A Contractor’s Guide

When you’re ready to begin your contracting
journey, there’s a decision you need to make.
You can either operate under an umbrella
company or by establishing your own limited
company.
Each route has its own unique set of
challenges and advantages depending on your
circumstances. To help you better understand
your contracting options and which is best for
you, we’ve put together a guide to provide you
with all of the information you need.

Contracting under an
umbrella company
Contracting under an umbrella company means you will
be an employee and be paid by that company for a fixed
term. You will need to submit timesheets to the company
who will then invoice the end client or agency for the
work done. Then, you’ll be paid as a PAYE employee minus
the umbrella fee.

Is umbrella for me?
An umbrella company may better suit you if you’re only
looking to contract for a short period of time. Working
under an umbrella company means you’ll have less
responsibility to worry about, so could be a good choice if
you’re new to the industry.

Contracting through a limited
company
Setting up your own limited company means you’re in control. As the director of
your limited company, you’re responsible for your finances, taxes and accounts.
Though this seems daunting to many new contractors, establishing and running
your company is simple.

Is limited for me?
If you’re planning on contracting for a long period of time, a limited company
could be the most tax efficient way of working. You will also have access to
claim a wider number of expenses.

How do I set up a limited
company?
It takes only a number of hours to establish your company with Companies House,
open a business bank account and appoint a dedicated accountant. From here, your
dedicated accountant can take care of the rest.

What about the pros and cons?
Each method comes with its set of pros and cons depending on your situation. Below we’ve summarised some of the
most common advantages and disadvantages:

Limited Company

PAYE Umbrella

Advantages

Advantages

• You can claim on a wider range of expenses

• Easy to use – all you need to do is enter your timesheet

• You maintain complete control of your financial affairs.

This means that you don’t have to leave your finances to
a third party administrator
• There’s a greater opportunity for tax planning than PAYE

umbrella
• Your personal accountant can help you to manage your

finances

Disadvantages
• You will need to complete some paperwork (usually

around 10-15 minutes each month)
• Setting up your own limited company can be costly if

you’re only contracting for a short period of time

and expenses and your umbrella company will sort the
rest
• All tax and National Insurance is deducted before you’re

paid
• Ideal if you’re working on short term contracts and taking

home less than £25k per year
• Someone else will be managing all of the paperwork on

your behalf

Disadvantages
• Your salary will be subject to tax and NI deductions on

your behalf. This means you will take home less of your
income each month
• You are reliant on the umbrella company to collect your

money from the client or agent and pay it back to you

How much could I take home?
Umbrella Employee
Umbrella employees have tax, National Insurance and fees deducted automatically before wages are paid to them. You would
typically take home around 60-65% of your contract rate.

Limited Company Director
Working through your own limited company means you can expect to take home approximately 75-80% of your contract value.
The main savings when choosing a limited company instead of an umbrella are based around National Insurance and the
benefit of claiming a wider range of expenses.
We’ve also included a breakdown to illustrate the difference in take home pay based on a daily contract value of £400.

Daily contract value

Yearly take home

Outside IR35

Inside IR35

PAYE Umbrella

£400

£400

£400

£57,890.46

£55,785.88

£54,927.51

Why should I choose
SJD?
Here at SJD, we’re experts in all things tax and accounting.
That’s why we’re here to offer you the best advice when it
comes to choosing the right direction for you. As a client of
SJD, you also have access to the following:

Face-to-face meetings
Tax is complicated, which is why we offer free face to
face meetings in any of our UK offices.

Unlimited access to your own
accountant
When you join SJD, you’ll be appointed a personal
accountant who will manage all of your financial needs.

Money back service guarantee
We promise to answer your calls and emails in the same
day or we’ll refund your monthly fees.

Outstanding reputation
We’ve won more awards for our service and accountancy
excellence than any other firm in the market.

Contact
If you have any questions about contracting
through your own limited company or would like
any further advice please call our new client
services helpdesk on 01442 275 789, or email
newbusiness@sjdaccountancy.com

