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Citizens Advice is a charity that: 

● delivers advice to solve individual problems; 
● provides education to empower clients to help themselves in the future; 
● campaigns to solve collective problems; and 
● benefits society more generally through the way we work. 

 
In 2014-15 Citizens Advice helped 2.5 million people with 6.2 million advice issues and 
had 20.7 million visitors to our website. We are in every community, with 316 local 
Citizens Advice organisations and 21,600 volunteers.  
 
As the central organisation, Citizens Advice collates and uses the national data from 
all our services to identify issues and trends, to better understand our clients’ needs 
and to demonstrate to government, policymakers and regulators the impact of policy 
or legislation. In 2015 local Citizens Advice received 5,408 enquiries about National 
Insurance (NI): 2,309 specifically about National Insurance Contributions (NICs) and 
780 about NI credits. 
 
At Citizens Advice, we help over 30,000 self-employed people per year in our local 
offices in England & Wales and many more online. Over 56% of our clients who have 
enquiries about self-employment are earning below the National Minimum Wage for 
a 35 hour week. Self-employed people are a rising proportion of the workforce 
(around 15% currently) in a change to the UK workforce that looks likely to continue . 1

However, the earnings of self-employed people are significantly lower than employee 
earnings .  2

 
The systems around work, including the income tax, NIC and welfare systems need to 
to reflect this change in the labour market, so that people can take advantage of the 
flexibility and self-determination self-employment can offer, but not suffer the 
negative effects that their lack of security and basic employment rights can trigger.  

1 Tatomir, S. (2015) Selfemployment: what can we learn from recent developments? 
[http://www.bankofengland.co.uk/publications/Documents/quarterlybulletin/2015/q105.pdf] 
2  Institute for Fiscal Studies, The IFS Green budget, February 2015, 
[http://www.ifs.org.uk/publications/7530] 
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Citizens Advice has responded at length to the Office of  Tax Simplification’s Review of 
income tax and NI alignment, in which we provide more details of our evidence. For 
this response we summarise the main points with an emphasis on Question 4 where 
we have the most evidence (see case studies in Appendix 1). 
 
Consultation Questions 2 & 3: proposed approach and contributory tests 
The proposals remove the current differences in the higher NICs paid by 
self-employed people with profits of between £5,956 and £12,2000 per year 
compared with employees earning this as a gross salary. The Office of Tax 
Simplification have stated that the way the workforce is changing argues strongly for 
comparable contributory benefit arrangements for all workers, not least to make it 
easier to move between employment and self-employment (or carry out both types of 
work at the same time) .  3

 
Consultation 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? 
Citizens Advice is advising an increasing number of clients with enquiries about  Tax 
and National Insurance.  We had 2309 enquiries focus on NICs and 780 on NI credits 
over 2015.  
 
Our case studies (see Appendix 1) indicate that many Citizens Advice clients did not 
know whether they had paid sufficient yearly NICs to qualify for the state pension and 
other contributory benefits, did not understanding that exemptions on Class 2 NICs 
when earnings are below the Small Profits Threshold may affect their entitlement to 
these benefits, and often only found out that their yearly NICs were insufficient for full 
benefit entitlements when it was too late to make additional payments. 
 
Many of our self-employed research participants who had claimed benefits had only            
done so for occasional, discrete periods . This was often linked to illness or injury.              4

Some were positive about the support they were able to access, which prevented             
them from falling into debt during periods where they are unable to work. However,               
others had found the benefit system difficult to navigate and slow to respond, making              
it hard to rely on when circumstances changed briefly.  
 
Unexpected ill-health is clearly a problem for self-employed people who are not            
entitled to statutory sick pay through the current class 2 NICs system. Our research              
suggested the biggest challenges were for those self-employed people on very low            
incomes with no savings. The evidence from our in-depth interviews suggested, some            

3 Office of Tax Simplification (2015) Employment status report 
4  Citizens Advice (2015) Going Solo 
[https://www.citizensadvice.org.uk/aboutus/policy/policyresearchtopics/workpolicyresearchsurveysa
ndconsultationresponses/workpolicyresearch/goingsolo/] 
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had sought help from the benefit system, generally through a claim for Employment             
and Support Allowance (ESA). However, this is a complicated benefit primarily           
designed for longer-term illness. It takes a long time to apply for, meaning it cannot               
be effective as a stop-gap measure for shorter spells of illness. Without more suitable              
options for short-term help from the current tax-benefit system, self-employed          
people remain at risk of falling into debt after illness, or even exacerbating health              
conditions by attempting to continue working. Some of our interviewees had lost            
assets and even seen businesses fail following periods of illness.  
 
A teleconference with 6 Citizens Advice advisers highlighted clients who were not 
making NICs but might benefit from improved communications and information from 
HMRC about their NIC status and the impact it would have on their entitlements. 
 
These included: 

● People who weren’t working, but weren’t claiming Jobseeker’s Allowance with 
no children or caring responsibilities. 

● People with multiple jobs, none of which paid more than the Lower Earnings 
Limit. 

● People who worked varying hours for varying pay, who changed jobs 
frequently, who were on Statutory Sickness, Maternity, Paternity or Adoption 
Pay and who did not satisfy the conditions for making contributions for 52 
weeks in a tax year. 

● Employees who earned less that the Lower Earnings Limit or self-employed 
people whose profits were less than the Small Profits Threshold.  

● People who are unaware of any contributions gaps such as those who have 
had their benefits sanctioned for more than two weeks. 

There is evidence that simpler tax systems improve understanding and personal 
financial decision-making , which our evidence suggests are in short supply when 5

considering our clients’ current understanding of how NICs relate to benefit 
entitlements, particularly amongst the self-employed (see Appendix 1). As a result 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 are 
often not claimed or paid within the necessary time frame to protect benefit 
entitlement. 

Consultation Questions 5, 6 and 7 - voluntary Class 3 contributions 
Historically, it has been possible for self-employed people to make voluntary 
payments of Class 2 NICs even if business profits were below the threshold (the Small 
Profits Threshold). This was useful for self-employed people, particularly those just 
developing their business, who wanted to maintain their state pension qualifying 
years. 
 
One of the proposals in the consultation is that such voluntary contributions should 
be made via much more expensive Class 3 NICs, currently used to cover shortfalls in 
State Pension qualifying years and to help qualify for bereavement benefits. They cost 

5 Department for Work & Pensions (2013) Enabling and encouraging saving: the evidence around 
pension reform and saving 
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at current rates £14.10 per week as opposed to £2.80 per week for Class 2 NICs. This 
is a very significant change in that it means that self-employed people seeking to 
make voluntary payments due to low profits will find it 500% more expensive to do so 
than is currently the case. The current proposals also mean that whilst those below 
the Small Profits Threshold (SPT) may have to make voluntary payments, those above 
the SPT but below the Low Profits Level would get NI credits for nothing.  
 
Our research shows that while the number of people in self-employment has 
increased in recent years, at the same time the number of self-employed people 
saving into a private pension has halved and only 24% of self-employed people with a 
household income of £1,000 or more a week are paying into a pension . This suggests 6

that self-employed people earning less than the Small Profits Threshold, who are 
already unlikely to be saving into a private pension, would be much less likely to cover 
shortfalls in State Pension qualifying years if it was made so much more expensive, 
leaving them financially vulnerable when they retired. A lower voluntary class 3 NIC 
for self-employed people earning below the Small Profits Threshold and employees 
earning below the Lower Earnings Limit would be more likely to encourage them 
continue to build up their entitlement to contributory benefits. 
 
This is likely to be a particular challenge under the new Universal Credit benefit 
system. The introduction of a Minimum Income Floor which assumes a self-employed 
person is earning the National Minimum Wage for a 35 hour week, after one year of 
business start up and reduces their Universal Credit payment accordingly, suggests 
that many self-employed people will be judged not to be entitled to Universal Credit 
after only one year of developing their business, regardless of how much they earn. 
Again this lack of entitlement could, in certain circumstances, mean they also lose out 
on NI credits and qualifying year entitlements for contributory benefits.  

6 Citizens Advice (2016) Shy of Retiring 
[https://www.citizensadvice.org.uk/Global/CitizensAdvice/Work%20Publications/shyofretiring.pdf] 
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Appendix: case studies 

Case study 1 
Angela was a cancer survivor who had returned to work after her treatment.  She was only 
able to find work  for 16 hours per week paying the National Minimum Wage, which put 
her income below the Lower Earnings Limit.  Angela had originally visited Citizens Advice 
because of her concern that her health was not good enough to be able to perform the 
work required in her new role: she had not realised that by earning so little per week and 
being classified as selfemployed, neither herself nor her employer would be obliged to 
pay her NICs and that this could affect her entitlement to the full state pension and any 
future contributionbased Employment Support Allowance entitlement. She felt that it 
would be impossible to increase her hours in this role because of her poor health. 
Because of her worry about how she would be able to manage in the future when she 
either had to give up work entirely because of ill health or when she reached retirement 
age, she felt unable to accept the job offer. 

 

Case study 2 
Ed  had been selfemployed for many years, during some of which he had been exempt 
from paying Class 2 NICs, but had spent the last year doing up his new home, while he 
and his wife lived off the savings from the sale of their previous home. Ed had realised 
that this meant he could risk a shortfall in his yearly NICs that could mean he was not 
entitled to the full state pension. He had tried to find out what his situation was by ringing 
the HMRC NICs telephone helpline on several occasions and, when he could not get 
through,  had written to HMRC twice requesting details of the NICs he had paid and any 
shortfalls. However, he had received no reply. Finally he came to Citizens Advice, where 
the advisor supported him to make a formal complaint to HMRC. Only after this, did Ed get 
the information he had requested. 

 
 

Case study 3 
Michael was disabled and had worked for many years as selfemployed. The flexibility of 
this type of employment had allowed him to fit his work around periods of ill health and 
better manage his condition.  
He visited Citizens Advice on learning that because he had claimed the Small Earnings 
Exemption from paying Class 2 NICs over many of the years of his working life, he was 
now not entitled to a full state pension. He had been shocked to discover this, having 
never realised the connection between class 2 NICs and entitlement to the state pension. 
Citizens Advice supported Michael in making a case for late payment of additional 
voluntary NICs to increase his entitlement, but this was not accepted. Michael now faces 
having to continue working past his state pension age, at a time when his health is 
worsening. This will merely to maintain his current low income, as his state pension 
entitlement is not sufficient to replace this. 
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