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INTRODUCTION
Welcome to the Autumn edition of RSM’s End of Term Report.
As this report is published, the Government’s Green Paper Consultation ‘Schools
that work for Everyone’ has just closed.
The Green Paper focuses on the independent sector providing greater support to the
state sector particularly larger schools with the ‘capacity and capability’ to do so. An
increase in fully funded bursary places and formal sponsorship of academies and free
schools are two of the headline requirements although others are included.
We await the results of the consultation along with the rest of the sector.
Other regulatory challenges being faced by schools include a review (and
potential threat) to salary sacrifice arrangements for school fees, changes to the
employment taxes regime and further revisions to the Keeping Children Safe in
Education published in September 2016.
In this edition we specifically look at some of these challenges including:
• the apprenticeship levy and how it will affect your school;
• the end of P11d dispensations;
• a continued review of good governance considering the importance of
board assurance;
• the new requirement for gender pay gap reporting which will impact most
schools as large employers; and
• restrictions to salary sacrifice schemes for school fees from April 2017 and
their ultimate withdrawal from 2021.
Please visit www.rsmuk.com/what-we-offer/by-industry/education/
independent-schools or contact one of our specialist team using the contact
details included.
On behalf of all of the team at RSM I would like to wish you all a relaxing festive
break and happy New Year!
Best wishes
Heather Wheelhouse
Head of Independent Schools
T +44 (0)7798 653 994
heather.wheelhouse@rsmuk.com
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THE END OF P11D DISPENSATIONS
Major changes affect the way expenses provided to your employees are reported.
Until recently, reimbursed expenses were treated as earnings
of the employee, reportable to HM Revenue and Customs
(HMRC) on P11Ds and employees would claim tax relief to the
extent that they were qualifying business expenses. This
burdensome process could be avoided if an employer was
granted a dispensation from these reporting obligations.
Abolition of P11D dispensations
As of 6 April 2016 P11D dispensations have been abolished
and now such business expense will be covered by an
exemption, subject to certain conditions being met. This
is welcome news for those employers that did not have
a dispensation agreement however the new legislation
has made some important changes which all employers
must be aware of. Schools will commonly reimburse
expenses incurred by employees in the course of their
duties, such as for travel and subsistence, and sometimes
expenses are paid for by the school directly to the provider.
Understanding the new rules in these situations is
important, to ensure ongoing compliance.
What are the key changes?
• Expenses that fully meet the qualifying conditions will
now be exempt and do not need reporting to HMRC on
forms P11D.
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• There is a statutory requirement for all employers to
put in place a system under which employee expense
claims are validated. Before reimbursing these to
employees without deduction of income tax and NICs,
they must be satisfied that the expense meets the
conditions of the exemption.
• Bespoke round sum expense payments cannot be paid
at a level higher than the published benchmark rates
without prior agreement with HMRC.
• Where expenses are paid using the published
benchmark rates or a bespoke round sum expense
payment agreed with HMRC, the checking process will
require the employer to review expense claims against
receipts using a sampling process. This brings back
the administrative burden of retaining receipts and we
must question whether such round sum payments are
worth continuing.
• The new exemption will not apply to expenses that are
paid in conjunction with a salary sacrifice arrangement.
What are the conditions for exemption?
The emphasis is solely on the employer to determine
whether the expense qualifies under the exemption. Not

only must the employer be satisfied that the expense has
been incurred and paid by the employee but also that it would
qualify for a deduction against earnings.
What if they get it wrong?
Reimbursed expenses that are not wholly exempt must be
paid to the employee through the payroll under deduction
of tax and NICs. Where the school directly meets expenses
that are not wholly exempt, these must be reported on forms
P11D. Failure to make an accurate assessment will result in the
employer settling any unpaid tax and NICs with HMRC, along
with interest and penalties. Schools are still being targeted
heavily by HMRC for employer compliance checks and
adoption of these new rules will be included in such reviews.
What should schools do?
These changes mean that the procedures and processes you
currently use when paying expenses need to be reviewed
with the following in mind:
• where round sum allowances are paid, employers must
ensure that they have HMRC agreement to payments
that exceed the benchmark rates;

check round sum payments against expenses incurred;
• even where specific reimbursements are made against
receipts, employers must be satisfied through their
checking processes that they relate to allowable
business expenses;
• procedures should be detailed in an expense policy to
ensure all employees are providing sufficient information
to enable the employer to determine that the conditions
that make an expense exempt are met; and
• those responsible for validating expenses should
be made fully aware of what represents allowable
business expenses.
The future
With the protection of the dispensation withdrawn,
responsibility sits with the employer to assess expenses
and decide whether they are exempt. It is a good time for
all schools to review their expense procedures to ensure
that they have processes that are robust and they should
consider changes required to remain compliant in the post
dispensation era.

• appropriate checking processes must be in place to sample
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MIND THE GENDER PAY GAP
The difference in pay between men and women has been a debate for some
time. The Office of National Statistics is reporting that on average women
earn 19.2 per cent less than men in full time roles. In an attempt to overcome
the gender pay gap the government has published draft regulations.
What does this mean for you?
The new regulations will apply to all employers in the private and voluntary sector with
250 employees or more. From April 2017 these new regulations will require reports to be
published on the company website on an annual basis.
Even if you are a smaller company our advice is to keep listening. As your employees become
aware of the regulations and start to query the gender pay differences in your organisation
you could be left open to sex discrimination, equal pay and/or constructive dismissal claims.
What do you need to report?
All reports will need to be published using the calculations below:
• the mean gender pay gap;
• the median gender pay gap;
• the gender bonus gap;
• the numbers of men and women who received bonuses; and
• salary quartiles.
These figures should be calculated using gross pay, before any deductions are made. They
are defined in the regulations as including basic pay, maternity pay, paid leave, sick pay
and bonuses.
Clarity on whether bonus reporting should include bonuses earned but not yet received is
still to come, but as an initial overview organisations should report on:
• payments in relation to profit sharing, productivity and performance;
• long term incentive plans or schemes; and
• the cash equivalent value of shares on the date of payment.
Why make the change?
Publishing information that highlights inequalities in pay could have significant implications
to your organisation. These include damage to your employer reputation, negative press or
costly equal pay claims. By being proactive and carrying out an equal pay audit you will be
able to identify any gender pay gap issues and address these. Please contact us for advice
and guidance on the reports or how to address any pay issues.
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PLANNING FOR THE APPRENTICESHIP LEVY
Schools face extra pressure on their budgets as the apprenticeship levy impacts from April 2017.
Driven by its ambitious target of funding three million
new apprenticeship roles in England by 2020, in 2015 the
Government introduced plans to expand apprenticeships
through the introduction of the apprenticeship levy (levy).
Although we expect the design of the system will continue to
evolve before its introduction in April 2017, the Government
has recently released further detail as to how it will work, (with
additional guidance to be provided in due course by the devolved
governments in Scotland, Wales and Northern Ireland on how
their share of expenditure met from the levy can be accessed).
Basis of payment
The levy is to apply to employers in all sectors across the UK
based on 0.5 per cent of their total pay bill. Pay bill is defined
as the total amount of earnings subject to employer’s class
1 national insurance contributions (NICs), including those
earnings falling below the secondary threshold. Benefits that
have traditionally been reported on forms P11D or in a PAYE
settlement agreement will not be considered in the calculation
as they attract NICs under class 1A or 1B.
Against this, there is an allowance available to each standalone employer of up to £15,000 per annum to set against
the levy. This means that only employers with a total annual
pay bill in excess of £3m will ultimately bear a cost. Connected
employers, however, will only have one allowance available to
the ‘group’ and they must decide how this is to be allocated.
The levy will be collected through the pay as you earn (PAYE)
process and will be calculated on a monthly cumulative basis.
Employers with a pay bill over £2.8m in the preceding tax year,
or who expect their current year bill to exceed £3m, will need
to make a report to HMRC in case they go over the threshold.
With a heavy dependency on the staff that they employ,
independent schools will typically have a pay bill well in excess
of £3m, and the additional 0.5 per cent cost will be seen by
some as an extra tax and therefore a bitter pill to swallow.
Planning for the levy
In preparation, schools need to make an early assessment
of all earnings attracting a class 1 NICs liability, whilst
planning for any anticipated growth in their pay bill before
next April, to know how the new levy will impact them.
Schools may want to give consideration to their reward
strategy in light of this new charge. For example, where
there is a strong commercial rationale for alternative forms

8

of reward, there may be a consequential benefit in reducing
the apprenticeship levy liability where:
a. benefits in kind, that attract NICs charges under class 1A
or 1B (and which currently already have the advantage
of attracting zero employee’s NICs), are provided rather
than salary; and
b. salary sacrifice arrangements, which may allow
remuneration packages to be structured in a more tax and/
or NICs efficient way, are used - salary sacrifice in favour
of employer pension contributions brings savings in class 1
NICs liabilities to both employees and the employer.
Such changes could therefore bring added benefits by
lowering an employer’s class 1 NICs and, by consequence
the levy. However, certain arrangements for which the main
purpose or one of the main purposes is to avoid or reduce the
apprenticeship levy may be counteracted by anti-avoidance
rules, so care is needed. Schools must also remain mindful
of the Government’s recent announcement that from April
2017 it will be restricting the use of many salary sacrifice
arrangements, exceptions being those in relation to employer
supported child care, pensions, cycle to work schemes and
ultra-low emission cars. There is, however, a short window
of opportunity for schools to put in place a salary sacrifice
arrangement in favour of school fees by April 2017 to be
effective until April 2021. See further article.
Using the levy as an opportunity
The levy is not necessarily all bad news for those making
payments, as they will be able to access funding through a digital
apprenticeship service account which can be linked to their PAYE
scheme. Please note, however, that although the levy will be
applied to the pay bill for all UK employees, the digital account
service will only support the English apprenticeship system. We
do not, as yet, have detail as to how funds set aside for Scotland,
Wales and Northern Ireland will be spent.
Under the English system, the levy can be used to benefit
the workforce and cover apprenticeship training (not
salaries) for new or existing staff. All employers will receive
a 10 per cent top up on their digital account from the
Government so that an employer can recover more from
the scheme than the payments they make through the
levy. Funds entering the digital account will expire within 24
months (allocated on a first in first out basis) and there will
be a cap placed on funding for a single employee, so early
planning to maximise utilisation of funds is advisable.

Examples
Example 1 - A single employer
White Acres School operates as a lone company (or charity) with an annual pay bill
of £9m.
Levy payable:
COMPANY

PAY BILL

ALLOWANCE

LEVY AT 0.5%

White Acres Ltd

£9,000,000

(£3,000,000)

£30,000

Digital account balance:
COMPANY

LEVY

TOP-UP

AVAILABLE TO SPEND

White Acres Ltd

£30,000

£3,000

£33,000

White Acres Ltd has a maximum of £33,000 available to spend on
apprenticeship training.
Example 2 - Connected employers
White Acres Ltd has a trading subsidiary called Green Acres Ltd with an annual pay
bill of £4m.
Levy payable:
COMPANY

PAY BILL

ALLOWANCE

LEVY AT 0.5%

White Acres Ltd

£9,000,000

_

_

Green Acres Ltd

£4,000,000

-

-

TOTAL

£13,000,000

(£3,000,000)`

£50,000

Connected employers are able to pool their funds so they would have a shared
digital account as follows:
COMPANY

LEVY

TOP-UP

AVAILABLE TO SPEND

White Acres group

£50,000

£5,000

£55,000

Using the pooled digital account, White Acres Ltd and Green Acres Ltd have access
to funds totalling £55,000 to spend on apprenticeship training.
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Employing an apprentice
Some schools may already have a ‘grow your own’
philosophy, recognising the benefits of training staff on
the job, using external courses to fill the gap in technical
skills, whilst learning to apply these skills within the ethos
of their particular school. The levy used in this way is even
easier to stomach when considered in conjunction with
the exemption from employer’s NICs introduced in April
2016 for apprentices aged 25 or under.
Those schools willing to embrace the new levy would be
well advised to start planning the process now to ensure
maximum use of levy funds. They may need to rethink
their recruitment policy and the training currently offered
to trainees. Where schools do not fall within the relevant
definitions for qualifying apprentices working towards an
approved apprenticeship standard or within an approved
apprenticeship framework, they should think about what
changes can be made to their training programme to
maximise use of their digital account funds.
There are rules governing what constitutes an
apprenticeship, the main ones being:
• the apprentice must be employed in a real job
whether existing or new;
• the apprentice must work towards achieving an
approved apprenticeship standard or within an
approved apprenticeship framework;
• the apprenticeship training must last at least 12
months; and
• the apprentice must spend at least 20 per cent of
their time on ‘off-the-job’ training.
The National Apprenticeship Service provides more detail
on how to employ an apprentice at https://www.gov.uk/
take-on-an-apprentice.
Grouped companies should consider in advance where
they will best utilise their levy and can register their
different PAYE schemes to pool the levy into a single
digital account to maximise opportunities for use.
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It seems at present that there are limited opportunities in the
school sector for recruitment through the apprenticeship
programme. Training providers are, however, generally staying
well-tuned to the new apprenticeship levy scheme and
listening to the needs of employers to develop programmes
that fit the needs of the job and fall within the scheme
requirements. Schools already have apprenticeship training
available to them for support staff including:
• teaching/classroom/learning support assistant;
• behavioural support assistant;
• pastoral/welfare support assistant; and
• bilingual support assistant.
For more information on these opportunities see:
https://www.gov.uk/guidance/supporting-teaching-andlearning-in-schools-apprenticeships
In addition, some schools are already engaging staff through
apprenticeships for the upkeep of their estates, such as an
electrician or for the provision of IT support.
Summary
Like it or not, the apprenticeship levy will hit any school
with a pay bill in excess of £3m, although it could be
seen by many as a valuable opportunity to engage in the
apprenticeship programme.
Early preparation is vital to:
• understand the impact on your school;
• ensure your systems can deal with the mechanism of
applying the levy accurately;
• decide how grouped companies will utilise the £15,000
credit and draw down funds;
• review remuneration strategies; and
• review training strategies to maximise use of the levy.

11

SALARY SACRIFICE ARRANGEMENTS
Schools should consider the impact of the announcement in the Autumn Statement that the use of
salary sacrifice schemes is to be restricted from April 2017.
Independent schools nationwide have waited with bated
breath to hear the outcome in the Autumn Statement
of the Government’s consultation on the use of salary
sacrifice schemes, otherwise known as ‘salary exchange’.
Many schools are making wide use of these arrangements
to bring significant savings in tax and national insurance
(NICs) to their employees whilst benefiting themselves in
savings of employer NICs. Such schemes are typically used
for employees to sacrifice salary in favour of school fees,
pension contributions, childcare vouchers and bikes to work.
The outcome of the consultation
The Chancellor confirmed in the Autumn Statement that
the tax and NICs advantages of many salary sacrifice
arrangements will be lost from April 2017. However, there
are certain benefits provided under salary sacrifice which
will not be impacted by these changes, whilst grandfathering
rules will, to a limited extent, offer some protection to other
benefits already provided under these arrangements.
The finer detail on which this article is based was made
available by way of the draft legislation released on 5
December, but as this is currently in draft form it is potentially
subject to change before receiving Royal Assent.
From April 2017, benefits provided under new salary sacrifice
arrangements falling outside the exemption will be taxed at
the higher of:
• the benefit provided (for school fees this is the marginal
cost of the school place); and
• the amount of salary foregone.
NB Discounts offered to employees without impacting their
salary level will not be affected by this change.
Benefits provided under salary sacrifice remaining
unaffected by the change
As pledged in the consultation document, it was confirmed
that employees will be able to continue to enjoy the
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associated tax and NICs advantages presently available
through salary sacrifice in favour of:
• pension contributions (and advice);
• childcare provision; and
• cycle to work equipment.
As a result of the various representations in the consultation
process, the Government has added to this list a protection
for the provision of ultra-low emission cars (currently defined
as CO2 emissions under 75g/km) under salary sacrifice.
This is welcome news and in continuing to offer these
arrangements, schools will support employee pension
savings, childcare for working parents, health and fitness
through cycling and a greener environment, all being
important issues for the Government.
Salary sacrifice in favour of school fees
This arrangement has been the main concern of schools in
the lead up to the Autumn Statement, as many are offering
this to their employees who have children at their school. It
brings sizable savings to the employee in income tax and NICs
on the sacrificed salary, whilst the employer also receives
savings in NICs. These advantages will be removed for all new
arrangements from April 2017.
The good news is that any arrangements for school fees that are
in place before 6 April 2017 will be protected until April 2021. This
is very welcome, as there was concern that some employees
already within these arrangements would not be able to
afford to keep their children in school outside a salary sacrifice
arrangement. It is now clear that, subject to meeting certain
conditions, they should not be impacted until 2021 which will be
long enough to see many of the pupils through their schooling,
and for others there will be time to plan for the change.
Those schools not already offering this salary sacrifice
arrangement need to think very fast now as to whether they

should implement a scheme ahead of April 2017 to benefit
those employees currently with children at their school.
The tax and NICs benefits will be time restricted, but for
many schools, the savings over this period will significantly
outweigh the costs of implementing the arrangement.
All schools currently offering these arrangements to
employees with annual contractual changes will need to
revisit these if they are to benefit from the transitional
provisions up until 2021. They will need to ensure that the
employee has entered into the contractual change on a more
long term basis, as any renewal of the contract after 6 April
2017 will form a new arrangement. Any renewal process (even
if automatic) will be considered to be a new arrangement and
will lose the advantages currently enjoyed.

Example
Sam joins White Acres School in January 2017 and on
1 April 2017 enters into a contractual change under
a salary sacrifice scheme for a free school place for
his son, until 5 April 2021. Sam will have a benefit
reported on his form P11D measured at 15% of the
full fee (which is considered to be the marginal cost
to the school), but he will qualify for the tax and NICs
advantages of a reduced salary, providing there is no
renewal process in place.
Cath joins White Acres School in May 2017 and opts
into the same arrangement as Sam on 1 June 2017.
Cath will have a benefit reported on her form P11D
measured by the amount of salary foregone (if this
is higher than the marginal cost to the school in
providing the school place).

Long term, those schools currently benefiting from this
arrangement will need to budget for the increase in NICs
costs that they will experience as the salary sacrifice
arrangements in place decrease over time and are finally
withdrawn in 2021. Employers must also be mindful of the
new apprenticeship levy which will be charged on earnings
liable to class 1 NICs, so the removal of salary sacrifice
arrangements may also lead to a higher levy.

Other benefits impacted by these changes
Arrangements in place for employer provided cars (excluding
the ultra-low emission vehicles which will not be impacted)
and accommodation will also be protected until 2021, but
the tax and employer NICs advantages will be lost for new
arrangements put in place from April 2017.
All other salary sacrifice arrangements, such as for
employment related training, mobile telephones and parking
near work, will be closed to the tax and employer NICs
advantages from April 2017, but with protection for any
arrangements in place at April 2017 until April 2018.
Some employers may wish to continue use of these schemes
beyond 2017 to benefit from:
• employee NICs savings still available when exchanging
salary for a benefit; and
• the power of bulk purchase, buying benefits at a cheaper
price than many employees could achieve singularly. In
this situation, the sacrificed salary will equal the value of
the benefit, so there would be no tax advantage.
Summary
Schools have had a good run at the use of salary sacrifice
arrangements over the years, allowing employees more
favourable remuneration packages whilst enjoying significant
employer NICs savings. Arrangements for pensions, childcare
and bikes to work will continue to provide the same advantages
for the foreseeable future. However, the arrangement that
schools have enjoyed the most in recent years is that for
school fees. The tax and NICs benefits of this will be withdrawn
to new arrangements from April 2017 and removed completely
for existing arrangements from April 2021.
Schools wishing to benefit from the grandfathering
rules available until April 2021 need to make sure that all
contractual changes are in place by April 2017 and not
subsequently varied. Care must be taken interpreting the
proposed legislation as it is complex and HMRC interpretation
may not be clear for some time.
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THE IMPORTANCE OF GOOD RISK MANAGEMENT AND BOARD ASSURANCE
In RSM’s feature ‘boredom in the boardroom’ we encouraged
all those holding a board role or responsibilities, no matter
what the sector, to get to grips with their institution’s
strategic risks. We identified strategic risks as being ‘those
risks that, if realised, could fundamentally affect the way in
which the organisation exists or provides its services in the
next one to five years’. In essence, these risks will have a
detrimental effect on the organisation’s achievement of its
strategic objectives.

‘If there is a significant failure of some kind that was within
our control, or we could have prevented but didn’t, then any
of the following could occur – harm, injury or death of an
individual, a significant financial loss, or waste of resources.
Then there will be the investigation, blame, reputation
damage and embarrassment, rectification time and costs…
some of this could result in irrecoverable damage at a
corporate and personal level. All this, as a minimum, distracts
us…and at worse derails us from our main mission.’

One major, but often overlooked, dimension of strategic risk
is a failure of the ‘business as usual’ control environment,
being the realisation of one or more risks that under normal
circumstances should have been within the organisation’s
control. Where the risk mitigation control is applied
ineffectively the organisation becomes exposed to risk
automatically. As a client observed recently:

Through ensuring that the control environment remains
sound we can manage and prevent the occurrence of a good
measure of the risk that an organisation faces. This is proven
further via our experiences with clients suggesting that
approximately 80 per cent of the risk being faced relates to
business as usual rather than ‘exceptional’ risks.
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The board is collectively responsible for strategy, stewardship
and performance, and therefore also the oversight of the
management of risk. However, this is, in our experience,
an area of common weakness. Boards can become fixated
with the 20 per cent of the risks that are exceptional, and
not put in suitable arrangements that enable the reporting
and monitoring on the controls that protect the organisation
from the 80 per cent of business as usual risks. This is
where assurance becomes a key element of the board’s risk
management approach.
Assurance goes to the heart of the work of any board. The
provision of education involves risk, and being assured is a major
factor in successfully controlling risk. Having the right assurances
gives confidence that risks are being controlled effectively, or,
conversely, highlights that certain controls are ineffective or that
there are risks where no assurances are being provided.

A board assurance framework (BAF) brings together in one
place all of the relevant information on the risk to the board’s
strategic objectives. It is an essential tool for boards, but like
all tools it needs to be used with skill and diligence.
RSM consulting team have developed a board assurance
toolkit, which provides governors with the ability to consider
their existing assurance arrangements as well as develop
a board assurance framework. It provides an effective
methodology for governors to help them to gain and use
assurance productively so that they have real confidence that
they are obtaining thorough oversight of their strategic risks.
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