
 

 

Contracting – An Overview 

What is a contractor? 

Being a contractor means you: 
• are self-employed 

• choose what work you do 

• are responsible for paying your tax 

 
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. 
 

Things to consider: 
 

Sole trader or company? 
 

If you’re contracting, you can choose to be a sole trader or start a company. Talk with an accountant 
to understand what the best option for you is.  You’ll also find a “Choose your business structure” 
tool at business.govt.nz.  If you are only looking to contract as a stop gap between roles, then a sole 
trader is the simplest and cost effective to set up, run and close. 

 

• Sole Trader:  The business is part of your personal finances and you’re responsible for all income 
and loss.  You pay tax on the personal tax rate. 

• To set up, let IRD and ACC know that you are setting up as a sole trader  

• Set up separate business bank accounts 

• File tax returns each year, and pay ACC invoice 
 

• Company:  A company is a separate legal entity.  You are not personally liable for company 
debts unless you have provided a personal guarantee.  If as a director, your actions are seen as 
careless you may be personally liable to the company for any losses. You pay tax on the 
company tax rate. 

• To set up, register with the Companies office and reserve a name. 
www.companiesoffice.govt.nz 

• Prepare financial accounts that meet IRD financial reporting requirements 

• File company tax returns; Pay the company ACC invoice 

 

Should I be GST registered? 
 

You must be registered for GST when you are earning $60K or more.  Up till then, you can choose 
whether to be GST registered or not.  Talk with your accountant what is the best option for you.  If 
you are only contracting as a short-term option, you may decide not to do this.  But you may want to 
be registered from the beginning, as you will be able to claim GST back from your business 
purchases. 



 

Do I need indemnity insurance? 

 

If you are being paid to provide your professional advice or service you have a duty of care to your 

clients, and therefore need to ensure you are adequately protected!  A Professional Indemnity claim 

could arise because you failed to provide promised services, were negligent in rendering professional 

services, or made mistakes.  Contractors who work for the government or other organisations will 

likely find insurance is mandatory as a condition of the contract. 

• If you belong to a professional body (eg CCANZ) check with them to see if they have 
negotiated a preferred rate for their members.  Otherwise talk with an Insurance 
Broker/insurance company. 

 

How do I set my hourly rate? 
 

It’s important you set a realistic hourly rate for your contract work. It needs to cover all your 
expenses and hidden costs, e.g. sick leave, public holidays, ACC, annual leave, office set up costs. If 
you set your rate too high, it could put off future clients. Setting it too low could leave you out of 
pocket.  Talking with Recruiters will help you understand the market rates. 
 

What records do I need to keep? 
 

You need to keep accurate records. You are required to keep enough records to be able to calculate 
your income and expenses and to confirm your accounts. They are required to be kept for seven 
years.  Ask your accountant for advice on setting this up. 
 

Contracting for an agency or finding my own work? 
 

Working for an agency means you won’t have to worry about finding the work and getting paid.  

They may carry indemnity insurance on your behalf or take a small percentage of your hourly rate to 

cover this.   If you don’t like having to “sell” yourself or have a limited network this may be a good 

option. But if you are confident marketing yourself and have a strong targeted network, you may 

find that sourcing your own contracting work is more lucrative as you can charge a higher rate.  

Keeping both options might be the smart way to go. 

 

Common pitfalls 
• 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.  Talk with IRD if you think you may not be able to meet 
your obligations before they are due. 

• Not getting advice up front — getting the right advice at the right time is crucial for 
contractors. Talk to an accountant. 

• 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. 

 

A useful Resource: www.business.govt.nz/getting-started/advice-for-contractors/what-to-think-

about-before-you-start-contracting/  

http://www.business.govt.nz/getting-started/advice-for-contractors/what-to-think-about-before-you-start-contracting/
http://www.business.govt.nz/getting-started/advice-for-contractors/what-to-think-about-before-you-start-contracting/

