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From registering with HMRC to getting your paperwork right, we’ll take you through 
what you need to know when setting up as a sole trader, from plans to paperwork. 

In this guide, you’ll learn how to:

  Decide if a sole trader is the right business structure for you.

  Register as a sole trader.

  Get your accounts and legal documentation in order.

What is a sole trader?

A sole trader is an individual who owns and runs their own business. It’s a business structure that’s a popular choice 
for budding entrepreneurs. At the start of 2019, there were 3.5 million sole traders in the UK, making up 59% of the 
business population.

How do I know if self-employment is right for me?

You might be wondering if being a sole trader is the best fit for you. What makes it different from a partnership or a 
limited company?

The legal structure you choose will have an impact on important areas of your business, such as how much tax you 
pay, what paperwork you need to fill out and the level of risk to your personal assets.

As a sole trader…

• You have control over your business, but you’re personally liable for any business debts or losses.

• There are fewer obligations and less paperwork compared to a limited company.

• You keep all your business’ profits after paying tax and National Insurance.

A detailed business plan can help you to decide which business structure is the best fit for you. Try answering the 
following questions to get you started.

 
What products or services do you offer?

Who are your competitors?

https://www.gov.uk/government/publications/business-population-estimates-2019/business-population-estimates-for-the-uk-and-regions-2019-statistical-release-html#:~:text=the%20UK%20private%20sector%20business,proprietorships%20and%20108%2C000%20ordinary%20partnerships
https://www.fsb.org.uk/resources-page/guide-to-writing-a-business-plan.html


3  |  FSB Legal Hub

Who is your target market?

Do you have a team or plans to hire?

Do you have any barriers to market? How will you overcome these?

Where do you see your business in five years?

How to register as a sole trader

Becoming a sole trader is a different process to registering your business as a limited company. 

You’ll need to:

HMRC will ask you about your current employment and tax status, and you’ll be required to provide some basic 
business information. 

1

2

Register as a sole trader with HMRC

Register for self-assessment

https://www.fsb.org.uk/resources-page/how-do-i-register-a-new-business.html
https://www.gov.uk/set-up-sole-trader
https://www.gov.uk/log-in-file-self-assessment-tax-return/register-if-youre-self-employed
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When do I need to register?

You must notify HMRC of the potential chargeability to tax & National Insurance Contributions by 5 October following 
the end of the tax year in which your business started. So, the deadline for the 2020-21 tax year is 5 October 2021.

 
Working in the construction industry as a contractor or subcontractor?

You’ll need to register for the Construction Industry Scheme.

 

What is the trading allowance?

You can get up to £1,000 in tax free allowances for trading. If your annual gross trading 
income is £1,000 or less from one or more trades, you may qualify for full relief. If that 
income is more than £1,000, you may qualify for partial relief. 

It’s worth discussing this option with FSB’s tax advice line, which is free for FSB members.

The paperwork: Tax, National Insurance and self-assessments

Running your own business involves a range of legal documentation depending on your business size and sector, 
as well as tax and National Insurance obligations.

What is a self-assessment?

Sole traders must fill out and return a self-assessment every year  
– this is your tax return. 

What will I be asked about?

 amount and sources of income

 tax deductions

 business expenses

 any other income or investments

 

When do I have to do this?

The online deadline for self-assessment is 31 January after the end of the tax year. However, you’re completing a 
physical paper form, the deadline is earlier: 31 October. 

Once you’ve finished, keep your records safe as HMRC can ask to see records from the past six years. If you don’t, 
you may face a fine. 

It’s then your responsibility to pay the tax you owe. HMRC offers a calculator to help you budget for your tax 
payments as a sole trader.

https://www.gov.uk/what-is-the-construction-industry-scheme
https://www.fsb.org.uk/join-us/membership/fsb-tax-investigation-protection.html 
https://www.gov.uk/self-assessment-ready-reckoner
https://www.gov.uk/self-assessment-ready-reckoner


What about National Insurance?

When you’re employed, your National Insurance contributions are taken straight from your pay check without you 
thinking about it. As a sole trader, you’ll need to make sure you’re paying the right amount of National Insurance. 

You will pay Class 2 National Insurance if your profits are £6,475 or more a year, and Class 4 if your profits are £9,501 or 
more a year. Profits are determined by deducting your expenses from your self-employed income.

 
Do sole traders pay VAT?

You will also need to consider whether you are required to register for VAT 
if your income exceeds the VAT threshold. The VAT threshold is currently 
£85,000.

If you’re unsure about taxes and National Insurance, you can contact HMRC 
or our tax and VAT experts for advice. 

 

Can a sole trader have employees?

Yes. Working for yourself doesn’t mean you have to work alone! Whilst the 
majority of sole traders don’t have any employees, that doesn’t mean you 
have to go solo.

You’ll need to make sure you stay on the right side of the law by:

 Registering as an employer with HMRC

 Paying employer national insurance contributions

 Setting up a Pay As You Earn (PAYE) payroll scheme

 Setting up a compliant workplace pension scheme for eligible employees

 Investing in employer’s liability insurance

 Creating the correct documents to manage your employees 

 
Keeping your accounts in order

Do I need an accountant?

You don’t have to have to have an accountant, but it can make doing your accounts and bookkeeping much easier. A 
business bank account can also simplify your accounting by keeping all business-related transactions in one place.

Remember to stay organised and keep records of income and expenses for your reference, as HMRC may ask to see them.

Dates for your diary
So, when should you fill out all this 

paperwork? Our guide to small 
business taxes includes the key 

dates and information you need to 
remember, as well as who you can 

contact for more support. 

Going solo doesn’t mean you have to go it alone
Our members have access to valuable benefits and services to support you every step of 
the way, including on-demand legal guides and templates, a 24/7 legal advice line and local 
networking events.

fsb.org.uk/join-us

https://www.gov.uk/self-employed-national-insurance-rates
https://www.gov.uk/expenses-if-youre-self-employed
https://www.gov.uk/guidance/rates-of-vat-on-different-goods-and-services
https://www.fsb.org.uk/join-us/membership/fsb-tax-investigation-protection.html
https://www.fsb.org.uk/resources-page/how-to-stay-compliant-with-workplace-pensions.html
https://www.fsb.org.uk/resources-page/what-you-need-to-know-about-employers-liability-insurance.html
https://www.fsb.org.uk/join-us/membership/business-banking.html
https://www.fsb.org.uk/resources-page/business-basics--small-business-taxes-guide.html
https://www.fsb.org.uk/resources-page/business-basics--small-business-taxes-guide.html
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