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Exemption for paid or reimbursed 
expenses 

Finance Act 2015 introduces an exemption for employees in respect of certain paid or reimbursed 
business expenses, provided that they are not paid in connection with salary sacrifice arrangements. 

Background 

At present, business expense payments paid or reimbursed by an employer to an employee are 
generally deductible when calculating the taxable income of the employee. But this requires the 
employer either:  

1) To report the expenses on the employee’s form P11D. The employee would then take a 
deduction on their self-assessment tax return, or file a stand-alone claim; or 

2) To apply to HMRC for a dispensation to remove the obligation to report (and the employee to 
subsequently deduct) the expenses. 

Following representations from employers, the Office of Tax Simplification (OTS) have recommended 
that this approach is simplified by replacing the deduction with an exemption. Section 11 of the 
Finance Act introduces this exemption, with the addition of a restriction where salary sacrifice or 
similar arrangements are involved. 

The detail 

The exemption will apply to amounts that would otherwise be deductible under either Chapter 2 or 
Chapter 5 of Part 5 ITEPA. These Chapters relate to the deduction of employee expenses and 
include, for example, expenses incurred in the course of business travel. The exemption is either for 
an approved flat rate amount or the actual amount of any expense reasonably incurred. The 
exemption does not apply if the payment or reimbursement is made pursuant to “relevant salary 
sacrifice arrangements”. 

Flat rate payments 

In order for the exemption to apply to flat rate payments, the employer must operate a system for 
checking that: 

(a) the employees are incurring expenses, and 

(b) that those expenses would, apart from the new legislation, be deductible for the 
employee 

In addition, there is a requirement that the employer must not reasonably be expected to know or 
suspect that the employee has not incurred an amount in respect of those expenses.     

The new legislation provides that an employer may request an “approval notice” from HMRC that a 
flat rate amount be paid tax free to employees in respect of certain expenses (for example, for 
subsistence at a temporary workplace). An application requires the employer to agree with HMRC a 
reasonable estimate for the actual costs incurred. An approval notice may not be granted retroactively 
and may be valid for 5 years at most. The approval notice may also be revoked by HMRC with 
immediate effect (or from a specified date) if, in HMRC’s opinion, there is reason to do so. The 
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alternative is for the employer to calculate the flat rate payment “in accordance with Regulations”, 
and we await Regulations to this effect. 
 

Relevant salary sacrifice arrangements 
The exemption does not apply if the payment or reimbursement is made pursuant to “relevant salary 
sacrifice arrangements”. This mean arrangements (whenever made), under which: 
 
1) The employee gives up a right to receive an amount of income in return for the payment; or  

 
2) The amount of other earnings depends on the amount of reimbursement. 
 

Anti-avoidance 
In addition to the specific provisions relating to salary sacrifice arrangements, there are also more 
general anti-avoidance rules which remove the exemption if one of the main purposes of the 
arrangements is the avoidance of tax or NIC. 
 

KPMG comments 
Broadly KPMG are supportive of the move from a deduction/dispensation approach to one based on 
an exemption. However, we believe that the subjectivity involved in testing whether the employer 
“…could reasonably be expected to know or suspect” that the employee has not incurred an 
expense will see employers before the First-tier Tribunal before we gain clarity on how “reasonable 
suspicion” should be interpreted.  
 
In order for the exemption to apply for scale rate payments, the employer must operate a system for 
checking that the employees are incurring expenses that would, apart from the new legislation, be 
deductible. The legislation does not provide further details on exactly what system is required here, 
and we would welcome HMRC guidance on how they propose to evaluate whether an employer’s 
system of checks is appropriate to the level of risk.  
 
The legislation concerning approval notices for flat rate amounts allows notices to be revoked with 
immediate effect; however it does not provide for any appeal process by the employer. KPMG would 
welcome clarification on whether regulations will be enacted to provide a degree of protection for 
employers. We think they should. Notices may be revoked if in HMRC’s opinion there is “reason to 
do so”; guidance would also be helpful concerning possible triggers for HMRC believing this is so.  
 
Finance Act 2015 sets out the conditions under which an exemption can be utilised for otherwise 
deductible expenses. It does not, however, remove the deduction in cases where the exemption 
does not apply. As a result if reimbursement of expenses is made pursuant to a salary sacrifice 
arrangement, then it would appear that the employee in question may still claim a deduction at the 
end of the tax year, albeit that the amount of reimbursement would be reportable on Form P11D. 
This is surprising and it may be that the rules will be amended to prevent this. There is also the point 
that currently payments in respect of deductible expenses are disregarded for the purposes of NIC, 
and the NIC rules have not been amended as part of these changes. Presumably they will be shortly! 
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