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September 2010

N E W S L E T T E R

PAYE Errors


There has been a lot in the news recently about HMRC sending out letters to taxpayers who have paid too much or too little tax on PAYE over the last two years.  As usual when talking about tax matters, much of the reporting in the mass media has been inaccurate, particularly in the way that these underpayments and overpayments have been blamed on “errors” by HMRC.

Most employed people have straightforward tax affairs:  they have one job and are entitled to no tax relief other than the basic personal allowance, so there is little chance of anything going wrong.  The problems usually arise when someone has more than one job, as it creates the opportunity for errors.  Someone starting a second job will have no P45, so is supposed to fill in a form P46 declaring that this is not the only employment.  The employer will then deduct basic rate tax from the wages but, if they fail to follow the P46 procedure, then they may allocate a code number which will duplicate allowances already given in the first job.  HMRC will be unaware that the second job has started, because no P46 was submitted, so the resulting underpayment of tax is really the fault of the second employer.


Similarly, a retired taxpayer may have several pensions from past employments and the tax codes used in them will need to be co-ordinated to ensure the correct overall tax deductions.  Again, it is often the pension providers who are to blame for any underpayments of tax through failing to check the claimant’s circumstances when starting to pay the pension.  Things were particularly bad a few years ago when pensioners with self-employed retirement annuities were put into the PAYE scheme for the first time; the pension providers seemed to allocate a code number by default to every pension, even where they were paying several pensions to one person.


Some underpayments will also be the fault of taxpayers who made incorrect declarations about their circumstances when completing form P46.


When employers and pension providers have submitted their year-end PAYE returns, HMRC is supposed to review each taxpayer’s total income and tax paid, so identifying any underpayment or overpayment.  Unfortunately, this has been a largely manual process and has rarely been done promptly.  About a year ago, HMRC installed a new computer system which can carry out this procedure automatically, but no review was done until September 2010, and then only for the tax years 2008/09 and 2009/10.  This is what has led to so many taxpayers (6 million by some estimates) receiving calculations of underpayments or overpayments, but that may not be the end of the matter: there could still be unidentified errors from earlier years which have not yet been reviewed.


The good news is that this is unlikely to affect any of my clients, who mostly have to submit self-assessment tax returns.  That procedure recalculates the tax in the same way as the HMRC review, so would identify any underpayment or overpayment.  Anyone who does receive a letter needs to contact me, as I will not be sent a copy.


Taxpayers who are notified of an overpayment of tax will receive a cheque shortly afterwards.  Those who have underpaid will have to pay it back in a lump sum only if it is more that £2,000; smaller amounts will be collected by a coding adjustment in 2011/12 provided of course that the taxpayer has a PAYE source of income for that year.

PAYE Coding Notices


It took years for my profession to persuade HMRC that it was a good idea to send us copies of clients’ coding notices.  Now they have decided, without warning or consultation, that they will no longer do it.  This seems nothing more than a cost-cutting exercise.  A more sensible way to save money would have been to put all of my copies in one envelope, instead of mailing them individually.


Any client who wants me to check a coding notice will now need to pass it on to me.  Even where it is not passed to me, it will need to be kept because it may contain adjustments which I need to take into account when preparing the tax return at the end of the year.

National Minimum Wage


Rates will increase on 1 October:


Age

  Old

     New



   £                              £


Full

5.80

     5.93


18-21/18-20
4.83

     4.92


16-17

3.57

     3.64


Note that the full rate now applies at age 21 instead of 22.


There is also a new special rate of £2.50 for an apprentice under 19, or over 19 and in the first year.
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