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What happens if your contractor is inside IR35?

The IR35 tax legislation came into force to tackle the problem of disguised
employment. This is where a limited company is set up to carry out work that would
normally be done by a permanent employee and in doing so pays less tax in relation
to earnings received.

If they’re inside IR35, they will need to pay tax and National Insurance contributions as if
they were employed. This can reduce net income by up to 25%.

How is it applied?

Are umbrella company contractors affected?

The rules are applied on an assignment-by-assignment basis, meaning contractors
should pay the correct amount of tax and National Insurance for each project. Due to
the recent change in the public sector, it is the responsibility of the public sector body
or agency to assess whether a contractor falls within IR35 and to deduct the National
Insurance and PAYE at source.

Contractors who use compliant umbrella companies, such as Parasol, are directly
employed by the business. This means they are not affected by IR35.

HMRC will consider a number of factors in determining whether an assignment falls
within the IR35 legislation. We’ve included some relevant factors that are likely to be
considered in this booklet on the next few pages.

How can your contractor defend an investigation?
Contractors must be able to prove that their assignment is outside of IR35 by providing
HMRC with evidence that it is a business to business arrangement both in the context
of a written agreement and in relation to the day to day working practices.

Understanding IR35 can be challenging. It’s probably one of the most talked about
topics in the world of contracting. Over the next few pages, we’ve summed up the
different factors that help to determine IR35 status and the effect they have.

What helps with IR35?

What hinders with IR35?

Call 0800 458 0818

Email bestadvice@parasolgroup.co.uk
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Helps
The contractor is free to decide how,
what, when, where they do the work.

Hinders

Mutuality
of
Obligation

Right of
substitution

The contractor is told how,
what, when and where to do
the work.

Control
Helps
Helps

The client has no obligation to
offer work and the contractor has
no obligation to accept.

The contractor has an unfettered right
to substitute the service to someone
suitably qualified.

Hinders
Hinders

The client is obliged to keep offering
work to the contractor and the
contractor is obliged to accept.

The contractor is obligated to
personally carry out the services.

Part and Parcel
of the Organisation

Call 0800 458 0818

Helps:

Hinders:

Project based, has an end
date, uses own equipment,
treated as independent
contractor, etc.

Rolling contract, appraisals,
eligible for bonus, org chart,
employee facilities/functions
business cards, etc.

Email bestadvice@parasolgroup.co.uk

Termination Clause
Helps:

Hinders:

There should be a
clause which lets either
party give notice to
bring the contract
to a close.

The client has the right to
dismiss the contractor.
A ‘dismissal’ is classed as
employment-related language.
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Helps
The contractor is responsible for
providing their own tools and
equipment.

Hinders
The client provides tools and
equipment for the contractor.

Financial
Risk

Intention
of the
Parties

Tools and
Equipment

Helps

Helps

The contractor risks their own money such as marketing,
electrical equipment or training. This also includes reduced
payment for missed deadlines or poor standards of work.

All parties are clear that it is a
business-to-business agreement.

Hinders

Hinders

The contractor does not risk their own money or
carry responsibility for the standard of work.

One or all of the parties think the
contractor is actually an employee
of the client.

Length of Contract

Call 0800 458 0818

Employee Benefits

Helps:

Hinders:

Helps:

Hinders:

The contract should
have a clause which
allows either party to
give notice to bring the
contract to an end.

The client has the right to dismiss
the contractor. A ‘dismissal’ is
classed as employment-related
terminology.

The contractor is not
entitled to the benefits an
employee of the business
has including holiday pay,
sick pay and maternity pay.

The contractor receives
employee benefits such as
holiday pay, sick pay and
maternity pay.

Email bestadvice@parasolgroup.co.uk
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Our IR35 team is available to review individual assignments and give
advice on contract terms and day to day working practices.
Please contact ClearSky Contractor Accounting on 0800 458 0818
or email bestadvice@parasolgroup.co.uk

