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N E W S L E T T E R

Class 2 NI

Class 2 National Insurance is the weekly contribution paid by self-employed people under state pension age.  It used to be collected by monthly direct debit or half-yearly billing, but that system has now changed and the last payments, made about a year ago, covered contributions up to 5 April 2015.


Contributions for the year ended 5 April 2016 will be calculated on the self-assessment tax return.  The rate is £2.80 a week, so a full year’s contributions total £145.60, which is added to the tax payment due on 31 January 2017 or, if no tax is payable, just the NI is collected.  Where a tax refund is due for the year ended 5 April 2016, it will be paid in full by HMRC and the NI will still be collected in January 2017.


I had read that the NI would be automatically added to the tax for the year, but my commercial tax return program does not do that, although the HMRC software does.  People with small earnings from self employment (no more than £5,965) do not have to pay but may choose to pay to earn state benefits.

The only significant short-term benefits which can be earned by paying NI are sickness benefit and maternity allowance so, for most people, the main consideration in deciding whether to pay voluntarily is earning the state pension.  Not so long ago, over 40 years’ contributions were needed to earn a full pension, then it was reduced to 30, now it is back to 35.  As the government could change this again at any time, it is not easy for a younger person to decide whether it is worthwhile paying voluntarily.  At the other end of working life, someone who already has enough years’ contributions to earn a full pension cannot choose not to pay the NI: contributions are compulsory if profits exceed £5,965.


Another point to remember is that only a full year’s contributions earn benefits: a part-year counts for nothing and two part-years cannot be added together to make a full year.  When a person has not paid enough in a year to earn benefits, the Contributions Agency should write and give the option of paying voluntary contributions which, at £14.10 a week, are considerably more than the Class 2 contributions, although they earn only the state pension entitlement.
I can help

If you have any friends who have problems with their tax affairs, please do not hesitate to recommend me and I will do my best to help.
Marriage Allowance

This new allowance is available to partners in a marriage or civil partnership in limited circumstances.  One spouse who has an income below the personal allowance (£10,600 in 2015/16) can transfer up to 10% of the unused amount (so £1,060 maximum) to the other spouse, unless that spouse is a higher-rate taxpayer.  The maximum benefit to the spouse receiving the transfer is therefore £1,060 at 20% basic-rate tax, which is £212.  

Employed people were able to claim the marriage allowance during the year 2015/16 and receive the benefit as an increased PAYE code, so paying less tax on their wages.  The claim is made online by the spouse with spare allowance to transfer.  Alternatively, someone in self assessment who has spare personal allowance can make the transfer on the tax return.


That is all fine in theory but, so far, the claims made on tax returns do not seem to be processed properly.  I have submitted tax returns with a calculation including the marriage allowance, which has been transferred by an online claim made by the other spouse, then HMRC has issued its own calculation without the allowance.  I have even had one case where the HMRC calculation processed the claim the wrong way around, so it showed a transfer of personal allowance where there clearly was no spare allowance to transfer.

When the spouse with unused personal allowance makes the online claim to transfer, the notes say that, if the other spouse is in self assessment, the tax relief can be given as either a reduction in tax liability or a refund.  The tax return, however, seems to have nowhere to indicate that choice.  My software seems to assume that it will always be a reduction in tax payable but, as I have said above, HMRC then removes it from the calculation.  That shows a lack of communication between HMRC and the suppliers of commercial tax return software.
PPI Refunds

Although a PPI refund is not itself liable to tax, the payment often includes an amount of interest to compensate the customer for the time that the bank has had the money.  Up to 5 April 2016, any interest was paid net of 20% tax, but will in future be paid gross.  It will be important to tell me about any such interest for next year’s tax return, to check whether the total of that and any other interest is more than the new personal savings allowance (£1,000 for basic rate tax payers or £500 for higher-rate taxpayers).
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