
The tax and National 
Insurance treatment 
of termination 
payments is changing 
– are you prepared?

Starting from 6 April 2018, the Government is introducing a series of legislative reforms 
to the employment tax and National Insurance Contributions (“NIC”) treatment of 
payments connected with the termination of employment. These reforms are being 
introduced with the broad aim of simplifying the current rules, but they actually go much 
further than this and “tighten” the rules considerably. In many cases, the new rules will 
also result in increased tax and National Insurance liabilities being payable on termination 
packages. The key changes to be aware of are as follows:

For employments which 
cease on or after 6 April 
2018 the concept of 
Post-Employment Notice 
Pay (“PENP”) is being 
introduced. Calculating 
PENP can be complex and 
its introduction will have 
the effect of treating all 
payments in lieu of notice as 
earnings subject to tax and 
Class 1 NIC under PAYE.

For employments which 
cease on or after 6 April 
2018  it is expected that 
foreign service relief (except 
in relation to seafarers) will 
be abolished  for employees 
who are resident in the UK 
in the tax year in which 
their employment ceases, 
and who receive their 
termination payment on or 
after 13 September 2017. 
This will change the tax and 
NIC treatment of termination 
payments paid to employees 
who have spent significant 
periods of their employment 
working overseas.

From 6 April 2019 it is 
expected that all qualifying 
termination payments 
above the £30,000 (unless 
it is varied) threshold will be 
subject to employer’s Class 
1A NIC in addition to tax. 
This will increase employer 
NIC costs on qualifying  
termination packages 
which exceed £30,000.



rsmuk.com

The UK group of companies and LLPs trading as RSM is a member of the RSM network. RSM is the trading name used by the members of the RSM network. Each member of the RSM network is an independent 
accounting and consulting firm each of which practises in its own right. The RSM network is not itself a separate legal entity of any description in any jurisdiction. The RSM network is administered by RSM International 
Limited, a company registered in England and Wales (company number 4040598) whose registered office is at 50 Cannon Street, London EC4N 6JJ. The brand and trademark RSM and other intellectual property rights 
used by members of the network are owned by RSM International Association, an association governed by article 60 et seq of the Civil Code of Switzerland whose seat is in Zug.

RSM Corporate Finance LLP, RSM Restructuring Advisory LLP, RSM Risk Assurance Services LLP, RSM Tax and Advisory Services LLP, RSM UK Audit LLP, RSM UK Consulting LLP, RSM Employer Services Limited, 
RSM Northern Ireland (UK) Limited and RSM UK Tax and Accounting Limited are not authorised under the Financial Services and Markets Act 2000 but we are able in certain circumstances to offer a limited range of 
investment services because we are members of the Institute of Chartered Accountants in England and Wales. We can provide these investment services if they are an incidental part of the professional services we 
have been engaged to provide. RSM Legal LLP is authorised and regulated by the Solicitors Regulation Authority, reference number 626317, to undertake reserved and non-reserved legal activities. It is not authorised 
under the Financial Services and Markets Act 2000 but is able in certain circumstances to offer a limited range of investment services because it is authorised and regulated by the Solicitors Regulation Authority and 
may provide investment services if they are an incidental part of the professional services that it has been engaged to provide. Baker Tilly Creditor Services LLP is authorised and regulated by the Financial Conduct 
Authority for credit-related regulated activities. RSM & Co (UK) Limited is authorised and regulated by the Financial Conduct Authority to conduct a range of investment business activities. Whilst every effort has been 
made to ensure accuracy, information contained in this communication may not be comprehensive and recipients should not act upon it without seeking professional advice.

© 2018 RSM UK Group LLP, all rights reserved. 5274

For further information, please contact
Charlie Barnes
Associate Director, Employment Legal
T +44 (0)1256 486 830
charlie.barnes@rsmuk.com

Cathryn Cook
Senior HR Consultant
T +44 (0)7800 617 151
cathryn.cook@rsmuk.com

Lee Knight
Employer Solutions Director
T +44 (0)20 3201 8508
lee. knight@rsmuk.com

Steven Casey 
Account Manager, Payroll
T +44 (0)1284 772 544
steven.casey@rsmuk.com

What could these changes mean for you?  
Six practical considerations.

Calculating PENP 
Working out the PENP and ensuring that 
the correct amount is subjected to tax 
and Class 1 NIC will be an additional burden 
for employers to deal with. There will be 
an increased focus on considering the 
specifics of each case and there is likely 
to be more strain on internal resources to 
collate required information, and apply the 
correct tax and NIC treatment.

Foreign service relief 
It will be more difficult for employers to give 
foreign service relief via the payroll as they 
will need to be aware of the employee’s tax 
residence position for the tax year in which 
their employment is terminated, but this 
may not be known until the end of the tax 
year. As a result, the timing of termination 
payments to such employees may change. 

Negotiating termination packages
Termination packages are often negotiated 
by reference to the net benefit the employee 
receives. If an employee is likely to be worse 
off as a result of these changes, negotiations 
may result in their employer compensating 
them further. This could result in employers 
paying higher gross amounts to employees, 
further pushing up costs.

Staff training and procedures
All staff involved in or dealing with 
termination payments must be made 
aware of, and be suitably trained on, the 
changes. Termination payment policies and 
internal termination payment calculators 
and procedures used by employers will all 
also need to be revisited and amended. 
Employment contracts for future employees 
may also need to be changed, particularly in 
relation to payment in lieu of notice clauses.

Payroll processes 
Current payroll parameters may need to 
be reviewed to ensure that termination 
payments  can be correctly dealt with 
via the payroll from 6 April 2018. Payroll 
software suppliers and providers may also 
need to be contacted to ensure that these 
changes are being addressed.

Timing of termination payments
Where there are plans in place or on 
the horizon, it may be possible to utilise 
existing rules, and mitigate tax and 
NIC costs, by bringing matters forward 
and ensuring that the cessation of 
employment occurs before 6 April 2018 or 
6 April 2019, depending on the potential 
value of the termination payments.


