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1. The Scheme 
From 6th April 2005 Childcare Vouchers became Tax and National Insurance exempt for up to £50 per week.  From the 6th April 2006 this benefit was increased to £55 per week.  This provides huge savings for both the working parent and employer. 
Childcare choices and flexible work options make sense for employers and employees, enabling a balance to be struck between work and home, which benefits everyone. 

Childcare matters to us all because the UK economy depends upon working parents. Employers who help their employee’s access childcare services secure impressive retention rates and, in particular, can dramatically improve the rate of return after maternity leave. 

“In addition to the support provided by Government, we believe that employers have a very important role to play in helping people balance work and family life, and particularly in helping parents meet their childcare needs. There are clear business benefits to employers in providing help with childcare: better rec ruitment and retention, improved morale and increased productivity.” Dawn Primarolo - Paymaster General 
“A leading high street bank saved huge sums of money by investing in childcare because the percentage of staff returning after maternity soared from 30% to 75%.” The Industrial Society 

Why provide Childcare Vouchers? 
Employers who want to retain and recruit the best staff have had to provide family friendly benefits for their staff, in line with the National Childcare Strategy. As a result, Childcare Vouchers are today the most widely used form of employer-funded childcare in the UK. 

They offer a straightforward, fuss-free alternative to employers getting directly involved in childcare. Childcare Vouchers are a valuable incentive for new staff and for new mothers hoping to return to work after maternity leave. 

“The typical cost of replacing a member of staff on a salary of £15,000 per annum is estimated as being over £7,000.” Daycare Trust 

Easy and cost neutral to introduce 
· Childcare Vouchers can be introduced easily and are cost neutral when you introduce them via a salary sacrifice scheme. This means that a specific amount of salary is converted into Childcare Vouchers by an employee. Their employment contract will therefore need to be amended accordingly. 

· 
Employers do not pay National Insurance on the Childcare Vouchers chosen by staff. 

· 
Employees electing to take £55 per week in vouchers (to pay for childcare) instead of salary will save between £962 and £1,195 per year. 

2. HM Revenue & Customs Guidelines 
If you give your employees Childcare Vouchers, from the 6th April 2006, the first £55 a week of Childcare Vouchers will be free from both tax and NICs if the qualifying conditions are met. 

These are: 

That your Childcare Voucher scheme is generally available to all of your employees where the scheme operates; and 

That your employees can only use the Childcare Vouchers to pay for childcare that has been registered or approved. 

Workplace Nurseries 
If you provide childcare in a nursery or play scheme on your premises (or on premises you provide jointly with others that you are wholly or partly responsible for financing and managing) no tax or NICs is due on the benefit to your employees. From the 6th April 2005 this exemption is also being widened so that if you allow another employer’s staff who work on your premises to use your childcare facility, they will also be able to qualify for the benefit.

3. Employer Frequently Asked Questions 
Can I offer childcare or Childcare Vouchers under a salary sacrifice arrangement or does this have to be in addition to existing pay? 
How you decide to offer childcare benefits is up to you but you will need to make sure that any salary sacrifice arrangements that you set up are effective for tax and NIC’s purposes . For more information visit www.hmrc.gov.uk/specialist/salary_sacrifice.pdf . 

Is the £55 a week exemption available to every employee or is it limited to each family? 
Every employee will be entitled to the £55 a week exempt limit if the qualifying conditions are met. 

What forms of support will not be covered by the tax and NICs exemptions? 
The exemption will not extend to: 

· 
Cash payments to an employee to help with their childcare costs. 

· 
Paying an employee's childcare bills on their behalf . 

· 
Payment of school fees. 

· 
The provision of childcare or childcare vouchers if the qualifying conditions are not met. 

What records will I need to keep? 
If you provide childcare or Childcare Vouchers that meet the qualifying conditions for the exemptions you will only have to report the benefit for tax or NICs purposes on any excess over the exempt limit. You will need to keep records that the qualifying conditions have been met (you can arrange for a voucher company to keep these records for you but you will be responsible for producing them to HM Revenue and Customs, if required). 

These records should include: 

Evidence that the scheme is offered to all staff where appropriate (e.g. the material used to promote your scheme or staff handbook);
Details of the childcarer(s) used including their registration or approval numbers and when their registration or approval expires; and 

Evidence that your employees participating in childcare voucher schemes are required to inform you of any changes in the registration or approval status or their childcarer. 

How much can my employees save if I provide childcare or Childcare Vouchers? 
This will depend on the level of earnings, the type of support offered and whether you offer help in addition to normal salary or by your employees giving up some of their salary in return for the childcare or Childcare Vouchers. 

Could offering childcare or Childcare Vouchers affect my employees' entitlement to tax credits? 
Yes. Childcare costs that you meet directly or through vouchers cannot be taken into account for tax credit purposes. If you reduce your employees' cash pay this may also affect their entitlement. 

Further advice can be obtained by contacting the Tax Credits helpline on 0845 300 3900 (Great Britain), or 0845 603 2000 (Northern Ireland).

What do I have to do if I already provide Childcare Vouchers to my staff? 
You should make sure that the conditions are met for each employee for the tax and NICs exemption.  If you are not satisfied that the conditions are met you should: 

Include the cost of the v oucher(s) in the employees' gross pay for Class 1 NICs purposes, and 

Account for the taxable benefit via form P11D or P9D. 

What counts as registered or approved childcare? 
Registered and approved childcare includes: 

Registered childminders, nurseries and play schemes Out-of -hours clubs on school premises run by a school or local authority. 

Childcare schemes run by school governing bodies under the 'extended schools' scheme. 

Childcare schemes run by approved providers, for example, an out-of-school hours scheme or a provider approved under a Ministry of Defence accreditation scheme. 

In England only, childcare given in the child's own home by a person* approved to care for your child or children. 

In England only, childcare given in the child's own home by a domiciliary worker or nurse* from a registered agency who cares for the child or children• in Scotland only, childcare given in the child's own home by (or introduced through) childcare agencies*, including sitter services and nanny agencies, which must be registered. 

Approved foster carers (the care must be for a child who is not the foster carer's foster child). 

* Childcare provided in the child's own home will not qualify if the person approved to give that childcare is a relative of the child.

4. Employee Frequently Asked Questions 
How can I save money? 
If you elect to have paper or electronic Childcare Vouchers issued from within your salary you will not be deducted National Insurance or Income Tax for up to a value of £55 per week. Therefore your remaining salary after paying for your childcare with vouchers will be higher than if you had paid for your childcare from your original salary. 

How much can I save? 
If you are a standard rate tax payer and elect to take £55 per week with paper or electronic Childcare Vouchers you will save approxiamately £962 per year. If you are a higher rate tax payer you could save upto £1,195 per year. 

Does having a deduction from my salary for Childcare Vouchers affect my tax or my pension? 
If you have a State Pension (contracted into SERPS), by reducing your salary and taking Childcare Vouchers, you are reducing the amount of NIC’s paid, which means that your State Pension Contributions are less. However, because it is unlikely that you will be using Childcare Vouchers in this way for more than 4 or 5 years, the impact on the State Pension payouts when you retire will be extremely minimal. If you have a Private or Company Pension, it is at the discretion of the Trustees of the pension provider as to whether they will include the value of the Childcare Vouchers as “pensionable” salary – in most cases this is not a problem, so your pension will not be adversely affected. Please contact your HR department for further information. 

Is there a limit to how much I can receive in Childcare Vouchers? 
As the Tax and National Insurance exemption is capped at £55 week this will usually be the limit. 

For what type of care can I use Childcare Vouchers? 
Paper and electronic Childcare Vouchers can be used to pay for all forms of approved or registered childcare including nurseries, childminders, play schemes, after school clubs and nannies. To benefit from the Tax and National Insurance exemption you cannot use unregistered or informal childcare such as relatives or neighbours. 

What does my carer have to do? 
Your carer has to register with the voucher provider. Once they have an account set-up, your carer can start to receive payment in the form of childcare vouchers. 

If I pay the same amount each month for my childcare, do I still have to order monthly? 
If your childcare costs are consistently the same amount each month, you can place a regular order. If your circumstances change, please contact your employer. 

If I’ve not used up my vouchers by the end of the month, what do I do? 
Electronic vouchers do not have any expiry date. 

What do the changes in the tax credits rules mean for me? 
If you’re already using a registered childcare provider you’ve nothing to worry about, you’ll still be able to claim the childcare element of the Working Tax Credit (WTC) in the same way. If you’re currently using an unregistered carer, such as a nanny, you are not, at present, entitled to claim the childcare element of the WTC. From April 2005, if your childcarer becomes approved under a new, voluntary approval scheme, you will be able to apply for the tax credit. Potentially, this means that many more families will be able to claim up to 70% of their childcare costs (depending on their earnings and the cost of the childcare). 

I use a nanny. How should they get approved? 
Under the current proposals, a childcarer wanting to be approved will have to show that there’s nothing in their past that may make them unsuitable to be a childcarer. In practice, this will mean an enhanced disclosure from the Criminal Records Bureau (CRB). They will also have to show an understanding of working with children – at the very least this would mean attending an induction course on caring for children in a home environment. They must also hold a valid paediatric first aid certificate at the time of approval. A parent cannot claim the childcare element of WTC and will not benefit from the tax/NICs exemption after April 2005 if a family member is caring for the child in the child's home. 

How does my carer get approved? 
The Department for Education and Skills (DfES) through the SureStart Unit have announced an approval scheme that provides recognised national status for individuals providing childcare that is not otherwise required to register and is provided in the child's own home or, for children aged over 7, on other domestic premises. For more information visit 

www.childcareapprovalscheme.co.uk 

My childminder only looks after children aged 8 or over. What do the changes mean for me? 
Childminders who care solely for children aged 8 or over do not have to be registered or inspected by Ofsted or the CSIW and are not governed by national standards for childminding. However, under the government’s proposed voluntary approval scheme, they may be approved in the same way as nannies, again enabling more families to claim the childcare element of WTC and the tax concessions on employer supported Childcare Vouchers. 

5. Salary Sacrifice 
1. What is a salary sacrifice? 
The Inland Revenue states that salary sacrifice arrangements are effective when the contractual right to cash pay has been reduced. For that to happen two conditions have to be met: 

The potential future cash pay must be given up before it is treated as received for tax or NIC purposes; and 

The true construction of the revised contractual arrangements between employer and employee must be that the employee is entitled to lower cash remuneration and a benefit. 

In practice that means: 
The employer pays directly towards a childcare service; it could be an in-house provision, a
Childcare Voucher, or a subsidy to a provider. The cash salary paid to the parent is reduced by
the amount the employer pays towards childcare. This is the sacrifice. 
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There is an amendment to the employee’s contract that makes it clear that the parent is entitled to a lower salary and the employer will pay an equivalent amount towards childcare support.  The contract variation cannot be backdated. 

The employee does not retain the right to return to the previous level of salary within the terms of the contract. 

The amendment can be for a specific period, example one year, or until the child no longer uses the provision or a major life change. 

A salary sacrifice is ineffective if, in practice, the arrangement enables the employee to continue to be entitled to the higher level of cash remuneration. In other words, he has merely asked the employer to apply part of that cash remuneration on his behalf. The soundness of the arrangements is the primary concern for the employer and is principally a matter of employment law. 

Remember that liability for the correct deduction of tax and National Insurance Contributions (NICs) resides with the employer. It will be in the employer’s interest to seek advice from an employment law expert or legal adviser. HM Revenue & Customs is interested in whether or not the salary sacrifice is effective is purely for the purpose of determining the correct tax and NICs due and they cannot give advice on setting up contract variations. 

Individuals must have a choice as to whether they take a salary sacrifice. In order to make that choice, an individual should be provided with information about the implications of taking a salary sacrifice, which indicates that depending on their level of income and the duration of the salary sacrifice, it may affect their entitlement to state benefits and tax credits. Go to www.hmrc.gov.uk/specialist/salary_sacrifice.pdf for more information. 

2. How much will be saved in Tax and NICs? 
This depends on the type of employer support on offer, how much salary is sacrificed and the rates of tax and NIC on the individual’s salary. For Childcare Vouchers and direct payments to a childcare provider, the exemption is limited to £55 per week. For workplace childcare, the amount that can be paid as a subsidy or taken as a salary sacrifice is not limited, although certain conditions apply.  As a rule of thumb, and for an individual taking a salary sacrifice of £55 per week, the annual saving on tax and NIC is likely to be between £962 and £1,195 a year depending on the rates paid. 

3. Does the saving only come with salary sacrifice? 
No. An employee can be on a Salary Sacrifice or Salary Plus scheme. Both attract the exemptions and it is possible to take part of the exemption as salary plus and the rest as salary sacrifice. 

Salary sacrifice is where the employee gives up salary in exchange for the employer paying towards a place or a voucher in order to benefit from the exemptions available for employer sponsored childcare. 

Salary plus is where the employer pays the member of staff an amount over and above their salary towards childcare in the form of a subsidised place or a Childcare Voucher. 

4. Why are HR Revenue and Customs involved? 
The HR Revenue and Customs involvement and interest in a salary sacrifice scheme is to ensure that the correct tax and NIC deductions are being made appropriate to the salary received. It is good practice to advise your local tax office of your intention in advance but the local inspectors cannot prior approve schemes and they will only consider the implications for tax once it is up and running. It can therefore be advisable to pilot any salary sacrifice scheme with a small number of staff to ensure that HM Revenue and Customs is satisfied it is effective before introducing it more widely. 

5. What is the impact on state benefits and tax credits? 
Earnings related benefits 
Because it reduces the amount of cash pay, salary sacrifice can have an effect on earnings related benefits such as state pension, statutory maternity pay and statutory sick pay. The most significant consideration for state benefits will be if cash income falls below the lower earnings limit because the pension and benefits could be adversely affected. 

Tax Credits 
Entitlement to the childcare element of Working Tax Credit, which provides specific support related to childcare costs, will in most cases be affected. 

Employees in this situation should explore possible entitlement to tax credits first before considering vouchers as it is possible that there is a greater benefit in tax credits than in voucher saving.  It is possible to claim tax credits in addition to vouchers but with the important consideration that any childcare costs met by Childcare Vouchers are not eligible for tax credits. To give a simple example, if childcare costs are £300 per month and £200 is met by Childcare Vouchers, only £100 of childcare costs are relevant to the calculation of any childcare element due. 

Tax Credit Helpline 0845 300 3900 (Great Britain) 0845 603 2000 (Northern Ireland) 

6. What is the impact on pay and conditions? 
There are a number of issues which need to be administered carefully to avoid any adverse effect. Salary sacrifice cannot be backdated.  The salary has to be sacrificed before it is paid to the employee. The employer should ensure that any salary based enhancements such as shift allowances, on call, uniform allowances and overtime are based on the salary before childcare voucher deduction. This is normally administered by maintaining the full salary value in the pay calculation. This is generally known as the “notional” or “base” salary. 

Where the employer provides benefits, it is for the employer to determine how they are calculated. The best practice in this regard is to maintain the link with the full or “notional” salary value.  One important benefit is employer’s maternity pay. As employer’s maternity pay is often based on a minimum qualifying period and an entitlement based on salary, again it is important that the employer specifies that the benefit be based on the full salary value. 

It should be noted that: 
Those who earn below the tax bands (£ 97 per week/£420 per month - 2006/07) do not benefit from tax savings. 

Those who earn below the primary threshold for National Insurance contributions (£97 per week/£420 per month 2006/07) do not benefit from NIC savings. 

Salary sacrifice may have an effect on student loan repayments. These are only activated above a set amount of earnings and if the earnings are lowered the repayment may not need to be made. 

Salary sacrifice must not bring the employee’s hourly wage below the National Minimum Wage. 

7. What evidence and records need to be kept? 
For all schemes, you will need to be able to show: 

1. The salary sacrifice has been implemented. Evidence: documentation of the variation of the employment terms and conditions; a payslip that shows the employer has paid a lower salary 

2. That the scheme is offered to all staff as appropriate. Evidence: the materials used to publicise your scheme eg the staff handbook. 

For each of the three types of scheme there is other information and evidence that will be required – see below. 

Childcare Vouchers 
You will also need to be able to show: 

1. The employer has bought a childcare voucher. Evidence: payment for the voucher 

2. The Childcare Voucher is appropriate Evidence: that is can only paid towards registered childcare. 

3. Details of the children(s) used including their Registration or Approval Numbers and when their registration or approval expires. 

4. Your employees participating in the childcare voucher schemes are required to inform you of any changes in the registration or approval status of their childcare. Evidence: agreement between the employer and the employee. 

For items 2, 3 and 4, it is permissible for a Childcare Voucher Company to keep the records for you but you will be responsible for producing them to HM Revenue & Customs, if required. 
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Workplace Childcare 
You will also need to be able to show: 

1.
The employer has paid towards workplace childcare Evidence: The childcare is in a nursery or play scheme on the employer’s premises, or on premises provided jointly with others that the employer is wholly or partly responsible for financing and managing. A contractor may run the scheme as long as it fits the above criteria. Other employer’s staff who work on your site and use your workplace childcare facilities may also benefit from the full exemption. 

Childcare provided by a third party 
(NB. This is an amount paid to a childcare provider to subsidise the cost of childcare for staff.  An example would be a £5 per day subsidy to a holiday play scheme or private nursery). 

You will also need to be able to show: 

1. That the employer has a subsidy paid towards registered or approved childcare. Evidence: payment to the provider. 

2. Details of the childcarer(s) used including their Registration or Approval Numbers and when their registration or approval expires. Evidence: the Registration or Approval numbers and expiry dates. 

3. Your employees participating in the childcare voucher schemes are required to inform you of any changes in the registration or approval status or their childcare. Evidence: agreement between the employer and the employee. 

In this process, the employer is responsible for administering the scheme and so needs to keep the records. 

Note on registered and approved childcare 
The following are providers of Registered and Inspected are in the whole of the UK. 

· 
Nurseries 

· 
Childminders for children aged seven and under 

· 
After school clubs for children aged seven and under 

· 
Holiday play schemes for children aged seven and under 

· 
Playgroups 

In Scotland, Nanny and Sitter agencies are also registered and inspected. 

The following can be approved. 

· 
Childminders for children over the age of 7 

· 
After school clubs, Holiday Play schemes for children over the age of 7 

· 
Clubs and activities for children under 8 running for less than 2 hours a day. 

The new Childcare Approval Scheme is a voluntary scheme for approving childcare providers and enabling parents and employers to check if a carer is approved. 

An approved carer: 

Has a relevant qualification or has attended an approved induction course in childcare; 

Has a certificate in first aid that is suitable for the care of babies and children and is not more than three years old at the time of approval 

(e.g. dealing with emergencies, resuscitation, shock, choking and anaphylactic shock); 

Has nothing in their background that makes them unsuitable to care for children (an enhanced disclosure check from the Criminal Records Bureau); and 

Is 18 years or older. 

6. Salary Sacrifice – Getting Started 
Decide what type of support to offer 
Will it be workplace provision, vouchers or payment to a third party (direct cash payments to staff are not exempt ). 

Prepare an amendment to the contracts of participating staff 
Work with your HR and legal teams to prepare an amendment to the contract of employment for staff who choose to use salary sacrifice. The amendment needs to state that the employer will pay for the service and that the staff member will receive a salary that is reduced by an equivalent amount. It should not state that the salary will revert to the previous level. Work out how the employer support will be paid and how that payment will be shown in the organisation’s account. Be clear about the way the sacrifice is shown on the individual’s payslip.  Remember it is a reduction not a deduction. 

Open the scheme to all staff – as appropriate 
To benefit from the exemption the employer must ensure the provision is open to all staff in a particular location where the scheme operates.  If, for example, an employer is multi-site but only offers the benefit on one site to address recruitment and retention issues it will be acceptable, providing the benefit is offered to all staff at that site. 

Develop an effective communication strategy 
Publicise the introduction of the project and ensure that all staff are aware of the benefits and possible consequences of taking a salary sacrifice. Parents will benefit from the tax and NI exemptions but they need to understand the implications for their pensions, statutory benefits and so on. 

Work closely with HM Revenue and Customs 
Work closely with the HM Revenue and Customs office that handles your organisation’s payroll to ensure that the salary sacrifice scheme is acceptable. It may be sensible to conduct a short pilot project to ensure that your salary sacrifice scheme is acceptable. But remember, HM Revenue & Customs will only be able to check once the pilot scheme is up and running. 

