What is income tax?
Income tax in the UK is a tax levied on the income or profits made by individuals in any given tax year.
For employees, income tax is generally deducted at source – that is, it’s taken out of pay packets before salaries are paid to the worker. However, self-employed people pay income tax differently, and they may pay a different amount.
What is the self-employed income tax rate?
Every worker gets a personal allowance – an amount that is taken tax free. For the 2019-20 tax year, the personal allowance was £12,500. The personal allowance remains the same for the 2020-21 tax year.
The basic income tax rate is 20 per cent, which applies to income within the basic rate threshold. Taking the personal allowance into account, for the 2019-20 tax year, this was £12,501 to £50,000. For the 2020-21 tax year, this will be the same.
The higher rate is 40 per cent, and for the 2019-20 tax year this applied on earnings between £50,001 and £150,000. This remains the same for the 2020-21 tax year.
For earnings above £150,000, the rate is 45 per cent for both the 2019-20 and 2020-21 tax years.
However, self-employed people can also offset some of their expenditure against tax. This means that they can reduce their taxable income by deducting certain expenses from it. Generally speaking, you can offset expenditure that is wholly and exclusively for business purposes – for example, accounting, a business phone, and so on.
There is extensive guidance on allowable expenses available from HMRC, and you should check the guidance for your industry. 

 
