditions applies to you.  If any apply, then you 
need to register: 
 
 the employee already has another job 
 they are receiving a state or occupational pension 
 you're paying them at or above the PAYE threshold 
 you're paying them at or above the National Insurance  Lower  Earnings Limit 
 you're providing them with employee benefits 

 
If you need to register you can do so up to four weeks in advance of your first pay day. 
 
Bear in mind that you might need to register as an employer even if you're the only person 
working in your business. If you run a one-person limited company, you'll be both an 
employer and an employee. So if any of the conditions above apply to you as an employer 
you'll need to register. 
 
How to Register 
Most employers can register with HM Revenue & Customs by telephone or internet. 
 
Registering by Telephone or Email 
In most cases the easiest way to register as an employer is to use HM Revenue & Customs’ 
website registration tool to generate an email giving HM Revenue & Customs all the 
information they need from you. 
 
However, this tool won't work if your business is in one of the following three categories, in 
which case you'll have to register by telephone instead: 
 
 a simplified PAYE scheme with more than ten employees 
 a limited company with more than nine directors 
 a partnership with more than ten partners 

 
Information you'll Need to Register 
In order to register as an employer you will need to have the following information to hand. 
Items marked with an asterisk are mandatory and you will not be able to register without 
providing that information. 
 
Information Required from all Employers 
Please provide: 
 
 name, business name, partner's name, company name -as appropriate * 
 business or home address, including postcode - as appropriate * 
 business or home telephone number  
 a contact email address * 
 a contact telephone number * 
 a name and address to send correspondence to 
 the date of your first payday * 



Additional Information 
Additional information is also required but will vary depending on whether the business is 
a sole-trader, partnership or company.  Basically you will be asked to provide: 
 
 proprietor/partnership/company unique tax reference 
 proprietor/all partners/all directors’ national insurance numbers 
 nature of business 
 trading name. if appropriate 
 number of employees you expect to employ in the tax year 
 confirmation of whether you will be engaging sub-contractors in the construction 

industry. 
 Confirmation of whether you are operating an occupational pension scheme. 
 
Real Time Information 
From 6 April 2013 employers started reporting PAYE information to HM Revenue & 
Customs by Real Time Information (RTI). Under RTI, employers have to send details to HM 
Revenue & Customs every time they pay an employee, at the time they pay them and send 
this information electronically via payroll software as part of the payroll processing routine. 
 
It is important to ensure your payroll software has the facility to send information under 
RTI. There are many providers available, including HM Revenue & Customs’s own (free) 
software called HM Revenue & Customs Basic PAYE Tools which can be used if you have 
up to 9 employees. At BTW, our payroll bureau uses and recommend Sage Payroll 
Software. 

 
Before making your first submissions under RTI, it is important to have complete and up 
to date employee information and check that you are registered for PAYE. 
 
The employee information required is as follows: 
 Full name 
 Address 
 Date of birth 
 National insurance number 
 Employment start date 
 Average/contract hours worked 
 Pay interval – how often they get paid eg, weekly or monthly 
 
All employees should be put on your payroll and reported to HM Revenue & Customs 
under RTI including staff whom are low paid, temporary, work for you irregularly and also 
casual staff. 
 
Once the payroll is set up and you have run your first pay period, you are ready to make 
your first submission. There are several types of submission documents which HM 
Revenue & Customs require as follows; 
 
Full Payment Submission (FPS)  
sent every time you pay your employees 
 
Employer Payment Summary (EPS) 
to report a reduction in the amount you pay to HM Revenue & Customs or if you need to 
tell HM Revenue & Customs you haven't paid any employees in a pay period 
 



Employer Alignment Submission (EAS)  
to align employee records with HM Revenue & Customs records before you submit other 
information. An EAS is only required for employers with a large PAYE scheme (over 250 
employees) or with a payroll administered by two or more payroll systems 
 
Earlier Year Update (EYU)  
to correct, after 19 April, any of the year to date totals submitted in your final FPS for the 
previous tax year 
 
National Insurance number Verification Request (NVR) 
to verify or obtain a National Insurance number for new employees. You cannot send an 
NVR until you have started to send PAYE information in real time - wait seven days after 
sending your first FPS before sending an NVR 
 
All of these submissions can be made simply through your payroll software as part of your 
standard payroll routine. Remember that Full Payment Submissions (FPS) should be 
submitted before or at the time of payment to employees and although there has been a 
relaxation of the rules for small employers, after April 2014 fines will be imposed for late 
submissions of FPS reports. 
 
As all information of employee starters and leavers is entered when you process the payroll 
and therefore included on the FPS, P46 and P45 forms are no longer necessary. 
 
Also, end of year reports P14 and P35 are now obsolete as HM Revenue & Customs has 
the information on an on-going basis and year end reporting is a thing of the past. A final 
full payment submission should be made to notify HM Revenue & Customs of the last 
payments made in the tax year. Your software will give you the facility to do this. 
 
Code Numbers 
Employers calculate tax using code numbers notified by HM Revenue & Customs on form 
P9 (paper of electronic) or by using an emergency procedure where no code number is 
received. A code represents the tax allowances an employee is entitled to, such as personal 
allowances and allowable expenses less any deduction to collect the tax due on other 
income such as employee benefits, pensions or underpayments arising in earlier years. 
 
Most codes are three numbers followed by a suffix L,P,Y or T. Code suffix L denotes the 
basic personal allowance of £11,500 (2016/17).  Code P denotes full personal allowance 
for those aged 65 to 74. Code Y denotes full personal allowance for those aged 75 and 
over. The code suffixes enable HM Revenue & Customs to implement changes in 
allowances by telling employers to increase relevant codes by a specific amount. Suffix T 
means that a code is only to be changed if a specific code notification is received from the 
tax office. Code 0T means all allowances have been used elsewhere 
 
Some codes have a prefix K instead of a suffix. Prefix K enables tax to be collected during 
the year where the amount of an employee’s taxable benefits or an employed pensioner’s 
state pension exceeds available allowances. The tax deducted under a K code cannot 
exceed 50% of cash pay. Other codes are BR, which means basic rate tax applies, NT 
which means no tax is to be deducted and DO, which means that all pay is to be taxed at 
the higher rate, D1 which means all pay is to be taxed at the additional rate.  
 



National Insurance Contributions (NICs) 
Class 1 National Insurance Contributions are set each year for both employee and 
employer contributions and each year’s threshold will be updated by your payroll software 
providers. 
 
Changes to Employer NICs 
From April 2016 employer NICs up to the upper secondary threshold for apprentices aged 
under 25 were abolished. 
 
New Starters 
New employees must provide form P45 Part 3 showing details of their previous 
employment and the tax code in operation. A New Starter Form must be completed by all 
employees without a form P45, indicating whether (A) this is the first job since 6 April and 
they are not in receipt of pensions or benefits, or (B) this is now their only job but since the 
6 April they have had another job or received certain benefits, or (C) they have another job 
or receive a pension. This procedure enables employers to deduct tax on a cumulative 
basis straight away for those who tick box A. If the employee ticks box B they will be 
allocated a single personal allowance code on a non-cumulative basis. If they tick C they 
will pay tax at the basic rate. If the employee does not tick a box or sign the New Starter 
Form the employer will deduct tax on a non-cumulative basis using code 0T. 
 
Leavers 
When an employee leaves their job, then unless the employer will be paying a pension, the 
employer should complete form P45, which is in three parts and should be given to the 
employee.   Parts 2 and 3 being for the new employer and part 1A for the employee to 
retain. Form P45 shows the total pay, tax to date in the tax year, the code number in use 
and whether student loan deductions are to be made.  
 
PAYE Payments 
Employers must make monthly payments, unless their average net monthly PAYE 
payment is less than £1,500 and they may pay quarterly instead of monthly. The 
payments to HM Revenue & Customs must be made within 14 days after the end of each 
income tax month, which ends on the 5th of the month, i.e. by the 19th of each month. 
Payments made electronically must be made by 22nd of the month.  If the due date falls at 
the weekend, payment must be made by the previous Friday. Employers must notify HM 
Revenue & Customs if there is no PAYE/NIC due for the month or quarter by submitting 
an employer payment summary (EPS). 
 
Employment Allowance 
If you are eligible, the Employment Allowance will reduce your employer Class 1 NIC by up 
to £3,000 in 2017/18. 
 
You can claim the Employment Allowance if you are a business or charity (including 
Community Amateur Sports Clubs) that pays employer Class 1 NICs on your employees’ or 
directors’ earnings. However, not all businesses can claim the Employment Allowance and 
you should check with HM Revenue & Customs to find out of you are eligible.   
 
You can claim employment allowance using your own payroll software or HM Revenue and 
Customs’ Basic PAYE Tool. When you make your claim, you must reduce your employer 
Class 1 NICs payment by an amount of Employment Allowance equal to your employer 
Class 1 NICs due, but not more than £3,000 per year.  
 



For example, if your employer Class 1 NICs are £2,200 each month, in April your 
Employment Allowance used will be £2,200 and in May £800, as the maximum is 
capped at £3,000. 
 
Once made, HM Revenue & Customs will automatically carry your claim forward each tax 
year. So at the beginning of each year you should check your circumstances haven’t 
changed. 
 
Employers Records and Returns 
Employers must keep records of their monthly payments in respect of net income tax and 
net Class 1 NIC payments. Totals should be recorded monthly or quarterly either on the 
employer payment record, form P32 or in the payslip booklet.  
 
Employers are required to keep PAYE records for at least the current tax year and the 
previous 3 tax years. However the self-assessment rules require businesses to retain 
records for a longer period of 5 years 10 months from the end of the tax year. 
 
Form P60 – End of Year Information for Employees 
Form P60 shows the total pay (including any statutory sick pay and statutory 
maternity/paternity/adoption pay), student loan deductions and tax and NICs deducted in 
the year.  Form P60 must be provided on paper, to current employees. P60s relating to 
former employees are scrapped. Where necessary, employers may issue duplicate P60s 
clearly marked as such.  
 
Filing Deadline 
The deadline for sending in these forms is 19 May. Those who are in employment at the 
end of the tax year must be given year-end form P60 by 31 May after the tax year. Copies 
for employees who left after 5 April may be sent to the last known address. 
 
Interest and Penalties 
HM Revenue & Customs charge penalties on PAYE payments paid late - PAYE includes 
Income Tax/NICs, CIS and student loan deductions. This means you may have to pay a 
late payment penalty if you do not pay the PAYE due each month, quarter or annually, on 
time and in full.  
 
There will also be late payment penalties for not paying other amounts due annually - 
including Class 1A NICs and PSA amounts - on time and in full.  
 
HM Revenue & Customs may send you a warning letter, to let you know that they think you 
have made a PAYE payment late and that a penalty could be charged. 
 
If a penalty is charged, HM Revenue & Customs will the send you a late payment penalty 
notice telling you how much you owe and when you have to pay it by. It will also tell you 
what to do if you think the penalty is wrong. 
 
You will not be charged a penalty if only one PAYE amount is late in a tax year - unless 
that payment is over 6 months late. The amount of the penalty will depend on how much 
is late and how many times your payments are late in a tax year. No penalties will apply 
where there is a small difference in the amounts paid over each tax period compared to 
the amounts reported as due on your Full Payment Submissions (FPS) and any EPS - 
where appropriate - for the same period. However, daily interest will continue to accrue on 
all unpaid amounts from the due and payable date to the date of payment. 
 



Statutory Deductions 
Guidance contained within this booklet is basic and aimed at those becoming an 
employer for the first time. 
 
Calculating payments due to employees can become quite complex due to entitlements 
such as Sick Pay, which can vary dependent upon your contractual obligation, and other 
statutory entitlements such as Maternity/Paternity or Adoption Pay.  Detailed guidance is 
available on the HM Revenue & Customs’ website or you can contact BTW for assistance. 
 
Automatic Enrolment 
New legal duties were introduced in October 2012 which require employers to 
automatically enrol eligible jobholders into a qualifying pension scheme.  This is quite a 
complex subject but separate guidance is available, on request. 
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These notes are intended for general information only.  No responsibility is accepted for any action taken 
or refrained from in consequence of the contents of these notes.  Please contact us for advice before 

acting. 

 


