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NTF Information Sheet - The National Minimum Wage and the Accommodation Offset

1. What is the accommodation off set?

The provision of accommodation by the employer is the only benefit in kind that can count towards
a worker’s national minimum wage pay. There is a limit to the amount that an employer providing
accommodation can count towards national minimum wage pay. That limit is called the
“accommodation offset”.

The national minimum wage is set each October by the Government and the current rates are:

adult worker £6.95
young worker aged 18 — 20 £5.55
16 and 17 year olds £4.00

From 1% April 2016, the National Minimum Wage for workers aged 25 and over increases to £7.20
per hour. This will increase on 1% April 2017 — the expected new rate is £7.60.

2. How much is it?

The accommodation offset is calculated at a rate of £6.00 per day for each day that the employer
makes the accommodation available to the worker in the reference period. The maximum figure
for a week is £42.00.

The rate of the offset is designed as a protective measure by the Low Pay Commission to
discourage employers from recouping the minimum wage paid to a worker by levying excessive
accommodation charges. The Low Pay Commission does not seek to reflect the cost to the
employer or the actual value of renting accommodation to the worker.

3. When does it apply?

The accommodation offset provisions will apply whenever an employer provides accommodation to
the worker.

4. What if the accommodation is provided free of charge?

When accommodation is provided free of charge, the notional value of the accommodation offset
counts towards the national minimum pay so the effect may be that a worker’s contractual pay can
be less than the NMW.

5. Can an employer charge more than the accommodation offset for accommodation?

Yes but the employer must ensure that the worker is not paid less than the National Minimum

Wage once the accommodation offset is taken into account. Any sum charged in excess of the
offset will reduce a worker’s pay for national minimum wage pay purposes (see example below).
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If the cost to the employer of providing the accommodation is less than the deduction being made
from the employee’s gross salary for costs made good, then the difference between the two is a
taxable benefit either as a benefit in kind or a pecuniary benefit. Where this is the situation, the
employer should take advice from their accountant or other professional adviser as to how to treat
this benefit.

6. What about charging for gas and electricity?
If the employer deducts from the worker's wages for gas and electricity, that amount must be
included in the daily allowance currently set at £6.00 per day. If the worker is responsible for
paying the utility companies direct, the accommodation offset rules do not apply.
7. When is accommodation provided by the employer?
This is very wide — see this point 7 and point 8 below. The employer will be considered as
providing accommodation in all the following circumstances whether or not the accommodation is
let by the employer or a third party:

e the accommodation is provided in connection with the worker’s contract of employment; or

e aworker’'s continued employment is dependant upon occupying particular accommodation.

8. Where accommodation is offered on an optional basis does the accommodation offset
apply where the worker takes up the offer of accommodation?

The accommodation offset will apply whenever the employer is providing the accommodation
regardless of whether the worker can choose whether or not to occupy the accommodation. So,
even if the provision of accommodation is optional, where the worker chooses to accept the offer,
the accommodation offset will apply.

Where the employment is not dependant upon the worker occupying the accommodation, the
employer may be considered to be providing accommodation where:

¢ the employer is the worker’s landlord either because he owns the property or because he is
subletting the property or

e the employer and the landlord are part of the same group of companies or are companies
trading in association

e the employer’'s and the landlord’'s businesses have the same owner or business partners,
directors or shareholders in common or

e the employer or an owner, business partner, shareholder or director of the employer’s
business receives a monetary payment and/or some other benefit from the third party
acting as landlord to the workers.

9. When can an employer deduct rent from a worker’s pay?
The employer needs to have a relevant provision in the worker’s contract or if the worker must first

give his written consent or agreement to the deduction. Any deductions from pay and the
purpose for which they are deducted must be set out on the wage slip.

10. Where can employers obtain further advice?
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The following website provide further advice website has a calculator for checking that the
National Minimum Wage is being paid.

http://www.direct.gov.uk/en/Employment/Employees/TheNationalMinimumWage/DG_175108
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The rates in this example are correct as at 1% October 2017.

Example 1 — Wage plus free accommodation

A worker is entitled to be paid the national minimum wage at the under 25 adult rate (£6.95 per
hour). He is paid £6.95 an hour for a 40 hour week and accommodation is provided without charge
by his employer 7 days a week.

Gross weekly pay £6.95 x 40 hours = £278.00

Rent charged = £0

To calculate if he is being paid the national minimum wage pay:

Identify the applicable notional offset £6.00 per day x 7 days = £42.00

Add the applicable notional offset £42.00 to his gross weekly pay : £278.00 + £42.00 = £320.00

To calculate his hourly rate by dividing the national minimum age pay by hours worked £320.00 /
40 = £8.00

For national minimum wage purposes only, the worker’s hourly rate is £8.00. He is being paid
more than the national minimum wage.

Example 2 — Wage plus free accommodation

A worker is entitled to be paid the national minimum wage at the under 25 adult rate (£6.95 per
hour). He is paid £6.50 an hour for a 40 hour week and accommodation is provided without charge
by his employer 7 days a week. £6.50 is below the current national minimum wage main rate.
Gross weekly pay £6.50 x 40 hours = £260.00

Rent charged = £0

To calculate if he is being paid the national minimum wage pay:

Identify the applicable notional offset £6.00 per day x 7 days = £42.00

Add the applicable notional offset £42.00 to his gross weekly pay : £260.00 + £42.00 = £302.00

To calculate his hourly rate by dividing the national minimum age pay by hours worked £302.00 /
40 = £7.55

For national minimum wage purposes only, the worker’s hourly rate is £7.55 as the value of the
accommodation has increased the pay rate for national minimum wage purposes and the worker is
being paid above the national minimum wage.

4

NTF Employment Accommodation Offset Advice Sheet (8) October 2016




Example 3 — Wage with accommodation deduction

A worker is entitled to be paid the national minimum wage at the adult under 25 rate of £6.95 per
hour. He is being paid at the rate of £300.00 for a 40 hour week. Accommodation is provided by
his employer 7 days a week who deducts £55.00 a week from his wages for rent.

Gross weekly pay £300.00 (£7.50 per hour)

Rent charged = £55.00.

To calculate national minimum wage pay:

Identify the applicable offset : £6.00 x 7 = £42.00

Calculate the amount charged in excess of the accommodation offset — this is £13.00 (£55 actually
charged - £42.00 offset)

Subtract the excess from gross pay to calculate national minimum wage pay £300.00 - £13.00 =
£287.00.

Find his hourly rate by dividing national minimum wage pay by the hours worked: £287.00 / 40
hours = £7.17

For national minimum wage purposes the worker’s hourly rate is £7.17 which is above the national
minimum wage of £6.95.

Example 4 — Wage with accommodation deduction

A worker is entitled to be paid national minimum wage at the adult under 25 rate of £6.95 per hour.
He is being paid at the rate of £300.00 for a 40 hour week. Accommodation is provided by his
employer 7 days a week who deducts £75.00 a week from his wages for rent.

Gross weekly pay £300.00 (£7.50 per hour)
Rent charged = £75.00.

To calculate national minimum wage pay:
Identify the applicable offset : £6.00 x 7 = £42.00

Calculate the amount charged in excess of the accommodation offset — this is £33.00 (£75 actually
charged - £42.00 offset)

Subtract the excess from gross pay to calculate national minimum wage pay £300.00 - £33.00 =
£267.00

Find his hourly rate by dividing national minimum wage pay by the hours worked: £267.00 / 40
hours = £6.67 per hour.

For national minimum wage purposes the worker’s hourly rate is £6.67 despite the worker being
paid £7.50 per hour. The rent charged that is in excess of the accommodation offset brings his pay
below the national minimum wage. The worker is being paid 0.14p per hour below the national
minimum wage and the employer must increase his hourly rate from £6.67 to £6.95 which means
paying the worker £7.78 per hour.
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Wage offset and the treatment of absences and time work against the National Minimum
Wage.

Where a worker is paid solely according to the numbers of hours he is at work, the work is time
work.

Normally when an employer provides accommodation to a worker and charges for that
accommaodation, the amount of the charge which exceeds the accommodation offset will reduce
the worker’s national minimum wage pay. Special rules apply when a time worker has been
absent from work and the following apply:

the employer charges for accommodation by making a deduction from the worker's pay or by
accepting payment from the worker and

a time worker (see above) has been absent from work, for example, because of holiday or
sickness and

has been paid at least the national minimum wage for the hours for which he has been absent and
the hours he actually works are less than they would normally be in the pay reference period
because he has been absent and

the deduction or charge the employer makes for accommodation does not increase because of the
worker’s absence from work.

If these conditions apply, the deduction or payment for accommodation has to be adjusted before
applying the accommodation offset in accordance with the following formula: the deduction or
payment is multiplied by the number of hours the worker actually worked. That total is then divided
by the total number of hours the worker would have worked (including any hours he actually
worked) if he had not been absent.

Only the amount of the adjusted deduction or payment, which exceeds the accommodation offset
will reduce the worker’'s national minimum pay. The following is an example of this rather
complicated formula:

Example — time worker absent from work and paid during absence
Normal week (not absent)

A time worker is entitled to be paid national minimum wage at £6.95 per hour. He is paid at £7.20 an hour
for a 40 hour week. Accommodation is provided by the employer 7 days a week who deducts £65 from his
wages for rent.

Gross weekly pay £7.20 x 40 hours = £288.00

Rent charged = £65.00

To calculate the National Minimum Wage pay

Identify the applicable offset: £6.00 x 7 = £42.00

Calculate the amount charged for accommodation in excess of the accommodation offset - this is £65 -
£42.00 = £23.00

Subtract the excess from the gross pay to calculate the time worker’'s national minimum wage pay in a
normal week - £288 - £23.00 = £265.00.

The worker’s hourly rate in a normal week is £265 / 40 = £6.62 which is below the national minimum wage so
the worker’s hourly rate must be increased from £6.62 to £6.95 which means paying the worker another 0.33
per hour.

6

NTF Employment Accommodation Offset Advice Sheet (8) October 2016




Week when same worker absent

The following week, the same time worker is absent for 3 days because he isill. He is still paid £280 as this
is his company’s sickness payment policy.

Special rules apply in these circumstances:

Number of hours normally worked 40 hours

Number of hours actually worked 19 hours

Weekly pay remains £288

Worker's pay for the time he actually worked is 19 x £7.00 = £133.00.

Rent charged remains at £65.00.
The applicable offset remains at £42.00.

The amount charged for accommodation in excess of the accommodation offset does not though remain as
£23.00. The following adjustment needs to be made:

Multiply the rent charged by the number of hours the time worker actually worked: 65 x 19 = 1235
Divide this by the number of hours he would have worked had he not been absent 1235/ 40 = 30.87

This adjusted figure is used in place of the rent actually charged to calculate the amount charged for
accommodation in excess of the accommodation offset: £42.00 - £30.87 = £11.13

To calculate the national minimum wage paid:

A time worker’s pay for the national minimum wage purposes does not include pay he has received for the
time when he has been absent from work. The worker’s pay for the time he actually worked is £133.00.

Subtract the excess from the pay the worker received for the time he actually worked from the adjusted

figure in respect of the accommodation offset to calculate the worker’s national minimum wage pay in that
week: £133.00 - £11.13 = £121.87

The worker’s hourly rate in the week he has been absent is £133.00 - £121.87/ 19 hours worked = £6.41 For
national minimum wage purposes the worker has been paid £6.41 which under the national minimum wage

pay.
Same worker absent but not paid

If the worker is not paid for the three days he is absent the special rules to adjust the amount of the
accommodation charge will not apply.

Weekly pay : £7.00 x 19 = £133.00

Rent charged £65.00.

To calculate the national minimum wage pay

Identify the applicable offset £6.00 x 7 = £42.00.

The amount charged for accommodation in excess of the accommodation offset is £23.00 (£65 - £42.00).
Subtract the excess from gross pay to calculate the national minimum wage pay in a normal week £133 -
£23.00 = £110.00.

Worker’s hourly rate for the week is £133.00/19 = £5.79

For national minimum wage purposes, the worker’s hourly rate is £5.79 despite the worker being paid £7.00
per hour. The rent charged in excess of the accommodation offset brings his pay below the national

minimum wage. The worker is being paid £1.21 per hour below the national minimum wage and the
employer must increase the hourly rate from £5.79 to £6.95 for that week.
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