	
	PART 1

(OPEN TO THE PUBLIC)
	ITEM NO. 



	
	

	REPORT OF HEAD OF HUMAN RESOURCES


	TO 

LEAD MEMBER FOR CUSTOMER & SUPPORT SERVICES
ON

18TH FEBRUARY, 2008
TO
LEAD MEMBER FOR PLANNING

ON

19TH FEBRUARY, 2008



	TITLE:
CYCLE 2 WORK SCHEME


	RECOMMENDATION:       THAT the proposed Cycle 2 Work Scheme is approved and implemented as soon as administrative arrangements permit.


	EXECUTIVE SUMMARY:

Cycle 2 Work is a salary sacrifice scheme to allow employees to purchase a bicycle and associated equipment and benefit from savings accrued from reduced tax and NI contributions.  It should be noted that one of the qualifying conditions is that the bicycle is used for 50% of the journey to and from work.


	BACKGROUND DOCUMENTS:

(Available for public inspection)

Working files


	ASSESSMENT OF RISK:
Minimal


	SOURCE OF FUNDING:
Scheme is self-financing


	LEGAL ADVICE OBTAINED:
Tony Hatton, Legal Section


	FINANCIAL ADVICE OBTAINED:
Phil Prady, Finance Section


	CONTACT OFFICER:   Mike Bleese      TEL. NO.
793 3502


	WARD (S) TO WHICH REPORT RELATE (S): 




	KEY COUNCIL POLICIES:






DETAILS:

Sustainable Transport Working Group

Subject: 
Cycle 2 Work Scheme
1. Introduction
1.1
What is Cycle 2 Work Scheme? In order to encourage healthier lifestyles and to help reduce environmental pollution the Government has introduced Cycle 2 Work Schemes. In addition to the health and environmental benefits of these Schemes, these Schemes also provide financial benefits to both the employer and employees. 
1.2 
The key points are: 

· The employer buys the bike and cycle safety accessories selected by the employee.
· Most employers can reclaim the VAT on the bike and accessories purchased.
· The employer loans the bike to the employee for an agreed period. This hire period is normally 12 to 18 months. The employee pays hire charges to the employer through a salary sacrifice arrangement for the duration of the hire period.
· As a result of the salary sacrifice arrangement the employer saves the Employers NIC (generally 12.8%) of the salary being sacrificed.
· At the end of the hire period the employer may choose to give the employee the option to purchase the bike and accessories at a nominal amount.
· The employee would benefit from reduced tax and NICs on the amount of the salary sacrifice and from the VAT on the initial purchase.  
2. 
 Who can take advantage of the Cycle 2 Work Scheme?
2.1 
The scheme is open to all employees. 

2.2
They must be on their employer’s payroll and pay tax through PAYE.
2.3 
The scheme must be made available to all employees. 

2.4 
It cannot be restricted to certain employees such as senior management. 

2.5 
Their contracts of employment cannot be shorter than the hire period. 

2.6 
They must be over 18 years old.
2.7 
Their salary cannot fall below the national minimum wage following the salary sacrifice. 

2.8 
They should have completed any probationary periods. 
3. 
What does the employer need to do?

3.1 
The employer is responsible for managing the scheme in order to ensure that all Cycle 2 Work criteria are met in order to achieve the PAYE and NIC savings available. 


3.2 
The employer needs to be involved in setting up the scheme, ensuring payroll deductions are made during the period of the scheme and then transferring the ownership of bike and safety accessories to the employee if they are given and accept an option to purchase and all costs have been recovered. 

3.3 
Appropriate legal documentation is needed to ensure the arrangements comply with PAYE/NIC contribution arrangements.  These agreements will also make the necessary amendments to staff contracts to deal with the salary sacrifice arrangements. 
3.4 
There will be an ongoing administrative requirement is to ensure salary sacrifice deductions are made from the employees salary. This deduction is a fixed amount for a fixed period. Accordingly the ongoing administration requirement is minimal. The other related administration requirements are given in section 4 below.
3.5 
At the end of the salary sacrifice arrangement, once the bike and cycle accessories have been paid for, the council may choose to give the employee the option to purchase the equipment. If the employee takes up this option the Council will need to raise a VAT invoice to the employee for the fair market value of the bike and accessories in order to transfer legal ownership. 

3.6 
The bike is council property during the period of the salary sacrifice agreement. However, the associated agreement will ensure that the employee is responsible for insuring and maintaining the bike.
4. 
Administration 

4.1 Typically Cycle 2 Work Schemes involve a third party to undertake administration of the scheme in relation to the suppliers network.  In this case it is proposed that any supplier can be used by the prospective purchaser in order to maximise the benefits.
4.2 A small working group involving HR, Finance, Urban Vision, Marketing & Communications and Scrutiny Support have been meeting to consider the arrangements for Salford Council.
4.3 Arising from these discussions, it has been concluded that we could undertake the whole of the administrative arrangements ourselves which will allow us to control and manage the scheme more effectively. This will not increase significantly to the council’s administrative contribution and may well deliver additional savings to the bike user.
4.4 Marketing & Communications are part of the working group and will be developing a communications strategy to publicise the facility in accordance with the suggested launch timetable (see below).

4.5 Finance are working to finalise the practical arrangements for dealing with the financial aspects of the scheme including the tax and NIC issues.

4.6 Legal advice is being obtained to ensure the contractual arrangements are also in place on time.

4.7 The scheme will be maintained by Human Resources.

4.8 See Appendix A for the financial, legal and related administration.

4.9
See Appendix B for FAQs

5. 
Practical Considerations 

5.1 The arrangements for placing an order and dealing with invoicing the supplier are still being worked through.  It is hoped that potential suppliers will consider a discounted arrangement which will further enhance the viability of the scheme (see below).
5.2 The intention is that the scheme will not be limited to the major suppliers and it is hoped that local providers will want to take part.
6. Proposed Launch Arrangements

6.1  It is proposed that all of the practical/financial and legal aspects will be dealt with by the end of January 2008 for a launch in March 2008.
6.2 The Marketing & Communications Team are part of the working group and are preparing a communications plan to support the roll out.

6.3 The promotion for the launch of Salford's Cycle 2 Work Scheme will be part of a 12 month plan to encourage staff to cycle to work.  We will reinforce messages on an ongoing basis, although the scheme will only be available for an initial six month period. An integrated internal communications campaign combining a series of positive messages will sell the benefits of the scheme.  
6.4 The internal communications plan will involve the following marketing channels:
· Intranet page, homepage stories and hotlink button

· All user emails

· Posters

· Wage slip advert

· Enterprise XP wallpaper

· Corporate newsletter 'The One' 

· Existing directorate newsletters etc
· Briefing notes for line managers aimed at staff without electronic access

6.5 
Following the launch of the scheme and the initial activity, National Bike Week is 14-22 June 08, Bike2Work day is likely to be 17 June 08 but is yet to be confirmed.  This would be an opportunity for further promotion of the scheme and promote the health and environmental benefits of cycling to work.  
7. 
Potential Suppliers

7.1 
Contact has been made with potential suppliers within the City and the surrounding areas. So far there have been very encouraging responses with discounts being offered. Further details will be provided at the meeting.
8. 
Endorsement of the scheme

8.1 
It is proposed that a report will be presented to the Lead Members for Customer & support Services and Housing and Planning, to formally endorse the scheme.









Appendix A

Financial, legal & related administration considerations 
1.
Human Resources - to vet applications up to approval – this process will include:

· Ensuring eligibility of Council employee

· Any Minimum wage implications

· Any other salary sacrifice agreements (there is maximum limit)

· Ensuring agreement with payroll providers

· Ensuring necessary agreement from pension providers including any agreement from teachers scheme. 
· Issue of voucher/authorisation

· Agreeing value of cycle and eligible equipment

· Obtaining details of appropriate monthly deductions from accountancy based on agreed value.

· Drawing up and arranging signing of hire agreement between Salford and employee prior to purchase.

· Notification to payroll of the agreement giving deductions and period.

· Notification to payroll of subsequent leavers.

2.
Finance Payroll - dealing with deductions and leavers – process will include:

· Ensuring deductions are made as per agreements.

· Obtaining details of deductions from external payroll providers where appropriate.

· Making appropriate deductions from final salaries of people leaving the Council under the scheme.

· Notifying leavers of amounts outstanding in accordance with the signed agreements. 

· Requesting invoices for leavers re any ‘compensation’ and cycle sales if appropriate.

· Notification of completion of the scheme and giving option to buy. 

· If applicable requesting invoices on completion of the scheme based on ‘market value’ of the cycle (assumed say 5% of original value).

3.
Finance Accountancy – dealing with deductions and invoice payments – process will involve:

· Notification to HR of deductions for inclusion in rental agreement based on HR notification of agreed value of equipment

· Create respective codes in financial accounting system.

· Arrange payment of supplier invoices

· Account for payroll deductions

· Maintain records for individuals and account for financial transactions.

· Provide payroll with the template for calculating ‘compensation’ and ‘market value’ amounts – sample attached.  

4. 
Legal – drawing up hire agreement between the employer and employee in accordance with the consumer credit act. 
· The financial aspects will need to ensure that the council is fully covered for early terminations.
Appendix B

Q&A’s

Can teachers be included?

Yes – the regulations have been changed so that teachers can benefit from salary sacrifice schemes
Pensions?

Applicants will need to be made aware that a reduction in their cash pay will impact on any pension scheme being contributed to (in particular if an employee is nearing retirement and has a final salary scheme). 

Is an Office of Fair Trading Licence Agreement required?

The OFT have issued a group licence covering the scheme up to a value of £1,000 including VAT. Therefore provided we operate under the terms of the scheme and keep within the maximum level then we are covered by this licence. No further action is required as the licence covers a five year period commencing June 2005.

Have we got a sample rental agreement between the employer and employee?

Legal are preparing a rental agreement similar to the one used for the HCI recently introduced by the Council. 

How do we arrange for deductions to ensure there is scope to charge a realistic market value for transfer of entitlement at the end of the contract period?

To comply with the regulations and to get the taxable benefits any transfer of entitlement must not be explicit in the scheme. Therefore it is felt that any deductions given in the original agreement must fully reimburse the Councils costs. 

Therefore this would suggest that deductions cover the value of the equipment. At the end of the contract we would then write to the employee giving them an option to buy at say 5% of the original value – proxy for market value.  

The cost of transfer of ownership is subject to VAT. This is a separate agreement and still represents good value to the applicant as this 5% charge is more than offset by the saving on (i) VAT on the original purchase value and (ii) tax & NI on the reduced salary.
A template has been produced to automatically calculate the costs for each individual applicant.  The basis of the calculation is that all employees in the scheme whether going the full term or terminating early will fully reimburse the Council’s costs. Employees leaving early will pay marginally more because of the implications of VAT on the termination payment. 
An administration fee will also be included if the employees are offered but decline to purchase the equipment. This will provide the Council with income to cover some of the administration costs.

How do the savings work?

Significant savings are available as a result of Government initiatives to encourage healthier lifestyles and to help reduce environmental pollution. Cycling to Work is a key part of this initiative. 

As a result an employer can provide a bike and related safety accessories to an employee for commuting purposes free of tax (PAYE) and NIC. 

The employer can recover the cost of purchasing the bike and safety accessories from the employee by hiring the goods to the employee. The employee pays the hire charges through a salary sacrifice arrangement which results in a PAYE and NIC saving for the employee. Depending on the employers VAT status, the employer can also recover the VAT

The employer also saves money as there is no Employers NIC to pay on the amount of salary sacrificed by the employee. 

What is salary sacrifice?

A salary sacrifice is an arrangement between an employee and employer where an employee receives a lower salary for an agreed period in return for receiving a non-cash benefit from their employer. The non-cash benefit is the supply of the bike and the related safety accessories. 

The total salary sacrifice for the Cycle 2 Work scheme is the cost of the bike and related safety accessories. The total salary sacrifice is apportioned equally over the period the employer hires the goods to the employee. For example if the total value of the bike and safety accessories is £600 and a salary sacrifice period of 12 months is agreed, the employees gross salary will reduce by £50 per month for the 12 months. 

As the employee has a lower gross salary, say £50 per month as per the above example, the employees PAYE and NIC liability reduces. Therefore the true cost to the employee is not £50 per month but £50 less the PAYE and NIC saving. 

How long will the salary sacrifice period last?

The salary sacrifice period is at the discretion of the employer and is usually between 12 and 18 months. 

The length of the salary sacrifice period should not affect the overall cost to the employee. For example a bike and related safety accessories costing £600 should result in a £50 monthly salary sacrifice over 12 months or £33.33 per month over 18 months. 

If a salary sacrifice arrangement is in place for more than 18 months then the employee has the right to cancel the arrangement as soon as the 18 month period has elapsed. 

How much can I save?

Savings for both the employee and employer vary. The savings are dependent on an employees personal status, whether the employer is VAT registered and if the employer wishes to pass all the available benefits to the employee or retain some of the benefit to offset against any costs for administering the scheme. 
How much can I spend?

The value of the bike and safety accessories to be made available to the employee is at the discretion of the employer. 

There is no formal limit on the value of the bike and safety accessories that can be provided and it is possible for an employee to have two bikes if an employee needs a bike at either end of a train journey between home and work. 

However, despite there being no formal limit, most employers are limiting the value of bike and safety accessories made available to each employee to £1,000. This is because the OFT have issued a Group Consumer Credit Licence for employers adopting the Cycle 2 Work scheme up to a value £1,000. This means that if the value of the goods is under £1,000 the employer does not need to apply for a Consumer Credit Licence for the scheme. If the value of the goods exceeds £1,000 the employer will need to apply for a separate Consumer Credit Licence. 

If an employer restricts the value of the bike and safety accessories to £1,000 but the employee wishes to spend more than £1,000 then the employee will need to pay the excess. The employee will not receive PAYE or NIC relief for the excess paid. 

What can I buy?

You can buy any bike and cycle safety equipment. 

Safety equipment is not defined in legislation but the Department of Transport have indicted that it can include the following: 

· Cycle helmets 

· Bells and bulb horns 

· Lights including dynamo packs 

· Mirrors and mudguards 

· Cycle clips and dress guards 

· Panniers, luggage carriers and straps to allow luggage to be safely carried 

· Locks and chains to secure the bike 

· Pumps, puncture repair kits, cycle tools and tyre sealant to allow for minor repairs 

· Reflective clothing 

· White front reflectors and spoke reflectors 

As the above list is not defined in legislation and has been prepared by the Department of Transport employers may wish to confirm with their local tax inspector that they agree with the guidance given.

Who pays for and owns the bike and related safety accessories?

The employer must pay for the bike and related safety accessories and these goods remain the property of the employer until the hire period finishes. At the end of the hire period the employer may choose to sell the employee the bike at a fair market value.

Will the bike ever belong to the employee?

In order to take advantage of the tax breaks available for buying a bike and safety accessories for commuting purposes the employer will need to buy and own the bike and safety accessories and hire them to the employee for a fixed period. 

At the end of that hire period the employer has the option to sell the bike to the employee at fair market value. An agreement cannot be made between the employer and employee to transfer ownership of the bike until the hire period is over as this would invalidate the scheme and the tax savings would be lost. 

How is fair market value calculated when ownership of the bike is transferred to the employee?

There is no definitive guidance on calculating fair market value for bikes and cycle accessories. Values of approximately 5% of the original cost are being used. The Inland Revenue review cases on their individual merits. If a value of 5% is used and the Inland Revenue deem that it should be higher then this will result in a benefit in kind for the employee.

Does the employee need to use the bike to cycle to work?

The employee must mainly* use the bike and safety equipment for “qualifying journeys”. A qualifying journey means a journey, or part of a journey, between an employees home and workplace or between one workplace and another. 

As cycling only part of a journey is required, cycling to and from the station to get a train to work would qualify an employee for the scheme. 

* mainly means more than 50% of the time using the bike and safety equipment must involve a qualifying journey. 

If the bike and safety accessories provided under the scheme are not mainly used for qualifying journeys then the employee may lose the benefit of the PAYE and NIC savings available through the scheme. 

Who is responsible for insuring the bike?

The employee is responsible for insuring the bike. Cover can normally be obtained through home insurance. The insurers should be advised that the employer has an interest in the bike. 

If the bike is stolen whilst uninsured the employee will continue to be liable for any outstanding hire payments through the salary sacrifice arrangement. 

Who is responsible for maintaining the bike?

The employee is responsible for maintaining the bike.

What happens if the employee takes unpaid leave?

If the employee takes unpaid leave, including maternity and paternity leave, the employer will normally extend the salary sacrifice period for the number of unpaid months. This extension to the period of the salary sacrifice arrangement is normally capped at 6 months.

What happens if the employee leaves his job before he has finished paying for the bike and accessories?

The payment for the bike and safety accessories by the employee is formalised through a Hire Agreement regulated by the Consumer Credit Act. This is a non-cancellable legal agreement. The hire charges under the agreement are made through a salary sacrifice arrangement. 

If the employee leaves his employment through any reason during the salary sacrifice period then the employer will normally require the employee to pay compensation. The compensation is generally the employers costs which have not been offset due to the non-completion of the salary sacrifice arrangement. 

This compensation payment will be taken from the employees final net pay and will not qualify for the PAYE and NIC savings normally available. 

This compensation payment may be viewed as a termination fee and should cover the fair market value of the goods in order to transfer their legal ownership from the employer to the employee. 

Do we need to advise any Government authority, including the Inland Revenue?

There in no requirement to notify any authority and prior approval is not required. However once the Cycle 2 Work scheme has been established an employer may wish to check with their tax office that PAYE and NIC does not need to be accounted for any salary sacrificed.

