
Umbrella Payroll: End-to-End Process 
Umbrella payroll is a method commonly used by contractors who work temporary or freelance 
assignments, typically through recruitment agencies. In this setup, the umbrella company acts 
as the contractor’s employer for tax and payroll purposes. Here’s how it works from start to 
finish: 
1. Contractor Secures an Assignment 

• A contractor finds a job through a recruitment agency or directly with a client. 
• The assignment details, including rate, duration, and responsibilities, are confirmed. 

2. Contractor Joins the Umbrella Company 

• The contractor signs a Contract of Employment with the umbrella company. 
• This contract is a “contract of service,” meaning the contractor is an employee of the 

umbrella company. 
• The umbrella company typically collects documents like ID, proof of address, and a P45 

(if applicable). 

3. Agency/Client Signs Terms with Umbrella 

• The recruitment agency or client signs a contract for services with the umbrella 
company. 

• This outlines the rate, invoicing frequency, and payment terms. 

4. Timesheet Submission 

• The contractor works the agreed hours or days. 
• They submit a timesheet to the recruitment agency (or directly to the umbrella, 

depending on the setup). 
• The timesheet is approved by the client or agency. 

5. Umbrella Company Invoices the Agency/Client 

• Based on the approved timesheet, the umbrella company raises an invoice to the 
recruitment agency or client. 

• The invoice includes: 
o The contractor’s gross pay 
o Employer costs (e.g., Employer’s National Insurance, Apprenticeship Levy, 

pension contributions) 
o The umbrella company margin 

6. Agency Pays the Umbrella 

• The agency processes the invoice and pays the umbrella company. 
• This payment is the “assignment rate”, which includes all costs. 

7. Umbrella Runs Payroll 

• Once funds are received, the umbrella company: 
o Calculates the contractor’s gross taxable pay 
o Deducts Income Tax and Employee’s National Insurance 



o Deducts employee pension contributions (if applicable) 
o Deducts the umbrella margin (usually a fixed weekly fee, e.g., £15) 

• The contractor receives a net payment (take-home pay) via bank transfer. 
• A payslip is issued showing all deductions. 

8. Employment Benefits Provided 

• The contractor receives statutory employment rights including: 
o Statutory Sick Pay (SSP) 
o Holiday pay 
o Maternity/Paternity leave 
o Workplace pension auto-enrolment 

• They may also have access to optional benefits depending on the umbrella company. 

9. Ongoing Support & End of Assignment 

• The contractor can continue under the same umbrella company for future assignments. 
• The umbrella company provides a P60 at year-end and a P45 if the contractor leaves. 

 


