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Tips & Gratuities in the Leisure &
Hospitality sector
Income from tips often forms a large
part of the income of restaurant and
bar staff, however it is the employer
who runs the risk of settling unpaid
liabilities and penalties if tax (and
national insurance contributions) are
not properly accounted for.
Below is a summary of the main points that
employers in the sector need to be aware of.
Income Tax
All tips received in whatever form are taxable income
subject to income tax. Tips are only tax-free if no one tells
HMRC about them but that’s tax evasion and illegal.
PAYE on tips
PAYE is accountable on all tips except in one situation. That
is where a customer pays a tip to an employee directly, or

leaves it on the table, and the employee collects it, with no
involvement of the employer.
The tax will usually be collected by an adjustment to the
employee’s PAYE code.
Tips are often pooled and distributed by the employer or a
designated member of staff, known as the troncmaster. If
distributed by the employer or the employer is involved in
the allocation of the tips, the employer is responsible for
operating PAYE.
If distributed by the troncmaster he or she is responsible
for deducting PAYE (but not NIC) and for paying it to HMRC.
If an arrangement is a tronc then a business is obliged to
disclose it to HMRC. If it doesn’t, then the business will be
held responsible by HMRC for the tax on those tips plus
interest and penalties.
The employer must also notify the appointment (or
replacement) of the troncmaster to HMRC. A tronc is
defined as an organised arrangement for tips to be shared
among employees by a person who is not the principal
employer.
Sometimes employees agree informally amongst
themselves to share tips and/or to give a proportion to
kitchen staff. In these situations the arrangements are not
usually organised and as such may not count as troncs in
which case no-one has to operate PAYE if the employer
is not involved at all. In these cases it is the employee’s
responsibility to notify HMRC of the tips received.
National Insurance (NIC)
NIC’s won’t be due only in the following circumstances:
•

•

Where the tips are not paid (directly or indirectly) by the
employer to the employee and they do not represent
money previously received by the employer from the
customer; or
Where the tips are not allocated among the employees,
directly or indirectly, by the employer.

Where NIC is payable, it is the responsibility of the employer,
not the troncmaster, to account for it to HMRC.

Where the employer decides to distribute tips through their
payroll alongside other remuneration the income would
form part of normal income and would therefore be subject
to deduction of NIC as well as PAYE.

complicated and high risk area and it is essential to consult
with one of our tax experts if you have any concerns in
relation to this subject.
Contact us

To avoid NIC deductions the troncmaster must be
independent from the business ownership and free from
influence on how tips must be distributed. If they can find
someone who is not management who is willing to be the
troncmaster, restaurants, bars and hotels often help to set
up a tronc system to avoid NIC deductions on the tips.
National Living Wage
Employees have a statutory right to the NMW, irrespective
of any agreement made between the employee and the
employer. For NMW purposes, employers are not permitted
to take account of tips, service charges and cover charges
paid by customers.
VAT on tips and service charges
Tips are not subject to VAT. Certain service charges are also
outside the scope of VAT. The position depends on whether
the customer has a genuine option over whether to pay the
charge. This applies even where the service charge appears
on the bill.
The important factor is the wording on the menu, which
creates the contract between the customer and the
restaurant. If it is clear that a service charge will be added,
VAT is due.
But where the service charge is described as optional,
no VAT is due as the customer has a genuine option as to
whether or not to pay the service charge. This is the case
even if it is added to the bill without asking the customer.
The distribution of service charges to staff has no effect on
the VAT position. Where VAT is due, it should be deducted
before payments are made to staff.
This article is only intended to provide an overview of a
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