
 

 

Proposed new tax rules for the use of 
contractors in the Private Sector (IR35) 

 
 
 

  

Why are new rules being 

introduced? 

The IR35 rules were originally 

implemented in 2000 to ensure that 

individual contractors providing services 

via their own private service companies, 

(PSCs), or other intermediaries, paid 

broadly the same amount of tax as if 

they were employees. HMRC believe 

noncompliance with IR35 has been 

widespread and estimate that only 10% 

of those who should be applying the 

rules do so, with an estimated cost to 

the exchequer of £1.3bn by 2023/24. 

When will the new rules apply? 

New rules have been in place for public 

authorities since April 2017 but will 

extend to the private sector and third 

sector (e.g. charities) from 6 April 2020. 

Draft legislation has recently been 

released. 

Key parties 

The draft legislation envisages two key 

parties 

 The “End Client” – The 

organisation that receives the 

services from the PSC, who will 

be responsible for deciding 

 Has 50 employees or fewer. 

Where the End Client is small then it 

will remain the responsibility of the 

PSC to determine if IR35 is applicable 

and apply the existing IR35 rules. 

What is required? 

The End Client must ensure that a 

Status Determination Statement (SDS) 

is drawn up before the 

commencement of any activity 

involving a PSC. The SDS must state 

whether or not an arrangement is 

affected by IR35 and explain the 

reasoning behind this decision. 

Reasonable care must be taken in 

compiling the SDS. Once the SDS has 

been created it must be issued to 

those who are next in the chain under 

the contract, (if anyone), and also to 

the PSC contractor. 

If this document is not prepared by 

the End Client, they then must take 

on the liabilities associated with being 

the Fee Payer – if they are not 

already.  

whether the contractor 

arrangement falls within the 

new rules. 

 The “Fee Payer” – The 

organisation which must 

ensure the correct tax is 

paid. They are usually the 

party who provides payment 

to the PSC. 

In many cases these two parties will 

be the same organisation – but this is 

not always the case. 

Who has to apply the new 

rules? 

The new rules apply where the End 

Client is a large or medium sized 

company as set out in the Companies 

Act 2006. Small companies, which 

meet two of the following three 

criteria are, therefore, exempt from 

applying the new IR35 rules to their 

contractual agreements. 

 Turnover of not more than 

£10.2 million 

 Balance sheet total does not 

exceed £5.1 million 



 

 

 

The End Client must also implement a 

disagreement process which will allow 

the PSC to register any objections they 

have to the SDS. There is no specific 

guidance on the set up of the 

disagreement process, but the legislation 

does stipulate a 45 day time limit for a 

response from the End Client to any 

issues raised.  

What should you do?  

The new legislation is still only in draft 

format and the Government has 

requested feedback by 5 September 

2019. The general expectation, however, 

is that the legislation will be enacted 

largely as drafted.  

If you are a PSC we would recommend 

you review your current engagements. In 

theory, if your working practices 

currently fall outside IR35 then the 

position should not change in April 2020. 

However, the organisations to which you 

provide your services may be more risk 

adverse and decide the best course of 

action is to apply PAYE and NIC. This 

could significantly impact both the tax 

you pay and your cash flow, and you 

need to be prepared.  

How can we help? 

Our experienced tax team has regularly 

advised on IR35 matters since its 

introduction in 2000. If you want to talk 

to us about how the new draft legislation 

might affect your business then we would 

be happy to help. 

 

If you are a non-small End Client 

employing contractors then you should 

start to “gear-up” your internal 

procedures ahead of the changes. For 

example: 

 Do you intend to continue to 

use contractors – or would it 

be preferable to move them to 

employed status?  

 If you do decide to continue 

with sub-contractors do you 

need to make changes to the 

engagement terms to make it 

more likely that IR35 does not 

apply?   

 You will also need to consider 

who is going to be responsible 

for SDS compliance? How will 

you monitor any 

disagreements? Do you have 

the expertise in-house or do 

you need to employ an 

expert? 

Many End Users are reliant on 

contractors within their businesses, and 

early discussions between the parties to 

agree on the way forward will be 

essential.  


