
Understanding Tax Codes

A tax code is used by your employer or pension provider to calculate the amount of tax to 
deduct from your pay or pension. If you have the wrong tax code you could end up paying 
too much or too little tax.

Areas Covered

What is a tax code?
How tax codes are worked out
How the ‘K code’ works
Where to find your tax code
Changes that might affect your tax code

What is a tax code?

A tax code is usually made up of one letter and several numbers, for example: 117L or 
K497.

If your tax code is a number followed by a letter

If you multiply the number in your tax code by 10, you’ll get the total amount of income you 
can earn in a year before paying tax. The letter shows how the number should be adjusted 
following any changes to 
allowances anounced by the Chancellor - common tax code letters are explained below.

If your tax code is a ‘K’ followed by a number

If your tax code is a ‘K’ code - for example, K497 - the number indicates how much must be 
added to your taxable income. Read more under How the K code works.

Common tax code letters and what they mean

	 L 	 is used if you are eligible for the basic personal allowance.

	 P 	 is used if you are aged 65 to 74 and eligible for the full personal allowance.

	 V	 is used if you are aged 65 to 74, eligible for the full personal allowance and the 
full
		  married couple’s allowance (for those born before 6 April 1935 and aged under 
75) and 			   estimated to be liable at the basic rate of tax.

	 Y 	 is used if you are aged 75 or over and eligible for the full personal allowance.

	 T 	 is used if there are any other items HM Revenue & Customs (HMRC) needs to 
review 			   in your tax code, or if you ask HMRC not to use any of the other 
tax code letters listed 			   above.

	 K 	 is used when your total allowances are less than your total ‘deductions’ (read 
more 
		  under ‘How the K code works’).

»
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crystal clear facts

Tax relief for travel expenses: temporary workers and over-arching contracts

Marking the beginning of another phase in the Government’s review of the Agency sector, a new 		
consultation entitled ‘tax relief for travel expenses: temporary workers and over-arching contracts’ has 
been issued.

It is widely believed that the principle reason behind this new consultation is to eradicate the ability of 
Agency workers to claim tax relief against their travel expenses, whilst operating through an Umbrella	
Company or Agency; using an over-arching employment contract.

The principle of claiming tax relief against travel expenses has said to have been abused by both 
Agencies and Umbrella Companies with the consequence that the Exchequer has lost money. This of 
course brings us back to the compliancy debate regarding the fact that there is still much confusion 
among Agencies and non-compliant Umbrella’s in relation to the MSC Legislation, of which Crystal 
Umbrella has previously voiced concerns.

Implications

This new consultation comes at a time when there is much uncertainty within the Agency sector	
following the announcements in May concerning the extension of rights to Agency workers. Umbrella 
Companies offer Agencies a significant advantage provided that they are operated compliantly. It 
would seem that the Government expects the non compliant activities of some Umbrellas to continue 
to affect the market – hence the need to further regulate. (See Crystal Clear Facts, Fact Sheet 12 - 	
Understanding Law at Work for further information).

The Government have, however, indicated that there is a need to balance any restrictions of the relief 
due to the fact that its removal could very well damage the flexibility of the workforce. 

The consultation will also consider whether there are other unfair advantages arising from the use of 
over-arching employment contracts in the Agency sector.

What next?

Crystal Umbrella welcomes any attempt to ensure compliancy throughout the Umbrella and Agency 
market place and that following on from the AEMC’s initial meeting with HMRC and Treasury we fully 
expect to be able to assist with the consultation process either as Crystal or as board members of the 
AEMC. 

Responses to the consultation are due by the 13th October 2008, and in that time this issue should be 
addressed carefully within the context of other Government measures that are already in place such as 
the MSC Legislation and the proposed Agency Workers Directive.

It must be noted that this is only consultation and not proposed legislation. Crystal Umbrella will 		
continue to keep our audience up to date with any developments in relation to this. See the news 	
section of our website for further information at http://www.crystalumbrella.com/news.php

Alternatively, please contact us on 0800 848 8888 for more information.
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