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Undergraduate Certificate in Payroll Risk Management (United Kingdom) (United Kingdom)

Compliance and Regulatory Reporting,

Auto-enrolment — Mandatory enrolment of eligible employees into a workplace pension scheme. Related
terms: pension provider, minimum contribution. Employers must calculate qualifying earnings, deduct
employee and employer contributions from payroll, and register with The Pensions Regulator. Example: A
UK retailer enrols all staff earning over £10,000 annually, contributing 3% of qualifying earnings while
employees contribute 5%. Practical application involves integrating pension deductions into payroll
software and submitting quarterly payments. Challenges include tracking employee eligibility, managing
multiple pension providers, and ensuring timely contributions to avoid penalties.

Agency Worker Regulations (AWR) — Legislation governing the rights of agency workers, ensuring equal
treatment after 12 weeks. Related terms: temporary staff, pay parity. Employers using agency labour must
provide comparable pay, holidays, and pension access. Example: A construction firm hires agency
electricians; after 12 weeks they must receive the same hourly rate as permanent staff. Practical application
requires monitoring agency contracts and adjusting payroll records. Challenges include distinguishing
agency versus permanent status, and coordinating with staffing agencies to obtain accurate pay data.

Apprenticeship Levy — A 0.5% levy on UK employer payrolls exceeding £3 million, payable annually. Related
terms: levy fund, training allowance. The levy is calculated on total pay, with an annual repayment of 10% of
the levy amount available for apprenticeship training. Example: A manufacturing company with £5 million
payroll pays a £25,000 levy and can reclaim £2,500 for apprenticeship spend. Practical application involves
calculating the levy in the year-end payroll run and allocating funds to training accounts. Challenges include
forecasting levy liabilities, managing cash flow, and ensuring eligible training expenditures.

Annual Return — A statutory filing submitted to HMRC detailing payroll information for the tax year. Related
terms: P46, P45. The return includes total earnings, deductions, and employer PAYE liabilities. Example: An
accountant prepares the annual return for a small business, reconciling monthly PAYE submissions with
year-end totals. Practical application requires reconciling payroll records with HMRC online services.
Challenges involve correcting discrepancies, meeting filing deadlines, and handling penalties for late or
inaccurate returns.

Apprenticeship Agreement — Contract outlining the terms of an apprenticeship, including training plan and
wage. Related terms: off-the-job training, minimum wage. Employers must ensure the apprentice receives at
least the National Minimum Wage for apprentices and that training hours are recorded. Example: A digital
agency signs an apprenticeship agreement for a junior developer, detailing a 20-hour weekly training
schedule. Practical application includes tracking training hours within payroll and reporting to the Education
and Skills Funding Agency. Challenges include maintaining compliance with wage thresholds and
documenting training accurately.

Basic Rate of National Insurance (NI) — The standard percentage applied to employee earnings between the
Primary Threshold and Upper Earnings Limit. Related terms: Secondary NI, Employer NI Contributions. For
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2024/25 the primary rate is 12% on earnings above £12,570 and up to £50,270. Example: An employee
earning £30,000 pays NI of (£30,000-£12,570) x 12% = £2,086. Practical application requires payroll
software to segment earnings into NI thresholds. Challenges include handling multiple thresholds, adjusting
for NI rate changes, and ensuring correct employer contributions.

Benefit in Kind (BIK) — Non-cash benefits provided to employees that are taxable. Related terms: HMRC
P11D, salary sacrifice. Examples include company cars, private medical insurance, and interest-free loans.
Employers must value each BIK, report on form P11D, and calculate Class 1A NI. Practical application
involves integrating BIK valuation into payroll and generating annual P11D submissions. Challenges include
valuing fluctuating benefits, keeping records up to date, and managing employee communication about tax
implications.

Business Rates — Non-domestic property taxes based on rateable value, payable by most employers. Related
terms: valuation office agency, rateable value. While not a payroll tax, business rates affect overall cost
structures and can influence salary budgeting. Example: A retail chain pays £15,000 annually in business
rates for a flagship store. Practical application includes budgeting for rates in the payroll cost model.
Challenges involve appeals against assessments and accounting for rate changes across multiple locations.

Class 1A National Insurance — Employer NI payable on taxable benefits in kind. Related terms: BIK, PAYE. The
rate mirrors standard employer NI (13.8% for 2024/25). Example: An employee receives a company car
valued at £5,000; the employer pays £690 in Class TA NI. Practical application requires payroll to calculate NI
on each BIK and report on the P11D. Challenges include ensuring accurate benefit valuation and timely
submission to avoid penalties.

Class 1 National Insurance — Primary and secondary NI contributions on employee earnings. Related terms:
Employer NI, Employee NI. Employee (primary) rates are deducted from gross pay, while employer
(secondary) rates are added to payroll cost. Example: An employee earning £40,000 pays 12% NI, while the
employer contributes 13.8% on the same earnings. Practical application involves splitting payroll
calculations into employee and employer components. Challenges include handling multiple NI categories
(e.g., contracted out, reduced rates) and staying current with legislative changes.

Class 2 National Insurance — Fixed weekly contributions for self-employed individuals. Related terms:
self-assessment, NIC. For 2024/25 the weekly rate is £3.45, payable if profits exceed £12,570. Example: A
freelance graphic designer with profits of £20,000 pays £179.40 annually. Practical application for payroll
risk management includes advising self-employed contractors on NI obligations. Challenges involve
ensuring contractors register for Class 2 and reconcile payments with HMRC records.

Class 3 National Insurance — Voluntary contributions to fill gaps in NI record for state pension eligibility.
Related terms: state pension, voluntary NIC. Individuals may pay £17.45 per week (2024/25) to boost
entitlement. Example: A retired engineer pays Class 3 contributions to qualify for a full State Pension.
Practical application is limited for payroll but affects employee advisory services. Challenges include
communicating the benefit-cost ratio and managing payment schedules.

Class 4 National Insurance — Contributions on profits of self-employed individuals, calculated as a
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percentage of taxable profit. Related terms: self-employment tax, NIC. Rates are 9% on profits between
£12,570 and £50,270, and 2% above that. Example: A consultant with £80,000 profit pays £3,384 in Class4
NIC. Practical application includes integrating Class4 calculations into self-assessment software. Challenges
involve accurate profit reporting and reconciling with Class2 contributions.

Construction Industry Scheme (CIS) — Tax deduction regime for payments to subcontractors in construction.
Related terms: sub-contractor, gross payment. Registered contractors deduct 20% (or 30% for unregistered)
from subcontractor invoices and remit to HMRC. Example: A builder pays a plasterer £1,000, with £200
deducted and reported under CIS. Practical application requires maintaining contractor registrations, issuing
deduction statements, and filing monthly CIS returns. Challenges include verifying subcontractor status,
handling cash flow impacts, and correcting under-deductions.

Contract of Employment — Legal document setting out terms of work, pay, and conditions. Related terms:
employee handbook, terms of service. The contract defines taxable earnings, pension enrolment eligibility,
and notice periods. Example: A software firm provides a written contract stating a £35,000 salary, holiday
entitlement, and pension contribution. Practical application includes referencing the contract when
configuring payroll deductions. Challenges involve ensuring contracts reflect current legislation (e.g.,
statutory sick pay) and updating them for policy changes.

Corporate Tax — Tax on company profits, distinct from payroll taxes but influences remuneration strategies.
Related terms: taxable profit, CT rate. Employers may adjust salary versus dividend mixes for tax efficiency.
Example: A limited company earns £200,000 profit, paying 25% corporate tax (£50,000). Practical application
for payroll risk managers includes advising on remuneration structures that balance PAYE and dividend tax.
Challenges include aligning payroll policies with corporate tax planning and monitoring changes to
dividend taxation.

COVID-19 Temporary Payroll Support Scheme (TPS) — Government initiative (2020-2021) to subsidise wages
during the pandemic. Related terms: furlough, government grant. Employers could claim up to 80% of
wages, capped at £2,500 per employee per month. Example: A hospitality firm placed staff on furlough,
receiving 80% wage support for three months. Practical application involved submitting claims via HMRC's
online portal and adjusting payroll to reflect reduced deductions. Challenges included navigating eligibility
criteria, handling partial furlough, and reconciling payments after the scheme ended.

Data Protection Act 2018 (DPA) — UK legislation implementing GDPR, governing handling of employee
personal data. Related terms: privacy impact assessment, data subject rights. Payroll systems must store
data securely, limit access, and retain records only as long as needed. Example: A payroll provider encrypts
employee bank details and implements role-based access controls. Practical application requires regular
audits, staff training, and incident response plans. Challenges include balancing data accessibility for payroll
processing with strict confidentiality requirements, and managing cross-border data transfers.

Deferred Compensation — Salary or bonuses postponed to a later date, often for tax planning. Related
terms: pension contribution, tax deferral. Employers may set up salary sacrifice arrangements where part of
earnings is redirected to a pension scheme before tax. Example: An executive agrees to defer £10,000 of
annual bonus into a retirement fund, reducing immediate PAYE liability. Practical application involves
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adjusting payroll calculations and ensuring compliance with pension regulations. Challenges include
communicating benefits to employees, tracking deferred amounts, and handling early withdrawal penalties.

Employment Tribunals — Judicial bodies that hear disputes between employers and employees, often
involving pay or discrimination claims. Related terms: unfair dismissal, equal pay. Payroll inaccuracies can
trigger tribunal claims for unlawful deductions or underpayment. Example: An employee sues for
underpayment of overtime, resulting in a tribunal award. Practical application includes maintaining accurate
payroll records, responding to tribunal requests, and implementing corrective measures. Challenges involve
legal costs, reputational risk, and ensuring preventive compliance.

Equal Pay Act (1999) — Legislation requiring men and women to receive equal pay for equal work. Related
terms: gender pay gap, pay audit. Employers must conduct pay audits and publish gender pay gap data.
Example: A retailer discovers a £2,000 gender pay disparity and adjusts salaries accordingly. Practical
application involves analysing payroll data, identifying disparities, and implementing remediation plans.
Challenges include data collection complexities, statutory reporting deadlines, and managing employee
expectations.

European Union (EU) Exit Regulations — Post-Brexit legislative changes affecting payroll, such as the loss of
EU directives on working time and data transfers. Related terms: UK GDPR, immigration status. Employers
must adjust payroll for EU nationals under the new points-based system. Example: A UK firm updates
payroll to capture immigration status for EU employees. Practical application includes revising employee
onboarding forms and ensuring compliance with the new immigration rules. Challenges involve interpreting
transitional arrangements and maintaining cross-border payroll accuracy.

Employment Rights Act 1996 — Foundational UK statute outlining employee rights, including pay, holidays,
and redundancy. Related terms: statutory entitlement, contractual rights. Payroll must reflect statutory
holiday pay (holiday pay = normal pay rate) and statutory redundancy payments based on age and service.
Example: An employee with 10 years’ service receives statutory redundancy calculated at £540 per week.
Practical application includes configuring payroll to calculate redundancy pay automatically. Challenges
involve handling complex redundancy calculations and ensuring accurate holiday accruals.

Employment Allowance — Annual reduction of up to £5,000 on employer's Class 1 NIC liability. Related
terms: NIC reduction, eligibility criteria. Small and medium employers can claim the allowance via the PAYE
online portal. Example: A small consultancy with £4,500 NIC liability applies the allowance, reducing its NIC
bill to zero. Practical application requires monitoring eligibility (e.g., not a public body) and claiming before
the end of the tax year. Challenges include tracking usage across multiple payroll runs and ensuring the
allowance is not claimed twice.

Employer National Insurance (Employer NI) — Secondary NI contributions payable by the employer on
employee earnings. Related terms: Class 1 NI, payroll cost. The 2024/25 rate is 13.8% on earnings above the
Secondary Threshold (£9,100). Example: An employee earning £30,000 incurs £2,751.80 in employer NI.
Practical application involves adding employer NI to the overall labour cost and reporting on the employer’s
quarterly PAYE return. Challenges include accounting for NIC exemptions (e.g., apprentices) and handling
multiple payroll frequencies.
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Employer Pension Contributions — Mandatory or voluntary contributions made by the employer to a
qualifying pension scheme. Related terms: auto-enrolment, minimum contribution. The statutory minimum
for auto-enrolled employees is 3% of qualifying earnings, with the employee contributing at least 5%.
Example: An employer contributes £1,200 annually for an employee earning £40,000. Practical application
includes calculating qualifying earnings, deducting employee contributions, and remitting employer
contributions via the pension scheme’s portal. Challenges involve multiple pension providers, varying
scheme rules, and ensuring timely payments to avoid penalties.

Employer Shared Parental Leave (SPL) — Statutory leave allowing parents to share up to 50 weeks of leave
and 37 weeks of pay. Related terms: shared parental pay, statutory leave. Employers must maintain SPL
records and calculate statutory pay based on average earnings. Example: Two parents split 12 weeks of SPL,
each receiving statutory pay of £190.58 per week (2024/25). Practical application involves adjusting payroll
for SPL periods and ensuring correct statutory pay calculations. Challenges include coordinating leave
schedules, handling overlapping entitlements, and managing payroll adjustments for partial weeks.

Employment Insurance — Informal term sometimes used for National Insurance; not a separate scheme.
Related terms: NI contributions, social security. The term appears in older literature but is superseded by the
NI system. Example: Historical references to “employment insurance” in pre-1975 legislation. Practical
application: None, but awareness helps interpret legacy documents. Challenges: Avoiding confusion with
modern benefit terminology.

Equal Opportunities Commission (EOC) — Former UK body (now part of the Equality and Human Rights
Commission) that promoted workplace equality. Related terms: EEA, equality legislation. Although dissolved,
its guidance informs current payroll compliance on gender, race, and disability reporting. Example: An
employer uses historic EOC guidance to develop a gender pay gap analysis. Practical application includes
referencing legacy best-practice documents. Challenges: Ensuring guidance aligns with current law.

Exemptions (Tax & NI) — Specific categories of employees or earnings that are exempt from PAYE or NI, such
as certain overseas workers or specific benefits. Related terms: tax exemption, NI relief. Example: A diplomat
posted abroad may be exempt from UK PAYE under a double-taxation treaty. Practical application requires
identifying exemption criteria in payroll configuration. Challenges include maintaining up-to-date
exemption tables and documenting rationale for audit trails.

Family Leave — Statutory leave for dependants, including parental, adoption, and shared parental leave.
Related terms: statutory parental leave, adoption leave. Payroll must process statutory pay where applicable
and track leave balances. Example: An employee takes 2 weeks of statutory adoption leave, receiving
£190.58 per week. Practical application involves updating HR systems and ensuring correct PAYE deductions.
Challenges include coordinating with HR, handling partial weeks, and managing overlapping leave types.

Financial Conduct Authority (FCA) — Regulator overseeing financial services, including pension providers and
payroll outsourcing firms. Related terms: regulated activity, authorised person. Payroll service providers
must be FCA-approved when offering pension administration. Example: A payroll outsourcing company
obtains FCA authorisation to manage employee pension contributions. Practical application includes
verifying provider licences and monitoring compliance reports. Challenges involve maintaining up-to-date
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authorisation status and responding to FCA supervisory reviews.

First-Tier Tax (Income Tax) — The primary tax on employee earnings, deducted via PAYE. Related terms: tax
code, PAYE. Rates for 2024/25: 20% basic rate up to £37,700, 40% higher rate up to £125,140, and 45%
additional rate above that. Example: An employee earning £45,000 pays income tax of
(£37,700-£12,570)x20% + (£45,000-£37,700)x40% = £5,286. Practical application requires applying the
correct tax code, calculating cumulative tax, and reporting via real-time information (RTI). Challenges
include handling multiple tax codes, adjusting for benefits, and managing year-end reconciliations.

Fixed-Rate Employer NI — Alternative method for calculating employer NI on certain employee groups (e.g.,
apprentices) using a reduced rate. Related terms: NIC exemption, reduced rate. Apprentices under 25 may
pay 0% employee NI and reduced employer NI. Example: An apprentice earning £15,000 incurs no
employee NI and reduced employer NI of 1.5% on earnings above the secondary threshold. Practical
application involves setting the appropriate NIC category in payroll software. Challenges include correctly
identifying eligible apprentices and updating payroll when age or status changes.

Flat-Rate Tax (PAYE Settlement Agreement) — Arrangement allowing employers to pay a single tax amount
on certain expenses, avoiding individual employee PAYE calculations. Related terms: expense
reimbursement, settlement agreement. Example: A company pays a flat-rate of £500 for staff entertainment,
covering both tax and NI. Practical application reduces administrative burden for low-value benefits.
Challenges include ensuring the flat-rate amount covers HMRC's calculated liability and keeping records for
audit.

Gross Pay — Total earnings before any deductions (tax, NI, pension, etc.). Related terms: net pay, deductions.
Payroll systems calculate gross pay from salary, overtime, bonuses, and allowances. Example: An employee
with a £2,500 monthly salary, £200 overtime, and £100 allowance has a gross pay of £2,800. Practical
application includes feeding gross pay into tax and NI calculations. Challenges involve accurate accrual of
variable components and handling pro-rated amounts for new starters.

HMRC (Her Majesty’s Revenue and Customs) — UK tax authority responsible for collecting PAYE, NIC, and
other payroll taxes. Related terms: Real-Time Information (RTI), online services. HMRC provides guidance,
software specifications, and enforcement powers. Example: Employers submit Full Payment Submissions
(FPS) each payday via HMRC's RTI service. Practical application requires integrating payroll systems with
HMRC APIs, maintaining compliance calendars, and responding to enquiries. Challenges include staying
abreast of frequent regulatory updates and managing penalties for late or inaccurate submissions.

Holiday Pay — Statutory pay for annual leave, calculated at an employee’s normal rate of pay. Related terms:
statutory annual leave, accrual. Example: An employee earning £12 per hour takes 5 days (40 hours) of
holiday, receiving £480. Practical application involves accruing holiday entitlement, tracking usage, and
ensuring payroll reflects the correct rate during leave periods. Challenges include handling variable pay
rates (e.g., shift workers) and ensuring carry-over rules comply with legislation.

HMRC Online Services — PAYE for Small Employers — Free web-based payroll tool for employers with fewer
than 250 employees. Related terms: RTl, self-service payroll. The service allows submission of FPS, EPS, and
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P45/P46 forms without third-party software. Example: A boutique shop uses HMRC's online portal to run
monthly payroll. Practical application includes manual data entry, generating payslips, and filing RTI
submissions. Challenges are limited automation, higher error risk, and scaling difficulties as the workforce
grows.

HMRC Online Services — Payroll Software Integration — APIl-based connection allowing payroll software to
transmit RTI data directly to HMRC. Related terms: Real-Time Information, API. Example: A medium-size firm
uses Sage Payroll, which automatically sends FPS and EPS data to HMRC after each run. Practical application
reduces manual entry, improves compliance, and provides instant acknowledgment. Challenges include
maintaining API credentials, handling connectivity outages, and ensuring software updates align with HMRC
specification changes.

In-Year Accounting (IYA) — Process of reconciling payroll figures with HMRC throughout the tax year, rather
than only at year-end. Related terms: real-time reporting, monthly reconciliation. Example: An accountant
reviews monthly PAYE and NI totals against HMRC statements to detect discrepancies early. Practical
application improves cash-flow forecasting and reduces year-end adjustments. Challenges include
allocating resources for continuous monitoring and managing data from multiple payroll runs.

In-Year Adjustments (IYA) — Corrections made to payroll data within the tax year to rectify over- or
under-deductions. Related terms: PAYE corrections, NIC adjustments. Example: An employee’s tax code
changes mid-year; the payroll system issues an IYA to correct cumulative tax. Practical application involves
submitting an EPS (Employer Payment Summary) with the revised totals. Challenges include ensuring the
adjustments are reflected in employee payslips and preventing double counting.

International Payroll — Management of payroll for employees working outside the UK, covering cross-border
tax and social security. Related terms: double taxation treaty, expatriate tax. Example: A UK firm sends a
manager to Singapore for 12 months; payroll must account for Singaporean tax, UK residency rules, and
possible NI exemptions. Practical application includes coordinating with local payroll providers and using
global payroll platforms. Challenges involve varying tax regimes, currency conversion, and compliance with
both UK and host-country regulations.

IR35 (Off-Payroll Working) — Tax legislation targeting disguised employment through intermediaries. Related
terms: intermediary, deemed employee. If an engagement falls inside IR35, the fee-payer must deduct PAYE
and NIC as if the worker were an employee. Example: A contractor supplies services via a Personal Service
Company (PSC); HMRC determines the engagement is inside IR35, requiring PAYE deductions. Practical
application involves conducting status checks, applying deemed payments, and reporting via PAYE.
Challenges include correctly assessing status, handling multiple contracts, and managing contractor
expectations.

National Minimum Wage (NMW) — Legal minimum hourly rate for workers, varying by age and
apprenticeship status. Related terms: National Living Wage, apprentice rate. For 2024/25 the rates are: 23 £
for 23+ (National Living Wage), 10.42 £ for 21-22, 10.18 £ for 18-20, 7.49 £ for under-18, and £5.28 for
apprentices. Example: A 20-year-old employee earning £9 per hour is above the NMW. Practical application
requires configuring payroll to apply the correct rate based on employee age and status. Challenges include
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monitoring age changes, ensuring compliance for casual workers, and updating rates annually.

National Insurance Contributions (NIC) — Contributions to the UK social security system, comprising Class 1
(employees and employers), Class 2, Class 3, and Class4. Related terms: NI thresholds, NIC categories. Payroll
calculates employee NIC (primary) and employer NIC (secondary) based on earnings bands. Example: An
employee earning £45,000 pays £5,000 in employee NIC, while the employer adds £6,210. Practical
application includes real-time reporting to HMRC and handling NIC exemptions. Challenges involve
multiple rates, thresholds, and special categories (e.g., contracted out, reduced rates).

National Insurance Number (NIN) — Unique identifier for individuals in the UK tax and benefits system.
Related terms: NI record, tax reference. The NIN is required for PAYE processing, NI contributions, and
benefits claims. Example: An employee’s payslip displays NIN “AB123456C". Practical application includes
verifying NIN validity at onboarding and ensuring consistent use across payroll and HR systems. Challenges
include handling missing NINs for new hires, overseas hires, and preventing fraudulent use.

National Insurance Thresholds — Earnings levels that determine when NIC is payable. Related terms: Primary
Threshold, Upper Earnings Limit. For 2024/25: Primary Threshold £12,570, Upper Earnings Limit £50,270.
Example: An employee earning £55,000 pays 12% NIC on earnings between £12,570-£50,270 and 2% on
earnings above £50,270. Practical application requires segmenting earnings in payroll calculations.
Challenges include updating thresholds each tax year and handling employee earnings that fluctuate across
pay periods.

National Insurance Category Letters — Codes (A, B, C, J, etc.) indicating which NIC rates apply to a particular
employee. Related terms: NIC category, contract type. Category “A" is standard for most employees; “J”
applies to married women and widows entitled to reduced rates. Example: A married female employee may
be placed in Category “J" if she claims the reduced rate. Practical application involves assigning the correct
category during employee setup and updating when circumstances change. Challenges include ensuring
accurate category selection to avoid over- or under-payment of NIC.

National Insurance Record (NI Record) — Historical account of an individual’s NIC contributions, used to
calculate entitlement to State Pension and other benefits. Related terms: state pension, benefit eligibility.
Employers indirectly affect the NI record through timely NIC payments. Example: An employee with 35
qualifying years receives a full State Pension. Practical application includes reconciling payroll NIC payments
with HMRC statements to ensure the employee’s record is accurate. Challenges involve correcting historical
gaps and coordinating with employees who have multiple employers.

National Insurance (Employer) Threshold — Earnings level above which employers must pay secondary NIC.
Related terms: secondary threshold, employer NIC. For 2024/25 the threshold is £9,100 per annum. Example:
An employee earning £8,000 incurs no employer NIC, while one earning £10,000 triggers employer NIC on
£900. Practical application requires payroll to compare each employee’s annualised earnings against the
threshold. Challenges include handling part-time employees, irregular pay patterns, and ensuring
cumulative calculations are correct.

National Insurance (Employee) Threshold — Earnings level above which employees must pay primary NIC.
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Related terms: primary threshold, employee NIC. For 2024/25 the primary threshold aligns with the lower
earnings limit of £12,570. Example: An employee earning £12,000 pays no employee NIC, while one earning
£13,000 pays NIC on £430. Practical application involves checking each pay period against the cumulative
annual earnings. Challenges include adjusting for overtime, bonuses, and irregular pay cycles.

National Minimum Wage (NMW) Apprenticeship Rate — Reduced rate applicable to apprentices under 19 or
those 19+ in the first year of apprenticeship. Related terms: apprentice wage, minimum wage exemption.
For 2024/25 the rate is £5.28 per hour. Example: An apprentice aged 20 receives £5.28 per hour in the first
year, then moves to the standard NMW thereafter. Practical application requires payroll to switch rates
automatically after the apprenticeship year elapses. Challenges involve tracking apprenticeship start dates
and ensuring compliance with the transition to standard NMW.

National Insurance (NI) Refunds — Reimbursements to employers when overpaid NIC is identified. Related
terms: over-payment correction, HMRC rebate. Refunds may arise from NIC exemptions or errors. Example:
An employer erroneously paid NIC on a contracted-out employee; HMRC issues a refund after correction.
Practical application includes filing an EPS with the corrected NIC totals and reconciling the refund in the
accounting system. Challenges include timely identification of over-payments and navigating HMRC's
refund process.

National Insurance (NI) Relief for Apprentices — Reduced employer NIC rate of 1.5% on apprentice earnings
above the secondary threshold. Related terms: apprentice NIC, reduced rate. Example: An apprentice
earning £15,000 incurs employer NIC of (£15,000-£9,100)x1.5% = £88.50, compared with the standard
13.8% rate. Practical application requires setting the apprentice NIC category in payroll. Challenges include
ensuring the apprentice status is correctly recorded and updating the rate when legislation changes.

National Insurance (NI) Thresholds — Upper Earnings Limit (UEL) — Upper limit for the standard NIC rate;
earnings above this level attract a reduced NIC rate of 2% for employees. Related terms: reduced NIC rate,
NIC banding. For 2024/25 the UEL is £50,270. Example: An employee earning £60,000 pays 12% NIC on
£37,700 (between PT and UEL) and 2% on the remaining £9,730. Practical application involves splitting
earnings across the two bands in payroll calculations. Challenges include handling bonuses that push
earnings over the UEL mid-pay period and ensuring accurate cumulative calculations.

National Insurance (NI) Thresholds — Primary Threshold (PT) — Earnings level at which employees start
paying NIC. Related terms: employee NIC, lower earnings limit. For 2024/25 the PT is £12,570. Example: An
employee with annual earnings of £13,000 pays NIC on £430. Practical application requires payroll to track
cumulative earnings to determine when NIC applies. Challenges include managing part-time staff whose
earnings may fluctuate around the threshold.

National Insurance (NI) Thresholds — Secondary Threshold (ST) — Earnings level at which employers begin
paying NIC. Related terms: employer NIC, secondary contributions. For 2024/25 the ST is £9,100. Example:
An employee earning £10,000 triggers employer NIC on £900. Practical application involves annualising
earnings for each employee to determine NIC liability. Challenges include handling irregular pay schedules
and ensuring correct NIC for employees on casual contracts.
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National Insurance (NI) Categories — Category A — Standard NIC category for most employees. Related
terms: standard rate, full NIC. Example: A full-time office worker is placed in Category A, paying 12%
employee NIC and incurring 13.8% employer NIC. Practical application involves defaulting new hires to
Category A unless a specific exemption applies. Challenges include identifying exceptions (e.g., married
women, contracted-out employees) and updating categories when circumstances change.

National Insurance (NI) Categories — Category J — Reduced NIC rate for married women and widows who
claim the “reduced rate” entitlement. Related terms: married women'’s reduced rate, NIC exemption. The
employee NIC rate drops to 0% for earnings up to the Upper Earnings Limit, while employer NIC remains at
13.8%. Example: A married female employee in Category J pays no employee NIC but the employer still
pays NIC. Practical application involves confirming eligibility and assigning Category J during onboarding.
Challenges include verifying entitlement and handling changes in marital status.

National Insurance (NI) Categories — Category H — NIC category for employees under 21. Related terms:
youth NIC, reduced rate. Employees under 21 pay reduced employee NIC (0% up to the Lower Earnings
Limit, then 12% above). Example: A 20-year-old employee pays NIC only on earnings above £12,570.
Practical application requires age verification and automatic NIC category assignment. Challenges involve
updating the category when the employee turns 21.

National Insurance (NI) Categories — Category M — NIC category for employees over State Pension age.
Related terms: post-pension age NIC, exempt NIC. Employees above the State Pension age do not pay
employee NIC, though employer NIC may still apply. Example: A 68-year-old employee pays no employee
NIC, but the employer contributes 13.8% on earnings above the secondary threshold. Practical application
includes flagging pension-age employees in payroll. Challenges include ensuring the correct category when
State Pension age thresholds change.

National Insurance (NI) Categories — Category Z — NIC category for employees with a “reduced rate” due to
a statutory reduction (e.g., married women). Related terms: reduced NIC, married women's reduction. The
employee NIC rate is 0% up to the UEL, while employer NIC remains at 13.8%. Example: A married woman
claiming the reduced rate is placed in Category Z, paying no employee NIC. Practical application mirrors
Category J but is used in specific HMRC guidance. Challenges include maintaining accurate records of
entitlement.

National Insurance (NI) Contributions — Secondary (Employer) NIC — Employer’s NIC liability on employee
earnings above the secondary threshold. Related terms: Class 1 NIC, employer cost.
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