
  

Personal Taxation      

 

Learning Outcome 1.2      
 

By the end of this learning outcome you will be able to demonstrate an 

understanding of the UK tax system as relevant to the needs and circumstances 

of individuals and trusts including employee National Insurance Contributions, 

employer National Insurance Contributions, self-employed National Insurance 

Contributions, and voluntary National Insurance Contributions. 
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1.2.1 Introduction 

 
National Insurance Contributions (NICs) are compulsory deductions from the earned 
income of an individual.  
 
They are payable by both employees and employers and are based on the following 
factors: 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
A small percentage of the contributions made are used to fund the National Health 
Service.  The remainder is used to provide social security benefits, such as 
retirement pensions, unemployment and sickness benefits. 
 
Many benefits payable through the social security system, such as the amount of 
state pension an individual is entitled to at retirement age, are based on an 
individual’s NIC record over their working life.  
 
Every individual is identified by a National Insurance Number issued to them in the 
year before they reach age 16.  Their NICs are recorded against this individual 
reference number.  
 
Employees are entitled to a larger range of benefits compared to the self-employed 
and this is reflected in the amounts collected, with the self-employed paying less. 
 
NICs are administered through the National Insurance Contributions Office (NICO). 
 
 
 
 
 
 
1.2.2 Classes of National Insurance Contributions 

 
Class 1 
 
For employees and their employers 
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Class 2 
 
For the self-employed, a flat rate of, currently, £2.85 per week where profits exceed 

£6,025. 
Class 2 contributions are set to be abolished from April 2018. 

 
Class 3 
 
Voluntary for those who do not earn enough to pay Class 1 or Class 2 contributions 

or have a shortfall in their contribution record 

 
Class 4 
 
For self-employed on profits made between a lower and an upper earnings limit 

 

 
Contributions are paid by an individual throughout their working life, up to State 
Pension Age at which point the employee ceases to pay NICs, even if they continue 
to work.  
 
Employers still pay NICs for employees who work beyond state retirement age. 
 
To ensure the correct class(es) of NICs are paid, HMRC will assess an individual’s 
employment status. The checks made are the same as those to distinguish if an 
individual is to be classed as employed or self-employed for income tax purposes.  
You can find these checks in Syllabus Point 1.6. 
 
Employers need to display caution where an individual claims to be self-employed as 
if it is later proven they should have been classified as employed, the employer could 
be required to pay both employee and employer contributions for past periods. 
 
There are some occupations which ordinarily do not meet the employment criteria 
for income tax purposes, but for NICs they are considered to be employed and 
therefore liable to Class 1 NICs: 
 
List of occupations classed as employees 
 

 Domestic Workers and Office Cleaners 

 Agency Workers, e.g. Secretaries, Nurses working through agencies 
 Many Lecturers / Instructors – if not considered employed by a contract 
 Ministers of Religion 
 Workers in the Film and TV Industry 
 Actors and Entertainers – if not considered employed by a contract 
 Labour-only subcontractors, e.g. Driving Instructors, Construction workers 
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1.2.3 Overseas Aspects of NICs 

 
NICO has a large overseas branch specifically designed to look after UK nationals 
working overseas and for foreign nationals working in the UK.  
 
Members of the European Economic Area (EEA) should only pay towards social 
security benefits in one state.  Payment is usually made in the country of work rather 
than in the country they reside.  Employer contributions are paid in the same country 
as the employee contributions. 
 
If EEA arrangements are not in place, NICO will attempt to collect NICs from 
employees who have come to work on a regular basis in the UK.  This may mean 
waiting until they have been resident for 52 weeks. 
 
Similarly, for those leaving the UK to work overseas for a UK employer, NICO will 
continue to collect contributions for the initial 52 week period. 
 

 
1.2.4 Class 1 – Payable by Employees and Directors 

 
Calculation of the required NICs is based on an individual’s earnings.  
 
These can come from several sources such as: 
 

 Salary, Bonus, Holiday Pay and Overtime, Incentive payments 
 Maternity, Paternity, Adoption or Sick pay paid by an employer 
 Payments to meet personal debts of an employee 
 Payments in kind and assets that can be converted to cash easily 

 
NICs are not required in respect of director dividends nor are they payable for 
amounts made into approved share purchase plans. 
 
Class 1 NICs are made by employees (Primary Contributors) and they will have them 
deducted at source from their pay. 
 
Employers (Secondary Contributors) also pay Class 1 contributions in respect of their 
employees. 
 
These contributions provide about 96% of the National Insurance Fund used to 
provide state benefits. 
 
Over the next few pages we’ll look at how the amount of contributions payable by 
employees and employers are worked out.     
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1.2.4.1 Employees Primary Class 1 Contributions 2017/18 

 
Employees – Primary Class 1 
 

Employers – Secondary Class 1 
 

 
PET   £157 per week (£8164 p.a.) 
UEL   £866 per week (£,45,000 p.a.) 
 
Rates: 
 
12% earnings between PET and UEL 
2% on earnings above UEL 

 
SET   £157 per week (£8164 p.a.)  
 
 
Rates  
 
13.8% earnings on all earnings over the 
SET 
 

Lower Earnings Limit 

 

 
LEL £113 per week to PET £157 per week.  No NI payable on these earnings. 

 
 

 
1.2.4.2 Lower earnings limit for employees 
 
For individuals with earnings between the LEL of £113 per week up to the PET of 
£157 per week, individual contributions are not required, but credits are recorded 
allowing lower earners to build up an entitlement to state pension. 

 
 
1.2.4.3 Employers Secondary Class 1 Contributions 2017/18 
 
Employers will start to make NICs based on their employees’ earnings once they 
exceed the Secondary Earnings Threshold (SET) of £157 per week. 
 
There is no upper limit applied to employer contributions and currently an Employer 
has to pay 13.8% of all employees’ earnings over £157 per week. 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
  



© Aviva  - 6 -  v2017 

 
Adrian Smith is employed by XXC Ltd with an annual salary of £25,000.  
 
He has no benefits in kind. 
 
What National Insurance Contributions (NICs) are payable in relation to 
Adrian and by whom? 
 
Employee Class 1 Contributions 
 
Annual salary less annual Primary Earnings Threshold:  
 
£25,000 less £8,164 = £16,836 
 
Class 1 employee contributions are payable by Adrian and charged at 12% 
  
£16,836 @12% = £2020.32 
 
 
 
Employer Class 1 Contributions 
 
Annual salary less annual Secondary Earnings Threshold:  
 
£25,000 less £8164 = £16836 
 
Class 1 employer contributions are payable by XXC limited and charged at 13.8% 
 
£16,836 @ 13.8% = £2323.37  
 
Remember: Earnings below the Primary / Secondary Threshold are not subject to 
NICs. 
 

 
 

 
Susan earns £900 per week. 
 
How much NIC will she pay? 
 
She will pay 12% on earnings between the PET and the UEL and 2% on earnings 
thereafter: 
 
£866 – £157 = £709 x 12% = £85.08 
 
£900 – £866 = £34 x 2%     = £0.68 
  
Total due = £85.76 per week 

 

Employee contributions will not reduce an individual’s taxable income.  Employer 
contributions are deductible for tax purposes as a business expense. 
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Details of NICs must be recorded and provided to an individual on their P60. Details 
will also be recorded and reported on the P35 and P14 returns completed and 
submitted to HMRC by the company showing the individual’s tax and NIC details and 
contributions for the tax year. 
 
For Company Directors, NICs are due as for employees and for those with regular 
drawings they are collected in the same way as for employees.  
 
Many directors however do not have a set payment arrangement and receive 
irregular payments at irregular times. To accommodate this, directors’ NICs use an 
annual earnings period.  Every time an income payment is made to a director, this 
will trigger a review of the individual’s contribution record to ensure the correct 
amount is collected and paid.  

 
 
1.2.4.4 Contracted Out (Final Salary) NICs  
 
In the UK, it ceased to be possible to contract out under a final salary scheme from 6 
April 2016. 
 
Previously, the employer and employee paid reduced NICs across a prescribed band 
of earnings, effectively helping to reduce the cost of operating the scheme.   
 
However, in order to contract out, the final salary scheme had to provide benefits at, 
or above, a prescribed level. 

 
1.2.4.5 Contracted Out Money Purchase NICs  

 
These were abolished from 6 April 2012. It then became only possible to contract out 
via an employer final salary scheme as in 1.2.4.4, although from 6 April 2016 this 
has also been removed. 
 
Previously, the employer and employee paid reduced NICs and in return the 
difference in the amounts for contracted in and contracted out rates was paid into 
the pension scheme.  This was known as a flat rate rebate. 
 
In addition age related rebates were paid into scheme by HMRC at a later date. 

 
1.2.4.6 Appropriate Personal Pension Schemes. 

 
An Appropriate Personal Pension Scheme was used by an individual to contract out 
of the State Second Pension. 
 
NICs were taken from these individuals at the contracted in rates.  
 
After the end of the tax year the Department for Work and Pensions calculated the 
amount of NICs that could be rebated and sent this amount direct to the APP 
provider. 
 
As with contracted out money purchase schemes in 1.2.4.5 it is no longer possible to 
contract out of the state second pension with an appropriate personal pension. 
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1.2.4.7 Class 1A Benefits  

 
These are paid by employers only on benefits in kind for employees e.g. a company 
car or private medical cover. This is based on the amount shown on their P11D. 
 
The rate charged is 13.8% with Class 1A contributions being paid by the employer to 
NICO by 19th of July following the tax year end. The information must also be 
included on the P35s and P14s by 19th May following the tax year end. 

 
 
1.2.4.8 Married Women’s Reduced Rate 

 
Prior to 1977, married women and some widows had the option of paying lower NICs 
and receiving corresponding lower benefits. It is possible for this decision to be 
revoked and higher NICs can start to be paid. 
 
It is automatically revoked on divorce, re-marriage, two complete consecutive years 
with no earnings above the LEL and no self-employed earnings, or, if normal 
contributions are paid in error. 
 
Reduced rates are 5.85% on earnings between £157 per week and £866 per week, 
then 2% on earnings above £866 per week. 
 
 

1.2.4.9 National Insurance Contribution Credits 
 
In certain circumstances NIC Credits are registered for individuals as though they 
had made a minimum contribution even if they are not making any Class 1 
contributions. 
 

 Claiming Unemployment, Maternity, Paternity, Adoption, Sickness benefits. 
 An unemployed man attaining 60 and for the next 4 years. 
 Individuals aged 16 – 18 attending school. 
 Individuals attending an approved Training programme (not university). 
 Where income is below the PET but at or above the LEL. 

 
Credits can also be accumulated for individuals taking time off work to raise a family 
or to care for relatives. 

 
1.2.4.10 Maximum contributions due for Class 1 

 
In the majority of cases collection and payment of NICs for employees is quite 
straight forward but there are times where an individual has more than one source 
of employment.  Where this occurs NICs need to be aggregated together where 
there is a direct link between jobs and employers.  This treats the earnings as if they 
were coming from one source. 
 
If this link cannot be identified then consideration is given to the maximum  
contributions due for Class 1 to avoid overpayment from each source of employment. 
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 It is based on there being 53 potential pay days in a year. Any excess per 
employment is then charged at 2% 

 

 If no link is identified then the maximum main rate of 53 x (£866 - £157 x 
12%) £4,509.24 applies 

 
 Where there is more than one employment, it is possible to overpay and 

therefore a deferment can be applied for in respect of one of the 
employments 

 
 One employer will then be instructed to only collect 2% on earnings over 

£157 per week 
 

 The contribution record of the individual will be reviewed at the end of the 
year and the employee will need to make good any underpayments 

 
 Employers NI remains unchanged 

 

Jack has two unlinked employments: 
 

 Job 1 pays £25,000 per annum 
 Job 2 pays £30,000 per annum 
 
How much NIC must he pay per annum? 
 
Annual maximum amount on which employee Class 1 contributions can be paid 
between PET and UEL is:  
 
£866 – £157 = £709 x 53 weeks = £37,577 
 
Job 1 – Salary less earnings below PET charged at 12% is: 
 
£25,000 – £8,164 = £16836 x 12% = £2,020.32 
 
Job 1 therefore uses up £16,836 of the £37,577, leaving a maximum of £20,741 of 
earnings to be charged at 12%. (£37,577 - £16,836 = £20,741) 
 
Job 2 – Salary less earnings below PET charged at 12% is: 
 
£30,000 – £8,164 = £21,.836 
 
Maximum chargeable is £20,741 x 12% = £2,488.92 
 
Remaining salary can only be charged at 2%: 
 
£21,836 - £20,741 = £1,095 charged at 2% = £21.90 
 
Total Contributions from employee - £2,020.32 + £2,488.92 + £21.90 = £4,531.14 
 
Remember the employers will pay 13.8% on all earnings over £157 per week. 
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In the event of over payment of NICs there is no automatic right to a rebate 
although in practice it will be usual for excess payments to be repaid but not until 
consideration has been given to any amounts due under other classes of 
contribution. 
 
 
1.2.5 Class 2 National Insurance Contributions – Self-employed 

 
These are flat-rate contributions payable by the self-employed under State pension 
age.  Payment of Class 2 NICs builds up an entitlement to the Single Tier State 
Pension. 
 
For the tax year 2017/18 the weekly contribution rate is £2.85.  It is paid on a 
weekly basis throughout the year, even if there are no earnings in some weeks, e.g. 
if on holiday, or in a non earning week.  It is only waived in the event of receipt of 
entitlement to sickness, invalidity or maternity allowances or similar. 
 
In the event of low earnings the ‘Small Earnings Exception’ from Class 2 
contributions may be granted. This is available if the individual’s self-employed 
profits do not exceed £5,965 per annum. Application has to be made to NICO and if 
granted they will provide a certificate valid until the following 5th April.  Contributions 
can be backdated for 13 weeks but some NICs may already have been collected if a 
timely application is not made. 
 
Contributions may still be continued voluntarily, to preserve the right to the basic 
state National Insurance benefits which they secure. 
 
Payment of Class 2 NICs is payable through self assessment. Previously, they were 
generally made by direct debit from the individual’s business bank account on a 4 
weekly basis. Alternatively, arrangements could have been made for this to be paid 
each quarter on demand from NICO. 
 
It is important to note that it is the responsibility of the individual to inform NICO of 
their need to pay Class 2 NICs. Penalties can be applied if it is later discovered that 
payments have not been made. NICO should be advised of the need to pay no later 
than 31st January following the tax year end in which payments became due. 
 
Class 2 contributions are set to be abolished from April 2018 
 
1.2.6 Class 4 National Insurance Contributions – Self-employed 

 
In addition to Class 2 NICs, Self-employed individuals are required to make payments 
that are calculated as a percentage of annual profits between a lower and upper 
limit.  
 
The rate of contribution for 2017/18 is 9% on profits between £8,164 and £45,000, 
and 2% on profits in excess of £45,000. 
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Two people; one employed and one self-employed, have gross income / 
net profit of £18,000 per annum.   
 
How much NICs will they each pay? 
 
The employed person will pay Class 1 NICs at 12% on earnings over the PET: 
 
Class 1 - £18,000 - £8,164 x 12% = £1,180.32 
 
The self-employed person will pay Class 2 NICs at a flat rate and Class 4 at 9% over 
net profits of £7,956: 
 
Class 2 - £2.85 x 52 = £148.20 
 
Class 4 - £18,000 - £8,164 x 9% = £885.24 
                                                                      
Total contributions for the self-employed person are therefore £1,033.34. 
 
This illustrates that the self-employed person in this example will pay £146.88 less 
than the employed person in NIC in the 2017/18 tax year. 
 
The lower NICs paid by the self-employed individual reflect the lower benefits he will 
accrue under state provision.  

 

 

 
1.2.6.1 Payment of Class 4 National Insurance Contributions 

 
There is a close link between the payment of income tax for the self-employed and 
their Class 4 NICs. NICs are calculated and paid along with income tax payments on 
accounts of 31st January during the tax year and 31st July following end of tax year 
with a balancing payment on the following 31st January. 
 
Late payment of NICs, similar to income tax, will attract interest charges. 
 
Class 4 NICs are paid at 9% on profits between £8,164 and £45,000 leading to a 
maximum main rate payable of £3,315.24. 
 
Remember 2% is also payable on profits over £45,000. 
 

 

1.2.6.2 Self-employed and Overseas 

 
Self-employed Class 2 NICs need to be paid if an individual is UK resident or resident 
for tax purposes for 26 weeks out of 52 before payment date.  Those coming into 
the UK and looking to establish a business here may elect to pay Class 2 NICs 
immediately to start and maintain their national insurance record. 
 
Class 4 NICs are not due unless a person is definitely resident and self-employed in 
the UK. 
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1.2.6.3 Employment and Self Employment 

 
There will be occasions where an individual has a combination of employment and 
self-employment and care must be taken to ensure they pay the correct amount of 
contributions. 
 
In these instances there are maximum limits on main rate NICs to stop an individual 
paying too much. 
 
Once these limits are breached then the individual will pay NICs at 2% on the 
remainder of their income. 
 
These limits do not apply to employers who will pay their rates as normal. 
 
There are three scenarios we need to consider: 
 
 An individual liable to both Class 1 and Class 2 NICs 
 An individual liable to Class 2 and Class 4 NICs 
 An individual liable to Class 1, Class 2 and Class 4 NICs 
 
 
Class 1 plus Class 2 
 
 The maximum is 53 x the maximum weekly rate for Class 1 i.e.                    

£866 – £157 = £709 x 12% = £85.08 x 53 = £4,509.24 
 If employed income is £45,000 or above then no Class 2 NICs are payable 
 The fact that only £4,424.16 (52 x £85.08) might have been paid is ignored. 
 
Class 2 and Class 4 
 
 Maximum Class 2 is £2.85 x 53 = £151.05 
 Maximum Class 4 is £45,000 - £8,164 = £36,836 x 9% = £3,315.24 
 There is no reduction when both are due 
 
Class 1, Class 2 and Class 4 
 
 The formula is ‘Maximum Class 2 + maximum Class 4 – actual main rate of Class 

1 NICs and actual Class 2 NICs’ 
 This will not exceed the maximum for Class 1 (i.e. £4,509.24) 
 
 
Let’s take a look at this in practice. 
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Derek has employed earnings of £500 per week for 15 weeks, and self-
employed income of £39,000.   
 
What is the maximum main rate annual NIC? 
 
 Maximum Class 1 is £866 – £157 = 709 x 12% = £85.08 x 53 = £4,509.24 
 
 Maximum Class 2 is £2.85 x 53 weeks = £151.05 plus 
 

 Maximum Class 4 of £45,000 – £8,164 x 9% = £3,315.24 
 

 Maximum Class 2 + Class 4 therefore is = £3,466.48 
 
 
Actual class 1 NICs: 
 
£500 – £157 = £343 x 12% = £41.16 x 15 weeks = £617.40 
 
Actual Class 2 NICs: 
 
£2.85 x 52 weeks = £148.20 
 
Formula is: 
 
Maximum Class 2 + Maximum Class 4 
 
Less actual main rate of Class 1 NICs and actual Class 2 NICs  
 
Equals amount payable, but not to exceed the maximum for Class 1, i.e. £4,509.24 
 
Hence Derek’s Maximum main rate Class 4 is: 
 
£3,466.48 less £617.40 less £148.20 = £2,700.88 
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1.2.7 Class 3 National Insurance Contributions – Voluntary Contributions 

 
These are voluntary, flat rate contributions of £14.25 per week.  
 
They may be paid if an individual has insufficient earnings to pay Class 1 or Class 2 
contributions in any year and count towards basic retirement pension and basic 
widow’s benefit only. 
 
Contributions are paid quarterly on demand from NICO or by direct debit every 4 
weeks like Class 2 contributions. 
 
Residency is assessed to be eligible to make Class 3 contributions. UK residents or 
those arriving in the UK being resident for 26 weeks or those who have been 
previously ordinarily resident in the UK and paid Class 1 or Class 2 NICs. 
 
Payments can only be made up to a year prior to state retirement age and not 
thereafter. Payments can be backdated for up to 6 years. 
 
A self-employed person who goes abroad or comes from abroad may not be required 
to pay Class 2 NICs and may have the option to pay Class 2 or Class 3 contributions.  
 
From 12 October 2015, a new class of voluntary NI contributions (Class 3A) was 
introduced to allow current pensioners and those who reach State Pension Age 
before 6 April 2016 an opportunity to top up their Additional State Pension in a way 
that will protect them from inflation and offer protection to surviving spouses. In 
particular, it would help women, and those who have been self-employed for most of 
their working life, who tend to have low Additional Pension entitlement.  
Class 3A voluntary NI contributions were available for 18 months, i.e. until 5 April 
2017. Each “unit” purchased provided an additional £1 per week of pension. The 
maximum amount of units that could be purchased was limited to 25 units, i.e. an 
additional £25 per week of pension. The cost of each unit is age related, and the 
cost ranged from £956 for a 62 year old woman to £127 for those aged 100 or over.  

 
1.2.8 Deferment of Payment 

 
There will be occasions when it is difficult to be sure during a tax year if the limits for 
Class 2 or Class 4 have been exceeded.  If it is thought to be the case then an 
individual may apply for a deferment of either or both their Class 2 and Class 4 
contributions.  Any further monies due will then be payable at the end of the tax 
year.  The additional 2% contribution on all earnings over £45,000 will still be 
payable. 
 
One way a company could look to reduce their liability to NICs is by payment to key 
employees as dividends rather than director fees. This however, would need to be 
looked at very closely as it can impact on other areas such as Retirement Planning, 
as dividends are not classed as Relevant UK Earnings in relation to Pension 
Contributions and may limit the tax efficiency that can be achieved by the individual 
or the company on contributions. 
 
Employing spouses or other family members on a part-time basis resulting in income 
of less than the PET could also reduce the potential to NICs but must fit in with other 
financial planning / benefit entitlement considerations.  
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Personal Taxation Learning Outcome 1.2 (TAX1.2) – End of Module Test 
 
Multiple Choice Questions 

 
Question Answer 

1.2.1 -  

Anna is an employed 
housekeeper earning 
£20,000 a year. She also 
has her own catering 
business and has self 
employed earnings of 
£5,000 a year. Which 
classes of National 
Insurance Contributions is 
she liable for? 
 

A. Class 1 only 
 

B. Class 1 plus class 2 
 

C. Class 2 only 
 

D. Class 1 plus class 2 plus class 4 
 

 

1.2.2 -  

Amy is employed and 
earns £500 a week.  How 
much class 1 NICs will 
SHE pay per week? 
 

A. £36.78 
 

B. £41.16 
 

C. £42.12 
 

D. £60.00 
 

 

1.2.3 -  

Amy is employed and 
earns £500 a week.  How 
much Class 1 NICs will her 
EMPLOYER pay per week?   
 

A. £47.33 
 

B. £41.64 
 

C. £49.58 
 

D. £69.00 
 

 

1.2.4 -  

Louise is 52 and 
employed.  Her annual 
salary is £47,000.  How 
much Class 1 NICs will she 
pay for the year? 
 

A. £4,460.32 
 

B. £4,432.80 
 

C. £4,501.12 
 

D. £4,701.12 
 

 
  



© Aviva  - 16 -  v2017 

 

1.2.5 -  

Kathleen has self-
employed profits of 
£47,000.  How much in 
National Insurance 
Contributions will she have 
to pay? 
 

A. £2,974.68 
 

B. £3,184.60 
 

C. £3,503.44 
 

D. £4,378.40 
 

 

1.2.6 -  

Bernie is an employed 
secretary earning £20,000 
a year. She also has her 
flower arranging business 
and has self employed 
earnings of £15,000 a 
year. Which classes of 
National Insurance 
Contributions is she liable 
for? 
 

A. Class 1 only 
 

B. Class 1 plus class 2 
 

C. Class 2 only 
 

D. Class 1 plus class 2 plus class 4 
 

 

1.2.7 -  

The earnings on which 
NIC must be calculated 
will include regular wages 
and salary as well as other 
items. Which of the 
following will NOT be 
included? 
 

A. Maternity pay paid by the employer 
 

B. Bonuses, overtime or holiday pay 
 

C. Payments in kind that can be easily converted into 
cash 
 

D. Payments into Employer-financed retirement 
benefits schemes  
 

 

1.2.8 -  

Steve, aged 27, has not 
paid any class 1 NIC for 
the 2017/18 tax year but 
his contribution record has 
been credited. This is 
because 
 

A. 2017/18 is his first year of employment 
 

B. He will retire part way through the tax year 
 

C. His earnings are £10 per week above the LEL 
 

D. His earnings are £10 per week below the LEL 
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1.2.9 -  

Nigel earns £53,000 a 
year.  How much Class 1 
NIC will his EMPLOYER 
pay?  
 

A. £6,187.36 
 

B. £5,014.54 
 

C. £6,201.72 
 

D. £6,504.68 
 

 

1.2.10 -  

Under which type of 
pension arrangement, if 
any, is it still possible to 
contract-out of State 
Pension benefits?  
 

A. Money Purchase Pension Schemes only 
 

B. Final Salary Pensions Schemes only 
 

C. Money Purchase and Final Salary Pension Schemes 
 

D. It is no longer possible to contract-out under any 
type of pension scheme 
 

 

 

- End of Questions       - 
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Answers 

 

Question Answer 
1.2.1 -  

Anna is an employed 
housekeeper earning 
£20,000 a year. She also 
has her own catering 
business and has self 
employed earnings of 
£5,000 a year. Which 
classes of National 
Insurance Contributions 
is she liable for? 
 

B 
 

Class 1 plus class 2 
 

1.2.2 -  

Amy is employed and 
earns £500 a week.  How 
much class 1 NICs will 
SHE pay per week? 
 

B 
 

£41.16 
 

1.2.3 -  

Amy is employed and 
earns £500 a week.  How 
much Class 1 NICs will 
her EMPLOYER pay per 
week?   
 

A 
 

£47.33 
 

1.2.4 -  

Louise is 52 and 
employed.  Her annual 
salary is £47,000.  How 
much Class 1 NICs will 
she pay for the year? 

A £4,460.32 
 

1.2.5 -  

Kathleen has self-
employed profits of 
£47,000.  How much in 
National Insurance 
Contributions will she 
have to pay? 
 

C £3,503.44 
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1.2.6 -  

Bernie is an employed 
secretary earning 
£20,000 a year. She also 
has her flower arranging 
business and has self 
employed earnings of 
£15,000 a year. Which 
classes of National 
Insurance Contributions 
is she liable for? 
 

D Class 1 plus class 2 plus class 4 
 

1.2.7 -  

The earnings on which 
NIC must be calculated 
will include regular 
wages and salary as well 
as other items. Which of 
the following will NOT be 
included? 
 

D Payments into Employer-financed retirement 
benefits schemes  
 

1.2.8 -  

Steve, aged 27, has not 
paid any class 1 NIC for 
the 2017/18 tax year but 
his contribution record 
has been credited. This is 
because 
 

C His earnings are £10 per week above the LEL 
 

1.2.9 -  

Nigel earns £53,000 a 
year.  How much Class 1 
NIC will his EMPLOYER 
pay? 

A £6,187.36 

1.2.10 -  

 Under which type of 
pension arrangement, if 
any, is it still possible to 
contract-out of State 
Pension benefits?  
 

D It is no longer possible to contract out under any 
pension scheme. 

 


