
 
 
 

New IR35 rules: Off-payroll working in the public sector 
 

 
What you need to know 
You may already be aware, that the Government, in collaboration with HMRC have begun the 
process of amending tax rules relating to limited company contractors working within the Public 
Sector, which will take effect from the 6th April 2017.  The new legislation is complex, so we’ve 
produced a summary of the rules and likely impact to you so that you can start to prepare for the 
required changes. 
 
Who does this affect? 

 PSC contractors working in the public sector 

 Public sector organisations 

 Agencies supplying PSC staff to the public sector 
 
It doesn’t affect anyone who is currently paid via a PAYE system, this includes Umbrella companies.  
Rule of thumb – if you receive a pay slip each week displaying your tax & NI payments then you are a 
PAYE worker and this legislation does not apply. 
 
When does the legislation become effective? 
The new legislation will apply to payments made on or after 6th April 2017 and can therefore apply 
to contracts entered into before that date if they overlap the 5th April 2017; likewise if work is 
completed before 6th April 2017 but payment is made on or after the 6th April 2017, then the new 
legislation will apply. 
 
What’s changing? 
Currently, it’s the responsibility of contractors earning a daily rate of £220 or more; or those on 
contracts of more than six months to provide assurances to the relevant public sector body that they 
are working outside of IR35.  
 
As expected however, from the 6th April 2017, this responsibility will shift to the public authority, 
agency or third party paying the intermediary.  Essentially the PSC contractor will no longer get a say 
on whether the IR35 ‘intermediaries’ legislation’ applies to them.  
 
The fee payer will also be responsible for deducting and paying any PAYE tax and NIC (including 
employers’ NIC) to HMRC, although they will be treated as the employer, they will not, however 
have to provide employment rights such as holiday or sick pay; subsequently, many contractors will 
receive less take home pay. 
 
The five per cent allowance currently available to those applying the IR35 rule will also be removed 
for those working within the public sector, as essentially the PSC administrative responsibility now 
lies with the fee payer. 
 
 
 



Why is this changing? 
There is a belief amongst many that IR35 is being exploited by what the government calls ‘disguised 
employment’ – the changes aim to make non-compliance harder and will ultimately provide more 
cash for the treasury. 

What’s the impact to me, the PSC? 
That’s a tough one to answer because of your individual circumstances, but it is likely that many 
public sector PSC contractors will be deemed to be ‘inside IR35’, with estimates of the new 
legislation affecting 26,000 personal service companies.  You need to be aware that HMRC can 
challenge assessments they consider to be incorrect and recoup any tax that should have been paid; 
in serious cases, they can go back up to 20 years. 

Ok, so what should PSCs do? 
There’s no beating about the bush, the outlook is bleak for those of you working as a PSC contractor 
working in the public sector, but there are some steps you can take to minimise the impact of the 
changes. 

 Move to the private sector – although not always feasible, some public sector contractors
may be able to move over to the private sector.  However, it is widely believed that changes
will carried over, so any relief may be short lived.

 Renegotiate your terms with the public sector organisation and increase your rates to reflect
the lost income.

 Switch to an umbrella scheme, you would pay the same tax and NICs as under a PSC
arrangement, but you would also receive employment benefits such as holiday pay, sick pay
and pension schemes.

If you’d like more information please contact your consultant on 0808 2819543 or 
email qualityassurance@connect2kent.co.uk  


