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UK Finance HMRC consultation on requiring payment of VAT and PAYE by Direct Debit

UK Finance is the collective voice for the banking and finance industry. Representing
300 firms, we’re a centre of trust, expertise and collaboration at the heart of financial
services, championing a thriving sector and building a better society.

We welcome the opportunity to comment on HMRC's consultation regarding the
proposal to require payment of VAT and PAYE return liabilities by Direct Debit.

We recognise HMRC's objective of reducing late payment, limiting the growth of tax
debt and improving administrative efficiency. However, we are concerned that the
consultation has not demonstrated that mandatory Direct Debit is a proportionate
response to the issues identified, particularly for large and compliant taxpayers.

We highlight that HMRC'’s stated policy is to reduce late payments “linked to oversight
or payments being allocated incorrectly rather than an inability or unwillingness to pay”
(i.e. due to a lack of internal controls). ‘Oversight’ is rarely applicable to UK Finance
members who operate under heavy regulations and have sufficient controls and
processes to mitigate the risk of non-payment.

For the compliant majority, this consultation does not demonstrate that widespread
behavioural intervention is needed. Where non-compliance is concentrated among a
minority of taxpayers, targeted measures would be more proportionate than imposing
mandatory payment mechanisms on all businesses, particularly when the proposals
are considered alongside the risks that they could create.

Our comments below focus on the practical implications of the proposal on our
members and areas where further evidence and consideration are required.

1. Insufficient evidence of the problem

There is limited evidence on the scale, frequency and materiality of the issue that a
minority of taxpayers submit payments late. Before introducing a mandatory payment
mechanism to tackle this, HMRC should provide robust evidence demonstrating:

. The extent of late payment across different taxpayer populations;

. The amount of debt directly attributable to late payment of VAT and PAYE
returns;

. Whether the issue is concentrated within particular sectors or taxpayer groups;

. The expected benefit, whether linked to Exchequer Impact or reduced
administrative cost.
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Without this evidence it is difficult to assess whether a universal mandate is justified,
particularly considering the extensive compliance framework under which large
business currently operate.

2. HMRC systems could pose a significant risk

The consultation identifies “incorrectly allocated payments” as one of the drivers for
the proposal. However, taxpayers are generally unable to control how payments are
allocated within HMRC systems once payment has been made. Consequently,
payment allocation issues are primarily an HMRC systems and process concern and
should not be used as justification for imposing additional obligations on compliant
taxpayers.

This concern is particularly relevant given the ongoing difficulties experienced by many
large businesses with HMRC's Business Tax Account and related digital services.
These ongoing challenges present a wider concern with the Direct Debit proposals,
given that the issues have in some cases resulted in incorrect amounts “owed” to
HMRC being stated in the Tax Account. For example, members report that HMRC's
VAT accounting systems can, at times, incorrectly record or display the amount of VAT
due which has resulted in taxpayers spending significant time resolving discrepancies
with HMRC. Mandatory Direct Debit would materially increase the consequences of
such system errors. This would transfer the risk of HMRC system inaccuracies directly
onto businesses, with potentially significant consequences if incorrect payments are
taken automatically from taxpayers.

HMRC should demonstrate sustained stability and reliability of its systems before
considering implementation for Direct Debit as the compulsory payment mechanism.

3. Alternative measures should be considered first

Several consultation questions appear to assume that taxpayers are unaware of the
option to pay by Direct Debit. If this is the underlying concern, less intrusive measures
should be considered before introducing mandatory requirements. These could
include:

« Increased promotion of (and introduction of incentives to use) Direct Debit as a
payment option;

« Improved user journeys within HMRC's digital services;

. Targeted communications to taxpayers who regularly pay late.

Such measures may increase uptake without imposing disproportionate compliance
burdens on all taxpayers.

Alternatively, members suggest HMRC considers using variable recurring payments
(VRP), the new Government-driven initiative which is the new alternative to Direct
Debit. (further explained under Q38)
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4. Large business operating models

Many large businesses operate numerous VAT registrations while managing payment
obligations centrally through a single designated bank account and treasury process.
In some cases, these arrangements have been agreed with HMRC and are designed
to provide central oversight, consistent governance and a clear audit trail across all
VAT payments.

A mandatory Direct Debit requirement could create significant additional complexity
where:

. VAT registrations are centrally managed, but individual Direct Debit mandates
may be required.

. Existing internal payment accounts do not support Direct Debit functionality.

. Businesses would need to establish and maintain multiple bank accounts or
alternative payment arrangements solely to facilitate Direct Debit collections.

. Additional reconciliation, monitoring and mandate maintenance processes
would be required across multiple registrations.

This appears contrary to the consultation's objective of reducing administrative
burden.

5. Internal controls and governance within large businesses

The consultation places considerable emphasis on the perceived benefits of
automation but overlooks the governance requirements that large businesses must
apply to material external payments.

For many mid/large organisations, VAT payments are subject to:

. Independent review of tax calculations.
« Multiple levels of approval.

« Segregation of duties.

. Treasury oversight.

« Detailed audit trail requirements.

Members reflect that their current choice of payment method such as CHAPS support
these controls by ensuring funds are only released once all approvals have been
completed. Direct Debit changes this model from a controlled "push payment" to a
"pull payment" mechanism, potentially weakening existing preventative controls.

6. Scope uncertainty

The consultation is not sufficiently clear whether the proposed mandate would apply
solely to VAT return liabilities and VAT payments on account (POA), or whether it could
subsequently be extended to:

. Assessments;
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. Interest charges;
. Penalties;
« Other tax debts.

The scope of any future requirement must be clearly defined, and any expansion
beyond return liabilities should be subject to separate consultation.

7. Interaction with Time to Pay arrangements

The consultation provides limited detail on how mandatory Direct Debit would operate
alongside existing Time to Pay and hardship arrangements.

Any reform should preserve flexibility for taxpayers experiencing temporary cashflow
difficulties and should avoid creating circumstances where funds are removed
automatically from business accounts at the expense of wider business viability.

HMRC should also consider the potential effects on employment, investment and
wider economic activity where businesses experience short-term cashflow pressures.

8. Treatment of Payments on Account (POA)

We can see some merit in allowing VAT POA to be collected by Direct Debit, provided
individual payments remain within applicable banking limits and suitable safeguards
are incorporated.

We would like to highlight that if POA has a different payment mechanism to non-POA,
taxpayers will bear extra admin burden as they need to develop process for both.
However, this could be partially compensated if HMRC could provide POA taxpayers
an additional 7 days to file and pay the VAT return.

9. Exclusion of balancing payments

Businesses operating under the POA regime can have balancing payments that vary
significantly in value. Such balancing payments should be excluded from any
mandatory Direct Debit requirement because:

. They can exceed payment thresholds imposed by banking systems;
. They may require alternative funding and treasury arrangements;
. As aresult, they create a greater risk of failed collections.

HMRC should provide a practical alternative mechanism for making these payments.
10.Payments exceeding £20 million

The consultation notes the practical limitation that Direct Debit transactions are
generally capped at £20 million. This is particularly relevant to large businesses whose
VAT liabilities can exceed that threshold.

If the policy proceeds, HMRC should provide:
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. Automatic exemptions where liabilities exceed £20 million, and broader
exemptions for taxpayers where payments can exceed this amount to prevent
uncertainty on payment mechanism;

. Sufficient time for businesses to arrange alternative payment methods;

. Aclear process for dealing with exceptional one-off payments that exceed the
threshold that can be accessed at short notice.

11.Penalties

We strongly oppose any proposal that would financially penalise taxpayers who make
full payment on time simply because they choose to pay using a method other than
Direct Debit.

Where tax has been paid accurately and by the due date, imposing financial
consequence solely because a different payment method was used would be
disproportionate and inconsistent with the principles of fairness and good tax
administration.

12.Recommendations

While we support HMRC's objective of improving payment compliance and reducing
administrative friction, we do not believe the consultation currently demonstrates a
sufficient case for mandatory Direct Debit across the population of VAT and PAYE
taxpayers.

Any future policy should:

. Be supported by stronger evidence of the underlying problem.

. Focus on targeted interventions for higher-risk taxpayers and use of existing
deterrents for late payments, rather than universal application.

. Resolve existing HMRC system issues before implementation.

. Preserve flexibility for hardship and Time to Pay arrangements.

. Avoid penalising taxpayers who pay on time using alternative payment
methods.

For any such future policy, we suggest HMRC considers providing a specific
exemption or alternative payment route for large businesses where:

. Their liabilities are exceeding Direct Debit thresholds.

. They have multiple VAT registrations, managed centrally by Internal Group Tax
teams.

. Their material VAT payments are subject to formal delegated authority and
approval processes.

. Their existing electronic payment methods already provide appropriate controls
and audit trails.

. They demonstrate an established compliance history and pays liabilities
accurately and on time.
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10. Prior to this consultation, were you aware that you could make VAT
payments by Direct Debit?

« Most members were aware that VAT payments could be made by Direct Debit
and understand that VAT can be paid by Direct Debit, subject to the £20m limit.

11: If you currently pay by Direct Debit or previously have done, what benefits
or drawbacks, if any, have you experienced?

No response

12. If you were aware of the facility to pay by Direct Debit but have chosen not
to use this payment method, could you explain why?

e« Compliance incompatibility: VAT payments, similar to other high value
payments, are subject to internal governance processes and controls (including
multiple sign offs). This would not be compatible with automatic payment via
Direct Debit. This is why some members have internal policies that do not
permit Direct Debit mandates or third-party access to cash through Direct Debit.

o Operational incompatibility: some large members operate centralised VAT
payment arrangements across multiple VAT registrations. Mandatory Direct
Debit may be incompatible with these arrangements, particularly where tax
payments are made from designated accounts that do not support Direct Debit
functionality. Requiring alternative accounts or mandates would increase
complexity, cost and operational risk.

e No practical benefit: some members are generally in a VAT repayment position
and therefore do not see a practical benefit in setting up Direct Debit.

o Direct Debit is not currently available for members subject to the POA regime.

13. The government expects that making payment of VAT by Direct Debit
mandatory could deliver benefits for businesses, including greater automation
and reduced administrative burden. What benefits, if any, do you expect this
change could bring to your accounting processes or wider business
operations?

« Members could not foresee any benefit to business by mandating Direct Debit.
14. What barriers or impacts, if any, might making payment of VAT mandatory

by Direct Debit have on your accounting processes or wider business
operations?
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Impact 1. weakened controls. Mandatory Direct Debit would weaken existing
payment controls because payment would no longer be dependent on
completion of internal review, sign-off and supporting documentation.
Taxpayers will also face reduced flexibility over payment timing.

Impact 2: changes to governance and approval framework.

For large businesses, mandatory Direct Debit could require fundamental
changes to existing treasury, governance and payment approval
frameworks. Businesses may need to redesign internal controls,
establish new banking arrangements and implement additional
processes to fund, monitor and reconcile Direct Debit collections.
Additional processes would need to be set up between Finance and Tax
teams to pre-fund and track VAT payments by Direct Debit (and
subsequently post journals), rather than having bank account funding,
payment and VAT journal postings form part of the same internally
triggered process.

New process also needs to be established to ensure sufficient funding
in the right bank account in the case of an unusually large payment.
Current processes ensure this is checked prior to making manual
payment. Whilst for the majority of payments this won't be an issue, there
could be an issue with any larger payments, for example, driven by a
one-off business transaction.

Internal teams would need training and understand these process
changes to effectively manage a mandatory Direct Debit requirement.
As mentioned earlier, some firms need to change their internal policy
restrictions on third-party access to cash, if Direct Debit is mandated.
Overall, these changes would increase administrative burden and
operational risk while providing limited benefit for businesses with strong
existing compliance records.

Potential technical barrier with HMRC systems. Members are concerned about
the accuracy and timeliness of HMRC VAT ledger information as they have
encountered recent issues with the online VAT Account. Members would prefer
to initiate payments to (rather than have them "pulled" by) HMRC so they can
validate the amount transferred and maintain an audit trail.

Some additional questions for HMRC to consider:

o Would HMRC send an acknowledgement of the Direct Debit amount, or

would firms be reliant on HMRC's VAT ledger (which members continue
to find problematic)?

o Could members still pay early (which members sometimes choose to do

because of staff holidays)?
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o What would happen if a Direct Debit isn't automatically taken, or an
incorrect amount is taken? When and how would interest and penalties
be applied?

15. If you do have chosen to use methods of electronic payment other than
Direct Debit, are there particular benefits in your chosen method of payment that
informed a decision to use these instead of Direct Debit?

« Members find that BACs, CHAPS and bank transfer give businesses greater
control over payment timing, approval processes and cash management. This
ensures payments are correct and being made appropriately, avoiding penalty
situations.

16. Are you currently excepted from submitting VAT returns electronically?

e Most members are not currently excepted from submitting VAT returns
electronically.

17. What barriers or impacts might you face by making VAT payments by Direct
Debit?

o Taxpayers could face penalties or interest where an error is caused by HMRC
systems or by a Direct Debit collection failure outside the taxpayer’s control.

« If incorrect payments are taken by Direct Debit, this could have a serious cash-
flow impact on some businesses.

« POA amounts could be difficult to reconcile if collected by Direct Debit,
particularly where HMRC ledger information is incomplete or inaccurate.

18: If you have set up a Direct Debit using VATC9 form or on your online VAT
account and currently pay VAT by Direct Debit?

No response

19. Are there any particular customer groups (such as disabled people, people
of different ethnic groups, age, sex or gender, marital status, sexual orientation,
religion or people with or without dependents) likely to be disproportionally
affected? If so, please explain how.

« Individuals or businesses that cannot effectively use digital tools due to reasons
such as age, disability, lack of digital skills, and religious belief; and individuals
living in remote areas with impractical digital access could be disproportionally
affected. There is an existing exclusion from the requirement to submit VAT
Returns digitally to accommodate these individuals; a similar exclusion from
mandated Direct Debit may be appropriate.
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Micro, small and medium-sized businesses with unpredictable cash flow may
need safeguards, including timely reminders and sufficient opportunity to seek
Time to Pay before the payment is collected.

Large businesses will bear significant cost while receiving little to no
corresponding compliance benefits from implementing this one-size-fits-all
requirement. Their existing operating models, governance structures and
payment control frameworks are often materially more complex than those of
smaller businesses, and these controls already provide robust assurance that
tax liabilities are paid accurately and on time.

20. What, if any, barriers might you face or impacts might you experience on
your accounting processes/business if POA instalments were collected by
Direct Debit?

New processes would be required to ensure Direct Debit bank account is
funded (and related approvals are in place for funding) separate to the VAT
return filing approval. This would likely be manageable but could result in
additional work to internally track bank account movements, rather than
internally triggering bank account movements.

Members have significant concerns about inaccuracies in HMRC’s VAT ledger,
including incorrect recording of POA instalments and balancing payments. This
has led to incorrect penalty notifications which members have had to dispute.
Members believe mandating Direct Debit before these issues are resolved
could create significant taxpayer detriment.

POA instalments and Direct Debit payments would be difficult to reconcile if
automatically collected, especially where amounts are misallocated or where
penalties and interest are generated incorrectly.

21. What benéefits, if any, do you foresee if POA instalments and the balancing
payments were collected by Direct Debit?

Some members see administrative benefits, including improved efficiency and
a reduced risk of missing POA payment deadlines. However, we highlight that
any potential benefit would depend on HMRC providing reliable ledger
information, clear payment schedules and effective safeguards where amounts
are incorrect or collections fail.

22. If your VAT liability fluctuates above and below £20million within a tax year,
please explain the typical range, frequency of fluctuation under and over
£20million and why this varies?

A member reports that their VAT liabilities can fluctuate by about £10m in a tax
year. This is because of their asset finance business which results in periodic
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high claims of input tax on a major purchase of a portfolio of assets, followed
by the output tax being accounted for over the lives of the assets.

e Another member does not normally have more than £20m payable on a single
VAT return, except where an exceptional one-off transaction occurs (e.g. the
sale of an opted property).

e Another member exceeded the £20m threshold once in recent years. Their VAT
liability can fluctuate significantly due to factors such as asset and equipment
financing, commaodities transactions, real estate activity and annual fees for IT
projects. These could potentially push overall VAT due to exceed £20m.

o To summarise, members’ quarterly VAT liabilities fluctuate in line with business
activity. Members are concerned that, where liabilities move above and below
the £20m threshold, payments below the threshold would be collected by Direct
Debit while payments above it would require an alternative payment method,
creating uncertainty, additional complexity and administrative burden.

23. Prior to this consultation, were you aware that payments of PAYE could be
made automatically by Direct Debit, following an RTI return?

e Most members were aware that payments of PAYE could be made
automatically by Direct Debit, following an RTI return.

24. How do you currently make payments of PAYE to HMRC?

« Members currently make PAYE payments through bank transfer, CHAPS and
BACs (sometimes via third-party payroll providers).

25: If you have previously not paid on time, or paid with an incorrect reference,
can you explain why this happened and would Direct Debit would have help
prevent this?

No response

26. If you were aware of the option to use Direct Debit but haven’t done so,
please could you explain why?

« Members want to retain control over the amount, timing and authorisation of
PAYE payments.

« Some members are concerned that Direct Debit may increase the risk of fraud.
Payments to HMRC are currently made using BACs payments (a “push
payment”). The payment is instigated by the Payer, and so control is maintained
by the Payer. By contrast, with a Direct Debit (a “pull payment”), the payment
is instigated by the Payee and so gives control to the Payee. Where control is
no longer in the hands of the Payer, there is an increased opportunity for fraud
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to arise. A threat actor (whether at HMRC or externally) could amend values
and/or create additional fictitious set-ups surrounding the Payer’s account/debit
debits. Given the potential for fraud, some members currently prohibit the
setting up of Direct Debits on their bank accounts except in very limited
circumstances.

27: If you have used Direct Debit to make payments of PAYE to HMRC could
you: comment on any benefits of this method; comment on any drawbacks of
this method indicate whether this remains your chosen payment method and, if
not, what prompted this change.

No response

28: If you currently pay PAYE by Direct Debit, to what extent does the later
payment date influence your decision to use this method, compared to other
factors?

No response

29. If it is made mandatory to make payment of PAYE by Direct Debit, what
impact, if any, might this have on your business?

« Members are concerned about the potential consequences of inaccurate
amounts being collected by Direct Debit. Members find that HMRC dashboards
are not always reliable or up to date, and that discrepancies can arise between
employer submissions & payments made versus HMRC records. There would
be administrative and security matters to resolve before a mandatory Direct
Debit requirement could operate safely for material monthly PAYE payments.

« Members would need to ensure that the correct bank account is funded at the
right time, creating similar issues to those identified above for VAT.

Some additional questions for HMRC to consider:

o How ad-hoc adjustments would be handled?
o Would HMRC instruct an additional payment / refund?
What would happen if a Direct Debit isn't taken, or an incorrect amount
is taken? When and how would interest and penalties be applied?
30. Are you currently excepted from submitting electronic returns for PAYE?

e Members are not currently excepted from submitting electronic PAYE returns.

31: Please explain any barriers or challenges, if any, that you may face in
making PAYE payments by Direct Debit?

No response
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32. Are there any impacts on particular groups of taxpayers (such as disabled
people; people of different ethnic groups, age, sex or gender, marital status,
sexual orientation, religion; or people with or without dependents) that need to
be addressed? How do you suggest we can overcome these?

e The points made in response to question 19 on VAT apply equally to PAYE. In
all, HMRC should ensure that digitally vulnerable taxpayers and those who
cannot reasonably use digital tools are appropriately protected through
exceptions and alternative payment routes.

33. Have you ever made a payment of PAYE over £20million?

« Yes, some members have made PAYE payments over £20m.

34. If yes to 33, if you fluctuate above and below £20million please explain the
typical range, frequency of fluctuation under and over £20million and why this
varies?

o PAYE liabilities may exceed £20m during bonus payroll periods. For example,
Member A noted that PAYE payments can rise to around £80m - £100m in
March during bonus payroll, compared with regular monthly payments of
around £10m - £12m. Member B’s PAYE exceeds £20m once per year, linked
to April payroll and bonus payments, with the associated PAYE payment made
in May.

e Member C’s PAYE fluctuations arise from normal payroll activity, including
overtime, bonuses and other variable remuneration.

35. If yes to 33, what is the lowest regular payment you have made in the past 3
years?

o« Member A's lowest regular PAYE payment varies around £10m to £12m.
e« Member B’s lowest is around £4m.
e« Member C’s regular PAYE payments are always above £20m.

36. What are your views on the use of penalties where VAT or PAYE is not paid
by Direct Debit, including whether any penalty should apply on each occasion a
payment is not made by Direct Debit, or if penalties should operate on a
cumulative basis?

e Members do not support penalties where VAT or PAYE has been paid
accurately and on time using another approved electronic payment method. It
would be disproportionate to penalise a taxpayer solely because it has used a

13



UK Finance HMRC consultation on requiring payment of VAT and PAYE by Direct Debit

payment method other than Direct Debit that is better suited to its business,
trading pattern, size or internal governance processes.

Penalties should not apply where any shortfall, delay or incorrect collection is
caused by HMRC system issues, Direct Debit collection errors or other matters
outside the taxpayer’s control.

Members believe Direct Debit should remain optional for employers and
businesses making high-value payments.

37. What challenges, if any, might arise from having different VAT or PAYE
payment dates depending on the payment method used?

Different payment dates may increase complexity and operational risk. Without
very clear guidance and an educational campaign, having different deadlines
for payments could lead to confusion amongst taxpayers which is counter to
HMRC's intended purpose. For example, staff moving jobs between different
Groups with different payment dates may cause confusion.

If both VAT and PAYE are pulled from the same taxpayer account to the same
HMRC account, it must be made clear to both HMRC and taxpayer what type
of tax the payment is related to in order to improve clarity.

Notwithstanding the other challenges and reservations outlined above, we
strongly recommend that this change is not implemented until HMRC has fully
resolved the current issues affecting taxpayer VAT ledger accounts. Otherwise,
this could create additional confusion for both taxpayers and HMRC, and may
result in payments based on incorrect or unexplained interest and penalty
charges being generated by HMRC's automated systems. This would increase
the administrative burden on both sides, who would then need to spend
additional time and resources identifying and correcting these errors.

38. What other incentives or sanctions could be considered to encourage people
to pay VAT and PAYE by Direct Debit?

Members do not believe taxpayers should be treated differently where they pay
the right amount of tax at the right time but use different payment mechanisms.
If HMRC would like to encourage payments by Direct Debit, positive incentives
such as longer payment windows (extended deadline) and simplified
administration would be much more preferable to sanctions.

Alternatively, as mentioned earlier in the General Comments, members suggest
HMRC considers using variable recurring payments (VRP). Members consider
VRP a better option because they would have more control over the payments.
This approach allows firms to arrange payments early (by choice) and to double
check the payment has arrived safely, given HMRC’s ledger does not always
update promptly. This ensures their payment isn’t registered as received late
(to avoid penalties, interest, reputational damage). Please also note that only
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some members have practical experience using VRP as a payment method. If
VRP is adapted, members would welcome a phased approach.
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