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The questions and information in this leaflet may prompt 
you, or your family, friends or associates, to plan your 
affairs so as to save money or generate extra income.

Please discuss your individual circumstances with us, 
otherwise we disclaim any liability for anyone acting, or 
failing to act as a consequence of any information 
contained in this leaflet. May 2005 ©

Pointers to employment -

The employer has control over what work is done, when it 
is done, how it is done.

The employee has the benefit of holiday pay or sick pay.

The employee expects the employer to provide work, and 
expects to be paid anyway and expects to be paid regularly.

There is a restriction on the employee working for other 
people.

Pointers to self employment -

The worker can use an assistant or arrange for someone 
else to do the work for him.

The worker can decide when he will work, and what 
equipment he will use.

The worker supplies expensive equipment and / or 
materials for the job.

The worker does the job again or puts it right at his own 
expense if something goes wrong, and has his own 
insurance cover.

The worker requests payment by raising an invoice.

Any expectation of future work is dependent on 
satisfaction with the present job, and negotiations to agree 
a price, possibly after a competitive tendering process, 
verbal or otherwise.

The worker does work under similar arrangements for 
other people.

Critical factors

Do you give your accountant holiday pay?  We have never 
known a client to add a holiday pay element to any invoice 
that we have issued.  Self employed people just do not get 
paid if they do not turn up.

Does your secretary send her friend to do her job if she is 
not well?  If  an employee does not turn up, it is the 
employers problem, and the employee has no right to 
solve it.  If your self employed accountant is unwell, it is 
his problem and responsibility to arrange for someone else 
to do the work to the required standard.

Does everybody understand the contract?  Would the 
self employed worker tell the Inland Revenue that he can 
send someone in his place, and can he prove it?  Does the 
self employed worker ever send someone in his place?



Whether someone is employed or self-employed is a 
matter of fact, not necessarily what any paperwork 
states, or the parties think they have agreed.

Do you know that an employer is liable for any PAYE 
Income Tax or National Insurance Contribution (NIC) 
that should have been deducted from an employee, 
without recourse to the employee?  That can be very 
expensive - see example costs.

A person may be self employed and running a business 
in their own right, but still be an employee on a 
particular job .  Every job must be looked at 
seperately.

as well

Example costs -

U s i n g  a p p r o x i m a t e  
figures, the first £100 per 
week is the least expensive, 
as there will not normally 
be NIC due, nor Tax if the 
employee has no other 
income, and that includes 
h a v i n g  n o  p e n s i o n  
income.

The first £100 per week for a basic rate taxpayer would 
incur a tax cost of £28.20 (£100 / 78 x 22 because the 
actual amount paid is considered to be after deducting 
22% tax).

The first £100 per week for a higher rate taxpayer would 
incur a tax cost of £66.67 (£100 / 60 x 40 because the 
actual amount paid is considered to be after deducting 
40% tax).

Above approximately £100 per week there will also be 
employees and employers NIC due, and again the amount 
paid is considered to be after deducting the employee NIC.

Above £100 per week for a basic rate taxpayer, the 
calculation is -
Notional gross pay - say - £100.00
Income tax £22.00
Employee NIC £11.00 £33.00
Net pay £67.00
Employer NIC £12.80
The total Tax and NIC due is £45.80 for each £67 of net 
pay, equivalent to £68.35 for each £100 of  net pay.

Above £100 per week for a higher rate taxpayer, the 
calculation is -
Notional gross pay - say - £100.00
Income tax £40.00
Employee NIC £1.00 £41.00
Net pay £59.00
Employer NIC £12.80
The total Tax and NIC due is £53.80 for each £59 of net 
pay, equivalent to £91.19 for each £100 of  net pay.

The rules are the same for all types of business, but the 
Construction Industry has additional regulations.

From April 2006, there will be a monthly return of 
payments made to self employed contractors.  It will 
specifically state that they are not employees.  An incorrect 
statement could incur a penalty of £3,000 - each month.

Being CIS registered, and being registered for VAT, does 
not automatically mean that a person is a subcontractor 
and not a employee for a particular job.

What if  circumstances change?

There is a difference between circumstances changing, 
and an employer revising their view of  existing 
circumstances.

If  a person who has previously worked on a self employed 
basis, becomes an employee, the employer will issue a 
Contract of Employment and apply the PAYE and NI 
regulations, control the work of the employee, and grant 
the employee the benefits of holiday pay, sick pay, etc.  As 
an employee, the person will not issue invoices, may no 
longer be required to be VAT registered, may no longer 
need some forms of insurance, and may be able to look 
forward to regular payment rather than have to chase for 
invoices to be paid.

Where an employer revises their view of existing 
circumstances, the Inland Revenue may do the same, 
with serious consequences - they will review previous 
years.

It is important to document actual changes in 
circumstances in order to prevent the Inland Revenue 
raising inappropriate assessments on the pretext that 
nothing had changed.
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