When is a person an employee or a contractor  

Independent contractors are individuals who contract with a business to perform a specific project or set of projects on an independent basis. Employees provide work in an ongoing, structured basis. 

Independent contractors

Independent Contractors earn their livelihoods from their own independent businesses instead of depending upon an employer to earn a living.  There is no employer-employee relationship between an independent contractor and the person or entity that purchases his/her services. The independent contractor controls the means by which the work is performed, while the purchaser of the services retains control over the result of the work.

Independent contractors are sometimes called consultants, freelancers, the self-employed and even entrepreneurs and business owners.

Employee 

An employee is a worker who is controlled and directed by an employer.  The employer has the task of directing the employee as to when, where and how the job is going to be accomplished.  The employer also gives employees instructions as to what tools and equipment are to be used to complete a task.

Benefits of being a contractor

An independent contractor has the benefit of being able to work for him or her self. The benefits include being able decide whom to work for, when to work and how to do the job. 

Contractors are appealing to hiring firms because they don't have to pay half of the contractors Social Security taxes, pay unemployment compensation taxes, provide workers' compensation coverage or provide employee benefits like health insurance and sick leave. All these items add at least 20% to 30% to employer payroll costs. Contractors pay these costs out of there own pockets.

Furthermore being a contractor means there are increased business deductions.  Contractors can many tax deductions, which are not available to employees.  As a self-employed person, you can deduct from your income tax any necessary expenses related to your business, as long as they are reasonable in amount and ordinarily incurred by businesses of your type.  An example of this is you can deduct travel, equipment, meal, insurance expenses and much more.

Disadvantages of being a contractor
There are many disadvantages to being a contractor.  Disadvantages including, no job security, no employer provided benefits, no employer-provided workers compensation, little or no labour law protections, you might not get paid for your work and you may be personally liable for business debts.

No job security: There is little job security being a contractor, if you are an employee you are guaranteed a paycheck even when business is slow.

No employer provided benefits: Self-contractors must pay all of their social security and Medicare taxes.

No employer provided workers compensation: Benefits like paid vacations and paid sick leave are two benefits contractors do not have the privilege of having.  Also you must pay for your own health insurance, often at much higher rates than employees of an employer.  Also you must fund your own retirement.

Little of no labour law protections: Employers provide workers compensation coverage for their employees. If you're an employee and are injured on the job, you're entitled to collect workers' compensation benefits even if the injury was your fault. Hiring firms do not provide workers' compensation coverage for the self-employed. If a work-related injury is a self-employed person's fault, he or she has no recourse against the hiring firm.

Few or no labour law protections: federal and state laws protect employees from unfair exploitation and discrimination by employers. For example, federal law protects workers who wish to unionise, protects employees from discrimination and requires many workers to be paid time and a half for overtime work. Most of these laws don't apply to the self-employed.

You might not get paid: as an employee you are guaranteed that you will be paid for your work, however if you are self employed you run the risk of not being paid by cheap clients.

You may be personally liable for business debts: Independent contractors are personally liable for their business debts. Employees are not liable for the debts incurred by their employers. An employee will lose his or her job when the employer's business fails, but will owe nothing to the employer's creditors. A contractor whose business fails could lose everything he or she owns.

Contracts

To distinguish whether a person is an Independent contractor generally he or she will sign a written contract stating that he or she is an independent contractor and setting forth the terms of their employment. Using a written agreement avoids disputes by providing a written description of the services you're supposed to perform, when they are to be performed and how much you will be paid. 

Bibliography

http://www.state.oh.us/odjfs/ouc/uctax/comnfaq.stm, accessed on 14 May, 2003

http://www.acupuncturetoday.com/archives2002/dec/12mcnamee.html, accessed on the 17 May, 2003

http://www.viennapat.com/newsletter/vol3iss7/IndepContractor.htm, accessed on the17 May, 2003

