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1. Introduction 

 
1.1. The Association of Accounting Technicians (AAT) is pleased to have the opportunity to 

respond to the HM Treasury, DWP and HMRC Consultation “The Abolition of Class 2 
National Insurance” released on 11 December 2015 (condoc).  

 
1.2. AAT is submitting this response on behalf of our membership and from the perspective of 

wider public benefit. 
 

1.3. AAT has added comment in order to add value or highlight aspects that it considers 
require further consideration.   

 
1.4. AAT has focussed on the operational elements of the proposals and has provided 

opinion on the practicalities in implementing the measures outlined.   
 

1.5. Furthermore, AAT’s comments within the body of this response document reflect the 
potential impact that the proposed changes would have on SMEs and micro-entities, 
many of which employ AAT members or would be represented by our operationally 
skilled members in practice. 

 
 
2. Executive summary 

 
2.1. AAT members are not required to be skilled or knowledgeable in the benefit system in 

order to perform their professional services. Nevertheless, as this condoc has shown, 
many agents find themselves having to acquire such knowledge in order to better advise 
their clients, some of whom find themselves in dispute with the benefits system and as a 
consequence will occasionally seek guidance from AAT members. 

 
2.2. As our responses to the questions show, AAT agrees, generally, with the abolition of 

Class 2 NICs and its additional voluntary process.  
 

2.3. AAT is also broadly supportive of the proposal to change the Class 4 NIC to be one 
which fulfils a self-employed person’s contributory requirements and with the use of a nil 
rate band, similar to Class 1 NICs, will place self-employed taxpayers on a more equal 
footing with employed taxpayers. However, AAT would make the following additional 
specific observations:  

 
2.3.1. AAT members are likely to be concerned that self-employed taxpayers will still 

have access to a less extensive range of benefits than employed taxpayers. As 
such this maintains an inequality.  

 
2.3.2. the proposal that voluntary Class 2 NICs is simply replaced by the standard 

Class 3 voluntary NIC will cause alarm considering that this will result in a five-
fold increase in cost to the affected taxpayer with little or no benefit. 
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3. AAT response to the consultation document on The Abolition of Class 2 National 
Insurance 

 
Other observations not covered by questions 1 to 13 

3.1. AAT notes that in the introduction to this consultation document there is recognition that 
the national insurance and state benefit position of the self-employed is considerably 
more complex than it ought to be (para 3, Foreword, condoc).  
 

3.2. In respect of the complexity of national insurance for the self-employed, AAT agrees that 
those liable to pay class 2 and 4 national insurance rarely understand what they are 
paying for, how much they should pay and how to make payment.  

 
3.3. In extreme cases the lack of knowledge and understanding can result in some self-

employed persons innocently not paying Class 2 contributions. 
 

3.4. Many self-employed taxpayers are unaware that paying Class 4 contributions does not 
give them an entitlement to state benefits, or that on reaching state retirement age they 
may only be entitled to a minimal state pension, even if they have paid national 
insurance for considerable portions of their working life. 
 

3.5. In “Objective for reform” (point 3, para 2, condoc) it is stated that any proposals must 
ensure that the self-employed maintain access to the maternity allowance. In welcoming 
this proposal AAT would encourage it to be broadened out to a commitment to true 
equality, and to therefore introduce additional allowances for adoption, paternity and 
shared parental leave, on a similar basis. 
 

3.6. Indeed for the system to provide equality of access to benefits, those who are self-
employed should be entitled to such allowances and AAT is concerned that the 
proposals set out in the condoc do not appear to go that far. 
 

3.7. AAT acknowledges the section covering the “Impact on the self-employed without 
sufficient Class 4 profits or Class 1 earnings”1 where reference is made to a situation 
often faced by a person in their early stages of self-employment, whereby they  
supplement their self-employed income with a series of part-time employments. While 
such persons accrue sufficient employed-income to pay national insurance, because it 
has not been aggregated they fail to gain an entitlement to benefits, unlike an employed 
person enjoying the same level of income from a single employment. 
 

3.8. AAT notes the section of the condoc covering Class 3, voluntary contributions, within the 
discussion concerning the impact on the self-employed with insufficient Class 4 profits or 
Class 1 earnings, where the significant difference, in terms of benefit entitlement and 
cost, between Class 2 and Class 3 is highlighted.  

 
3.9. AAT is concerned that example B (chapter 2, condoc) is unrealistic in that it suggests 15 

years of employment would result in 15  qualifying years. In reality, unless the taxpayer 
commences work in April of one year and finishes in the March of their final year, it is 
more likely that 15 years of employment would provide for only 13 qualifying years.  
 
Question 1: Do you think that the government should seek to maintain the existing 
level of access to contributory benefits? If so, how do you think this should be 
achieved? 
 

3.10. AAT considers that the overriding principles of any change to the contributory process for 
the self-employed should be to achieve parity between employed and self-employed 
taxpayers with similar total incomes.  
 

3.11. Any change that fails to achieve parity will merely maintain the existing inbuilt unfairness 
of the current system, to the detriment of the self-employed. 

                                                      
1 Section 2, A reformed Class 4 NICs and an annual profits test, sub section Impact on the self-employed without sufficient 
Class 4 profits or Class 1 earnings, paragraph 6 
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3.12. It is AAT’s view that where a taxpayer is contributing to the national insurance fund, 

either by making physical payments, or notionally, they should have equality of access to 
benefits. Consequently, AAT would support the introduction of a single class of voluntary 
contribution.  

 
3.13. AAT remains to be convinced that the current level of the Class 3 contribution is 

sustainable. As stated in the section covering “Class 3 voluntary contributions” (para 2, 
condoc) this can be prohibitively expensive for some.   

 
3.14. AAT does not accept that those in such a situation would be eligible to apply for means 

tested benefits in order to protect their contributory position. Many would be denied such 
benefits and still find Class 3 prohibitive. One possible answer would be to make Class 3 
contributions equal to Class 1 regarding access to contributory and means tested 
benefits. 
 

3.15. It would seem reasonable for Class 4 contributions to be given the same status as other 
classes of national insurance contributions.  
  
Question 2: This chapter (Chapter 2) explains the governments proposed 
approach – a profits test at the Small Profits Threshold in Class 4 NICs – and how 
this could work for self-employed people with profits above the Small Profits 
Threshold to determine entitlement to the State Pension, Bereavement Benefit and 
contributory Employment and Support Allowance. Noting the difference between 
this and the existing benefit entitlement rules (set out in Annex C), what are your 
views on this general approach? 
 

3.16. AAT is of the opinion that the abolition of Class 2 is long overdue and that the 
introduction of a structure which places the self-employed on a more equal basis with 
those employed would be more appropriate.  
 

3.17. AAT considers the adoption of the contributory rules for the self-employed would result in 
a simplified entitlement structure and avoid the situation referred to in 3.3 (above) 
whereby some self-employed persons fail to pay Class 2 contributions. 
 

3.18. An examination of the current contributory conditions for the various state benefits at 
Annex C (condoc) simply highlights the enormous complexity of the existing system 
structure and which results in very few self-employed taxpayers apply for such benefits.  
 
Question 3: What are your views on the proposed contributory tests in Table 2.A? 
Can you suggest any alternative contributory tests based on annual profits for: A. 
State Pension? B. Bereavement Support Payment? C. Employment and Support 
Allowance? 
 

3.19. Compared to the existing qualifying conditions in Annex C (condoc) the tests seem 
remarkably straightforward. 
 

3.20. AAT recommends that the self-employed should be provided with a state pension 
forecast, specifically advised if their Class 4 NICs contributions have not accrued a full 
entitlement to the state pension, and at the same time what can be done to address the 
shortfall. 

 
3.21. AAT urges the government to publicise, clearly and unambiguously, the full range of 

benefits the self-employed are entitled to, as many will be unaware of that they might 
have accrued an entitlement to bereavement and employment support allowances. AAT 
considers that the proposed changes provide an ideal opportunity to make these 
taxpayers aware of their rights. 
 

3.22. AAT supports the proposed contributory requirement for bereavement support (table 2.A, 
condoc) and considers that a single qualifying year would be appropriate.  
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3.23. The proposal for qualifying conditions for employment support (table 2.A, condoc) seems 

to be at odds with that for bereavement.  The wording suggests a self-employed person 
would have to achieve “1 qualifying year in one of two latest recorded tax years and 1 
qualifying year or 50 Class 1 NI credits ….” This choice of wording would suggest a 
taxpayer, who has been self-employed for a number of years, whose ability to trade has 
ended, is seeking support until attaining employment will be ineligible. If AAT’s 
interpretation is correct this does not seem appropriate.  

 
3.24. It would seem to be more appropriate to put the employed and the self-employed on an 

equal footing.  It would, also, seem reasonable for an out of work self-employed person 
who is genuinely and actively seeking employment to have access to employment 
support based on their contributory history and not be barred simply because they have 
not had employment within the last few tax years. 
 
Question 4: To what extent do you think that people – and self-employed people in 
particular – are sufficiently aware of the existing provisions in the NICs system 
that currently protect entitlement to the State Pension and Bereavement Benefits, 
namely NI credits and Class 3 voluntary NICs? 
 

3.25. While AAT has not undertaken research into this area AAT understands that in general 
the self-employed are unaware of their benefit rights and entitlement or alternatively 
others have assumed that they are not entitled to claim benefits, when they are.  
 

3.26. Many are unaware that Class 4 NIC does not confer any entitlement to benefit, while 
others are of the opinion that it is probably better described as a profits tax, in much the 
same way as employers NICs.  
 

3.27. The very fact that there are two voluntary NICs payments possible, Class 2 and Class 3 
that attract differing levels of entitlement, only serves to compound the confusion. 
  
Question 5: Do you agree that the government should align voluntary 
contributions (i.e. by making Class 3 the only voluntary NICs payment) for the new 
State Pension for employees and the self-employed? Please give reasons. 
 

3.28. AAT is supportive of any proposal to introduce a single class of voluntary contributions. 
The current system requires a self-employed taxpayer to make Class 2 NIC payments in 
order to protect certain benefits, but only if their profits meet the small profits threshold. 
To then give them an option to make voluntary Class 2 contributions, when the guidance 
says there is no such requirement, is likely to cause confusion.  However, such an action 
is much more cost effective then to have a class of contribution which is called 
“voluntary” and that is 5 times the rate of the voluntary Class 2 contributions and yet 
confers very little in the way of entitlements. 
 

3.29. AAT considers that a single “voluntary” class of NICs for the self-employed, where the 
cost is in ratio to that borne by the employed and that accrues similar benefits. 
 
Question 6: Do you think the government should continue to enable individuals 
who have not made a contribution via sufficient self-employed profits to access: A. 
Bereavement Support Payment? B. Contributory Employment and Support 
Allowance? 
 

3.30. AAT considers that individuals should have access to these benefits, even if they have 
insufficient contributory records to qualify. 
 

3.31. In addition, if a self-employed person has made insufficient contributions, because of a 
low profit position, they ought to be given access to benefits, but only if a person in 
employment has a similar entitlement. 
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Question 7: Do you agree that the government should consider facilitating this 
access through Class 3 voluntary contributions? 

 
3.32. AAT agrees that access should be through Class 3 contributions. 

 
3.33. In addition, in order for this to be successfully achieved government will have to improve 

its publicity around the benefit system. AAT considers that current guidance is 
inadequate and hard to access. 
 
Question 8: Do you have any comments on the approaches proposed for Maternity 
Allowance in this chapter (Chapter 3)? Do you have any preferences for an 
approach based on: a. A profits test with optional payment of Class 3 NICs during 
the 13 week test period (to protect those with low profits or who have no recent 
profits), b. estimated earnings during the 13 week test period, c. (for particular 
spouses only) The conditions of the existing employment test only? 
 

3.34. As previously observed (para 3.5, above) those in self-employed are seriously 
discriminated against in terms of access to payments and support for statutory absences.  
 

3.35. An employed person has access to significantly more generous payments for statutory 
leave than a similar person who is self-employed.  For example, in respect of “sick leave” 
an employer is compensated at a rate of 92% of the amount that they paid out, or 103% 
of the amount paid out if they are a small employer, whereas those who are self-
employed taxpayers do not have access to this support. 
 

3.36. AAT recommends that before the contributory rules for maternity allowance are 
determined the government should give serious consideration to correcting the inequality 
of treatment between those who are employed and those who are self-employed by 
looking at allowances paid for adoption, paternity and shared parental leave. 
 

3.37. Given that Class 2 NICs is to be abolished it would seem appropriate to move to a profits 
based entitlement check with the added availability of Class 3 voluntary contributions to 
make up any gap in the contribution record caused by a period of low earnings. 
 

3.38. AAT considers that some adjustment is required to Class 3 NICs contributions, as 
previously observed (see paras 2.3.2, 3.13 and 3.14) they are currently higher than 
Class 2. Any attempt to maintain the Class 3 NIC amount as it stands currently will 
simply create claims that Class 2 is being abolished so that HMRC can collect far greater 
sums through Class 3 for the same return. 
 
Question 9: Can you suggest any alternatives? 

 
3.39. AAT has nothing to add to the comments given above in response to question 8. 

 
Question 10: Do you have any comments on the proposals to provide for 
individuals moving into and out of self-employed within the tax year, who may be 
less able to achieve annual profits at the Small Profits Threshold? 

 
3.40. AAT would like NICs to operate more like the income tax system whereby the aggregate 

earnings over the year determine the compliance and eligibility rather than the current, 
outdated, process whereby the individual payments are assessed only. 
 

3.41. AAT accepts that in some respects, both the employed and the self-employed are 
equally treated, in that, if they have accrued insufficient income to make payment of NICs 
neither will gain an entitlement to benefits.  

 
3.42. The introduction of a nil rate band of Class 4, identical to the nil rate band for Class 1 

NICs will redress the current unfairness and this new development will complete that 
change satisfactorily. 
 



7 
 

3.43. The same cannot be said in respect of the movement between Class 1 and Class 4 
contributions. Section 4 (para 9, condoc) sets out that NICs cannot be aggregated into a 
single total of annual earnings. The result is that in many cases a self-employed person 
has no choice but to make a full years payment of voluntary Class 2 in order to gain a full 
year for contributory benefits purposes, even in circumstances where the combined 
earnings and profits at or exceeds the lower earnings limit. 
 

3.44. AAT supports the proposal (Section 4, para 18, condoc) of “enabling individuals who 
move from employment to self-employment (and vice versa) during the year to pro-rata 
their self-employed profits into weeks when filing their self-assessment return”, even if 
this would mean additional work for those concerned and their agents.  
 

3.45. AAT agrees with the comment made in Section 4 (para 14, condoc), that taxpayers will 
only be “materially affected” by shortfalls in their contributory record if they occurred in 
“multiple tax years”. Once the full impact of the new state pension age, to age 68, is 
implemented, taxpayers could have as much as 17 years of non-contributory life without 
suffering any effect on their entitlement. This means the first few years of self-
employment, where generally there will be a much lower level of profits, will not have the 
same effect on pension and other benefit entitlement as was experienced in the past. 
 

3.46. AAT would be concerned, however, if taxpayers and HMRC place too much reliance on 
this as a method of dealing with low profit years. The present system either fails to inform 
taxpayers when they have lost a tax year for contributory purposes or proposes a 
voluntary payment when that payment may not be necessary.  
 

3.47. AAT is concerned that, with cost of Class 3 contribution running at five times that of a 
Class 2 contribution many self-employed taxpayers will elect not to pay on the basis of 
such a significant cost increase. 
 

3.48. Again AAT would propose that the cost of Class 3 voluntary contributions be reviewed 
and reduced as part of this exercise. It is clear that this can be achieved, considering that 
the government reduced the cost of voluntary Class 2 in 2000 (see condoc, Section 1, 
Class 3 voluntary contributions, paragraph 3) it would seem reasonable to do the same 
with Class 3 under these exceptional circumstances. 

 
Question 11: For the following groups: 

• Share fishermen 
• Volunteer Development Workers 

Do you have any comments on the proposed approach? 
 

3.49. AAT’s view is that putting the share fishermen and volunteer development workers on a 
par with other self-employed taxpayers would be a sensible and appropriate approach to 
adopt.  

 
3.50. This does, however, raise the issue of the cost of Class 3 once again (see paragraphs 

2.3.2, 3.13, 3.14 and 3.38). Such a disparity between the two classes of NICs is 
unreasonable considering the fact that such taxpayers are merely maintaining their 
access to benefits and not really gaining anything new. 
 
Question 12: For the following groups: 

• Self-employed abroad 
• Employed abroad 
• Mariners on foreign flagged ships 

Do you have any comments on the proposed approach? 
 

3.51. The proposed answer for this group would appear to be acceptable given that it sets out 
to achieve parity with UK employees.  
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3.52. It would seem appropriate that if the above named groups do not have a liability for 
income tax in the UK they will inevitably have no liability for Class 4 and we see no 
reason why that should change.  

 
3.53. As we have pointed out in 3.50 (above) and in other paragraphs of our response, it 

highlights again the need to address the disparity between the charges for voluntary 
Class to 2 and Class 3 contributions. 
 
Question 13: For the following groups: 

• Examiners 
• Ministers of religion 
• Foster carers 
• Some landlords 
• Self-employed women with reduced rate election 

Do you have any comments on the proposed approach? 
 

3.54. The proposal to abolish voluntary Class 2 NICs across the board and leaving Class 3 
voluntary contributions in place to be the one and only route by which a taxpayer gains 
access to contributory benefits would seem a sensible move.  
 

3.55. The groups referenced in this question will definitely be affected by the proposed 
changes. As previously observed (3.50 and other paras) AAT considers there is clear 
need to address the disparity between the charges for voluntary Class to 2 and Class 3 
contributions. 

 
 

4. Conclusion 
 

4.1. Generally AAT can see that the main proposal, that of the abolition of Class 2 NICs 
makes sense and will simplify the NIC position for many workers, in particular the self-
employed. (See 3.16, above). 
 

4.2. Use of Class 4 NICs instead (see 3.15 above), which will continue to be paid on profits, 
and will be used as the main method of determining the entitlement to certain state 
benefits, seems appropriate.  

 
4.3. It seems reasonable that the result of the abolition of Class 2 NICs will result in Class 3 

voluntary NICs being the default method by which those not paying Class 4 can access 
benefits. (See 3.50 and other paras). 

 
4.4. Additionally, the introduction of a small profits, nil rate band of Class 4 NICs is to be 

welcomed as this starts to put the self-employed taxpayer on a similar level as their 
employed counterparts. 
 

4.5. The condoc clearly shows that some unfairness will remain in the benefit system even 
after these changes take place and it is here that AAT disagrees with the proposals. It is 
clear that the only statutory payment which will be available to self-employed taxpayers 
is the maternity allowance and this discriminates against all male self-employed 
taxpayers and those who adopt, and wish to take paternity or shared parental leave. This 
puts self-employed taxpayers in a position considerably below their employed 
counterparts, despite making all their income tax and NIC payments. The government 
should be considering a scheme which creates equality and put right these many 
decades of unfairness. 
 

4.6. The common thread of this condoc centres on the fact that if Class 2 NICs is abolished 
then the voluntary Class 2 availability will go at the same time, and will be replaced by a 
single Class 3 voluntary contribution. Whilst this is to be welcomed, a single route for 
voluntary NICs is always going to be more understandable and transparent than the 
current two methods, where the significant disparity between the two is unfair and needs 
to be addressed as part of this review. To inform taxpayers who are currently under a 
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voluntary Class 2 arrangement at £2.80 a week that in order to continue they will have to 
switch to Class 3 voluntary NICs at £14.10 a week will deter many from protecting their 
benefit position, which would be wrong and may be perceived to be a means of 
increasing tax revenues. AAT recommends that the government to make some 
concession such as introducing a lower amount of Class 3 for those affected and then 
increase the payment level gradually till it has reached the current level. 

 
 
5. About AAT 
 

5.1. AAT is a professional accountancy body with over 49,700 full and fellow members2 and 
85,500 student and affiliate members worldwide. Of the full and fellow members, there 
are over 4,200 members in practice who provide accountancy and taxation services to 
individuals, not-for-profit organisations and the full range of business types. 

 
5.2. AAT is a registered charity whose objectives are to advance public education and 

promote the study of the practice, theory and techniques of accountancy and the 
prevention of crime and promotion of the sound administration of the law. 

 
 

6. Further information 
 

If you have any questions or would like to discuss any of the points in more detail then please 
contact AAT at: 

 
email: consultation@aat.org.uk and aat@taxpolicyadvice.com  

 
Telephone: 020 7397 3088  

 
Aleem Islan 
Association of Accounting Technicians 
140 Aldersgate Street 
London 
EC1A 4HY 
 
 

                                                      
2 Figures correct as at 31 Dec 2015 
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