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Foreword

Welcome to the 2017 Total Tax Contribution 
survey of the UK banking sector, which shows the 
third consecutive rise in the annual contribution 
by the sector to the public finances. This series 
of reports has provided robust data on the full 
extent of the tax revenues generated by the sector, 
highlighting the fact that the contribution extends 
beyond corporation tax to include significant 
amounts of irrecoverable VAT, bank levy, 
employment taxes and business rates. This year’s 
survey includes the impact of the bank surcharge, 
introduced in January 2016. 

Our analysis over the last four years reveals 
recovering returns from the banking sector 
following the financial crisis. This strong 
performance has occurred despite the need 
to respond to more demanding regulation, 
incremental taxes (e.g. bank levy and bank 
surcharge) and legislation that has broadened 
the tax base (e.g. restrictions relating to the 
deductibility of brought-forward losses and 
compensation payments) over this period. On top 
of the growing contribution to the UK Exchequer, 
bank lending (including lending to SMEs) has 
also been on the rise over the last two years1.

The UK banking sector has faced a number of 
challenges, including persistently low interest 
rates and lower return on equity since the 
financial crisis. In the coming years, challenges 
include the likelihood of continuing low interest 
rates, together with Brexit uncertainty and other 
forms of potential disruption from technology 
and new market entrants. This report suggests 
that the banking sector is in a strong position 
to face these challenges, but also highlights the 
scale of potential impact on the public finances 
if the level of UK banking activity changes. Since 
2007, gross value added (GVA) of the banking 
sector has fallen while tax revenues have been 
increasing. As other financial centres compete for 
banking activity, the UK needs to ensure that it 
remains competitive and maintains its position as 
the world’s leading financial centre2. This report 
emphasises the significant contribution made as 
a result of high-skilled jobs in this sector, which 
reinforces the UK’s need to allow access to talent. 

The importance of continuing to build public 
trust in the sector cannot be underestimated. The 
introduction of a stronger regulatory framework 
along with an increased understanding of the full 
contribution to the government finances should 
go some way to regaining the public’s trust. We 
thank the participating banks for their support for 
this survey.

1 a  of la  tat st al tera t e atabase ttp ba ofe la o boeapps a b e ter e asp ra el x
2 e lobal a al e tres ex ttp lo fi a e et pro ra es fi a al e tref t res lobal fi a al e tres ex t l

Andrew Packman
PwC, Total Tax Contribution  
and Tax Transparency Leader
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The Total Tax Contribution 
of the banking sector to the 
UK public finances in 2017 
was estimated as £35.4bn, 
an increase compared to 
£34.2bn in 2016. This was 
made up of taxes borne of 
£19.0bn and taxes collected 
of £16.4bn.

TTC of the banking sector 

£35.4bn
Total Tax Contribution

£19.0bn

£16.4bn
Taxes collected

Taxes borne

Of this total, we 
estimate that 
£18.1bn was paid 
by UK banks and 
£17.3bn by 
foreign banks.

The comparison between UK 
banks and foreign banks

£18.1bn

£17.3bn

Compared to the 2016 study, there was an increase of 11.0% 
in the taxes borne by survey participants, driven by increases 
in corporation tax (as a result of increased profitability and 
loss relief and compensation payment restrictions) and the 
introduction of a surcharge on banks’ profits. 

11.0% increase in taxes borne in 2017

Increase in taxes borne compared to 
the 2016 study

The bank surcharge paid by the sector 
amounted to £1.1bn in the year. At 8% 
of taxable profits, this represents 40% of 
the statutory UK headline corporation 
tax rate.

The bank surcharge paid by the 
sector amounted to £1.1bn

8%
Bank surcharge

of taxable profits

In 2017, corporation tax, surcharge and bank levy receipts 
were 22% higher than the corporation tax receipts from the 
sector in 2007, before the financial crisis.

Receipts of corporation tax, surcharge 
and bank levy are 22.0% higher than 
corporation tax receipts before the 
financial crisis

22%
2017

On an overall basis, 47.6% of participant banks’ profits are 
paid in taxes highlighting the challenging conditions faced 
by the largest banks in the sector.

 of participant ban s  profits are 
paid in taxes

47.6%
of participant banks’ 

profits are paid in taxes

Employment taxes remained the largest 
tax for the banking sector (£18.4bn)

Of the £18.4bn, 53.7% was paid by foreign-headquartered 
banks, which employed 25.3% of the employees in the study.

The banking sector creates employment for 1.6% of the UK 
workforce and contributes 7.2% of all UK employment 
tax receipts.

The banking sector creates employment 
for 1.6% of the UK workforce

53.7% 25.3%

The key findings from the third Total Tax 
Contribution study of the UK banking sector 
show that, in 2017*:

Foreign banks

UK banks

11.0%
Of UK 
workforce

of all UK 
employment tax 

receipts
Of the £18.4bn, 53.7% was 

paid by foreign banks.
Despite employing just 

25.3% of employees in the 
study.

4                  2017 Total Tax Contribution of the UK banking sector
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Contribution study of the UK banking sector 
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Of UK 
workforce

of all UK 
employment tax 

receipts
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paid by foreign banks.
Despite employing just 
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Purpose and 
outline of the study

The purpose of the study is to generate robust 
data, collected in accordance with a credible 
and well understood framework, to quantify the 
contribution made by the UK banking sector3 
to the public finances in taxes and the trends in 
contribution over time.

The study has been carried out for UK Finance* 
to look at the Total Tax Contribution made by a 
selection of its members in the banking sector. 

The study shows that the contribution is 
broader than corporation tax, with bank levy, 
employment taxes, irrecoverable VAT, business 
rates, stamp duties, tax deducted at source and 
other taxes adding to the total. 

It’s also important to have robust data to highlight 
the impact of new taxes and recent legislative 
changes (surcharge, loss relief restriction, 
compensation payments restriction) on the 
banking sector and how the contribution from the 
sector is changing over time.

The members taking part in the study provided 
data on their tax payments in accounting periods 
ending in the year to 31 March 2017. For most 
study participants this was the year ending 31 
December 2016. 

The analysis provided by this study is not 
available elsewhere and, therefore, provides 
a valuable resource for the UK banking sector, 
government and other stakeholders.

Methodology

The study uses the PwC Total Tax Contribution 
(TTC) framework which provides a standardised 
methodology for companies to measure and 
communicate all the taxes and contributions 
that they pay. The study collected data from UK 
Finance members operating in the banking sector, 
relating to all UK tax payments in accounting 
periods ending in the year to 31 March 2017. 
PwC has anonymised and aggregated this data to 
produce the study results. wC has not verified, 
validated or audited the data and cannot give 
any undertakings as to the accuracy of the study 
results. 

The framework is straightforward in concept, 
not tax technical and therefore relatively easy 
for stakeholders to understand. The framework 
makes a distinction between taxes borne by the 
company and taxes collected.

Taxes borne are the company’s own contribution 
in taxes that impact their results, e.g. corporation 
tax, bank surcharge, employer IC, irrecoverable 
VAT, bank levy, etc. 

Taxes collected are those that the company 
administers on behalf of government and collects 
from others, e.g. income tax deducted under PAYE 
and employee IC, tax deducted at source, stamp 
duty. Taxes collected have an administrative cost 
for the company and will also have an impact on 
the company’s business. 

The results are a measure of the taxes paid by 
members, covering both taxes borne and taxes 
collected. The results provide information which 
would not otherwise be in the public domain, 
since this is not information the companies are 
required to disclose in their financial reports. 
Where we refer to data published by government 
and HMRC, this is clearly indicated. 

3 e  ba  se tor s efi e  b   as t ose b s esses t at are pote t all  el ble to pa  t e ba  s r ar e   
e follo  l st of re late  fir s  b s esses a  t e p bl  o l  te  to t  of as ba s a  be se  as a e

ttp ba ofe la o pra pa es a t or sat o s ba sb l so et esl st aspx

...valuable resource 
for the UK banking 
sector, government 
and other 
stakeholders.

Valuable 
resource

36
Thirty-six UK 
Finance member 
banks participated 
in the study, 
providing a....

*  UK Finance is the trade association for firms 
providing finance, banking, mortgages, markets and 
payments-related services in or from the UK. It was 
formed in 2017 by combining the Asset Based Finance 
Association, the British Bankers’ Association, the 
Council of Mortgage Lenders, Financial Fraud Action 
UK, Payments UK and the UK Cards Association.
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4   a s o ar  a  orporate tax re e pts fro  t e ba  se tor  ttps o o er e t stat st s pa e
a orporate tax re e pts fro t e ba se tor

5  a  r ar e   a or t  of t e part pa ts a e e e ber ear e s  a  t e ata l es t ree stal e t pa e ts of 
ba  s r ar e  t e ear to  e e ber  e o er e t fi res are for t e ear to  ar   t e  o s st of 
fo r stal e ts  f t e fo rt  stal e t s re o e  fro  t e o er e t fi res  st  part pa ts pa   of o erall ba  
s r ar e

Participation in the TTC study

Thirty-six UK Finance member banks participated 
in the study, providing data on their taxes borne 
and taxes collected for their accounting period 
ending in the year to 31 March 2017. The same 
number of companies provided data in the 
previous study.

Data was received from UK-headquartered and 
foreign-headquartered banks, both large and 
medium-sized operations. The data related 
to payments to the UK public finances. o 
tax payments to foreign tax authorities were 
included. These companies represent a significant 
part of the UK banking sector, as measured by 
reference to government data4.

The government publishes data for receipts of 
employment taxes, bank levy and corporation 
tax from the banking sector. Figure 1 compares 
the data received from participating banks in this 
year’s study with the government data:

• Employment taxes (income tax deducted 
under A , employer and employee IC  
paid by study participants totalled £14.5bn 
accounting for 78.9% of government receipts 
from the banking sector (£18.4bn). 

• Bank levy paid by study participants was 
£3.0bn comprising 99.1% of government 
receipts from the banking sector (£3.0bn). 

• Corporation tax payments made by 
participants totalled £3.0bn which represents 
62.1% of corporation tax receipts (£4.8bn) 
from the UK banking sector. 

• Bank surcharge5 paid by participants totalled 
£0.8bn making up 68.6% of the total bank 
surcharge receipts from the banking sector 
(£1.1bn).

Figure 1: art pat o   t e st  s o  as a per e ta e of t e  ba  se tor totals

Employment taxes 

Bank levy

Corporation tax

Bank surcharge

Participating banks
overnment fig res

78.9%

99.1%

62.1%

68.6%

99.1%

of government 
receipts of bank 
levy was paid by 
study participants

o r e  t  part pa ts
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Total Tax 
Contribution of the 
UK banking sector

6  ata as extrapolate  to pro e a  est ate of t e total tax o tr b t o  of t e ba  se tor  e extrapolat o  as base  o  
o er e t fi res release  b   a s o ar  a  orporate tax re e pts fro  t e ba  se tor  xtrapolat o  ses 

t e rat os of  e plo e t taxes to taxes bor e a   e plo e t taxes to taxes olle te  for ffere t parts of t e se tor  as 
establ s e   t e st  xtrapolat o  s a  est ate o l  apart fro  orporat o  tax  ba  s r ar e  ba  le  a  e plo e t 
taxes  ere a t al fi res are l e

7  e ffi e for et espo s b l t    ar   o o  a  fis al o tloo   s pple e tar  fis al tables  re e pts a  
ot er  able  rre t re e pts o  a as  bas s

8 eprese ts  of o er e t orporat o  tax re e pts
9 eprese ts  of o er e t ba  s r ar e re e pts
10 eprese ts  of o er e t ba  le  re e pts
11 plo er at o al s ra e o tr b t o s a   a ree e ts
12  s ess rates  sta p t  la  tax  sta p t  a  sta p t  reser e tax  s ra e pre  tax  a r passe er t  e le 

ex se t  sto s t  f el t  arbo  re t o  o t e t  l ate a e le
13 plo ee at o al s ra e o tr b t o s a  o e tax e te  er 
14 ta p t  reser e tax  et  s ra e pre  tax

£bn Study participants
Extrapolated to the 
UK banking sector

As a percentage of 
Government receipts

Corporation tax 8 

a  s r ar e 9 

a  le 10 

Employment taxes borne11 

rre o erable 

Other taxes borne12 
 Total taxes borne 14.6 19.0 2.9%

Employment taxes collected13 

Tax deducted at source

Other taxes collected14 

 Total taxes collected 13.0 16.4 2.5%
Total Tax Contribution 27.6 35.4 5.4%

The banking sector makes a major contribution 
to the UK Exchequer. The thirty-six companies 
taking part in the study reported taxes borne of 
£14.6bn and taxes collected of £13.0bn, making  
a UK tax contribution of £27.6bn. 

xtrapolating from these figures6, we estimate 
that the Total Tax Contribution for the entire 
UK banking sector, including those banks who 
did not take part in the study, is £35.4bn, which 
represents 5.4% of total government receipts for 
all taxes in the year to 31 March 2017. Figure 
2 shows that the TTC of £35.4bn is estimated 
to comprise taxes borne of £19.0bn and taxes 
collected of £16.4bn. The totals for corporation 
tax, bank surcharge, bank levy, and employment 
taxes for the whole of the sector are not 
extrapolated from study data, but are taken  
from published government figures.

Figure 2:  otal ax o tr b t o  of t e  ba  se tor as a per e ta e of total  tax re e pts 7

We estimate that there is a relatively equal 
contribution from UK and foreign banks: £18.1bn 
(51.1%) can be attributed to UK-headquartered 
banks, and £17.3bn (48.9%) to foreign-
headquartered banks. owever, the profile of 
this contribution varies significantly, with UK 
banks contributing a greater share of taxes borne 
(see next section: The profile of taxes borne and 
collected).

of total 
government 
receipts for all 
taxes in the year 
came from the 
banking sector

5.4%
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Figure 3: e otal ax o tr b t o  of t e  ba  se tor  

o r e   a al s s

The contribution in taxes made by the UK 
banking sector in 2017 increased by £1.2bn 
from the previous year, and represents 5.4% of 
total government receipts (Figure 3). However, 
the profile of TTC changed significantly, with 
an increase in taxes borne of £2.8bn and a 
decrease of taxes collected of £1.6bn. This was 
not unexpected, as the corporation tax surcharge 
came into force on 1 January 2016, together with 
tighter loss relief legislation (with 25% of carried-
forward losses eligible to be offset against taxable 
profit, down from 50% in the previous year  and 
non-deductibility of compensation payments 
impacting taxes borne. The next section provides 
further detail relating to the profile of taxes borne 
and taxes collected.

Within the total of £35.4bn, employment taxes 
comprise the largest element (£18.4bn , re ecting 
skilled jobs in this sector. 

The data in this study provides visibility over 
other taxes such as irrecoverable VAT, stamp 
duties and tax deducted at source, to provide 
a more informed view of the taxes paid by 
the sector. The extrapolation for the sector is 
performed at the level of taxes borne and taxes 
collected using details which are available from 
government data. 

The contribution 
in taxes made by 
the UK banking 
sector in 2017 
increased by 
£1.2bn

£1.2bn
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20.4%: 
Corporation tax

5.2%: Bank 
surcharge

4.2%: Business rates
Stamp duties

24.2%: PSA & 
Employers NIC

20.4%: Bank Levy

25.2%: 
Irrecoverable VAT

0.4%: Other taxes

The profile of taxes 
borne and collected 

Taxes borne

Taxes borne are a cost to the business and, 
therefore, directly affect a company’s financial 
results. The profile for these taxes across the 
banks that participated in the 2017 survey is 
shown in igure 4. This year’s profile of taxes 
borne includes an additional element compared 
to the previous study: the bank surcharge, which 
came into force on 1 January 2016 imposing an 
additional 8% surcharge on the profits of banking 
companies.

Corporation tax (including the bank surcharge), 
at 25.6% of the total, has overtaken irrecoverable 
VAT (25.2%) to become the largest tax borne 
by participating banks in 2017. Employment 
taxes, comprising employer IC and A ( A  

ettlement Agreement, a tax on benefits provided 
by the company), were the third largest tax borne, 
at 24.2%. 

Bank levy accounts for a smaller percentage of 
taxes borne in this year’s study (20.4% compared 
to 23.4% in 2016) as the bank levy rates, set by 
HM Treasury, reached their peak in the 2016 
survey. From January 2016 bank levy rates 
were reduced, and will gradually decrease each 
calendar year up until 2021 when 0.10% will be 
applied to short term liabilities and 0.05% to long 
term liabilities (Figure 27). The scope of the bank 
levy is also due to be reduced in the future. The 
levy currently applies to the global consolidated 
balance sheet of a UK-headquartered bank, 
but only to the UK balance sheet of a foreign-
headquartered bank. This scope will be restricted 
to UK operations only with effect from 2021. 

Sector taxes, and other taxes that impact the 
banking sector, are an important element of 
the tax profile for these companies. Over half of 
total taxes borne (50.8%) are made up of bank 
surcharge, bank levy and irrecoverable VAT. Of 
these ‘sector taxes’, bank levy and irrecoverable 
VAT (together 45.6% of the total) are not 
dependent on profits, and represent a fixed cost 
for the sector.

Corporation tax (excluding the bank surcharge) 
increased significantly in this year’s study, 
accounting for 20.4% of taxes borne, due to 
a combination of increased profitability and 
the full impact of compensation and loss relief 
restrictions.

Please refer to Appendix 1 for a detailed list of 
taxes borne by study participants.

For every £1 of corporation tax (including the 
bank surcharge), the banking sector in the UK 
paid £2.84 of other taxes borne. 

Figure 4  axes bor e profile for part pat  
ba s

o r e  t  part pa ts

For every £1 of 
corporation tax 
(including bank 
surcharge), the 
banking sector in 
the UK paid £2.84 
of other taxes 
borne. 

£2.84
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0.00.20.40.60.81.0

6.1%: Tax 
deducted at source

11.8%: SDRT

71.1%: PAYE

10.1%: 
Employee NIC

0.9%: IPT

Figure 5: axes olle te  profile for part pat  
ba s

o r e  t  part pa ts

Taxes collected

Taxes collected are those which are generated by 
a company’s operations, but are collected from 
others, e.g. income tax deducted under PAYE 
and net VAT, etc. The company generates the 
commercial activity that give rise to the taxes 
and then collects and administers them on behalf 
of C. Taxes collected, however, re ect the 
wider economic contribution generated by the 
banking sector. For every £1 of corporation tax 
paid (including bank surcharge), there is £3.42 in 
taxes collected.

igure 5 shows the profile of taxes collected for 
the thirty-six participants. Employment taxes 
(income tax deducted under PAYE and employee 

IC  were the largest taxes collected (81.2% of 
total taxes collected , re ecting skilled obs in the 
banking sector. Tax deducted at source (6.1% of 
the total) decreased this year, due to the cut in 
interest rates in August 2016 from 0.5% to 0.25%, 
along with the introduction of the personal 
savings allowance from 6 April 2016, and the 
associated removal of the obligation on banks to 
deduct tax at source from account interest. As a 
result, stamp duty reserve tax (SDRT) became the 
second largest tax collected, at 11.8% of the total. 
Please refer to Appendix 2 for a detailed list of 
taxes collected by study participants.

Total Tax Contribution

The Total Tax Contribution profile  both taxes 
borne and taxes collected together ( igure 6   
shows that corporation tax, including the bank 
surcharge, made up 13.6% of the TTC in the 
study while employment taxes remained the 
most significant, at 52.7% of the total. The other 
significant taxes for the sector  irrecoverable 

AT and bank levy  were 13.4% and 10.8% of the 
TTC respectively. Tax deducted at source, which 
is affected by factors outside of the banks’ control, 
has fallen from 5.7% of the total in 2016 to just 
3.0% in 2017.

The financial crisis and subsequent legislative 
changes have resulted in a fundamental shift in 
taxation of the banking sector. The next section 
provides an insight into the changing profile of 
taxes borne and taxes collected by the banking 
sector over time.

Figure 6: e  profile for part pat  ba s

0.00.20.40.60.81.0

13.6%: Corporation tax 
(including surcharge)

3.0%: Tax deducted 
at source

52.7%: 
Employment taxes

10.8%: 
Bank levy

13.4%: 
Irrecoverable 
VAT

0.5%: IPT 6.0%: Other taxes

o r e  t  part pa ts

For every £1 of 
corporation tax 
paid (including 
bank surcharge), 
there is £3.42 in 
taxes collected.

£3.42
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17.9%: Corporation tax

4.4% Bank 
surcharge

4.9% Business 
rates

18.7% PSA & 
Employers NIC 

0.5%: Other taxes

23.2%: 
Bank Levy

30.4%: 
Irrecoverable
VAT

UK Banks
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46.5%                          53.5%      

     52.7%                             47.3%
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Out of the thirty-six study participants, 14 (39%) 
were UK-headquartered banks and 22 (61%) 
were foreign-headquartered banks. Of the total 
estimated contribution of £35.4bn, we estimate 
that £18.1bn was paid by UK banks and £17.3bn by 
foreign banks. 

Based on study participants, UK banks and foreign 
banks contribute a relatively equal share of the 
overall TTC (Figure 7), but UK-headquartered 
banks contribute a greater percentage of taxes 
borne (60.4% of the total).

Taxes borne profile for UK and 
foreign banks

UK banks and foreign banks have a different 
profile for taxes borne. or UK-headquartered 
banks (Figure 8), irrecoverable VAT is the largest 
tax borne (30.4%), followed by bank levy (23.2%) 
and corporation tax including surcharge (22.3%). 

While for foreign-headquartered banks (Figure 
9 , the largest tax borne is A  employer IC 
(32.3%), followed by corporation tax including 
surcharge (31.2%), and irrecoverable VAT (17.3%). 
The different profiles for UK banks and foreign 
banks can be partially explained by a higher 
cost base related to head-office operations for 
UK-headquartered banks, resulting in higher 
irrecoverable VAT, and bank levy applying to 
the global consolidated balance sheet of a UK-
headquartered bank, but only to the UK balance 
sheet of a foreign-headquartered bank. In addition, 
foreign banks have a higher average wage resulting 
in a higher proportion of employment taxes. 

Figure 10 compares the contribution to taxes 
borne from UK and foreign banks. It highlights the 
greater proportion of irrecoverable VAT (72.6% 
of the total) and bank levy (68.8%) that were 
borne by UK-headquartered banks, along with the 
significance of employment taxes for the foreign-
headquartered banks, at 53.5%, despite employing 
fewer people.

Figure 7: axes bor e  taxes olle te  a   
for  a  fore  ba s

o r e  t  part pa ts

o r e  t  part pa ts

Figures 8 & 9: axes bor e profile for  ba s 
a  fore  ba s

Figure 10: o par so  of taxes bor e for  a  
fore  ba s

o r e  t  part pa ts o  a  a era e bas s

Comparing the 
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and foreign banks
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15.9%: 
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17.3%: 
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13.3%: Corporation tax
(including surcharge)

14.0%: Corporation tax 
(including surcharge)
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Taxes collected profile for UK and 
foreign banks

Income tax deducted under A  and employee 
IC are the largest taxes collected for both 

UK banks (83.5%) and foreign banks (79.0%) 
(Figures 11 and 12). Tax deducted at source, 
mainly tax deducted from interest paid to 
customers by the UK retail banks, accounts 
for 10.9% of tax collected for the UK banks. 
This is down from 19.1% in last year’s survey, 
as a result of the removal of the obligation on 
banks to deduct tax at source from account 
interest, explained previously. For the foreign-
headquartered banks, stamp duty reserve tax 
(SDRT) was the second largest tax collected, at 
18.4%.

Total Tax Contribution profile for 
the UK and foreign banks

For UK banks, employment taxes made up 45.4% 
of TTC in the study ( igure 13 . Irrecoverable 
VAT and bank levy were 18.2% and 13.8% of TTC 
respectively. 

By contrast, for foreign banks, employment taxes 
account for 59.9% of TTC in the study, followed 
by corporation tax (including bank surcharge) at 
14.0% of TTC, and irrecoverable VAT and bank 
levy of 7.8% and 7.2% respectively.

o r e  t  part pa ts o  a  a era e bas s o r e  t  part pa ts o  a  a era e bas s

Figures 11 & 12: axes olle te  profile for  
ba s a  fore  ba s

Figures 13 & 14:  profile for  ba s a  
fore  ba s

Tax deducted at 
source accounts 
for 10.9% of tax 
collected for the 
UK banks – down 
from 19.1% in last 
year’s survey

10.9%
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Trends in Total  
Tax Contribution

Change in tax legislation

In order to understand the trends in the taxation 
of the UK banking sector, the recent changes in 
tax rates and regulations are summarised below:

Loss relief restriction: In the 2014 Autumn 
Statement it was announced that the amount 
of taxable profit that could be offset by banks’ 
historic carried-forward losses would be 
restricted to 50% from April 2015. In the budget 
2016 it was announced that the restriction would 
be increased to 25% from April 2016.

Bank surcharge: From 1 January 2016 the 
government introduced an 8% surcharge tax on 
the taxable profits of banks with certain reliefs 
added back (any group relief for the period from 
non-banking companies and any relief arising 
before 1 January 2016).

Corporation tax: The rate decreased from 
23% in 2013/14, to 21% in 2014/15, to 20% in 
2015 16 and 2016 17 and to 19% in 2017 18. It is 
expected to fall to 17% in April 2020.

Compensation expenditure: Legislation 
was introduced to restrict the deductibility of 
compensation expenditures arising on or after 8 
July 2015 covering all compensation costs.

Bank levy: The bank levy rate for long term 
chargeable equity or liabilities reduced from 
0.105% in 2015 to 0.090% in 2016. The rate for 
short term chargeable equity or liabilities reduced 
from 0.210% in 2015 to 0.180% in 2016.

Income tax deducted under PAYE: Personal 
allowance threshold increased from £10,600 to 
£11,000 in 2016/17.

Trend in Total Tax Contribution 
between 2016 and 2017

Thirty-three companies provided data for both 
the 2016 and 2017 studies and we are able to 
analyse the trends on a like-for-like basis for these 
companies. 

There was an increase in taxes borne, mainly 
driven by increases in corporation tax and the 
introduction of the bank surcharge in 2016 
(Figure 15). The increase in corporation tax  
(6.7% of the total increase in taxes borne) was a 
result of a combination of increasing profitability 
in the banking sector, along with further 
restrictions applying to loss relief in 2016 and 
restrictions to deductibility of compensation 
payments. The decrease in bank levy (-0.7% of 
the total) was largely due to the reduction in the 
bank levy rates in 2016.

Trend as % of total taxes borne
Corporation tax excluding surcharge

r ar e

Corporation tax including surcharge
a  le

Employment taxes borne
rre o erable 
Other taxes borne
Total taxes borne +11.0%

Figure 15: re   taxes bor e    

o r e  t  part pa ts

There was an 
increase in taxes 
borne, mainly 
driven by increases 
in corporation 
tax and the 
introduction of the 
bank surcharge

11.0%
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 Trend as % of total taxes collected
Employment taxes collected

ta p t  reser e tax
et 

Other taxes collected
Tax deducted at source
Total taxes collected -9.1%

Figure 16: re   taxes olle te    

o r e  t  part pa ts

Altogether, these movements resulted in an 
increase of 11.0% for taxes borne by the survey 
participants as compared to the 2016 survey. 
Of the total increase in taxes borne, 6.1% is 
attributed to UK banks and 4.9% to foreign 
banks. 

There was an overall decrease in taxes 
collected of  9.1% ( igure 16 , largely driven 
by a decrease in taxes deducted at source. The 
fall in taxes deducted at source was a result 
of the cut in interest rates in August 2016 
from 0.5% to 0.25%, and the removal of the 
obligation on banks to deduct tax at source 
from customer account interest, from 6 April 

2016.

While employment taxes borne remained 
broadly stable, there was a fall in employment 
taxes collected for this group of companies. This 
re ects the trends seen for the largest (UK retail  
banks where a reduction in the workforce has led 
to a fall in employment taxes collected. Please see 
the employment section of this report for more 
details.

There was an 
overall decrease 
in taxes collected 
of – 9.1%, largely 
driven by a 
decrease in taxes 
deducted at source

9.1%

11.0%
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Trend in Total Tax Contribution 
between 2014 and 2017

Figure 17 shows an overall increase of 14.0% 
in the Total Tax Contribution of the sector from 
2014 to 2017. The increase in TTC is driven by 
an increase in taxes borne over the four years, 
partially offset by a decrease in taxes collected. 
The fall in taxes collected is driven by a decrease 

Figure 17: re s  taxes bor e  taxes olle te  a  otal ax o tr b t o    

Taxes borne

TTC

Taxes 
collected
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o r e  t  part pa ts   s s o  as 
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in tax deducted at source.
Taxes borne has increased by 39.8% between 
2014 and 2017 (Figure 17), largely driven by a 
351.7% increase in corporation tax (including 
bank surcharge in 2017). The increase in 
corporation tax, despite a fall in rate from 23% to 
20%, is mainly driven by the introduction of loss 
relief restrictions and compensation expenditure 
restrictions in 2015, the introduction of the bank 
surcharge in 2016 and the increased profitability 
in the sector in 2017. Employment taxes borne 
and irrecoverable VAT remained more stable over 

Corporation 
tax 
including 
surcharge

Taxes borne

Irrecoverable 
VAT

Employment 
taxes borne

Bank levy

500%

400%

300%

200%

100%
2014 2015 2016 2017

Taxes borne has 
increased by 
39.8% between 
2014 and 2017

Figure 18: re s  taxes bor e    

39.8%
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2014 2015 2016 2017
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the 4 years (Figure 18). 
igure 19 illustrates the change in the profile of 

taxes borne from 2014 to 2017. Corporation tax, 
as a result of legislative changes and increasing 
profitability, has become more significant in the 
last two years, accounting for 20.4% of total 
taxes borne, and 25.6% with the bank surcharge 
in 2017, compared to 10.8% in 2015. As a result, 
the relative proportions of irrecoverable VAT and 
employment taxes borne have decreased over 
this period. The proportion of taxes borne taken 
up by bank levy shows the increase to 2016 and a 
decrease in this year’s survey, largely due to the 
rate changes described in the bank levy section.

Figure 19: re   t e profile of taxes bor e    

o r e  t  part pa ts
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Employment taxes

Trends in government data for 
the banking sector

The banking sector is dependent upon and 
employs highly skilled workers, and employment 
is an important way in which the sector 
contributes to the UK economy.

Employment taxes (income tax deducted 
under A , employer and employee IC  paid 
by the sector in 2017 amounted to £18.4bn, 
7.2% of all UK employment tax receipts15. The 
sector provides employment for 1.6% of the UK 
workforce, which is equivalent to 47.6% of the UK 
Financial Services workforce16.

Figure 20 shows the trend in employment taxes 
in the sector based on government receipts since 
2006.

Figure 20: plo e t tax re e pts    

PAYE banking 
sector receipts

Bank payroll 
tax receipts

20072006
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£15.9bn
£16.7bn

£14bn

£15.2bn
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£17.6bn £17.8bn £17.6bn £17.9bn £17.8bn
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Legislative changes to employment taxes have 
had a significant impact on the UK banking sector. 
In particular, the one-off bank payroll tax17, 
which was paid in 2011, increased government 
receipts from the banking sector by £3.4bn. In 
addition to this, there were other changes in 
employment taxes over the period. Figure 20 also 
shows the impact of the introduction of the 50% 
rate of income tax in 2011 and the 1% increase in 
employer and employee IC in the same year.

Changes in income tax thresholds and rates 
and IC thresholds have also led to increased 
employment taxes.

ONS data shows a fall in employees working in 
financial service activities18 excluding insurance 
and pension funding. Banking employees make 
up a large element of this total.

15 e ffi e for et espo s b l t    ar   o o  a  fis al o tloo   s pple e tar  fis al tables  re e pts a  ot er  able  rre t 
re e pts o  a as  bas s

16   a al er es or for e as  ll o  base  o    o es  a al ser e a t t es  ex ept s ra e a  pe s o  f   
s ra e  re s ra e a  pe s o  f  ex ept o pl sor  so al se r t  a   t t es a x l ar  to fi a al ser es a  s ra e a t t es  

 str    a    t   s ess e ster a  plo e t r e   able 
17 s o e off tax as pa    a  appl e  to bo ses a ar e  b  t e ba  se tor fro   e e ber  to  pr l 
18 oo  at  ata fro   le el e plo e t b   t   for a al ser e a t t es  ex ept s ra e a  pe s o  f  t e ber of 

e plo ees e rease  fro     to   

The sector provides 
employment for 
1.6% of the UK 
workforce
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Employment in the banking 
sector – study data

The thirty-six participants in the study employed 
357,284 workers comprising 69.9% of total UK 
banking sector employment18. 

The participating banks paid total employment 
taxes of £14.5bn, comprising employment taxes 
borne of £3.5bn (employer IC and A  and 
employment taxes collected of £11.0bn (income 
tax deducted under A  and employee IC . 

The study participants encompass a broad range 
of banking activities including both retail and 
investment banks. They employ highly skilled, 
well paid employees drawing upon a global talent 
pool, often from neighbouring countries across 
the EEA. The average salary, particularly in the 
investment banks, exceeds the national average, 
emphasising the contribution that the banking 
sector makes through the employment of highly 
skilled people. 

For every employee, an amount is paid to the 
public finances in employment taxes. ooking 
at employment taxes borne and collected, 
the average (calculated by taking the total 
employment taxes for the study population and 
dividing it by the total number of employees 
within that population) was £34,981 for the 
banking sector. This is approximately six times 
the amount paid if calculated on the average 
national wage (£5,856). 

Number of 
employees

Wages & salaries, redundancy 
and bonus payments

Employment 
taxes

-2.1%

+5.9%

+2.9%

Figure 21: re   ber of e plo ees  salar es 
a  a es a  e plo e t taxes fro   to 
2017

Trends in employment taxes – 
study data

Twenty-three companies provided data on their 
number of employees, salaries and wages and 
employment taxes for both the 2016 and 2017 
surveys. Ten companies provided the same data 
for each of the four survey years from 2014 to 
2017. We are therefore able to analyse the two-
year and four-year trends on a like-for-like basis 
for these companies. 

Two year trends (2016 – 2017)
Figure 21 shows an average increase in salaries 
and wages of 5.9% and a 2.9% average increase 
in employment taxes paid despite a fall in number 
of employees of 2.1%. The increase in salaries 
and wages is driven by bonus and redundancy 
payments. The relatively smaller increase in 
employment taxes is broadly explained by bonus 
payments that include deferred compensation 
on which PAYE has not yet been paid and the 
reduced tax on redundancy payments. In addition 
the survey analysis takes an average trend, so 
giving equal weight to the large and small banks 
in the study. The increase in employment taxes is 
consistent with the trend seen in HMRC data of a 
3.3% increase (from £17.8bn to £18.4bn). 

o r e  t  part pa ts  base  o  t e a era e res lt for o pa es

18 oo  at  ata fro   le el e plo e t b   t   for a al ser e a t t es  ex ept s ra e a  pe s o  f  t e ber of 
e plo ees e rease  fro     to   
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Four year trends (2014 – 2017)
Over the four years of the survey, there has been 
a 12.3% increase in employment taxes paid 
despite a fall in number of employees of 12.4% 
( igure 22 . The financial crisis had a significant 
impact on the UK banking sector, and overall 
employment has been on a downward trend 
during this period. The increase in employment 
taxes may suggest that we are seeing a decline in 
the number of lower paid roles, particularly in the 
retail banking sector, and as a consequence, those 
commanding higher pay account for a larger 
proportion of the whole. As a result, gross value 
added (GVA) per employee, a measure of value 
generated per employee, has started to recover 
since 2014, reversing the decline since 2009.

Figure 22: re   ber of e plo ees  salar es a  a es a  e plo e t taxes fro   to  

o r e  t  part pa ts   s s o  as 
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Gross Value Added and Return on 
Equity for the UK banking sector

To put the trend analysis into context, we 
reviewed other indicators of the banking sector. 
At a national level, economic activity is commonly 
measured by GDP which is generally regarded as 
one of the most reliable economic indicators. The 
contribution made to GDP is typically measured 
by calculating gross value added (GVA) which 
is a measure of the value of goods and services 
produced in an area, industry or sector of an 
economy. Figure 23 shows a falling trend in GVA 
for the banking sector from 2009 to 2014, with 
a small increase in 2015. By comparison, the 
GVA for the economy as a whole has increased 
steadily over this period. The GVA for the banking 
sector in 2015 was 4.2% of the GDP of the UK 
economy19 which compares to tax receipts for the 
banking sector in the same year of 5.5% of total 
government tax receipts.

Figure 23: ross al e e  b  t e ba  se tor o pare  t  t e  e o o   to    

Figure 24: a  se tor et r  o  t     

o r e  rostat

Another ratio commonly used for the banking 
sector is Return on Equity (RoE), which measures 
profitability compared to shareholder equity. 

igure 24 shows that the post-financial crisis o  
for the banking sector is significantly lower than 
the RoE in the preceding decade. The average RoE 
since 2010 has been 8.6%, compared to 14.1% 
between 2000 and 2007. 

19  rostat  at o al o ts a re ates b  str
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Corporation tax
Corporation tax payments from study 
participants totalled £3,735 million, including 
bank surcharge payments of £754 million. 
Looking at the companies that provided data 
for both corporation tax and profit, profitability 
increased between 2016 and 2017, but there was 
also the impact of tighter loss-relief restrictions 
from 2016 (allowing 25%, down from 50% the 
previous year) and the compensation expenditure 
restrictions which came into force in 2015.

overnment figures provide data over a longer 
period and show that receipts of corporation tax 
(including bank surcharge) and bank levy are 
£8.9bn in 2017, higher than pre-financial crisis 
levels of corporation tax receipts (Figure 25).

Corporation tax (without the additional bank 
surcharge) increased from £1.6bn to £4.8bn 
(+200%) between 2014 and 2017. Bank levy 
increased from £2.2bn to £3.0bn (+36%) over the 
same period.

Loss-relief restrictions:

From 1 April 2015, the proportion of banks’ 
taxable profit that is eligible to be offset by 
carried-forward losses was restricted to 50%, and 
in April 2016 this was restricted further to 25%. 
The restriction applies to carried forward trading 
losses, non-trading loan relationship deficit and 
management expenses. 

Of the thirty-six participant companies, eighteen 
companies provided data quantifying the impact 
of the loss restriction in the year. One third of the 
eighteen banks were affected by the legislation, 
resulting in an additional £300 million of 
corporation tax in 2017. 

Figure 25: o er e t re e pts of orporat o  tax a  ba  le  fro  t e ba  se tor
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Figure 26: Corporation tax receipts by sector

o r e   ata

Compensation payments 
restriction for banks:

Compensation expenditure arising on or after 
8 uly 2015 is not deductible for corporation tax 
purposes.

Seventeen of the thirty-six participating banks 
provided data quantifying the impact of the 
compensation payment restriction in the 
year. Out of those seventeen companies, six 
were affected by the legislation, resulting in 
an additional £500 million of corporation tax 
in 2017. 

Figure 26, based on government data, shows 
corporation tax payments by industry sector 
between 2006-07 and 2016-17. It illustrates the 
recent growth in corporation tax payments from 
the banking sector due to recovering profitability 
and the impact of legislative changes, while 
growth in corporation tax receipts in most other 
sectors has remained relatively at or negative 
over the same period.

Out of seventeen 
companies that 
provided data, six 
were affected by 
the compensation 
restriction 
legislation, 
resulting in 
an additional 
£500 million of 
corporation tax 
in 2017.

£500m
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Irrecoverable AT
Irrecoverable AT was the second largest tax 
payment for the study participants, accounting 
for 25.2% of total taxes borne, down from 27.5% 
in the previous study. Its decrease as a proportion 
of total taxes borne is a result of the increase in 
corporation tax, largely due to the introduction 
of the bank surcharge in 2016. The total 
irrecoverable VAT for the thirty-six participant 
companies was £3.7bn. We have estimated20 total 
irrecoverable VAT for the UK banking sector of 
£4.5bn in 2016. On a like-for-like trend basis, the 
amount of irrecoverable VAT paid increased by 
0.4% between 2016 and 2017.

Despite irrecoverable VAT being one of the largest 
taxes paid by banks and other financial services 
companies, there is limited publicly available 
data on the tax, and it is not widely understood. 
Typically, when a business supplies goods and 
services, the VAT charged will be offset against 
the VAT it has incurred on purchases used to run 
the business (input VAT). Where the supplies of 
a company are exempt from VAT, as is often the 
case for financial services companies, AT is not 
charged to customers and the company cannot 
recover its input VAT.

Irrecoverable AT has increased significantly 
since 2011, as explained in the first TTC study. 
Apart from the increases in the rate of VAT (from 
15% to 17.5% in 2010 and 17.5% to 20% in 
2011), there has also been increasing investment 
in information technology and infrastructure 
throughout the sector, a drive towards 
outsourcing administrative business functions 
and a move towards employing more contractors 
following the financial crisis, all of which increase 
the cost base and level of input VAT.

We have estimated 
total irrecoverable 
VAT for the UK 
banking sector of 
£4.5bn

£4.5bn 

20 rre o erable  as extrapolate  s  t e st  ata  o er e t fi res for e plo e t taxes  a  t e profile of ffere t t pes of ba s  t e st
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Financial year Charge on short 
term equity or 
liabilities 

Charge on long 
term equity or 
liabilities

Increase in the short term rate 
of bank levy percentage points 
(base year 2011)

Increase in the long term rate 
of bank levy percentage points 
(base year 2011)

2011 0.075% 0.038% 1.00 1.00

2012 0.088% 0.044% 1.17 1.16

2013 0.130% 0.065% 1.73 1.71

2014 0.156% 0.078% 2.08 2.05

2015 0.210% 0.105% 2.80 2.76

2016 0.180% 0.090% 2.40 2.37

2017 0.170% 0.085% 2.27 2.24

2018 0.160% 0.080% 2.13 2.11

2019 0.150% 0.075% 2.00 1.97

2020 0.140% 0.070% 1.87 1.84

2021 0.100% 0.050% 1.33 1.32

Figure 27: a es  t e rate of ba  le 21

21 ttps o o er e t p bl at o s ba le rate re t o ba le rate re t o

Bank levy
The financial crisis and subsequent legislative 
changes have resulted in a fundamental shift in 
taxation of the banking sector. The bank levy 
was introduced in 2011, based on the equity and 
liabilities of banks, in an attempt to meet the 
dual targets of encouraging the banking sector to 
move away from risky funding models and raising 
a set amount of revenue. The rate of the levy 
increased each year between 2011 and 2015 and, 
from 2016, rates began to gradually decrease, 
and will do so each calendar year up until 2021 
( igure 27 .

Figure 27 shows the rate of bank levy since its 
introduction. Bank levy receipts in 2017 were 
11.8% lower than in 2016 (from £3.4bn to 
£3.0bn). The banks participating in this study 
paid bank levy of £3.0bn in 2017, accounting 
for 99.1% of total bank levy receipts, and 
representing 20.4% of total taxes borne.

The scope of the bank levy is currently applied 
to the global consolidated balance sheet of a UK-
headquartered bank, but only to the UK balance 
sheet of a foreign-headquartered bank. This scope 
will be restricted to UK operations only with 
effect from 2021. 

Participating 
banks paid bank 
levy of £3.0bn in 
2017, accounting 
for 99.1% of total 
bank levy receipts

£3.0bn 
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Putting the TTC 
data into the 
context of other 
economic indicators

It is possible to put the TTC data in the context 
of other economic measures, such as turnover, 
profit (where available  and value distributed. The 
following calculations were generated using the 
study data:

• Taxes borne and collected as a percentage of 
value distributed

• Total Tax Rate (TTR) which is the total tax 
borne as a percentage of profit before business 
taxes (PBBT)

• Taxes borne and collected as a percentage of 
turnover

These calculations have been done in three ways. 
Taking TTC as a percentage of turnover:

1. For the study participants as a whole (overall 
basis), we take the TTC for all participants as 
a percentage of turnover for all participants. 
This metric re ects the position for the 
participating banks as a whole, but will  
give weight to the larger banks. 

For each individual participant: 

2. ean average  we calculate the TTC turnover 
ratio for each participant separately and then 
take a simple average. The mean average gives 
equal weight to all companies in the group and 
more accurately re ects the burden faced by 
individual companies.

3. edian average  this is the value that 
separates the higher calculation results 
from the lower results of study participants, 
effectively the mid-point. 

Taxes borne and collected as a 
percentage of value distributed

The TTC can be put in the context of value 
distributed by companies. Value is distributed to 
the government in taxes, to employees in wages, 
and is retained in the business for reinvestment or 
distributed to shareholders. With the information 
gathered through the study, we are able to put 
the TTC in the context of value distributed by 
companies for those providing this data.

igure 28 shows the profile of value distributed 
by the participants on an overall basis. Total Tax 
Contribution paid to the government represents 
41.2% of the value distributed while a further 
32.8% is paid to employees as wages and salaries.

Taxes borne account for 22.1% of the total for the 
study participants.

0.00.20.40.60.81.0

26.0%: Profit 
after tax 

32.8%: Wages and salaries 
net of employment taxes 
(employees)

19.1%: Taxes 
collected 
(government)

22.1%: Taxes borne 
(government)

Figure 28: Taxes borne and collected as a 
per e ta e of al e str b te

Total Tax 
Contribution paid 
to the government 
represents 41.2% 
of the value 
distributed

41.2%

o r e  t  part pa ts
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Total Tax Rate (TTR)

The TTR is a measure of the cost of all taxes borne 
in relation to UK profitability before all of those 
taxes. On an overall basis, taking total taxes 
borne for participating banks, as a percentage 
of total profit before taxes borne, the TT  was 
47.6%23. This re ects the challenging conditions 
faced by some of the largest banks with low 
profits or losses. 

On a mean average basis, giving equal weight 
to the large and small banks, the TTR is 36.0% 
(Figure 29). For companies that provided data 
in both 2016 and 2017, there has been a 2.5 
percentage point fall in mean average TTR 
between 2016 and 2017.

Appendix 4 gives further details of the Total Tax 
Rate calculation. 

Overall 47.6%

Mean Average 36.0%

Median Average 29.1%

Figure 29: Total Tax Rate

Total Tax Contribution as a 
percentage of turnover

For the banks participating in the study, TTC 
as a percentage of total UK turnover was on 
average 24.2%24, comprising 13.0% taxes borne 
and 11.2% taxes collected. Figure 30 shows that 
2017 is the first year that TTC as a percentage 
of turnover has fallen for the study participants 
since the survey began. Taxes borne as a 
percentage of turnover has remained relatively 
stable, while taxes collected has driven the overall 
decrease in TTC as a percentage of turnover, 
re ecting the overall trend. 

Taxes borne
Taxes collected

2014 2015 2016 2017

13.0
13.1

11.910.1

11.2

13.913.9
12.4

Figure 30:  as a per e ta e of t r o er   

TTC as a 
percentage of total 
UK turnover was 
on average 24.2%, 
comprising 13.0% 
taxes borne and 
11.2% taxes 
collected

24.2%

23 e o erall a era e otal ax ate as  t e ea  a era e as  t e e a  a era e  a  t e ra e  to   e o erall 
a era e otal ax ate as  t e ea  a era e as  t e e a  a era e  a  t e ra e  to  otal ax ates abo e  

a  ar se  loss a  o pa es
24 e o erall a era e  as a per e ta e of t r o er as  t e ea  a era e as  t e e a  a era e  a  t e ra e  to  

 t e o erall a era e  as a per e ta e of t r o er as  t e ea  a era e as  t e e a  a era e  a  t e ra e  to 

o r e  t  part pa tso r e  t  part pa ts
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Looking forward

Over the next few years, tax rate and legislative 
changes along with a new tax will affect the TTC 
of the banking sector.

The rate of bank levy will continue to fall 
each year to 2021 (see page 25), and from 
2021, the scope of the levy will be restricted 
to UK operations for both UK  and foreign-
headquartered banks.

The reduction in bank levy will be partially offset 
by the apprenticeship levy, which was introduced 
in April 2017. At 0.5% of total employer’s 
wage bill, this is likely to be another material 
contribution from the banks. 

In addition, the contribution from corporation 
tax payments made by the banking sector can be 
expected to remain at the higher levels seen in 
this year’s report. Although the corporation tax 
rate will be reduced (the main rate is expected 
to reduce to 17% in 2020), the banking sector 
will pay corporation tax at a higher rate than the 
headline rate due to the 8% surcharge.
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Taxes borne £s 2017

axes o  profits profit taxes

Corporation tax

a  s r ar e

axes o  propert  propert  taxes

Business rates

ta p t  la  tax

ta p t  a  sta p t  reser e tax

a  le

axes o  e plo e t people taxes

 a ree e ts tax o  be efits

plo er 

axes o  o s pt o  pro t taxes

rre o erable 

s ra e pre  tax

Customs duty

Air passenger duty

Fuel duty

Vehicle excise duty

ro e tal taxes pla et taxes

Carbon reduction commitment

Climate change levy

Total 14,582,061,669

Appendix 1  Taxes 
borne reported by 
survey participants
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Appendix 2  
Taxes collected 
reported by survey 
participants

Taxes collected £s 2017

axes o  profits profit taxes

Taxes deducted at source

axes o  propert  propert  taxes

ta p t  reser e tax

axes o  e plo e t people taxes

o e tax e te  er 

plo ee 

axes o  o s pt o  pro t taxes

et 

s ra e pre  tax

Total 12,947,729,234
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Appendix 3  
The burden of 
employment taxes

UK employment tax legislation is structured so 
that higher salaries are taxed at higher rates. 
Using selected salaries, it is possible to model the 
employment tax burden.
 
Figure 1a shows the percentage of gross salary that 
is paid as tax by employees (income tax deducted 
under A  and employee IC  in 2010 and in 
2017 for a range of example salaries. From the 
national average salary of £28,200, 20.7% is paid 
in employee income tax and employee IC in 2017, 
while this ratio was 24.0% in 2010. The equivalent 
figure for a salary of £150,000 is 40% in 2017 and 
36.8% in 2010, a 3.2 percentage point increase. 
Although salaries are higher in the banking sector, 
a greater percentage of the salary is paid in taxes.
Changes to employment tax legislation in the last 
seven years (shown below) have increased the 
burden of taxes on higher salaries. 

Figure 1a: er e ta e of ross salar  t at s pa  as tax b  e plo ees

Changes in A  thresholds and rates and IC 
thresholds and rates mean that the employee 
tax paid on a salary of £28,200 has fallen by 3.3 
percentage points since 2010. By contrast, a salary 
of £150,000 has seen an increase of 3.2 percentage 
points. 

• In 2010 11, an additional rate of income tax 
under PAYE was introduced, taxing income 
over £150,000 at 50% (this tax rate was 
reduced to 45% in 2013/14 onwards). 

• In 2011 12 both employer and employee 
IC increased by one percentage point for 

employers and employees, counteracted 
in part by an increase in the primary and 
secondary thresholds.

o r e   a al s s

Table 1b: a es  o e tax rates a  t res ol s s e 

Financial year Basic rate (20%) High rate (40%) Additional rate (50%~45%)
      o er  
      o er 
         o er  
        o er 
        o er 
        o er 
        o er 
        o er 
        o er 

o r e   a al s s

45%

40%

35%

30%

25%

20%

15%

10%

5%

0

2010 model 
salary

£28,200£0 £50,000 £100,000 £150,000 £200,000

2017 model 
salary
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Appendix 4  
Total Tax Rate 
calculation

An example of the Total Tax Rate calculation is 
illustrated as follows.

Assumptions:

1. rofit before total taxes borne £40
2. Book-to-tax adjustments (£10)
3. Statutory corporate income tax rate 25%
4. For every £1 of corporate income tax paid, 

there is another £1 of other business taxes 
paid.

te s £ efere e

rofit before total taxes bor e 40

Other business taxes borne 6

rofit before o e tax 34   

oo to tax a st e ts

axable profit 24  

tat tor  orporate o e tax rate  

Corporate income tax 6   

Total taxes borne 12   

Total Tax Rate 30% (I) = (H)/(A)
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