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Professional Certificate in Social Security Laws and Payroll Legislation

Employment Law and Taxation

Accrued Leave – The amount of paid time off that an employee has earned but not yet taken.
Related terms: Annual leave, sick leave, vacation accrual.
Accrued leave builds up each pay period according to the employer’s policy or statutory minimum. For
example, a worker who earns 1.25 days of annual leave per month will have 7.5 days accrued after six
months. Challenges include tracking balances accurately, ensuring compliance with carry‑over limits, and
handling payout on termination.

Administrative Penalty – A monetary sanction imposed by a tax authority or labor regulator for
non‑compliance with filing, reporting, or payment obligations.
Related terms: Late filing fee, interest surcharge, compliance audit.
Administrative penalties may arise from late payroll tax submissions, failure to provide statutory payslips, or
neglecting to register a new employee with social security. For instance, filing a PAYE return after the
deadline can trigger a fixed penalty plus daily accruals. Employers must maintain robust calendars and
automated reminders to mitigate risk.

Agency Workers Directive (AWD) – EU legislation that ensures temporary agency workers receive equal
treatment in pay and conditions compared with permanent staff after a qualifying period.
Related terms: Temporary staffing, equal treatment, qualifying period.
Under the AWD, an agency worker employed for 12 weeks in the same role must receive the same hourly
rate, holidays, and overtime pay as a direct hire. Practical application involves aligning payroll systems to
detect qualifying periods and adjusting rates automatically. A challenge is managing differing national
implementations after Brexit.

Annual Pay – The total remuneration an employee receives over a twelve‑month period, including base
salary, bonuses, commissions, and other taxable benefits.
Related terms: Gross pay, net pay, remuneration package.
Annual pay is the basis for calculating statutory benefits such as maternity pay, redundancy entitlements,
and pension contributions. For example, a staff member earning £30,000 base salary plus a £5,000
performance bonus has an annual pay of £35,000. Miscalculations can affect tax brackets and statutory
thresholds, leading to under‑ or over‑deduction of taxes.

Appeal Rights – The legal entitlement of an employee or taxpayer to challenge a decision made by an
employer, tax authority, or tribunal.
Related terms: Judicial review, grievance procedure, tax dispute.
In employment law, an employee dismissed for misconduct may appeal to an internal grievance panel
before approaching an employment tribunal. In taxation, a business can appeal a penalty assessment to the
tax authority’s appeals department. Effective use of appeal rights requires timely filing, clear documentation,
and often legal representation.
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Arrears of Pay – Wages that are owed to an employee for work already performed but not yet paid.
Related terms: Late payment, wage claim, statutory interest.
Arrears may arise from payroll processing errors, disputes over overtime, or delayed bonus payouts. For
instance, an employee who worked extra hours in March but receives payment only in May is entitled to
arrears for March and April. The law may impose statutory interest on unpaid amounts, and failure to settle
can trigger enforcement action.

Asset‑Based Taxation – A tax regime that levies liability based on the value of an individual’s or company’s
assets rather than income.
Related terms: Wealth tax, property tax, capital gains tax.
Although less common in employment contexts, asset‑based taxation can affect high‑earning executives
whose compensation includes stock options or equity awards. Employers must calculate the taxable value of
such awards at vesting and report them on payroll. Challenges include valuation of illiquid assets and
coordination with personal tax filings.

Attendance Allowance – A social security benefit paid to individuals with a disability who require personal
care, but who are of working age and may still be employed.
Related terms: Disability benefits, statutory sick pay, workplace adjustments.
Eligibility depends on the level of daily care required. An employee receiving attendance allowance may
need flexible working hours or workplace adaptations. Employers must understand the interaction between
this benefit and taxable earnings, as the allowance is generally non‑taxable but may affect means‑tested
benefits.

Audit Trail – A chronological record that documents the sequence of activities affecting a payroll or tax
transaction.
Related terms: Data integrity, compliance log, system security.
An audit trail shows who created, modified, or approved a payroll entry, including timestamps and user IDs.
It is essential for demonstrating compliance during tax inspections or employment disputes. Implementing
robust audit trails in payroll software helps prevent fraud and simplifies investigations. A common challenge
is balancing detailed logging with data privacy regulations.

Authority‑Based Tax Withholding – The system where an employer deducts income tax from an employee’s
wages and remits it directly to the tax authority.
Related terms: PAYE, withholding tax, tax remittance.
In many jurisdictions, the employer acts as a tax collector, applying the correct tax code to each paycheck.
For example, a payroll officer must reference the employee’s tax bracket and any applicable allowances
before calculating deductions. Errors can lead to under‑payment penalties for the employer and unexpected
tax liabilities for the employee.

Automatic Enrolment – A legal requirement that employers must automatically enrol eligible employees
into a workplace pension scheme and make minimum contributions.
Related terms: Defined contribution, pension levy, opt‑out.
The scheme aims to increase retirement savings. Eligibility typically requires a minimum age (often 22) and
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earnings threshold (e.g., £10,000 per year). Employers must select a qualifying scheme, enrol eligible staff,
and contribute at least 3% of qualifying earnings. Challenges include communicating the benefits, handling
opt‑outs, and ensuring contributions are correctly calculated each pay period.

Bankruptcy Discharge – The legal release of a debtor from personal liability for certain debts after a
bankruptcy order.
Related terms: Insolvency, creditor claims, debt relief order.
While primarily a personal finance concept, bankruptcy can affect employment when an employee’s
financial status impacts security clearances or fiduciary responsibilities. Employers may need to assess the
risk of employing someone who has recently been discharged. The discharge does not erase all debts;
certain obligations, such as student loans or tax arrears, may survive.

Basis of Taxation – The method used to determine an individual’s or entity’s tax liability, typically based on
residency, domicile, or source of income.
Related terms: Residence test, domicile, double taxation treaty.
For employees working abroad, the basis of taxation determines whether they are taxed in the host country,
the home country, or both. Example: a UK‑resident working temporarily in Germany may be taxed on
UK‑sourced income only, provided a treaty exempts German‑source earnings. Misunderstanding the basis
can lead to double taxation or non‑compliance with reporting obligations.

Benefit‑in‑Kind (BIK) – A non‑cash perk provided by an employer that has a monetary value and is subject
to tax.
Related terms: Fringe benefit, taxable benefit, valuation.
Common examples include company cars, private medical insurance, and housing allowances. The value of
a BIK is added to the employee’s gross pay for tax purposes. For instance, a car with a list price of £30,000
might generate a BIK charge of 20% of that value, resulting in £6,000 taxable benefit. Accurate valuation
and timely reporting are essential to avoid penalties.

Blind Trust – A legal arrangement where assets are managed by an independent trustee, and the beneficiary
has no knowledge or control over the holdings.
Related terms: Conflict of interest, fiduciary duty, asset segregation.
Blind trusts are sometimes used by senior executives to avoid conflicts of interest when making decisions
that could affect the value of their holdings. While not directly a payroll issue, the existence of a blind trust
may affect the reporting of stock‑based compensation and the timing of tax events. The challenge lies in
ensuring that the trust complies with both corporate governance standards and tax reporting requirements.

Board‑Level Compensation – The remuneration package for directors and senior executives, often
comprising salary, bonuses, share options, and long‑term incentives.
Related terms: Executive pay, performance share, clawback provision.
Board‑level compensation is subject to heightened disclosure obligations, shareholder approval, and tax
treatment. For example, a performance share award may vest after three years and be taxed at the point of
vesting rather than grant. Companies must align compensation structures with corporate governance codes
and ensure payroll systems can handle complex vesting schedules.
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Bonded Labour – A form of forced labour where a worker is compelled to work to repay a debt, often under
exploitative conditions.
Related terms: Human trafficking, modern slavery, employment contract.
Although illegal in most jurisdictions, bonded labour may still arise in supply chains. Employers must
conduct due‑diligence checks to ensure that contractors do not engage in bonded labour. Failure to do so
can result in criminal prosecution, civil fines, and reputational damage. Compliance programs should
include supplier audits and worker verification processes.

Breakdown of Earnings – A detailed statement that shows the components of an employee’s gross pay,
deductions, and net pay for a specific period.
Related terms: Payslip, wage statement, payroll summary.
A breakdown of earnings typically includes basic salary, overtime, allowances, statutory deductions (tax,
national insurance), and voluntary deductions (pension, union fees). Providing clear breakdowns helps
employees understand their pay and supports compliance with wage‑transparency legislation. Challenges
include ensuring that electronic payslips meet accessibility standards and that all deductions are correctly
coded.

Broad‑Based Tax – A tax system that applies to a wide range of income sources and economic activities,
rather than being narrowly targeted.
Related terms: General tax, progressive tax, tax base.
Broad‑based taxes, such as value‑added tax (VAT) or corporate income tax, affect both employers and
employees indirectly. For payroll, the impact may be seen in the cost of goods and services that employees
purchase, influencing real wages. Policymakers may adjust broad‑based tax rates to achieve fiscal balance,
and employers must stay informed about changes that could affect compensation packages.

Business Tax Relief (BTR) – A set of tax incentives designed to reduce the tax burden on businesses,
encouraging investment, research, and employment.
Related terms: R&D tax credit, investment allowance, tax exemption.
BTR may allow a company to deduct a higher proportion of qualifying expenses from taxable profit. For
example, a firm investing in new machinery may claim an accelerated depreciation allowance, lowering its
corporation tax liability. Payroll implications include the ability to fund higher wages or bonuses from tax
savings, but careful documentation is required to substantiate claims during tax audits.

Cap on Social Security Contributions – The maximum amount of earnings on which an employee or
employer must pay social security (or national insurance) contributions.
Related terms: Contribution ceiling, payroll threshold, earnings limit.
In many systems, contributions are only due on earnings up to a specified limit (e.g., £50,000 per year).
Earnings above the cap are exempt from further contributions, reducing the marginal cost of high salaries.
Employers must configure payroll software to apply the cap correctly each pay period. Errors can lead to
over‑payment and the need for refunds, or under‑payment and subsequent penalties.

Casual Employment – A work arrangement where the employee works irregular hours without a guaranteed
number of days or a fixed schedule.
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Related terms: Zero‑hours contract, part‑time work, gig economy.
Casual employees are often entitled to statutory protections such as minimum wage, holiday pay, and
protection from unlawful dismissal. For example, a retail associate called in only during busy periods is
considered casual. Payroll must calculate accruals for holidays and sick pay on a pro‑ rata basis, and tax
deductions must be applied each time the employee is paid. Challenges include managing fluctuating
payroll costs and ensuring compliance with regulations that limit excessive use of casual contracts.

Cash‑Based Compensation – Payment of wages or bonuses in cash rather than via bank transfer or other
electronic means.
Related terms: Salary, wage payment, electronic payroll.
While increasingly rare due to anti‑money‑laundering rules, cash payments still occur in certain sectors.
Employers must retain detailed records of cash payouts, including receipts and signed acknowledgments, to
satisfy tax and employment law requirements. The main challenge is ensuring that cash payments are
reported correctly for tax purposes and that they do not violate anti‑bribery statutes.

Certificate of Tax Residence – An official document issued by a tax authority confirming that an individual or
entity is a tax resident of a particular jurisdiction.
Related terms: Tax domicile, residency certificate, double taxation treaty.
The certificate is often required to claim treaty benefits, reducing withholding tax on cross‑border
payments. For example, a UK‑based employee sent on assignment to Germany may need a UK Certificate of
Tax Residence to avoid German withholding on salary. Obtaining the certificate involves providing proof of
residency, such as utility bills and tax returns, and can be time‑consuming for multinational payroll teams.

Change‑of‑Control Payments – Compensation triggered when a company undergoes a merger, acquisition,
or other change of ownership.
Related terms: Severance, golden parachute, retention bonus.
These payments may include lump‑sum payouts, accelerated vesting of stock options, or enhanced pension
benefits. They are usually subject to special tax treatment, often taxed as income in the year of receipt.
Employers must design clear policies outlining eligibility, calculation methods, and reporting obligations to
avoid disputes and tax penalties.

Child Benefit – A social security payment made to families with dependent children, intended to support
child‑related expenses.
Related terms: Family allowance, tax credit, means test.
In many jurisdictions, child benefit is non‑taxable, but it may affect the recipient’s tax code if the benefit
exceeds a certain threshold, leading to a “high‑income child benefit charge.” Employers need to be aware of
the interaction between child benefit and payroll tax codes, especially when adjusting employee tax codes
after a salary increase.

Class‑1 National Insurance Contributions (NICs) – Mandatory contributions paid by employees and
employers in the UK to fund state benefits such as the State Pension and sickness benefits.
Related terms: Employer NICs, employee NICs, secondary threshold.
Class‑1 NICs are calculated on earnings above the primary threshold and may be reduced or exempt above
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the upper earnings limit. For example, an employee earning £45,000 will pay NICs on earnings between
£12,570 and £50,270, while the employer contributes on the same band. Errors in NIC calculation can result
in under‑payment penalties and affect an employee’s entitlement to future benefits.

Collective Bargaining Agreement (CBA) – A negotiated contract between an employer (or group of
employers) and a trade union that sets out terms and conditions of employment.
Related terms: Union negotiation, labor contract, sectoral agreement.
CBAs often contain provisions on wages, working hours, overtime rates, and grievance procedures. Payroll
must implement the agreed rates and ensure that any changes, such as annual wage increases, are reflected
in the payroll system. A common challenge is reconciling CBA provisions with statutory minimums,
especially when the agreement includes complex overtime calculations.

Compensation Committee – A board sub‑committee responsible for overseeing executive remuneration,
incentive plans, and related disclosures.
Related terms: Governance, remuneration policy, shareholder vote.
The committee reviews salary structures, bonus targets, and equity awards to ensure alignment with
corporate strategy and regulatory requirements. Recommendations must be communicated to the
remuneration department, which then translates them into payroll configurations. Failure to adhere to the
committee’s decisions can trigger regulatory investigations and shareholder lawsuits.

Compliance Audit – An independent review of an organization’s adherence to legal, regulatory, and internal
policy requirements.
Related terms: Regulatory inspection, internal audit, risk assessment.
In payroll, a compliance audit may examine tax filings, social security contributions, and employee
record‑keeping. Auditors assess whether the employer has met filing deadlines, applied correct tax codes,
and maintained accurate payslips. Findings often result in corrective action plans. The main challenge is
maintaining continuous compliance, as audit findings can uncover historic deficiencies that are costly to
remediate.

Corporate Tax Credit – A reduction in a corporation’s tax liability, granted for qualifying expenditures such
as research and development, training, or environmental projects.
Related terms: R&D credit, investment tax credit, refundable credit.
When a company receives a corporate tax credit, it may have additional cash to allocate toward employee
compensation or benefits. However, the credit may be non‑refundable, meaning it can only offset tax owed.
Payroll teams must coordinate with finance to reflect any impact on net profit and potential changes to
bonus pools.

Cost‑to‑Company (CTC) – The total expense incurred by an employer to employ a staff member, including
salary, taxes, benefits, and ancillary costs.
Related terms: Total compensation, compensation package, employer burden.
CTC provides a holistic view of the financial commitment to an employee. For example, a £40,000 salary plus
£5,000 employer NICs, £2,000 pension contributions, and £3,000 health insurance yields a CTC of £50,000.
Understanding CTC helps HR and finance align budgeting, salary benchmarking, and tax planning.
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Misestimating CTC can lead to budget overruns and inequitable pay structures.

Criminal Liability for Tax Evasion – The potential for individuals or corporations to face prosecution, fines,
and imprisonment for deliberately avoiding tax obligations.
Related terms: Fraud, willful misconduct, tax offence.
In payroll, falsifying employee records, under‑reporting wages, or misclassifying workers to reduce tax
liability can constitute tax evasion. Penalties may include heavy fines, asset seizure, and custodial sentences
for responsible officers. Employers must implement strict internal controls, regular training, and
whistle‑blower mechanisms to deter illicit behavior.

Deferred Compensation – An arrangement where a portion of an employee’s earnings is paid out at a later
date, often for tax planning or retirement purposes.
Related terms: Retirement plan, vesting, tax deferral.
Examples include deferred bonuses, pension schemes, and stock appreciation rights. The employer must
track the amount deferred, apply the appropriate tax treatment at the time of deferral and at payout, and
ensure compliance with reporting requirements. Challenges involve forecasting cash flow needs and
managing the tax timing differences between the employee and the employer.

Dependent Care Assistance – Employer‑provided benefits that help employees cover the cost of child or
elder care, often delivered through a flexible spending arrangement.
Related terms: Dependent care FSA, tax‑free benefit, reimbursement.
Employees can elect a portion of their salary pre‑tax to fund dependent care expenses up to a statutory
limit. For example, a UK employee may receive a £2,000 dependent care allowance that reduces taxable
earnings. Employers must monitor contributions, verify eligible expenses, and report any excess amounts as
taxable benefits.

Disability Insurance – A policy that provides income replacement to employees who become unable to work
due to illness or injury.
Related terms: Short‑term disability, long‑term disability, statutory sick pay.
Employer‑sponsored disability insurance may be paid on a pre‑tax basis, reducing the employee’s taxable
income. Benefits are typically taxable when received, depending on the jurisdiction. Payroll must deduct
employee contributions, track eligibility, and coordinate with statutory sick pay schemes to avoid duplicate
payments. A challenge is determining the interaction between statutory entitlements and private policy
payouts.

Dismissal Notice Period – The length of time an employer must give an employee before terminating the
contract, or vice‑versa, as stipulated by law or contract.
Related terms: Termination notice, redundancy notice, garden‑leave.
Notice periods often depend on length of service; for example, an employee with five years’ service may be
entitled to a four‑week notice. During the notice period, the employee continues to receive regular pay and
benefits, and the employer must continue to make tax and social security contributions. Miscalculating the
notice period can lead to unlawful dismissal claims and compensation awards.

Double Taxation Agreement (DTA) – An international treaty that prevents the same income from being taxed

Read online: https://certificates.lsba.org.uk/glossaries/3977477/
employment-law-and-taxation

London School of Business and Administration · 09 Jul 2026



G LO S S A RY

in two different jurisdictions.
Related terms: Tax treaty, residence exemption, withholding tax relief.
DTAs allocate taxing rights between the home and host countries, often reducing or eliminating withholding
tax on cross‑border salaries. For instance, a UK employee posted to the United States may rely on the
UK‑US DTA to claim exemption from US federal income tax on salary, provided certain conditions are met.
Payroll professionals must collect the appropriate residency certificates and apply treaty provisions correctly
to avoid over‑withholding.

Employer of Record (EOR) – A third‑party organization that legally employs workers on behalf of a client
company, handling payroll, taxes, and compliance.
Related terms: Professional employer organization, contingent workforce, co‑employment.
EORs enable companies to engage staff in foreign jurisdictions without establishing a local entity. The EOR
assumes responsibility for tax filings, social security contributions, and statutory benefits. While convenient,
the arrangement raises questions about liability, data protection, and the allocation of payroll costs.
Companies must ensure the EOR’s compliance framework aligns with their own risk management policies.

Employee Share Scheme (ESS) – A program that offers employees the opportunity to acquire company
shares, often at a discount or with tax advantages.
Related terms: Share option, equity incentive, tax‑advantaged plan.
Common schemes include Share Incentive Plans (SIP), Enterprise Management Incentives (EMI), and
Restricted Stock Units (RSU). Tax treatment varies: some benefits are tax‑free up to a limit, while others are
taxed at grant, vesting, or sale. Payroll must record the fair market value at each event, calculate the
appropriate tax and NICs, and report to tax authorities. Challenges include complex vesting schedules and
ensuring compliance with securities regulations.

Employment Contract – A legally binding agreement that sets out the terms and conditions of the
relationship between an employer and employee.
Related terms: Offer letter, contract of service, terms of employment.
Key elements include job title, duties, remuneration, working hours, holiday entitlement, and notice periods.
The contract determines the employer’s obligations for tax deductions, social security contributions, and
statutory benefits. A poorly drafted contract can lead to disputes over pay, wrongful dismissal claims, and
tax inaccuracies.

Employment Tribunal – A judicial body that adjudicates disputes between employees and employers, such
as unfair dismissal, discrimination, and wage claims.
Related terms: Labour court, grievance procedure, claim filing.
Decisions can result in compensation awards, reinstatement orders, or mandatory policy changes. Payroll
teams may be called upon to provide evidence of pay records, tax deductions, and benefits paid. Preparing
for a tribunal involves gathering payslips, tax filings, and employment contracts. Failure to comply with
tribunal orders can lead to additional penalties and reputational harm.

Employer National Insurance Contributions (NICs) – The portion of social security contributions that an
employer must pay on behalf of its employees in the UK.
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Related terms: Class‑1 NICs, secondary threshold, employer levy.
Employer NICs are calculated on earnings above the secondary threshold and are payable in addition to
employee NICs. For example, an employer contribution rate of 13.8% applies to earnings above £9,100 per
year. Accurate calculation ensures compliance and prevents under‑payment penalties. Employers may also
be eligible for NIC relief schemes, such as the Employment Allowance, which reduces the first £5,000 of
NICs annually.

Employer Payroll Tax – Taxes that an employer is required to withhold and remit on behalf of employees,
including income tax, social security contributions, and other statutory levies.
Related terms: Withholding tax, payroll deduction, tax remittance.
The employer’s responsibilities include calculating the correct amount, filing returns by statutory deadlines,
and maintaining records for inspection. Errors can trigger interest charges, fines, and reputational damage.
Automation, regular training, and reconciliation processes are essential to manage the complexity of
multi‑jurisdictional payroll tax obligations.

Employment Law Compliance – The process of ensuring that all workplace practices adhere to statutory
regulations, case law, and sector‑specific rules.
Related terms: Regulatory adherence, HR governance, statutory obligations.
Key areas include minimum wage, working time regulations, anti‑discrimination statutes, health and safety,
and data protection. Payroll intersects with compliance through accurate calculation of wages, statutory
deductions, and reporting. Ongoing monitoring, policy updates, and employee training help mitigate the
risk of enforcement actions.

Equal Pay Act – Legislation that requires employers to pay men and women the same remuneration for
work of equal value.
Related terms: Gender pay gap, pay equity, non‑discrimination.
The act mandates that any difference in pay be justified by factors such as experience, qualifications, or
performance, not gender. Employers must conduct pay audits, document justification for any disparities,
and adjust pay where necessary. Failure to comply can result in claims, compensation awards, and
reputational damage. Payroll systems should be capable of generating gender‑based pay reports for
compliance monitoring.

Employee Pension Contributions – The portion of an employee’s earnings that is set aside in a pension
scheme, often deducted from gross pay before tax.
Related terms: Defined contribution, pension scheme, tax‑relief.
Contributions may be mandatory under automatic enrolment legislation or voluntary. For example, an
employee may elect to contribute 5% of qualifying earnings, which the employer matches at 3%.
Contributions are typically tax‑free up to annual limits. Employers must ensure contributions are correctly
calculated, transferred to the pension provider, and reported to tax authorities. Errors can affect the
employee’s retirement benefits and trigger compliance issues.

Employer Liability Insurance – A policy that protects a business against claims arising from workplace
injuries, wrongful termination, or discrimination.

Read online: https://certificates.lsba.org.uk/glossaries/3977477/
employment-law-and-taxation

London School of Business and Administration · 09 Jul 2026



G LO S S A RY

Related terms: Workers’ compensation, public liability, professional indemnity.
While not a payroll tax, employer liability insurance may be funded from payroll budgets, especially when
premiums are calculated per employee. In some jurisdictions, the cost of statutory injury insurance is a
payroll‑related expense. Employers must maintain adequate coverage, update policies as workforce
numbers change, and ensure that premiums are accounted for in cost‑to‑company calculations.

Employment Status – The classification of a worker as an employee, worker, or self‑employed contractor,
which determines rights and tax obligations.
Related terms: Worker classification, gig economy, IR35.
Misclassification can result in liability for unpaid taxes, National Insurance, and statutory benefits. For
example, a contractor deemed “inside IR35” in the UK must be treated as an employee for tax purposes,
with PAYE deductions applied. Determining status requires analysis of contractual terms, actual working
practices, and control factors. Regular reviews help avoid costly re‑classification disputes.

Employer Withholding Tax (EWT) – A tax that an employer deducts from an employee’s remuneration and
remits to the tax authority on the employee’s behalf.
Related terms: PAYE, tax deduction, remittance.
EWT rates vary by jurisdiction and may be adjusted based on employee tax codes, allowances, and reliefs.
For instance, in the Philippines, the employer withholds a percentage of wages according to graduated tax
tables. Failure to remit EWT on time can trigger penalties and interest. Payroll systems must be configured
to apply the correct rate for each employee and generate timely filings.

Exempt Income – Earnings that are not subject to income tax or social security contributions, often due to
statutory provisions.
Related terms: Tax‑free allowance, non‑taxable benefit, statutory exemption.
Common examples include statutory maternity pay, certain disability benefits, and specific
employer‑provided meals. While exempt from tax, such income may still be considered for statutory
contribution calculations. Payroll must correctly flag exempt items to avoid unnecessary deductions and
ensure accurate reporting.

Expense Reimbursement – Payments made to employees to cover business‑related costs incurred during
the performance of their duties.
Related terms: Travel allowance, mileage claim, per diem.
Reimbursements are generally non‑taxable if they reflect actual costs and are supported by receipts. For
example, an employee who travels for client meetings may submit a mileage claim that the employer
reimburses at the approved rate. Payroll must verify that reimbursements are legitimate, record them
separately from wages, and ensure they do not trigger taxable benefit rules.

Family Leave – Statutory entitlements that allow employees to take time off for birth, adoption, or caring for
a family member.
Related terms: Maternity leave, paternity leave, parental leave.
Leave periods may be paid or unpaid, and eligibility often depends on length of service and earnings
thresholds. During family leave, the employee’s regular salary may be reduced, but statutory pay (e.g.,
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statutory maternity pay) may apply. Payroll must calculate the correct statutory pay, continue NICs where
applicable, and adjust tax codes for the reduced earnings.

FICA (Federal Insurance Contributions Act) – The United States law that mandates payroll taxes for Social
Security and Medicare.
Related terms: Social Security tax, Medicare levy, payroll withholding.
Employers and employees each pay 6.2% for Social Security and 1.45% for Medicare on wages up to a
certain cap. Additional Medicare tax may apply on high earners. Payroll software must split the
contributions correctly, remit them to the IRS, and issue Form W‑2 to employees. Errors can result in
penalties and affect employee benefit eligibility.

Final Pay – The last remuneration an employee receives upon termination, encompassing accrued wages,
unused holiday, overtime, and any severance.
Related terms: Termination payout, redundancy pay, settlement.
Final pay must be processed within a statutory timeframe, often on the employee’s last working day or
within a set number of days. It includes calculation of any accrued but untaken holiday, which may be
taxable. Payroll must ensure that all deductions (tax, NICs, pension) are applied to the final amount and that
the employee receives a detailed payslip.

First‑Tier Tax Credit – A component of a tax credit system that reduces the amount of tax payable on earned
income, often targeted at low‑income workers.
Related terms: Working Tax Credit, earned income credit, tax rebate.
In the UK, the first‑tier credit was part of the former Working Tax Credit scheme, now largely replaced by
Universal Credit. It provided a reduction in tax liability based on hours worked and earnings. Payroll must
adjust tax codes for eligible employees, ensuring the credit is reflected in their net pay. The discontinuation
of such credits requires careful transition planning to avoid over‑ or under‑deduction.

Flat‑Rate Tax – A tax system where a single percentage is applied to taxable income, regardless of the
amount earned.
Related terms: Proportional tax, uniform tax, tax simplification.
Flat‑rate systems simplify payroll calculations, as the same rate applies to all employees. However, they may
conflict with progressive tax regimes in many jurisdictions, requiring adjustments for statutory thresholds.
Employers operating in flat‑rate jurisdictions must still consider social security contributions, which may be
progressive, and ensure that the flat rate is applied only to the appropriate portion of earnings.

Foreign Earned Income Exclusion (FEIE) – A provision in US tax law that allows qualifying expatriates to
exclude a certain amount of foreign‑sourced earnings from US taxable income.
Related terms: Form 2555, expatriate tax, overseas income.
To claim FEIE, the employee must meet either the bona‑fide residence test or the physical presence test. For
example, a US citizen living in Japan for 330 days in a year may exclude up to $120,000 of foreign earned
income (adjusted annually). Payroll must coordinate with the employee’s tax filings to ensure correct
withholding and reporting, especially when the employee also receives US‑source income.

Full‑Time Equivalent (FTE) – A unit that standardizes the number of hours worked by part‑time employees
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into a full‑time workload.
Related terms: Headcount, staffing metric, labor cost.
One FTE typically equals 37‑40 hours per week, depending on local standards. Payroll uses FTE calculations
to budget labor costs, allocate benefits, and assess compliance with staffing regulations. For example, two
part‑time workers each logging 20 hours per week together constitute 1.0 FTE. Accurate FTE data assists in
forecasting payroll tax liabilities and planning workforce expansions.

Future‑Proofing Payroll – The practice of designing payroll processes and systems that can adapt to
legislative changes, technological advances, and evolving workforce models.
Related terms: Scalability, automation, regulatory monitoring.
Future‑proofing involves adopting cloud‑based payroll platforms, establishing continuous learning
programs for payroll staff, and integrating real‑time compliance updates. It also includes scenario planning
for emerging issues such as gig‑economy classification, remote work tax nexus, and digital benefits. A
failure to future‑proof can result in costly retroactive adjustments and compliance breaches.

Gender Pay Gap Reporting – A statutory requirement for certain employers to publish the difference
between average male and female earnings.
Related terms: Equal pay, pay transparency, remuneration disclosure.
In the UK, companies with 250 or more employees must produce an annual gender pay gap report,
detailing mean and median differences, bonus gaps, and representation by grade. Payroll must extract
accurate gender‑coded salary data, calculate the required metrics, and ensure data integrity. Challenges
include data privacy concerns and the need to address underlying causes of the gap.

General Tax Withholding (GTW) – A broad term for any tax that an employer withholds from employee
remuneration, encompassing income tax, social security, and other levies.
Related terms: Payroll deduction, tax remittance, withholding obligation.
GTW obligations vary by jurisdiction; some countries combine income tax and social contributions into a
single withholding schedule. Payroll must stay current with the latest rates, thresholds, and filing frequencies
to avoid penalties. Integration with accounting systems helps reconcile GTW amounts with overall tax
liabilities.

Gross Pay – The total earnings before any deductions, including base salary, overtime, bonuses, and taxable
benefits.
Related terms: Net pay, taxable income, remuneration.
Gross pay forms the basis for calculating tax, NICs, pension contributions, and other statutory deductions.
For example, an employee earning £2,500 basic salary, £300 overtime, and a £200 car allowance has a gross
pay of £3,000 for that period. Accurate gross pay calculation is essential for compliance and employee trust.

Health and Safety Levy – A statutory charge imposed on employers to fund health and safety enforcement
agencies.
Related terms: Occupational safety, compliance fee, regulatory contribution.
In some jurisdictions, the levy is calculated as a percentage of payroll or as a flat annual fee per employee.
For instance, a construction firm may pay a 0.5% levy on total wages. Payroll must incorporate the levy into
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cost calculations and ensure timely payment to avoid enforcement actions. The levy may be deductible as a
business expense for tax purposes.

Higher Rate Tax Threshold – The income level at
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