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For your specific query on Redundancy: Guidance for Employers , contact Claremount for a confidential appointment on 028 7126 6420.
Redundancy: Guidance for Employers
The different components of the redundancy package

When an employee is made redundant they will normally receive a package of pay and benefits. This package may be made up of a number of components such as:

· a redundancy payment 

· any unpaid salary 

· damages 

· a payment in lieu of notice 

· payment for a restrictive covenant 

· compensation for loss of office 

· non-cash benefits 

Some of these components - such as unpaid salary or holiday pay - may be taxable and liable to National Insurance contributions (NICs) as earnings. However ‘redundancy payments’ (the component paid as compensation for redundancy) are not liable for NICs and in the majority of cases are not taxable up to £30,000. 
To get the tax and NICs positions right it’s therefore important to identify the various components of the package correctly. 

Statutory redundancy payments vary with age, length of service with the employer and pay. If you provide additional (non-statutory) amounts for the same reason, they are treated in the same way as statutory redundancy payments for tax and NICs purposes.

How are the different components of a redundancy package dealt with for tax and NIC purposes?

· Unpaid salary and holiday pay are earnings for tax and NICs. 

· Redundancy payments are tax-free up to £30,000 and not liable for NICs. Note that in some situations the £30,000 is reduced.

· For payments in lieu of notice the position can be complex: The NICs position follows that for tax. 

· Payments for restrictive covenants are earnings for tax and NICs purposes Damages payments are dealt with in the same way as redundancy payments 

What tax reporting requirements apply for employers?

· A separate report to HMRC is required for some redundancy packages but not if simply cash 

Should a copy of the employer’s tax report be given to the employee?

· Yes, by 5 July following the end of the tax year 

What if the employer is insolvent?

· Some payments are made by BERR 

Is £30,000 of a redundancy payment always tax exempt?

· Not always because certain payments must be added together before applying the exemption 

How are non-cash benefits dealt with?

· They are valued in the same way as non-cash benefits provided during employment  

Does a compromise agreement make any difference to the tax and NIC position?

· No difference for redundancy payments but some elements of the package may be earnings 
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