ABOLITION OF CLASS 2 NATIONAL
INSURANCE CONTRIBUTIONS: DRAFT
CLAUSES 2016

EXPLANATORY NOTES

Policy background

1 Class 2 National Insurance contributions (NICs) are flat-rate weekly cont
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Subsection (1) provides that no person is liable or will be entitled to pay Class 2 NICs for 2018-
or any tax year thereafter.

ubsection (2) provides for the Schedule to the Bill to make amendments to the Social Security
Contributions and Benefits Act 1992 (SSCBA 1992), the Social Security Contributions and
Benefits (Northern Ireland) Act 1992 (SSCB(NI)A 1992), the Social Security Administration Act
1992 (SSAA 1992), the Social Security Administration (Northern Ireland) Act 1992 (SSA(NI)A
1992) , the Social Security Contributions (Transfer of Functions, etc.) Act 1999 (TOFA 1999), the
Social Security Contributions (Transfer of Functions, etc.) (Northern Ireland) Order 1999



(511999/671), the Social Security (Contributions) Regulations 2001 (SI 2001/1004) and the
National Insurance Contributions Act 2015 (NICA 2015) as a consequence of subsection (1) or
in connection with clauses 2 to 16.

5  Subsection (3) provides that amendments by the Schedule will have effect from 2018-19 or any
tax year thereafter.

6  Subsection (4) stops amendments from having an effect on any liability or entitlement to pay
Class 2 NICs for 2017-18 or any earlier tax year.

7 Subsection (5) confirms that “Class 2 contributions” means Class 2 contributions under
11 of SSCBA 1992 or section 11 of the Northern Ireland equivalent SSCB(INI)A 1992.

Clause 2: Late paid Class 2 contributions
8  Subsection (1) provides that section 12(3) of both SSCBA 1992 and SSCB(N
effect as if paragraph (b), referring to rate adjustment, were omitted. This

NICs.

9  Subsection (2) clarifies that ‘Class 2 contributions’ means Clas section 11

of SSCBA 1992 or section 11 of SSCB(NI)A 1992.

Clause 3: Class 4 contributions: Small Profits Li
10 Subsection (1) amends the SSCBA 1992.

12 Subsection (1) of new section 15A cle
relevant profits for a tax year are equia ] all Profits Limit but do not exceed
the Lower Profits Limit.

13 J ‘Small Profits Limit’ is 52 times the Lower

14 i i s that, for the purposes provided in subsection (4) of
bject to any prescribed exceptions or modifications,
NICs in respect of that tax year and those profits are to be

ent and stpport allowance) and of clause 10 (employment and support allowance
provision); and other purposes relating to bereavement support payment,
and support allowance or entitlement to a state pension under Part 1 of the

Pensions Act 2014 or any purposes relating to jobseeker’s allowance.

ubsection (5) of new section 15A provides that regulations may be made to provide for

rsons to be treated for the purposes of subsection (1) as having relevant profits for a tax year
at the level of the Small Profits Limit where the amount of a person’s relevant profits for a tax
year are less than the Small Profits Limit and any specified conditions are met.

17 Subsection (6) of new section 15A provides that the reference to ‘relevant profits’ in subsection
(6) includes an amount that would be relevant profits were it not a loss (or zero).

18 Subsection (7) of new section 15A provides that regulations may provide for any part of this




Act which (in whatever terms) refers to Class 4 contributions payable by a person or otherwise
a to a person’s liability to pay such contributions to have effect for the purposes of this section
with any prescribed modifications.

19 Subsection (8) provides that the Treasury may use regulations to amend the formula by which
the Small Profits Limit is calculated.

20 Subsection (9) provides that regulations under this section are to be made by the Treasury.

21 Subsection (10) of new section 15A provides that regulations under subsection (5) are to
made with the concurrence of the Secretary of State for the Department for Work and
Pensions.

22 Subsection (11) of new section 15A explains that ‘the Lower Profits Limit’ means t

contribution percentage rate is payable.

23 Subsection (12) of new section 15A explains that ‘relevant profits’ f
amount of the profits mentioned in section 15(1) of SSCBA 1992. T
Class 4 NICs are payable as computed in accordance with Sch

24
25

26

27

28 Subsection (1)
18ZA applies. ect under section 18(1) (referring to recovery of

an earner would otherwise meet conditions to have a

4 contribution in respect of that tax year and that the earnings are
t to any prescribed exceptions or modifications, as profits upon which

a to a person’s liability to pay such contributions to have effect for the purposes of this section
with any prescribed modifications.

bsection (4) of new section 18ZA provides that regulations made under this section are to be
made by Treasury.

32 Subsection (5) inserts ‘section 15A(8) and 16(3A)" into section 176 of SSCBA 1992 at the
appropriate place. This provides that a Statutory Instrument made on the basis of new section
16(3A) must be approved by both Houses of Parliament.

33 Subsection (6) states that all amendments made by this section will have effect for 2018-19 and



any subsequent tax years.

Clause 4: Class 4 contributions: Small Profits Limit: Northern Ireland
With the exception of subsection (3) this clause mirrors the effect of clause 3 in Northern Ireland

legislation.

Clause 5: Class 3 contributions: Great Britain
34 Subsection (1) amends the SSCBA 1992.

35 Subsection (2) substitutes section 13(2) with a paragraph outlining that payment of Class
NICs is to be allowed with a view of enabling the contributor to satisfy conditions of
entitlement to benefit by acquiring the requisite earnings factor for the purposes
section 22 and for any other purpose provided for by this or another Act.

36 Subsection (3) inserts into section 14 a new paragraph (za) before paragra
effect that from the 2018-19 tax year onwards, earnings on which Class 1 o
been paid or treated as paid will restrict entitlement to pay Class 3

37

38 Subsection (3) inserts into section 14 a new subsecti

39 Subsection (3) makes a number of substi
14.

40 Subsection (4) states that all amend
subsequent tax years.

Clause 6: Class 3

meaning of “unemployed” for MA purposes. A woman who is unemployed at the
time she makes her claim for MA, may be qualified as a self-employed earner if the conditions
subsection (1C)(b) are met.

ubsections (5) to (11) set out the amendments to section 35A (appropriate weekly rate of
maternity allowance).

46 Subsections (7) to (10) set out how the rate of maternity allowance is calculated.

47 Subsection (7) inserts new subsections (1A), (1B), (1C), (1D), (1E), (1F) and (1G) into section
35A.
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Subsection (1A) sets out how the rate of MA payable to a woman who is an employed earner
is calculated.

Subsection (1B) provides that (1A) does not apply if the woman is a self-employed earner
except in accordance with regulations made under new subsection (1D).

Subsection (1C) sets out how the rate of MA is calculated for women who qualify as a self-
employed earner in accordance with new section 35(1B). If a woman pays a prescribed number
of Class 3 NICs she will be entitled to receive MA at the standard rate. A self-employed
woman who does not pay the prescribed number of Class 3 NICs will be entitled to recej
MA at the lower rate.

a woman has qualifying earnings from mixed employment.

Subsection (1G) sets out the conditions required for a woman

employment in fewer than 13 weeks in the 66 weeks ref¢
she makes her claim; does not meet the conditions i ich apply to

setting out a power to make regulations
contribution.

Subsection (12) amends section 35B
partner of self-employed earner) to
35B (1) (c). This means th. i ass 2 NICs women who participate in the
self-employed $uisiness C tner will only have to meet the requirement

vement support payment
) provides for the amendment of Section 31 of the Pensions Act 2014 in relation to
support payment: contribution conditions etc.

Subsection (2) substitutes subsection 31(1) and adds new sections 31(1A) and 31(1B) into the
ensions Act 2014. Subsection 31(1) provides that a person may be entitled to bereavement
port payment if their deceased spouse or civil partner paid sufficient National Insurance
contributions.

Subsection (2) inserts new conditions of entitlement relating to contributions that have to be
met for the tax year 2018-19 and subsequent tax years. It does so by amending section 31 of
the Pensions Act 2014. The new subsections provide that the contribution condition for those
tax years is that for at least one tax year in the deceased’s working life, the deceased paid or is



treated as having paid Class 1 or Class 4 contributions. It also provides that those
contributions must be of a certain level. For tax years before 2018-19, the contribution
conditions are unchanged.

61 Subsection (3) provides that payments of Class 1 or Class 4 contributions from tax year 2018-19
onwards are classed as paid if they have been paid by either the deceased or the deceased’s
personal representatives.

62 Subsection (4) provides that these amendments have effect in relation to 2018-19 and
subsequent tax years.

Clause 9: Employment and support allowance
63 Subsection (1) explains that the clause amends Schedule 1 to the Welfare Reform
which sets out the contribution conditions for Employment and Support Allowanc

64 Subsection (2) substitutes sub-paragraphs (1) to (3A) in paragraph (1) in Sc

65 Subsection (3) amends paragraph 2 in Schedule 1 t 7 Ag ¥the requirements

66 Subsections (4) to (7) substitute existi i i ements reflecting the
replacement of Class 2 contributions by 5 vant Class 3 contributions instead.

67 Subsection (8) provides that the ameAdh in respect of claims brought in the

after they are abolished. This is the only benefit year when
t is that, for this transitional benefit year, the first contribution

paying a combination of the two, in tax year 2017-18 (in accordance with the old rules), or
aying (or being treated as having paid) Class 1 NICs, or paying relevant Class 3 NICs, or
ying a combination of the two, or paying (or being treated as having paid) Class 4 NICs, in
ax year 2018-19 (in accordance with the new rules).

71 Subsections (3), (4) and (5) provide that the second contribution condition can be met by a
person paying (or being treated as having paid) Class 1 NICs, or paying Class 2 NICs or
receiving credits, in tax year 2017-18 (in accordance with the old rules) and paying (or being
treated as having paid) Class 1 NICs, or paying relevant Class 3 NICs, or paying (or being
treated as having paid) Class 4 NICs, or receiving credits, in tax year 2018-19 (in accordance

6



with the new rules).

72 Subsection (6) provides that ‘Class 1 contributions’ and ‘Class 2 contributions” have the same
meaning as in the SSCBA 1992. It also provides that “relevant benefit year” has the same
meaning as in the 2007 Act.

Clause 11: Earnings factors
73 Subsection (1) indicates that the SSCBA 1992 is to be amended.

74 Subsection (2) amends section 22 (earnings factors).

75 Subsection (3) inserts a new paragraph (za) in subsection (1) which has effect for 20182

76 Subsection (4) inserts new subsections (4A) and (4B). These
preventing earnings factors from being derived from Clag
paid, for an excepted tax year. New subsection (4B) proy 3 excepted tax year is a
year from 2018-19 or later for part of which a marrj feduced rate
election.

77 Subsection (5) amends subsection (5)(2
abolition of Class 2.

78 Subsection (6) removes the reference s 2 0 section (5ZA)(a) as a result of the
abolition of Class 2.

Subiction i | amendments made by this section will have effect from 2018-19

se 7 in Northern Ireland legislation

support payment

ause mirrors the effect of clause 9 in Northern Ireland legislation

15: Employment and support allowance: transitional provision

This se mirrors the effect of clause 10 in Northern Ireland legislation

Clause 16: Earnings factors

This clause mirrors the effect of clause 11 in Northern Ireland legislation

Clause 17: Power to make consequential provision
81 Subsection (1) provides that the Secretary of State or Treasury may by regulations make any
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provision that appears to be appropriate as a result of restructuring of NICs for self-employed
earners.

Subsection (2) provides that the power in subsection (1) to make relevant transitory provision
in relation to section 29 of the Pensions Act (Northern Ireland) 2015 is exercisable by the
Department for Communities in Northern Ireland instead of the Secretary of State.

Subsection (3) allows for regulations made under subsection (1) to include supplementary,
incidental, transitional, transitory or saving provision or make different provisions for
different purposes.

Subsection (4) provides that the power in subsection (1) includes the power to amend, ] or
revoke any provision of or made under an Act in relation to the restructuring of

employed earners following the abolition of Class 2 NICs.

Subsection (5) provides that for the purposes of subsection (2), subsection
Northern Ireland legislation as it applies to an Act.

Subsection (6) provides that subsections (7) to (10) apply to regulati
Secretary of State or the Treasury

Subsection (7) states that all amendments made under sul
statutory instrument.

Subsection (8) sets out that a statutory instrument
repeals a provision of an Act may ng
before, and approved by a resolution 0

(1) which amends or
ument has been laid

Subsection (9) explains that subsection S lations under subsection (1) did not

Subsection (10) provides t i containing regulations under subsection
iinder subsection (8) is subject to annulment in

for a definition) and only applies if provisions in the Pensions Act
Act (Northern Ireland) 2015 in relation to new rules for accessing
payment are not in force by the start of the 2018-19 tax year.

3) defines a “relevant bereavement benefit” as any of the descriptions of
benefits under Part 2 of SSCBA 1992 in relation to bereavement payment,
widowed parent’s allowance or bereavement allowance.

18: Interpretation
ovides the definition of “tax year” and “2017-18"as used in these provisions.

Schedule: Consequential and connected amendments

95

The schedule contains the amendments required to SSCBA 1992 and SSCB(NI)A 1992 to
introduce the abolition of Class 2. It also amends provisions within the Social Security
Administration Act 1992 (SSAA 1992), the Social Security Administration (Northern Ireland)
Act 1992 (SSA(NI)A 1992), the Social Security Contributions (Transfer of Functions, etc) Act



1999 (SSC(TF)A 1999), the Social Security Contributions (Transfer of Functions, etc) (Northern
Ireland) Order 1999 (S.I. 1999/671) (SSC(TF)(NI)O 1999), the Social Security (Contributions)
Regulations 2001 (S.I. 2001/1004) (SSCR 2001/1004) and the National Insurance Contributions
Act 2015 (NICA 2015).

The Social Security Contributions and Benefits Act 1992
96 Paragraph 2 removes from Section 1 of SSCBA 1992 all references to Class 2.

97 Paragraphs 3, 4 and 5 remove sections 11, 11A and 12 which relate to Class 2 contributions
application of certain provisions of the Income Tax Acts in relation to obligatory Class 2
contributions and provisions relating to late paid Class 2 contributions.

98 Paragraph 6 inserts a new subsection (4A) into section 17 of SSCBA 1992 (exceptio
and incidental matters relating to Class 4 contributions) which allows for HMRC t
regulations to provide that Class 3 contributions paid by a woman in res
allowance are to be treated as paid in respect of any liability to pay a Class
the relevant tax year.

99 Paragraph 7 amends section 18 (Class 4 contributions recovera
the reference to the provisions in section 11.

100 Paragraph 8 amends section 19 (general power to regula ili ibutions) to remove
references to Class 2 contributions.

101 Paragraph 9 adds a reference to a ne
conditions).

102 Paragraph 10 omits section 11(8) or (9), ss 2 NICs, from section 176
(parliamentary control).

the sub-paragraph (4) (a) relating to Class 2 and inserts the Contributions and Benefits Act (i.e.
the SSCBA) into paragraph (b).

ragraph 18 removes from section 162 (destination of contributions) reference to Class 2
contributions in respect of payments to the National Insurance Fund.

The Social Security Contributions and Benefits (Northern Ireland) Act 1992
110 Paragraphs 19 — 29 mirror the effect of paragraphs 1 — 11 for Northern Ireland.

The Social Security Administration (Northern Ireland) Act 1992
111 Paragraph 31 removes references to Class 2 from section 110ZA (Class 1, 1A, 1B or 2
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contributions power to call for documents etc.).

112 Paragraph 32 amends section 115 (unpaid contributions: supplementary) to include reference to
Class 4.

113 Paragraph 33 removes from section 142 (destination of contributions) reference to Class 2
contributions in respect of payments to the National Insurance Fund.

The Social Security Contributions (Transfer of Functions, etc) Act 1999
114 Paragraph 35 omits references to Class 2 from section 4 (recovery of contributions provisi
where income tax recovery provisions are not applicable).

115 Paragraph 36 omits subsection (1A) from section 8 and substitutes a new subsecti
prevents giving a decision on certain issues relating to a Class 4 contribution unde
subsection (1) where an appeal has been made, can be made or, might in t
under Part 5 of the Taxes Management Act 1970.

116 Paragraph 37 removes reference to Class 2 contributions and the d

not applicable).

The Social Security Contributions (Transfer of Functions,

1999 (S.1. 1999/671)

117 Paragraph 38 omits paragraph (1A) from Article 7|
prevents giving a decision on certaix
(1) where an appeal has been made, ca
of the Taxes Management Act 1970.

pution under paragraph
re, be made under Part 5

pparagraph (b) which provides a condition
that for the pu i i a share fisherman to pay Class 4
contributions thi i domiciled or resident in Great Britain or Northern
Ireland.

119 Parimph i ragraphs (c), (d), (e) and (g) from paragraph 1 of regulation 125
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