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What to think about before you start
contracting
There are many benefits to working as a contractor — it can pay better than doing a similar salaried job and be
more flexible. But there are hidden costs to think about, too. Here’s where you’ll find tips, information and common
mistakes to help you decide if going contracting is for you.

What is a contractor?
Being a contractor means you:

are self-employed
choose what work you do
choose how — and sometimes where — to do your work
are responsible for paying your tax.

There are similarities with being in a salaried job, eg you may do the same job a salaried person does. But there
are differences that may mean contracting is not for you, eg gaps between contracts that you can’t control. Ask
yourself the following questions before you decide:

Why become a contractor?

Some people become contractors out of choice, eg to use their skills to earn more than they could in a salaried job.
Others do it because they find themselves out of permanent salaried work, eg after being made redundant.

Will it suit my personality?

Contracts can be as short as a few weeks or be carried on, sometimes for years. You’ll need to handle the stress
that may come with any gaps between contracts — short and long, expected and unexpected.

It can take time to get used to new work cultures and ways of working. Contracting suits people who can adapt
quickly and easily to new situations.

If you find out that you prefer being an employee, remember you can always change once your contract ends.

Business structure overview (/getting-started/choosing-the-right-business-structure/business-structure-overview/)

Sole trader or company?

If you’re contracting, you can choose to be a sole trader or start a company. There are pros and cons to each
option, so it pays to understand what each would mean for you. Our Choose Business Structure tool can help you
make the right choice.

Becoming a sole trader (/getting-started/choosing-the-right-business-structure/becoming-a-sole-trader/)

Starting a company (/getting-started/choosing-the-right-business-structure/starting-a-company/)

Choose Business Structure tool (/choose-business-structure/)

Contractor versus employee
When you're contracting, you should have a "Contract for Services" with your client. If you have an employment
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agreement — even if you're only with the organisation short term — you're classed as an employee for the length
of your agreement. You’ll have tax and ACC taken from your pay, and get paid sick leave and annual leave as a
permanent employee would.

What to watch out for in contracts (/getting-started/advice-for-contractors/what-to-watch-out-for-in-contracts/)

Hiring contractors vs employees (/news/hiring-contractors-vs-employees/)

Hidden costs
It’s a common mistake to assume what you’ll earn in a year simply by looking at your contract rate, eg $75 per hour
X 8 hours a day X 5 days a week X 52 weeks a year = annual income of $156,000. There are several costs to
include first, eg covering your own sick leave and ACC.

Fractured income

If you’re contracting, you may have to get used to unplanned gaps between the end of one contract and the start of
another. If your skills are in demand, you can take advantage of these gaps by turning them into holidays.
However, it’s normal to want to have continuous work — and get stressed when you don’t have it.

Keep alert when working for any clues to what will happen with your contract. You should start looking for more
work at least a month before your contract is due to end.

To give yourself peace of mind, save a buffer of up to three months' income in case of
unplanned breaks between contracts.

Sick leave

As a contractor, you don’t get paid sick leave. It’s a good idea to budget for at least five days a year when you’re
too sick to work — and won’t get paid. Make sure you include this in your budget and when working out hourly
rates.

Public holidays

As a contractor, you don’t get paid for public holidays that you don’t work. Make sure you include this in your
budget and when working out hourly rates.

There are 10 national public holidays, plus one anniversary day per province, eg Auckland Anniversary Day. You
may be able to work those days — especially if you work from home — to make up set hours you have agreed with
a client, eg 40 hours a week. But you won’t be paid above your hourly rate.

If you work at your client’s workplace, check if it’s open on public holidays, eg between Christmas and New Year.

KiwiSaver

As a contractor, you are not automatically enrolled in a KiwiSaver retirement savings scheme. You must set that up
and pay into it yourself.

It’s a good idea to think about your retirement plans, eg how much you plan to save for it, to work out how much to
pay into your scheme.

Retirement planner (external link) (https://sorted.org.nz/tools/retirement-planner) — Sorted

KiwiSaver if you’re self-employed or a sole trader (external link) (http://www.workplacesavings.org.nz/self-
employed-or-sole-trader/) — Workplace Savings NZ

Upfront costs

Unless you’re contracting for clients who expect you to use your own equipment, eg tools, you may have few set-
up costs.

If you are going to work from home and need to set up and equip an office, you can claim back these costs as tax
expenses. Check out our visual guide to claiming expenses when you work from home (/tax-and-
accounting/reducing-your-tax/claiming-expenses/#e7719).

2/5

http://www.business.govt.nz/getting-started/advice-for-contractors/what-to-watch-out-for-in-contracts/
http://www.business.govt.nz/news/hiring-contractors-vs-employees/
https://sorted.org.nz/tools/retirement-planner
http://www.workplacesavings.org.nz/self-employed-or-sole-trader/
http://www.business.govt.nz/tax-and-accounting/reducing-your-tax/claiming-expenses/#e7719


Getting loans

Borrowing money from a bank, eg for a mortgage or a car, can be harder if you’re a contractor. You’ll probably
need:

a history of continuous work, eg two years
buffer savings, to show you can pay your mortgage even when out of contract work.

Case study

Minding the gaps

“When I started contracting I was surprised at the end of the year that I hadn’t earned more,” says long-time IT
contractor Stephen. “I’d negotiated a pretty good rate and lined up a second contract to start three weeks after my
first one ended, so I thought ‘Sweet, I’ll take a holiday’.”

But a delay starting the second contract turned a three-week gap into two months.

“It was quite stressful when I look back on it because I had to take a hard look at my finances.”

He now saves some of his monthly income for a buffer in case of future contract gaps. “I also put aside time
towards the end of contracts for finding work — not just talking to agencies, but doing some networking, even if it’s
talking to mates in the industry, it all helps.”

Hourly rates
It’s important you set a realistic hourly rate for your contract work. It needs to cover all your expenses and hidden
costs, eg sick leave and public holidays. If you set your rate too high it could put off future clients. Setting it too low
could leave you out of pocket.

Managing your finances (/getting-started/advice-for-contractors/managing-your-finances/)

When you start contracting, it can be a good idea to discount your hourly rate while you
build your reputation.

You may also need to agree to a slightly lower rate for longer contracts, eg 12 months.

How to work out your hourly rate

It’s easier to settle on your rate when you have been contracting for a while and have a better feel for the market. If
you’re starting out, a good method is to take the rate you would earn from a similar salaried job and add at least 20
per cent, eg:

$50 per hour salaried rate 
+ 20 per cent
= $60 per hour contract rate

The increase covers things an employer would pay for if you had a salaried job, eg:

annual leave
sick leave 
public holidays
ACC 
expenses.

Things to ask an accountant before you start
You have thought through the pros and cons of becoming a contractor and want to get started. You’ll want to make
sure you set yourself up correctly, so unless you’re a financial expert, it’s a good idea to talk to an accountant.
Questions to ask them might include:
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Should I work under my own name — as a sole trader — or as a company? 
Is it worth me registering for GST? 
How much should I put aside for GST and income tax? 
How should I pay my tax? 
What records do I need to keep?
What expenses can I claim?

Business structure overview (/getting-started/choosing-the-right-business-structure/business-structure-overview/)

GST (/tax-and-accounting/basic-tax-types/gst/) 

Keeping tax records (/tax-and-accounting/tax-time-tips/keeping-tax-records/)

Claiming expenses (/tax-and-accounting/reducing-your-tax/claiming-expenses/)

Common mistakes
Not putting aside enough money for tax and ACC — you should save this from every invoice that’s paid to
you.
Leaving it too late to pay your tax — whether it’s GST or income tax, not paying on time could cost you more
in penalties.
Not getting advice up front — getting the right advice at the right time is crucial for contractors. Experts can
help you to set yourself up so you don’t keep making the same mistakes, eg saving the right amount for
provisional tax.
Not sending invoices on time — if you don’t send an invoice, you won’t get paid. Send it as soon as you can,
eg at the end of your working week if you’re invoicing weekly.
Not having your hourly rate high enough — it should cover all your expenses, your cost of living and things
paid for by an employer in a salaried job.
Not making time for record keeping and administration — if your records are a mess it’s easy to miss key
dates and lose documents Inland Revenue may need.

Rating form

How helpful did you find this information?

Rate this

 1 Star
 2 Star
 3 Star
 4 Star
 5 Star

Additional comments

Submit

Related content

More  More

How expenses can help reduce tax bills

(/tax-and-accounting/reducing-your-tax/claiming-expenses/)
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Offseting expenses against income can help with your tax bill. But you’ll need to know what to claim for, and how.

(/tax-and-accounting/reducing-your-tax/claiming-expenses/)
Find out more
(/tax-and-accounting/reducing-your-tax/claiming-expenses/)

GST dos and don’ts

(/tax-and-accounting/basic-tax-types/gst/)

When to register and deregister for GST, how to pay it and when, plus zero-rated goods and services.

(/tax-and-accounting/basic-tax-types/gst/)
Read on
(/tax-and-accounting/basic-tax-types/gst/)

Quiz: Tax 101

(/tax-and-accounting/tax-when-you-have-employees/payroll-deductions/#e5140)

Test yourself on tax basics, from GST to tax forms, plus how to handle PAYE and KiwiSaver.

(/tax-and-accounting/tax-when-you-have-employees/payroll-deductions/#e5140)
Start the quiz
(/tax-and-accounting/tax-when-you-have-employees/payroll-deductions/#e5140)

Business finance basics

(/tax-and-accounting/business-finance-basics/introduction-to-business-finance/)

It's all about money in and money out — pick up tips and check out our jargon-buster.

(/tax-and-accounting/business-finance-basics/introduction-to-business-finance/)
Find out more
(/tax-and-accounting/business-finance-basics/introduction-to-business-finance/)
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