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Self-employment: what you
need to know
For many people, self employment will be the best option of receiving income since it
can give great freedom to choose work, a better work-life balance and significant tax
savings compared to being employed.
However, as many are nervous about the idea of running their own business and
dealing with tax matters, this guide explains what you need to know.

What does self employment actually mean?
Self employment means that you are your own boss! In normal employment, you work
for one organisation, are paid net of tax and have set hours of work.
If you are self employed you will be able to choose the work you do, choose the hours
you work and take holidays when you like.
This is why self employment is a good thing, it enables individuals to work for many
different people and perform more than one type of work.

Important Next Steps

How do I become self employed?
It is actually very easy. You only need to do two things.
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and the date you started your business (usually the date of your first expense rather than
the date of your first sale).
Secondly, start paying Class 2 National Insurance. This costs a fixed sum per week and
you can pay it monthly or six monthly (by direct debit).
If your total income is less than a certain amount per year, you can get an exemption
from paying Class 2 National Insurance. However, paying this contribution is generally a
good thing since it counts towards your basic pension. You can find out current
contribution rates on the HMRC website.
Once you've registered, HM Revenue & Customs will issue you with a 10 digit number
called your unique tax reference (UTR). This is different to your NI number and is only
issued to those who are self employed.
To register with HMRC all you have to do is visit www.hmrc.gov.uk/newbusiness.

I’ve become self employed – what next?
When you become self employed, it means that you are running a business. Many
freelancers may not see themselves as a business but it is important to think of yourself
as one since HM Revenue & Customs will treat you like one!
Here is what you need to do next:
a) Separate your finances between personal and business. Another bank account may
help you with this but you are not obliged to have a ‘business’ bank account if you are
just self employed (as opposed to being a limited company).
b) Keep every bit of paper and copies of emails to do with your business. Don’t throw
anything away!
There are five different types of documentation you need to keep:
• all sales invoices that you send out (for your services or products)
• all receipts for your expenses
• a notebook or spreadsheet of the amount of business related miles (by car, motorbike,
or bicycle)
• all bank statements (personal and business), paying in books, cheque stubs, credit or
debit card statements
• all HM Revenue & Customs correspondence
It may help to have some separate folders, either paper ones or files on your computer,
to keep all the information in. The most important thing to remember is to BE
ORGANISED.

How am I taxed on my income?
Most employees don’t need to worry about tax since they receive their pay after tax has been
taken.
Self employed people are paid the full amount of what they charge which means that at some
stage in the future they need to pay the tax themselves.
The area of tax can be confusing for Self employed individuals so here are two important tips to
remember.
1) You are not taxed on your income. You are taxed on your profits.
Your profit is all of your income (from your sales invoices) minus all your expenses (from your
receipts). In some cases, your profit can be much lower than your actual sales (since you may
have lots of expenses – hopefully not in your case).
The crucial thing here is that you must be sure you are recording all of your expenses so that
your profit is accurate.
2) Your bank balance might increase more than usual but remember it is not all of your money.
You will eventually have to pay tax so it is important to set aside this money for later (which is
why another bank account may help).
It is always difficult estimating how much is yours and how much belongs to HMRC. This is
because you are taxed on your profit and you don’t know what your profit is until you have
calculated it at the end of the year.
However, as a rough estimate, if you ignore your expenses and just put aside 18% of the amount
of your sales invoices, you should build up enough for the tax at the end of the year.
The self-employed also pay National Insurance differently. There is a basic weekly sum of £2.70
in Class 2 NI that maintains your entitlement towards benefits such as the basic State pension.
On top of this, Class 4 NI is levied at nine per cent of annual profits between £7,755 and
£41,450.
Above this level, NI falls to two per cent. Both income tax and NI are due at the same time, so the
self-employed must be careful to budget for these payments.

When do I pay the tax?
You will have to pay the tax on the year ending 5 April by the following 31 January. So that’s
almost a full ten months of holding the taxman’s money in your bank account – remember not to
spend it (see above)!
You also have to complete your online tax return by the 31 January (or by 31 October if you use a
paper form).
In your second year of self employment the taxman will collect tax on 31 July and 31 January. See
the HMRC website for more information on paying your tax.

What costs can I include in my business?
If a cost is incurred in running your business then it is an overhead and should be
included.
These are some common expenses that freelancers can include:
• studio / office rent
• equipment including tools for production
• computers
• broadband
• travel to clients
• subscriptions and memberships
• any trips related to research/marketing
• any travel that you incur in your business even if it doesn’t generate any sales
• any professional costs such as solicitors, accountants etc.
If you use your mobile phone or landline for business calls, use an itemised bill and add
up your business calls so they are allocated in your business costs.
If you work at home, there are various acceptable methods to account for this; one of the
current methods is a simple charge of £4 per week, or £208 annually.
You should also not include any clothes unless they are specific to your business (ie
protective clothing).

