
 

                                                                                            
Apprenticeship Levy 2017 Q + A 
 
1) What is the Apprenticeship Levy?  
 
On 6 April 2017, the new apprenticeship levy will come into force. This replaces the current 
system which allows employers to choose to pay for the apprenticeship training they want. 
The levy, which was introduced by sections 98 to 121 of the Finance Act 2016, will require 
all UK employers with an annual wage bill of more than £3 million to pay 0.5% of that wage 
bill towards the cost of apprenticeship training. The levy will be paid by employers through 
Pay as You Earn (PAYE), alongside income tax and National Insurance Contributions 
(NICs). Any employer which is liable is entitled to an apprenticeship levy allowance of 
£15,000 to offset against the levy liability. 
 
2) Why was the Apprenticeship Levy introduced? 
 
In the 2015 Conservative Manifesto, the government committed to “supporting 3 million new 
apprenticeships, so young people acquire the skills they need to succeed”. The government 
believes that this will be best achieved through the apprenticeship levy which shifts the 
burden of apprenticeship training onto employers and places the employers themselves at the 
heart of apprenticeship training.  
 
The levy replaces the current system which enables employers to choose and pay for the 
apprenticeship training they want. It has been billed by the government as a way to train and 
secure future talent.  It is also hoped that the levy will successfully fill and target the current 
shortages in our work force. All employers will be charged the apprenticeship levy and unlike 
other taxes, all the proceeds from the levy will be spent solely on apprenticeships.  
 
Although many employers are pleased that apprenticeships are finally being recognised as 
fundamentally important to developing vocational skills and investing in human capital, 
others have argued that it is unfair for them to be required to pay the levy if they do not 
require apprentices at a particular time. 
 
3) How will the levy operate in practice?  
 
The apprenticeship levy is payable by any employer which is a “secondary contributor” with 
reference to their employee earners who are Class 1 NICs. Accordingly, any “secondary 
contributor” will be the “deemed employer” for the purposes of this levy as it will catch any 
employer with the responsibility of paying Class 1 NICs on earnings. 
 
This means that entities that are not technically employers themselves but are responsible for 
paying Class 1 NICs on earnings will also be required to consider possible payment of the 
levy. Such entities include certain employment intermediaries and those public sector entities 
that fall within the IR35 rules. The IR35 rules are those which govern tax and NICs of 
employees who are contracted to work through an intermediary. If these rules do apply, the 
intermediary will have to operate PAYE and NICs on any salary or wages it pays to its 
employees during the tax year. Thus, the levy will apply to those businesses. 
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The rate of the levy will be 0.5% of the “pay bill” for a tax year less an annual allowance of 
£15,000 to offset against their levy payment (meaning that the levy is 0.5% of pay bills over 
£3 million in the relevant tax year). Accordingly the government has stated that fewer than 
2% of employers will be liable to pay the levy. 
 

i) How it is calculated? 
 
To keep the process as simple as possible the relevant “paybill” will be based on total 
employee earnings subject to Class 1 secondary NICs. This includes wages, bonuses, 
commission and pension contribution. However, cash benefits and items referred to in 
“PAYE settlement agreements” (PSAs) are ignored for the purposes of the levy. Note that 
“PSAs” differ from regular settlement agreements arising in an employment law context. In 
this context the PSA refers to the voluntary arrangement which allows an employer to settle, 
in a single annual payment, the income tax and NICs liability of their employees on certain 
minor and irregular expenses and benefits.  
 
Although the levy is an annual charge, employers must pay the levy on a monthly basis. The 
employer must calculate the cumulative pay bill to date then deduct the appropriate 
proportion of the levy allowance for the year to date. This allows for the unused levy 
allowance from one month can be carried over to the next, enabling employees who face 
‘seasonal peaks’ to benefit from the full annual allowance. Furthermore, where an entity is 
only an employer for some of the year, it will be eligible to offset the relevant proportion of 
the annual allowance against its liability for that particular tax year.  
 
Where too much allowance has been paid by the employer the overpayment will be carried 
forward to the next calculation. There is also the opportunity for the whole year’s levy 
payments to be reconciled against the annual levy allowance at the end of the year.  
 
4) Connected companies 
 
There are special rules that apply in respect of “connected companies” (including LLPs) that 
form a “company unit” in respect of any tax year.  Company units will be entitled to only one 
apprenticeship levy allowance between them where the combined annual pay bills exceed £3 
million. The levy allowance of £15,000 may then be split between them. 
 
It is therefore important to determine whether two or more companies are in fact “connected” 
as this will impact upon whether they are each entitled to a full allowance or whether they 
must split it between them.  The test of “control” will be applied to determine a sufficient 
“connection” between the companies. The general test of “control” is to be found in section 
450 of the Corporation Tax Act 2010. This rule states that the control test will be met where 
one company can exercise or is entitled to acquire, direct or indirect control over the other 
company’s affairs. In particular, control may be displayed where a company possesses or is 
entitled to acquire the greater part of the other’s share capital or voting power. If this can be 
shown, the companies will normally be deemed “connected” and accordingly will not be 
entitled to an individual allowance. 
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It is also important to note however that where companies are only connected by virtue of the 
above rule they will not be deemed to be “connected” for the purposes of the apprenticeship 
levy unless the relationship between them is also determined to be one of substantial 
“commercial interdependence.”  
 
“Commercial Interdependence” exists where there the relationship between the two 
companies exhibits any one of the following three characteristics: “financial 
interdependence”, “economic interdependence” or “organisational interdependence”. 
 
“Financial interdependence” exists where one company supports the other financially or each 
has an interest in the other’s financial affairs. “Economic interdependence” exists where both 
companies have the same economic objective. Finally, “organisation interdependence” exists 
where the companies have common management, employees, premises or equipment. 
Accordingly, if the companies are only connected through the control rule but their 
relationship lacks any of these “commercially interdependent” elements, they will not be 
deemed to be a “company unit” and each company will thereby be entitled to claim the full 
levy allowance. It will therefore be in the best interest of   companies which might otherwise 
be regarded as connected to rebut the notion that they are “commercially interdependent”. 
 
Where there is no election by the connected companies, HMRC will assume that each is 
entitled to an equal share of levy. However, it is up to the companies to decide themselves 
how the levy allowance should be split between them. Whilst a nil share is allowed, a 
negative share is not. This decision should be made and HMRC informed at the start of the 
tax year. Similarly it is important that where employers within ‘company units’ operate more 
than one PAYE reference that HMRC is notified of this in the first return which indicates 
how the companies aim to apportion the levy allowance.   
 
5) What are the reporting requirements and funding arrangements?   
 
It is important to note that Scotland and England have different administrative arrangements 
in respect of the reporting and funding requirements. 
 

i) Reporting requirements  
 
The apprenticeship levy will be collected through the PAYE system in Scotland and England 
(and Wales). Each month, HMRC will collect the levy through PAYE, payable alongside 
income tax.  
 

ii) Funding arrangements  
 
All funds comprising the apprenticeship levy will be used to fund apprenticeship training and 
assessment. However the way in which the funding will be allocated will differ between 
Scotland and England (and Wales). Scotland’s share of the money raised from the levy will 
be allocated by way of a block grant, whereas south of the border funding for apprenticeship 
training will be administered through a digital apprenticeship system for levy paying 
employers which may be accessed by the employers themselves. There are no plans to adopt 
this system in Scotland, and apprenticeship funding will continue to be administered by Skills 
Development Scotland (SDS) through contracted training providers and direct employer 
contracts. This means that English employers who have already paid the levy will be able to 
claim back training costs to get their apprenticeship trainee provided, whereas in Scotland, 
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the employer must contact SDS to claim apprenticeship funding in respect of the proposed 
training. Accordingly, the system adopted in England offers more flexibly by allowing for the 
employer to freely choose the training provided. 
 
6) Compliance and penalties 
 
Due to the fact that HMRC’s information and inspection powers have been expressly 
extended to encompass the apprenticeship levy, employers must keep records relevant to the 
levy for at least three complete tax years. The form and means through which they are kept is 
at the employer’s discretion.  
 
HMRC can serve notice on the relevant employer if it finds that payable apprenticeship levy 
has not been paid or reported. The sum stated within the assessment will fall due within 30 
days of receipt of the assessment. HMRC applies the same assessing procedure as is used for 
income tax, and similarly the collection and court procedures also follow the same process.  
 

i) Late returns  
 

Where an apprenticeship levy return is not made when it falls due the penalty regime 
contained within the provisions of Schedule 55 of the Finance Act 2009 will be enforced and 
accordingly a £100 penalty falls due if the return is just one day late. If the return fails to be 
submitted within a three month period, HMRC may impose a daily penalty of £10. Penalties 
greater than 5% of the levy due and a fine of £300 may be imposed where the return is more 
than six months overdue.  
 
It is also important to note that HMRC may impose a penalty under the regime contained in 
Schedule 24 to the Finance Act 2007, where filed levy returns are inaccurate as a result of 
either carelessness or deliberate actions.  
 

ii) Late payments  
 
Penalties for late payment of the levy will be determined based on the amount of the levy that 
is paid late and how many previous defaults have been made in the tax year prior to the 
default. This is the same regime used in the construction industry. Although the first payment 
would not usually count as default, there is provision in the legislation which allows for it to 
be counted as a default in any future situation where default arises again.  
 
7) Appeals  
 
If an employer wishes to appeal against an assessment of apprenticeship levy it must provide 
notice in writing to HMRC within 30 days of the date the assessment notice was given.  
 
8) Anti-avoidance 
 
Anti-avoidance provisions exist to defeat any attempt by an employer to obtain an “undue 
advantage” from their entitlement to the levy allowance. This provision defines an advantage 
to include a repayment or increased repayment of apprenticeship levy, an avoidance of a 
charge or an assessment or potential assessment to the levy, a deferral of payment or 
advancement of a repayment of the levy and finally the avoidance of an obligation to account 
for the levy.  
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9) Will the levy encourage recruitment and training? 
 
It cannot be said at this stage whether or not this move will encourage recruitment or training. 
That is definitely the logic behind the move. However, what it definitely will do is encourage 
employers to think about the levy that they are paying and how they can make it benefit them. 
This in turn will hopefully impact upon and encourage employers to consider offering 
training schemes to employees and reap the benefits of the levy. The government hope that 
the levy will encourage employers to identify areas where training is required within their 
business.  
 
10) Recommendations for employers  
 
It is important that employers prepare for the entry into force of the apprenticeship levy by 
familiarising themselves with the rules and build this into their payroll arrangements. 
Employers should also ensure that any relevant records are retained in an organised and 
accessible manner in order to protect themselves against possible sanctions for non-
compliance. Finally, businesses should consider how they can take advantage of the levy by 
targeting key areas within their business that could benefit from apprenticeship training, in 
order to ensure that they reap the business benefits of this new tax.  
 
Please note, this guide is for information purposes only and does not constitute the 
provision of legal advice. For further information and advice on this topic please contact a 
member of the Stronachs’ Employment Team. 
 
 

Stronachs LLP  
6 April 2017 

 
 
 
 
 


