EMPLOYER-SUPPORTED CHILDCARE
This factsheet provides a broad overview of the tax and National Insurance Contributions (NICs) treatment of the different forms of childcare support all businesses can provide to their employees.
Employer-supported childcare could affect tax credits and other benefits.  You should ensure that your employees understand the impact on their benefits before they sign up to your scheme.

The details below are relevant to the 2012/13 tax year.

Employer Supported Childcare rules

The employer-supported childcare rules aim to provide an incentive for employers of all sizes to help their employees with childcare.

Exemption limits depend on tax bands as follows:

· Basic rate tax-payers: up to £55 per week of employer-supported childcare is exempt from tax and NIC

· Higher rate tax-payers: up to £28 per week of employer-supported childcare is exempt from tax and NIC

· Additional rate tax-payers: up to £22 per week of employer-supported childcare is exempt from tax and NIC

Qualifying Conditions

· The childcare is either registered or approved;

· The child is a child or stepchild of the employee at whose expense, either in full or in part, the child is maintained; or the child is resident with the employee and the employee has parental responsibility;

· A child qualifies up to 1 September after their 15th birthday (or 1 September after their 16th birthday if they are disabled); and

· You offer the support to all of your employees or all employees at a specific location (there is no minimum size of employer or numbers of employees who take up the employer-supported childcare).

What counts as registered or approved childcare?

· Registered childminders, nurseries and play schemes

· Out-of-hours clubs on school premises run by a school or local authority

Can both parents claim?

The £55/£28/£22 per week exemption applies to each individual employee, not per household or number of children.  It applies to both tax and NICs.  If you provide qualifying childcare support that exceeds £55/£28/£22 per week, the excess will be liable to both tax and NICs.

What if I am a sole director/shareholder of my own business?

You will still be eligible to set up a childcare scheme in your limited company. 
How will my business benefit from providing employer-supported childcare?

Your payments to the childcare provider will be deductible for corporation tax (for limited companies) and income tax (for sole-traders and partnerships).

The payments will also be free of employer’s national insurance, so you will benefit from a reduction in your wages and salaries costs.
The two types of childcare support most commonly used are direct arrangement with a third party and childcare voucher schemes.

Direct arrangement with a third party

This is childcare which you buy directly from a third party provider (nursery, after-school club etc) and which you make available to your employees as a benefit.  The contract to purchase the services is between you and the third party.  This is a very straightforward method of providing help with childcare, and is particularly relevant if you only have a small number of employees who use childcare.
You must have an arrangement with the childcare provider that you will buy a certain amount of childcare.  

The exemption will not apply if you are simply paying or helping to pay your employee’s own childcare bill.

How do I set up this type of arrangement?

There is normally an existing arrangement between the childcare provider and the employee concerned.  A variation in this arrangement would need to take place to show that it will be you, and not the employee, who is contracting for part of the childcare.  This could be in the form of a letter informing the childcare provider of the value of childcare you agree to purchase.

What if my employee spends more than £55/£28/£22 per week in childcare?

Your employee will continue to purchase the excess over £55/£28/£22 per week in the normal way, directly from the childcare provider.

What records do I need to keep?
If you use this method you must keep a record to show that the conditions for the exemption are met.

This can be in the form of a log showing the employee’s child’s name and date of birth and the childcare provider’s registration or approval number.  You will need a note of when the approval is due to expire, and you will need to ensure that the approval is extended as the tax and NIC exemption will not apply if the approval lapses.
Childcare voucher scheme

You can provide your employees with childcare vouchers up to the £55/£28/£22 per week exempt limit.

Many employers outsource their childcare voucher schemes to specialised companies in return for an administration fee.  The amount of the administration fee is also exempt from tax and NICs and does not eat into the £55/£28/£22 per week exempt limit.

Alternatively, you can run the scheme in-house and save the administration fee.

What will I need to do to run my own in-house scheme?

You will need to produce a voucher which can be given to your employee to enable them to obtain childcare.  The vouchers can be in electronic format.  You should ensure that they cannot be used to pay for anything else, and that they cannot be transferred or sold.

The vouchers can be offered in addition to existing pay, or as part of a salary sacrifice scheme.

How do childcare vouchers work?

You will give the childcare voucher to your employee.  They will give the voucher to their childcare provider as payment or part-payment.  The childcare provider will return the voucher to you to request payment.
Your employee should check that the childcare provider is happy to be paid in this way.

You must ensure that the qualifying conditions are met at the point you give the voucher to your employee (not when it is used to pay for childcare).

How we can help you

We can advise you on the most suitable scheme for your needs, and provide all the documentation you will need to set the scheme up.

If you are going to reduce your employees’ pay to cover the cost of the childcare you are providing, you will need to ensure you do not reduce pay below National Minimum Wage rates.  We will be able to advise you on this.
