THE APPRENTICESHIP LEVY

In 2015 the government introduced
its plans to expand the National
Apprenticeship Service through the
introduction of the apprenticeship
levy (levy). Although we expect the
system will continue to evolve after
its introduction in April 2017, the
government has released further detail
as to how it will work.
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Basis of payment
The levy is to apply to employers in all sectors across the UK, with the amount payable being 0.5
per cent of their total pay bill, less an allowance. Pay bill, for purposes of the levy, is defined as the
total amount of earnings payable by the employer subject to employer’s Class 1 National Insurance
Contributions (NIC), including those earnings falling below the secondary NIC threshold. The allowance
available to each stand-alone employer to set against the levy is an amount of up to £15,000 per
annum. This means that only employers with a total annual pay bill in excess of £3m will ultimately
bear a cost. Connected companies, however, will only have one allowance available to the group and
they must decide how this is to be allocated.
Based upon earnings attracting employer’s Class 1 NIC, the levy will be applied to salary, commission, bonuses,
employee pension contributions and non-tax advantaged share awards, but will not apply to earnings of
international assignees where they stay within the social security system of their home country. Also,
benefits that have traditionally been reported on forms P11D or in a Pay As You Earn (PAYE) settlement
agreement will not be considered in the calculation as they attract NIC under Class 1A or Class 1B.
The levy will be collected by HMRC through the PAYE process and will be calculated on a monthly
cumulative basis. Even after a deduction for corporation tax, this levy will be seen by many employers as
an extra tax.
The government has recently confirmed that only employers with a wage bill of £3m will have
to register for the levy. It had previously intimated that those with a wage bill of £2.8m would be
required to register in case they exceeded the £3m threshold.
Planning for the levy
In preparation, employers need to make an early assessment of all earnings attracting an employer Class
1 NIC liability, whilst planning for any anticipated growth before April, to know how the new levy will affect
their business.
Companies may wish to give renewed consideration to their reward strategy in light of this new charge,
for example, by considering:
• the timing of bonuses in the lead up to April 2017, which may mean they do not attract this additional
0.5 per cent payroll charge;
• providing equity rewards through tax advantaged share schemes, such as the enterprise
management incentive (EMI) scheme and share incentive plan (SIP), which do not attract income tax
and NIC;
• using benefits in kind that attract NIC charges under Class 1A or Class 1B and which currently do not
attract employee NIC;
• where possible, choosing a means of remunerating business performance such as through
dividends to shareholders of owner managed businesses, rather than paying directors’ bonuses; and
• using salary sacrifice arrangements, where appropriate, to structure remuneration packages in
a more tax and/or NIC efficient way. For example, salary sacrifice in favour of employer pension
contributions brings savings in Class 1 NIC liabilities to both employees and employer.
In considering these options, it should be noted that arrangements put in place with the main purpose,
or one of the main purposes, of obtaining an advantage in relation to the levy will be caught under antiavoidance rules. Employers must also remain mindful of the government’s recent decision to restrict
the use of salary sacrifice arrangements. However, it has pledged not to challenge such arrangements in
relation to employer supported child care, pensions and cycle to work schemes, so these options remain
available as a means of providing tax efficient remuneration.
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Using the levy as an opportunity
In England levy funds will be held in an apprenticeship service (AS) account which will be linked to their PAYE scheme.
From 13 February 2017, the government has invited employers to register to create their individual AS account.
Employers can utilise the funds held in these accounts to pay for apprenticeship training from approved training
providers. All employers will receive a 10 per cent top up from the government to their AS account, so that an
employer can recover more from the scheme than the payments they make through the levy.
A key issue for most employers is understanding how they can access what they pay in relation to the
apprenticeship levy. Levy funds can only be used towards the cost of apprenticeship training with an approved
training provider for new and existing staff. It cannot be used towards any unapproved training, or to fund the
apprentice’s salaries. The employer will negotiate the price for training with the provider. Each apprenticeship
standard or framework will be placed into one of 15 bands, ranging from £1,500 to £27,000. These bands will
determine the maximum amount that can be spent from the AS account on each apprenticeship. If the employer
has agreed an amount higher than the cap they will need to pay any amount over the cap in full. The Department
of Education has recently published the bands and these can be found at https://www.gov.uk/government/
publications/apprenticeship-levy-how-it-will-work
Employers will access the levy funds in different ways if they are located in Scotland, Wales and Northern
Ireland. Employers should review the devolved country’s’ education board’s website for more details as
these vary from country to country.
How long will employers have to spend their levy?
The government was originally intending to give employers 18 months to spend the levy; however this was
increased and now levy funds will expire 24 months after they first enter the AS account unless spent on
approved apprenticeship training. The account will work on a first-in, first-out basis. The AS account will be set
up so that funds that enter the account at the earliest date will automatically be used first.
The levy will start to be collected based on April 2017 payroll and will be available for spend incurred from May.
Example
APR

MAY

JUN

JUL

AUG

SEP

OCT

NOV

In month

£1,250

£1,250

£1,250

£1,250

£1,250

£1,250

£1,250

£1,250

Cumulative

£1,250

£2,500

£3,750

£5,000

£6,250

£7,500

£8,750

£10,000

Pay Bill

£320,000

£400,000

£370,000

£500,000

£420,000

£450,000

£480,000

£450,000

Cumulative

£320,000

£720,000

£1,090,000

£1,590,000

£2,010,000

£2,460,000

£2,940,000

£3,390,000

Levy @ 0.5%

£1,600

£2,000

£1,850

£2,500

£2,100

£2,250

£2,400

£2,250

Levy allowance

£1,250

£1,250

£1,250

£1,250

£1,250

£1,250

£1,250

£1,250

Levy payable

£350

£750

£600

£1,250

£850

£1,000

£1,150

£1,000

Cumulative

£350

£1,100

£1,700

£2,950

£3,800

£4,800

£5,950

£6,950

Levy allowance

Many companies have a grow their own philosophy and recognise 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 that company.
The levy used in this way is even easier to stomach when considered in conjunction with the exemption from
employer’s NIC introduced in April 2016 for apprentices up to the age of 25.
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Those employers willing to embrace the new levy would be well placed
to start planning the process now to ensure maximum use. They may
need to rethink their current recruitment and training policies offered to
trainees. Where they do not fall within the government’s requirement
of a qualifying apprentice 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 funds in the AS account.
The term apprenticeship is legally protected and can only be used to
describe a statutory apprenticeship as set out in the Enterprise Act
2016. Apprenticeship in this context means the training and (where
applicable) end point assessment for an employee as part of a job
with an accompanying skills development programme.
There are rules governing what an apprenticeship is, the main ones being:
• the apprentice must be employed in a real job whether existing
or new;
• there should also still be a job at the end of the apprenticeship;
• the apprentice must work towards achieving an approved
apprenticeship standard or framework;
• the cost of the apprentice’s wages must be met by the employer;
• the job role must provide the opportunity to gain the knowledge,
skills and behaviours needed to achieve the apprenticeship;
• the apprenticeship training (not just the employment period)
must last at least 12 months;
DEC

JAN

FEB

MAR

£1,250

£1,250

£1,250

£1,250

£11,250

£12,500

£13,750

£15,000

£500,000

£460,000

£500,000

£480,000

£3,890,000

£4,350,000

£4,850,000

£5,330,000

£2,500

£2,300

£2,500

£2,400

£1,250

£1,250

£1,250

£1,250

£1,250

£1,050

£1,250

£1,150

£8,200

£9,250

£10,500

£11,650

• the apprentice must spend at least 20 per cent of their time on
off-the-job training; and
• the individual must be eligible under the funding rules.
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 funds and can register their different PAYE schemes to
pool the levy into a single AS account to maximise opportunities for use.
Training providers are generally staying well-tuned to the new
apprenticeship levy and listening to the needs of employers to develop
training programmes that fit the needs of the job and fall within the
scheme parameters.
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HOW CAN EMPLOYERS SPEND THE LEVY
Apprenticeship service accounts
Can the levy be used for pre-May 2017 registrants?
The government has recently stated that any apprentices who started their
apprenticeship pre-May 2017 will be funded for the full duration of their
apprenticeship under the terms that were in place at the commencement of the
apprenticeship. Therefore employers will not be able to utilise funds in their AS
account funds to cover these apprentices.
For post May 2017 starters, if an employer pays the levy but AS account funds
do not cover the full cost of the apprenticeship training, additional government
support will be provided to help the employer meet the additional costs, up to the
maximum amount of funding available for that apprenticeship. Employers will also
be expected to make additional contributions for the extra amount they wish to
spend. The contribution by the government will be 90 per cent and employers will
contribute an extra 10 per cent.
Employers will also be given a £1,000 incentive for employing a 16-18 year old
apprentice, which also applies to 19-24 year old care givers or young adults with
additional learning needs. The £1,000 will be paid in two instalments in months
three and 12 of the apprenticeship.
How will payments be made to the training provider?
When an employer agrees to buy apprenticeship training from a provider, monthly
payments will be automatically taken from the AS account and sent to the
provider. This spreads the cost over the lifetime of the apprenticeship. Employers
will not need to have sufficient funds in the AS account to cover the entire cost
of the training at the start. As payments are taken from the AS account monthly,
employers will need to have sufficient funds in the account to cover the monthly
cost of each apprenticeship chosen. The Department for Education will make sure
the payments reach the provider.
Employers should note that not all AS account funds will be taken out on a monthly
basis; 20 per cent of the cost of the apprenticeship will be retained and taken from
the AS account at the end of the apprenticeship. The government believes that
employers will increasingly move to training apprentices to approved apprenticeship
standards, where there is an end point assessment. The price negotiated with the
training provider at the beginning of the apprenticeship should include payment for
the end point assessment.

6

Employer responsibilities
The employer will need to have an
employer agreement with the Secretary
of State for Education acting through
the Skills Funding Agency. This will
bind the employer into the funding
rules. The employer will also need to
have an apprenticeship agreement
with the apprentice at the start of and
throughout their apprenticeship.
The employer, provider and apprentice all
need to sign a commitment statement
setting out how they will support
the successful achievement of the
apprenticeship. There will also be a written
agreement with the main provider.
There are certain evidence
requirements with which the employer
will need to comply.

Non-levy paying employers
The new funding system will be implemented on 1st May 2017.
Once this comes into effect, the proposal is that employers
will pay 10 per cent of the cost of the apprenticeship and the
government will pay 90 per cent. The maximum cost will depend
upon which one of the 15 bands the apprenticeship falls into.
Employers in these circumstances will also be able to negotiate
the price of the apprenticeship with the training provider.
Where employers have fewer than 50 members of staff
and also employ 16-18 year old apprentices, the employer
contribution will be waived so the cost of training such young
persons will be free.
Employers that do not pay the levy will be able to look for
training options and search for a provider using the tools
on the apprenticeship service. However, such employers
will not need to use the apprenticeship service to pay for
apprenticeship training and assessment until at least 2018.
Prior to this they will be required to pay their provider on
agreed payment terms.

In some cases the apprentice will be
required to undertake further maths
and English training. This is funded
separately (not from the levy funds) and
the employer must allow time for study.

Employer providers
Employers can also be training providers
for their apprentices. Rules are set out
at https://www.gov.uk/government/
uploads/system/uploads/attachment_
data/file/590269/Feb_employer_
provider_guide.pdf
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If you would like more information on the apprenticeship levy
then please contact your usual RSM adviser or:
Graham Farquhar
Partner, Employment Tax
T +44(0)118 953 0417
graham.farquhar@rsmuk.com
Jackie Hall
Partner, Tax
T +44(0)1482 607200
jackie.hall@rsmuk.com
Lee Knight
Associate Director
T +44(0)20 3201 8508
lee.knight@rsmuk.com
Bill Longe
Partner, Head of Employer Solutions
T +44(0)121 214 3100
bill.longe@rsmuk.com
Stephanie Mason
Head of Further Education and Skills
T +44(0)121 214 3263
stephanie.mason@rsmuk.com
David Williams-Richardson
Partner, Tax
T +44(0)845 057 0700
david.williams-richardson@rsmuk.com
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