The only umbrella company for you.
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If you’re new to contracting, then going about choosing an Umbrella Company that’s compliant, efficient and
helpful can be daunting. That’s why we’ve put together this guide to help you avoid the most common pitfalls
and make an informed choice.

1. Take Home Pay
Deciding which umbrella company to go with based solely on the take-home pay illustration they give you could
result in you being worse off in the long run:
One example of this is when an umbrella company tells you to expect to take home 80% or more of your gross
income as pay. This should be treated as a red flag, as it suggests the umbrella company is bending the rules to
avoid paying tax. A common method of the umbrella company achieving this high take-home for you is by
splitting your pay in two, half of which you receive as a salary, which is taxable, and the other half as a loan,
which they say is non-taxable.
The reason for this split is so you are at least paying a bit of tax, in a bid to make you feel more comfortable with
the arrangement. In most cases, it will eventually emerge that you have not paid enough tax for the gross pay
you’ve received, and you’ll end up having to pay back the shortfall to HMRC, alongside possible penalties and
interest, leaving you far worse off than if you had gone with a compliant umbrella company in the first place.
The best way to avoid this is to understand what deductions should be being made from your gross pay by a
compliant umbrella company. At the very least, you should be paying income tax, employee’s national insurance,
and employer’s national insurance (you can read our guide on why you have to pay employer’s NI here - https://
rubiconpay.lpages.co/employers-ni-guide/), and this is before deductions have been made to go towards holiday
pay, pension contributions and student loan repayments, depending on your individual circumstances.
Another deduction to take into account is the umbrella company’s margin, which, unlike the above governmentset deductions, is set by the umbrella company itself. The margin will be deducted weekly or monthly and it
essentially covers the umbrella company’s operational costs.
All umbrella companies charge a margin, so it can be used by some as a way of separating themselves from their
competition. Some umbrella companies will try to hook you in by offering a reduced or no margin for the first
few weeks, before reverting to a higher margin that is usually more expensive in the long-term than companies
that do not advertise an initially reduced figure. Additionally, it is worth checking whether umbrella companies
offering a lower margin than their competitors will charge you a fee to join and a fee to leave, and whether these
fees outweigh the benefit of a cheaper margin.
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2. Expenses
Since April 2016, compliant umbrella companies have not been allowed to process expenses for tax
relief purposes at source, but this has not stopped some umbrella companies from including an
assumption on expenses.
In order to be able to claim expenses, a contractor will have to prove that the manner in which they personally provide
their services is not subject to Supervision, Direction and Control (SDC) by any person.
According to HMRC, these terms are defined as:
Supervision – when what a worker is doing or how they’re doing it is watched, overseen or checked by someone
else.
Direction – when what a worker is doing is subject to instructions, guidance, advice or coordination.
Control – when the way a worker is carrying out their work is subject to instructions or when a worker can be moved
from one job to another.
If a contractor cannot prove that these definitions don’t apply to them, then they cannot claim tax relief on
business expenses. Essentially, if the way a contractor works is akin to the working practices of a
traditional employee, then they probably fall within the SDC definitions.
Even if a contractor was able to prove that they did not fall under SDC, then the umbrella company would not be able
to process their expenses at the point of pay. Instead, the contractor would have to claim these back via selfassessment at the end of the tax year.
The exception to this is when a contractor’s end client or agency has agreed in advance to pay for certain rechargeable
expenses incurred whist on duty.
In this case, providing the expenses were incurred through attending a temporary work address, then the end client or
agency would send these additional funds to the umbrella company, and the umbrella company would pay these to
the contractor in full alongside their normal taxable income.
However, if these expenses were incurred through attending a single work address for the duration of the assignment,
then they would be treated as additional income, and would be taxable in the same way as the rest of the contractors’
pay.
The diagram below outlines the key differences between allowable and non-allowable agency rechargeable expenses:
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Another common claim to be aware of is that HMRC has granted special expenses dispensations to certain
umbrella companies, allowing them to save you more money than their competitors as a result. For example,
they may suggest that by using their umbrella company you can claim £100 per night when staying away, even if
the actual cost of the stay was only £40. The reality is that there are no special tax rules for specific umbrella
companies, and – assuming you have been able to prove you are not under SDC – you would only ever be able to
claim for expenses that have actually been incurred by providing receipts with your self-assessment at the end of
the tax year.
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3. Genuine Employer Status
Legislation means that all umbrella companies have to act as their contractors’ employers to remain compliant
and meet all Statutory Employer obligations. Therefore, when you join an umbrella company you will be
employed under what’s known as an overarching contract of employment.
However, it’s important that you check that the contract being offered by the umbrella company you are joining
is genuine, so that you don’t miss out on what you’re entitled to. This contract should offer you all the same
rights and benefits as a permanent worker, including sick pay, maternity pay and paternity pay – because, as
their employee, these cannot be charged on to you.
Additionally, an umbrella company must operate a holiday pay policy to be classed as a genuine employer. Being
paid through a PAYE system alone isn’t necessarily sufficient to give you the status of employed, as without a
holiday pay option you could still be classed as a self-employed contractor.
As a contractor, it is likely that you will work on a variety of short-term assignments for a number of different
clients, but as an umbrella company employee working under an overarching contract of employment, your
employment relationship with the umbrella company is continuous. Both you and the umbrella company have to
abide by the terms set out in the contract for its duration, and notice would be needed from either party in
order to end the arrangement.

4. User- Friendly
The world of contracting is stressful enough without having to deal with an umbrella company that doesn’t make
getting you paid as simple as possible. No two contractors are the same – one might work from 9am to 5pm, 5
days a week, and one might work three 12-hour night shifts over seven days. A user-friendly umbrella company
will understand this diversity and have systems in place that work around different schedules.
For example, if your umbrella company is open between 9 and 5, and you are busy during normal business hours,
then are you still able to contact them by e-mail? Do they have a straightforward online portal so that you can
access your payslips or submit your timesheets whenever you have the time?
It is also worthwhile understanding an umbrella company’s payment processing system. As umbrella companies
generally employ contractors working through a large number of different agencies, the majority will run several
payrolls daily, meaning you are not left chasing payments, and you will get your money regardless of when your
agency pays your umbrella company.
Additionally, using one of the bigger umbrella companies may seem like a good idea, but if you prefer a more
dedicated and personal approach so that you can have your specific queries dealt with in a more thorough
fashion, it is worth considering one of the smaller companies, particularly if they deal with a large number of
contractors in your industry or region.
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5. IR35
Some umbrella companies may advertise themselves as being ‘IR35 compliant’, but the reality is that the IR35
legislation does not apply to contractors operating via a compliant umbrella company, because your
payments are processed via PAYE.
The main purpose of IR35 is to eradicate the tax advantages of providing services via a limited company for
individuals who are not truly in business on their own account. In other words, the rules are aimed at socalled ‘disguised employees’. You can read more about IR35 in our simple guide here
https://rubiconpay.lpages.co/rubicon-pay-ir35-guide/
Switching to become an employee of an umbrella company like Rubicon Pay, means all the administration is
taken care of, and you can rest easy knowing all the correct taxes are being paid. You'll be provided with a
contract of employment, meaning you'll have access to all the same rights and benefits given to permanent
employees, including holiday and sick pay:
•

All legal, employment, tax and contractual obligations taken care of

•

Greater earning power compared to permanent employment

•

Spend far less time and effort on administration duties

•

Get paid quickly, accurately and on time

•

Benefit from employment rights, plus Professional Indemnity and
Employers/Public Liability insurances
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