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Negotiating contracting rates: considering permanent employee salaries

Negotiating fair and market-based contract rates with clients that are based on equivalent permanent employee salaries and tax calculations is a red
herring, as the two costs are not directly comparable.

However, contractors may find that clients use the cost of what they see as equivalent employees as part of their negotiating position. But the comparison is
invalid, as contractors are business-to-business services providers supplying their specialist skills to clients on projects with a defined duration and outcome.

Permanent employees have a totally different and long-term relationship with their employer and enjoy a range of benefits that are both financial and
intangible, such as employment rights, which contractors do not.

Remove permanent salaries from the negotiating table from the outset

The starting point of any negotiation over rates with a client is to begin above the current market rate for the assignment on offer and skills required, allowing
some scope for negotiation and compromise. Ideally, the client asks for a price and the contractor counters with something higher, then the negotiations
begin in earnest.

In some scenarios, a client may try to bring into the discussions what they would pay their permanent employees, and introduce figures such as employer’s
National Insurance Contributions (NICs) in an attempt to compare employee costs with contractor costs.

But a contractor is perfectly entitled to dismiss these figures as the red herring that they are. Contractors should expect to be paid more than permanent
salaried employees, particularly if demand for their specific skills and experience is high.

The cost of a permanent employee, even if this employee performs a similar role and has comparable skills and experience, is simply not relevant to the
negotiation. Agreeing to a rate whereby the client pays the contractor the same as an employee would cost is actually a tremendously good deal for the
client.

Permanent salary calculations can be useful as a baseline, but nothing more

Where permanent salary and tax calculations can be useful is for benchmarking the minimum, baseline rate with a new client. Understanding the full costs to
the client of a full time permanent employee can provide a benchmark.

Contractors can use the interactive salary and tax calculators on this website to work out how much a permanent
employee’s basic gross salary and employer’s NICs will cost a client. If the position would normally attract additional
benefits, such as health insurance and a car allowance, an estimate of these costs can be added to the sum.

Contractors can calculate the minimum equivalent daily rate by dividing the cost of the permanent employee by the
average number of workings days in a year, typically 220.

But the equivalent day rate is a minimum rate to be used for guidance only, and not what contractors should actually
aim for during negotiations! Contractors should always negotiate using the current market rates for their specific skill.

Avoid contracting for past employers immediately after leaving

The most common scenario when a client tries to use permanent employee salaries and tax calculations as a bargaining tool is when a contractor returns to
a former employer to fulfil a contracting assignment.

The former employer, who may well also have been the contractor’s line manager, will try to trade on that prior relationship and the salary the contractor
previously received.

Another key reason why contractors should avoid contracts with former employers immediately after leaving is because of the risks of being found inside
IR35, which can lead to them paying significantly higher income tax and NICs.
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Negotiating contracting rates: considering permanent employee salaries

Negotiating fair and market-based contract rates with clients that are based on equivalent permanent employee salaries and tax calculations is a red
herring, as the two costs are not directly comparable.

However, contractors may find that clients use the cost of what they see as equivalent employees as part of their negotiating position. But the comparison is
invalid, as contractors are business-to-business services providers supplying their specialist skills to clients on projects with a defined duration and outcome.

Permanent employees have a totally different and long-term relationship with their employer and enjoy a range of benefits that are both financial and
intangible, such as employment rights, which contractors do not.

Remove permanent salaries from the negotiating table from the outset

The starting point of any negotiation over rates with a client is to begin above the current market rate for the assignment on offer and skills required, allowing
some scope for negotiation and compromise. Ideally, the client asks for a price and the contractor counters with something higher, then the negotiations
begin in earnest.

In some scenarios, a client may try to bring into the discussions what they would pay their permanent employees, and introduce figures such as employer’s
National Insurance Contributions (NICs) in an attempt to compare employee costs with contractor costs.

But a contractor is perfectly entitled to dismiss these figures as the red herring that they are. Contractors should expect to be paid more than permanent
salaried employees, particularly if demand for their specific skills and experience is high.

The cost of a permanent employee, even if this employee performs a similar role and has comparable skills and experience, is simply not relevant to the
negotiation. Agreeing to a rate whereby the client pays the contractor the same as an employee would cost is actually a tremendously good deal for the
client.

Permanent salary calculations can be useful as a baseline, but nothing more

Where permanent salary and tax calculations can be useful is for benchmarking the minimum, baseline rate with a new client. Understanding the full costs to
the client of a full time permanent employee can provide a benchmark.

Contractors can use the interactive salary and tax calculators on this website to work out how much a permanent
employee’s basic gross salary and employer’s NICs will cost a client. If the position would normally attract additional
benefits, such as health insurance and a car allowance, an estimate of these costs can be added to the sum.

Contractors can calculate the minimum equivalent daily rate by dividing the cost of the permanent employee by the
average number of workings days in a year, typically 220.

But the equivalent day rate is a minimum rate to be used for guidance only, and not what contractors should actually
aim for during negotiations! Contractors should always negotiate using the current market rates for their specific skill.

Avoid contracting for past employers immediately after leaving

The most common scenario when a client tries to use permanent employee salaries and tax calculations as a bargaining tool is when a contractor returns to
a former employer to fulfil a contracting assignment.

The former employer, who may well also have been the contractor’s line manager, will try to trade on that prior relationship and the salary the contractor
previously received.

Another key reason why contractors should avoid contracts with former employers immediately after leaving is because of the risks of being found inside
IR35, which can lead to them paying significantly higher income tax and NICs.
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