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National insurance

planning

An overview of the types of national insurance and advice
on how to make sure you don't pay too much.

Since its introduction in 1911, national

insurance (NI) has changed from a

form of protection against il-health and
unemployment to include a wider range

of benefits.

Today it helps people build entitlement to
the state pension and other state benefits
including the maternity allowance and

incapacity

Although it is nof a tax there is scope for NI
planning especially for ownerdirectors.

There are different classes of NI which vary
according to role (employer, employee or
selfemployed) and whether the contributions

benefit.

are mandatory or volunfary.

Class | Who pays?

1 Employers, employees

TA Employers

2 Selfemployed
Employees, selfemployed

3A Employees, selfemployed

4 Selfemployed

0
A

Employees
Employees over the age of 16 pay class 1 natfional insurance contributions (NICs) af 12% on
eamings above £155 a week and 2% on earnings of above £827 week.

The maximum contribution for 2016/17 is £4,197.70 plus 2% of eamings over
£43,000 per annum.

Individuals who have reached state pension age do not have to pay class 1 NICs.

These contributions give entilement to:
® the state pension
e maternity allowance
*  bereavement benefits
confribution-based jobseeker’s allowance
® incapacity benefit
e employment and support allowance.

Class 1 NICs for employees are calculated on a weekly or monthly basis and are deducted
through PAYE. Although directors are also classed as employees their NICs are based on annual
earnings rather than earnings for each pay period.

Unlike income tax, an individual cannot reclaim NICs if their earnings fall during a tax year.
Employees can make class 3 voluntary contributions if they want to fill in any gaps in their
nafional insurance record. Among the most common reasons for doing this is fo increase
entitlement to the state pension.

Class 3 voluntary NICs are £14.10 a week for the 2016/17 tax year.

In addition there are class 3A voluntary NICs which allow cerfain people who reached state
pension age before 5 April 2016 to purchase additional state pension.

We can advise on whether it is worthwhile making voluntary NICs.

Newry: 028 3026 7715 Lurgan: 028 3832 4924
Belfast: 028 9072 6000
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NI rates for self-employed people depend on
how much profit they make.

Class Rates for 2016/17

Class 2 £2.80 a week on
profits of £5,965 and
over

Class 4 9% on profits between

£8,060 - £43,000
2% on profits above

£43,000

Selfemployed individuals who have reached
state pension age do not have to pay class
4 NICs.

Most selFemployed people pay their NICs
through self-assessment. Payments on account
in January and July will also include advance
class 4 contributions.

The government has announced that class
2 NICs will be abolished from April 2018.
At the same time class 4 will be reformed
so that selFemployed people can sfill build
entitlement fo state benefits.

Selfemployed people can also make
voluntary confributions fo increase entitlement
fo state benefits. Different classes count
towards different benefits:

e class 2 confributions cover the same
benefits as class 1 contributions
[jobseeker’s allowance is not usually

included)

® class 3 confributions count fowards the
state pension and bereavement benefits.

Employers
Employers pay class 1 NICs af 13.8%
on most employee eamings above

£156 a week.

Employer NICs are nof due for employees
under 21 and apprentices under 25 on
earnings up to £827 per week.

Employers continue to pay class 1 NICs
when employees reach state pension age.

Employers can deduct and pay NICs on
behalf of their employees and pay their own
contributions using payroll software.

Class TA NICs of 13.8% are due on benefits
in kind. These are reported annually through
the P11D form. Employers must pay these
NICs to HMRC by 22 July each year [or 19
July if paying by post).

This procedure is set fo change over the
coming years as the fransition fo payrolling of
benefits and expenses takes place.

National insurance plann

Working overseas

People who work abroad may not have fo
pay NICs, but this will depend on where they
work and how long they are abroad.

Those working for an employer in the
European Economic Area or Switzerland will
usually pay social security in the country they
work in, rather than the UK.

This may give entilement to benefits in the
country of work but will result in gaps on a
UK NIC record. In particular, this could
affect a person’s eligibility to receive the
state pension.

People who are sent to work overseas by
their employer for up to 2 years may be
able to continue paying NI in the UK. The
rules are broadly the same for selFemployed
people.

The rules for working outside the European
Economic Area are more complicated. We
can advise if this affects you.

Someone from a country in the European
Economic Area who works in the UK doesn't
have to pay NICs if they have a certificate
that stafes that they are paying Nl in their
home country.

This area of law may change as part of the

UK's exit from the EU.

Reducing national
insurance

Individuals who have more than 1 job or
earn income from selFemployment and
employment need to make sure they don't
pay more NI than they have to.

To reclaim overpaid class 1 NICs, write fo
HMRC confirming:

e NI number
*  reason for overpaying
* the relevant tax year

®  how much tax and NI was paid in the
tax year (this information will be on form
P&O).

There's no time limit for claiming if the reason

is more than 1 job. Otherwise, there is a

&year limit.

ng

Employers

Most employers can claim £3,000 off
their NI bill each year using the
employment allowance.

Employers can claim the allowance through
payroll software af any time during the
tax year.

Companies where the director is the only
paid employee are not eligible for this
allowance.

Owner-directors

The combination of employee and employer
NICs means that a shareholderdirector pays
NI of 25.8% (employee NICs of 12% and
employer NICs of 13.8%).

The possibilities for reducing NICs are limited
but options which may be suitable include:

® increasing employer contributions to
company pension schemes

e offering share incentive plans (shares
are bought out of pre-tax and pre-NIC
income)

e small companies could consider
disincorporation and operating as a sole
frader or partnership

®  paying less as a salary and more as a
bonus fo reduce employee (not director)
contributions

®  paying dividends instead of bonuses
fo owner-direcfors this strategy requires
careful tax consideration in view of the
faxation of dividends subsequent fo

6 April 2016).

Ask us your national insurance questions.



