
There has been plenty written on the impact of IR35 on 
private sector businesses, the approaches that can be taken 
and debate around which is the best way forward.  With Brexit 
and COVID impacts, it is understandable that organisations are looking at short term fixes 
to the IR35 conundrum.
 
The impact on each business is different as the underlying fundamentals that dictate the 
risk exposure of getting it wrong vary significantly. Considerations around peaks and troughs 
of demand management, loss of critical contractors, and avoiding an increase in fixed 
overheads during the economic recovery are all things on the mind of a business leader.
 
There are three common ways of approaching it.

MANAGING IR35 ACHIEVES 
A SAVING OF 82.5%
BLANKET ASSESSING CONTRACTORS 
INSIDE IR35 IS A COSTLY APPROACH

1
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Avoidance

2
Risk Averse

3
Innovate

PSC blanket bans/PAYE engagements only. Limited company (PSC) 
contractors are banned from being engaged outside of IR35. Therefore 
contractors have to either accept a perm role, or accept an ‘inside IR35’ 
decision (and the 25% increased tax payments) if they wish to remain
with the business.

The business creates a picture of fair assessment to satisfy the reasonable 
care requirements laid out by HMRC. They believe that this may also satisfy the 
contractors they engage that they have taken due and considered steps to their 
engagement, to avoid any unrest. Unfortunately the business then pursues a 
highly risk averse agenda when it comes to determining each contractor’s status 
and only a handful of critical contractors are actually assessed fairly, if any.

The business embraces the opportunity IR35 presents. Innovation is what keeps 
businesses thriving in challenging times. These organisations invest in change.  
They create contingent labour engagement processes that meet all the criteria of 
HMRC. Contractors continue to be engaged compliantly both inside and outside 
IR35, providing ongoing access to the flexible workforce and saving up to 82.5% 
in unnecessary tax payments to the treasury.
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Furthermore, additional value is generated 
through improved contractor performance, 
driven by a deliverables focused performance 
management framework.
 
If you’re in procurement or HR at a senior 
level, and your job is to innovate, lead and drive 
efficiencies, it is worth reflecting on the option 
and the impact your decision will have on your 
organisation. Options 1 or 2 could lead to less 
agility for senior stakeholders at a time when
it is paramount. Critical projects could fall 
behind or substantially increase in cost, 
talent will leave and tax paid to the treasury 
will increase significantly.

This would mean switching these contractors 
onto an SoW agreement and performance 
management framework. But you don’t have the 
expertise or experience to implement the right 
changes, so you decide on options 1 or 2.

You will immediately increase your spend 
by 13.8% (employers PAYE) plus 0.5% 
apprenticeship levy on all contractors 
assessed ‘inside IR35’. 

Taking the Innovative Approach and 
Achieve an 82.5% Cost Saving
This simple methodology can be applied if 
you have 1 contractor or 1000 contractors, 
so lets work with the example of 100 
contractors with an average rate of £100k 
per year per contractor. Therefore £10m 
spend annually on contractor service.

Situation
You estimate your 100 PSC contractors, you 
believe 40 of them (and £4m in spend) could be 
assessed outside of IR35, or at least could be if 
the way in which they are working is adapted to 
meet outside IR35 requirements. 
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Therefore on 40 contractors that could be 
assessed outside IR35, at £4m spend, that’s 
£572,000 in additional tax paid to the treasury 
unnecessarily.
 
The contractors themselves will unnecessarily 
pay a significant increase in PAYE employee 
tax, up to an additional 25%. Genuine 
contractors will find that unacceptable, 
and will seek engagements with other 
businesses that have approached IR35 
with greater consideration. 

Result of IR35 Innovation
If IR35 is used to innovate an 82.5% saving 
can be achieved. In this example, on just 40 
contractors, that is £472,000. This does not 
include; . The c.25% tax saving to the contractors. Continuing to be able to attract contractors. The improved performance of contractors  
    who operate on an outcomes and 
    deliverables framework.

Conclusion
These changes can be implemented internally if you have the expertise, or you could work 
with a specialist consultancy who can not only help you manage the internal changes but 
manage the ongoing compliance post April.  This is only the start of the HMRC compliance 
pathway. 

Due to COVID and the market being very much a client driven environment, businesses 
adopting approach 1 or 2 might not see the additional impact of contractor flight as the 
result of unfair assessments immediately, but will be harshly felt when the market becomes 
buoyant. With the vaccine being rolled out, we could see the working world return somewhat 
to normal by the end of June 2021, just three months after the IR35 reforms have passed.

When we do, businesses, still dealing with the uncertainty of the economic outlook with 
Brexit, COVID and now IR35, will ironically need contractors more than ever to scale and 
deliver critical projects with the right capability. 
 
It’s time to give this the thought it deserves.
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