
Employment Allowance 
Changes from April 2020
The Employment Allowance (EA), introduced in April 2014, 

entitles employers to a maximum of £3,000 off their annual 

secondary Class 1 NIC bill. This is not overly complex and the 

only issue we’ve really come across  is when the connected 

companies rule hasn’t been taken into consideration. From 

April 2020, employers will only be eligible for the EA if their 

total secondary Class 1 liability in the previous tax year was 

under £100,000.

EA from this point is being classed as state aid during the 

Brexit transitional provisions which are expected to expire in 

December 2020, though may last much longer.

What are the consequences of the EA being classed as 
state aid?

State aid rules can apply to direct grants or loans, but also 

to tax breaks. In principle, state aid is not allowed in the EU. 

However, where a member state believes that a form of state 

aid would deliver growth or other important objectives, they 

can request approval from the EU.

From April 2020, EA will fall under the de minimis state aid 

rules, which exempt the Government from the approval 

process if a scheme only gives small amounts of aid.  

However, there is a ceiling on how much aid any organisation 

can receive under the de minimis rules.  For most businesses 

this ceiling will be €200,000 over a three year rolling period 

(different levels apply for the agriculture, fisheries and road 

transport sectors).

As a result of the EA being classified in this way, employers 

will have to make sure they have space to accommodate the 

full £3,000 within their relevant three-year ceiling (regardless 

of how much EA they actually claim each year).  As a result, if 

an employer receives any other form of de minimis state aid, 

their ability to claim EA may be restricted.

Compliance obligations

HMRC’s draft documents indicate that, in order to monitor 

compliance with the state aid rules and eligibility for EA, they 

will introduce a number of new compliance obligations for 

those who claim it.

This includes requiring employers to supply the following 

information each year when they claim the EA:

• The trade sector in which they operate.

• The total amount of de minimis state aid they have 

received or been allocated in the year of the claim and 

the previous two tax years.
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HMRC also propose that employers will have to make a 

declaration that:

• they have checked that their secondary Class 1 NICs 

liability for the previous tax year was less than £100k;

• they have undertaken relevant checks with any 

connected companies to ensure they are eligible for 

relief; and

• to the best of their knowledge they:

• will not exceed the relevant de minimis ceiling for 

state aid for their sector by claiming the full EA;

• are the only connected company claiming the EA; 

and

• are not aware of any other reason why they may be 

excluded from claiming the EA.

We feel that these requirements could be unduly onerous 

and difficult to comply with, and could ultimately result in 

smaller employers deciding that it is not cost effective for 

them to claim the EA.

In particular, the requirement to quantify amounts of state 

aid received could be difficult to achieve in practice, as where 

state aid arises in the form of a tax relief it may not be as 

simple as identifying a gross figure in accounting records or 

tax returns. 

We also note that it is likely that payroll staff (either internal or 

external) will be responsible for submitting claims for EA, and 

they are unlikely to be familiar with the state aid rules.  Clear 

and practical HMRC guidance will therefore be important to 

assist employers in whatever requirements are imposed from 

April 2020.

Reporting

Employers will need to report the following details through 

RTI on the Employer Payment Summary (EPS):

• Employment Allowance Indicator (already present on the 

EPS)

• The state aid sector in which they operate

• The amount of state aid allocated in the current tax year, 

plus the amount of State Aid claimed in the previous 

two tax years. The value is to be expressed in Euros, 

using an exchange rate published by HMRC on 1 April.

The declaration will no longer be able to be carried over – 

by virtue of the £100k secondary NICs exclusion level – this 

question will need to be considered and declared, each tax 

year.

Whether Brexit will affect this remains to be seen! 

Once the government has produced further guidance 
we will endeavour to pass this across to our clients as 
simply as we can, to assist with whether they can claim 
and how much they can do so.

Insight is better  
than hindsight
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IR35 Changes April 2020

What are the changes to IR35? Essentially what currently 

applies in the Public Sector will be applying to the Private 

Sector from April, subject to the passing of the relevant 

legislation and an announced review. The new IR35 

legislation to be introduced in April 2020 shifts responsibility 

for assessing IR35 obligations from the contractor or Personal 

Service Company (PSC) to the end-user, that is the company 

that uses contractors and applies to:

1. medium and large businesses in the private sector that 

are the end-user of the worker’s services,

2. to the fee-payer, if different, such as fee-payers in the 

recruitment sector, and

3. contractors providing services to medium and large 

businesses, and

Where the end-user is a small company, the PSC will continue 

to be responsible for assessing whether IR35 applies. 

The Companies Act 2006 defines a small business as a 

business with two or more of the following features:

• turnover of £10.2m or less

• a balance sheet total of £5.1m or less

• 50 employees or fewer

Where the end-user concludes that IR35 applies, the fee 

payer (which may be the end-user themselves, a recruitment 

agency, or other third party paying the intermediary) will be 

responsible for accounting for and paying the related tax and 

NIC to HMRC, including the additional cost of Employer’s NIC. 

Under the proposed changes, the new rules aim to reduce 

the cost of non-compliance and make it easier for HMRC to 

monitor and enforce compliance in the future.

It remains unclear, but for small businesses, we expect that 

the fee payer, such as the recruitment business, will not 

have any additional obligations other than the existing 

requirement to submit a quarterly intermediaries’ return to 

HMRC, with details of workers placed with clients where they 

do not operate PAYE.

Barclays Bank’s response has been to transfer all contractors 

to PAYE to avoid IR35 issues. They are not alone in doing this.

Holiday Pay Changes April 2020

The Employment Rights Act has increased the reference 

period used for determining a week’s pay when calculating 

holiday pay for workers with irregular hours from 12 weeks to 

52 weeks. This is to apply from April 2020. The Government’s 

Good Work Plan states that the changes will allow greater 

flexibility for workers in choosing when to take holiday, 

particularly for those in seasonal or atypical roles that limit 

some workers from benefiting from their full holiday pay 

entitlement.

What you need to do 

• Consider how you make the change from 6 April.

• Adjust your systems: In some scenarios, the 52 week 

reference period will need to be altered. Helpfully 

however, employers do not have to look back any more 

than 104 weeks prior to the holiday.

• Review your variable pay policy: if you have not started 

to include variable pay in your holiday pay, now may be 

a good time to do so, given that the reference period 

was one of the few pieces of holiday pay case law that 

was unclear.
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