tapﬂare¢ The Hidden Costs of Hiring Freelancers Explained

The Hidden Costs of Hiring Freelancers Explained

Published July 30, 2026 37 min read

Executive Summary

Hiring a freelancer looks cheap on a rate card and often is not cheap once the full transaction is accounted for. The hidden costs of hiring
freelancers fall into five categories that rarely appear in a quoted hourly rate: tax and compliance exposure, management and coordination overhead,
quality and security risk, intellectual property (IP) gaps, and reliability or continuity risk. Understanding these categories, and pricing them, is the
difference between a freelance engagement that saves money and one that quietly costs more than a full-time hire.

On the pure labor-cost side, the comparison is closer than freelance marketplaces suggest. The U.S. Small Business Administration (SBA) puts the
fully loaded cost of a full-time employee (FTE) at roughly 1.25 to 1.4 times base salary once payroll taxes, benefits, and overhead are included

(Source: www.sba.gov), while freelance-marketplace Toptal's own cost-modeling shows that fringe, overhead, and general-and-administrative (G&A)
rates compound to roughly 1.99 times base salary for a comparable employee, versus a much lighter G&A-only burden for a consultant (Source:
www.toptal.com). That gap narrows fast once a freelance engagement requires vetting, contract initiation fees, management software, rework, or legal

cleanup. Upwork itself tells freelancers to assume only 60% of working hours are billable (Source: www.upwork.com), a structural markup that clients
ultimately absorb in quoted rates.

Compliance risk is the single largest and least visible cost driver. The Internal Revenue Service (IRS) applies a behavioral-control, financial-control,
and relationship-of-the-parties test to determine whether a "freelancer” is legally an employee (Source: www.irs.gov), and a business that guesses
wrong is liable for the underpaid employment taxes "whether or not they are withheld or otherwise recovered from the employee" (Source:
www.irs.gov). The stakes are not theoretical: FedEx Ground paid roughly $454 million in cumulative settlements to drivers who had been classified
as independent contractors (Source: www.supplychaindive.com), and Uber and Lyft separately paid up to $100 million and $27 million to settle

comparable driver-classification claims (Source: www.reuters.com). California's ABC test presumes a worker is an employee unless the hiring entity
proves otherwise (Source: www.labor.ca.gov) and backs it with civil penalties of $5,000 to $25,000 per violation (Source: |eginfo.legislature.ca.gov).

Quality, security, and IP risk are the second major hidden-cost category, particularly for freelance developers and designers. A Stanford University

security study of 27 real-world web applications found freelancer-built code averaged 1.76 injection vulnerabilities per 1,000 lines, versus 0.44 for
comparable startup in-house code, a statistically significant gap (Source: seclab.stanford.edu). Under U.S. copyright law, the "work made for hire"
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doctrine does not automatically apply to freelance work (Source: www.copyright.gov), meaning a company can pay a freelance designer for years and
never legally own the resulting logo or codebase absent a signed assignment, a gap that surfaced in litigation such as Hilber v. Malley's Candies,
where a candy retailer paid a freelance designer roughly $230,000 across three years with no written IP agreement before being sued for copyright
infringement (Source: www.ipguy.com).

Management overhead compounds these risks. Deloitte research finds contingent workers, including freelancers, now make up 30% to 50% of many
corporate workforces (Source: www.deloitte.com), yet only 30% of executives say they are sufficiently prepared to manage that shift (Source:
www.deloitte.com). This report quantifies each hidden-cost category with primary and authoritative sourcing, compares freelancers against both
employees and agencies, and provides budgeting guidance so that businesses evaluating freelance hiring in 2026 can price the full transaction rather

than the headline rate.

Introduction and Background

The freelance hourly rate is the most visible number in any hiring decision and, on its own, the least useful one. As of 2026, freelancing has become a
structural feature of the U.S. labor market rather than a fringe activity: Upwork's Freelance Forward research found 64 million Americans freelanced
in 2023, an all-time high representing 38% of the entire U.S. workforce and $1.27 trillion in annual freelance earnings (Source: investors.upwork.com)
(Source: investors.upwork.com). Nearly half of that group, about 30 million professionals, provides skilled knowledge services such as computer
programming, IT, and marketing consulting (Source: investors.upwork.com). By 2026, Upwork's own tracking shows 39% of all U.S. workers
freelancing, up four points from 2025 (Source: www.upwork.com), and McKinsey's American Opportunity Survey separately found 36% of employed
respondents, or roughly 58 million Americans, identifying as independent workers, up from 27% in 2016 (Source: www.mckinsey.com).

This growth has been driven substantially by demand from businesses, not just worker preference. Deloitte's Global Outsourcing Survey found 80% of
executives plan to maintain or increase investment in third-party outsourcing, which includes freelance engagement ( www2.deloitte.com, and a Clutch
survey of 500-plus U.S. small business leaders found 83% planned to maintain or increase spending onoutsourced business services (Source:
www.prnewswire.com). The appeal is straightforward: freelancers offer access to specialized, fast-moving skills that in-house teams often lack.

Harvard Business Review notes that companies increasingly turn to independent talent precisely because "in-house talent lacks the deep expertise
and experience necessary to transform the company's offerings" (Source: hbr.org).

But the same research shows businesses are not fully comfortable with the tradeoffs. Upwork's own 2025 Future Workforce Index found that even
among high-growth firms embracing freelance talent, 59% of business leaders remain wary of "multi-company work," meaning freelancers who serve
multiple clients simultaneously (Source: investors.upwork.com), and Deloitte's contingent-workforce research shows barely a third of executives feel

prepared to manage a workforce that increasingly relies on external contributors (Source: www.deloitte.com). This report examines the hidden costs of
hiring freelancers in detail: how the true cost of a freelancer compares to an employee and to an agency, what specific risks apply to freelance
developers and designers, how much freelancer management overhead actually costs, and how businesses should budget for freelance
engagements given all of the above. Every figure below is sourced to a government body, an original research report, a company's own published
data, or documented litigation, current as of July 2026.

The True Cost of a Freelancer vs. an Employee

Fully Loaded Employee Costs

Comparing a freelancer's hourly rate to an employee's hourly wage understates the employee side of the ledger substantially. The Bureau of Labor
Statistics (BLS) Employer Costs for Employee Compensation report for March 2026 shows that benefits alone, on top of wages, averaged $14.01
per hour worked and accounted for 30.1% of total private-industry employer compensation costs (Source: www.bls.gov). That is before recruiting,
office space, equipment, training, and management time. The SBA's guidance to small business owners puts the resulting all-in multiplier at 1.25 to
1.4 times base salary as a rule of thumb (Source: www.sba.gov), while Toptal's freelance-marketplace cost model, which multiplies compounding
fringe, overhead, and G&A rates, arrives at a more aggressive 1.99 times base salary for the same employee, explicitly because "each employee is
typically costing the company roughly twice (1.99 times) their base salary" (Source: www.toptal.com).

Recruiting costs add further weight to the employee side. SHRM's 2026 recruiting benchmarking data puts the median cost-per-hire for nonexecutive
roles at $1,300, up from $1,200 in 2025 (Source: www.shrm.org), with median time-to-fill improving to 39 calendar days (Source: www.shrm.org). For
executive roles the figure jumps sharply, to a median cost-per-hire of $15,000 in 2026, up from $10,600 in 2025, $8,800 in 2022, and $5,000 in 2017
(Source: www.shrm.org). An earlier SHRM analysis found that once "soft" costs (advertising, screening, onboarding, lost productivity during ramp-up)
are included, many employers estimate total hiring costs at three to four times the position's salary, well above the average $4,700 per-hire figure
often cited in isolation (Source: www.shrm.org).
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Freelancer Rate Structures and What They Exclude

Freelancer rates look leaner because they exclude most of the above by design, but the exclusion is structural rather than a genuine savings for the
type of work performed. Toptal's own methodology distinguishes the two: "the actual cost of a consultant is affected by G&A (General & Administrative)
costs only; Fringe (i.e., benefits) and Overhead are irrelevant to the cost of a consultant” (Source: www.toptal.com). That is the source of most of the

freelance discount, and it is a real one, but it is also why the freelancer's quoted rate has to be higher than an equivalent salaried wage to leave the
freelancer solvent: Upwork's own freelancer rate-setting tool tells contractors that “"on average, only 60% of your working hours will be billable for
clients,” meaning roughly 40% of working time (marketing, admin, unpaid pitches) has to be priced into the remaining billable hours (Source:

www.upwork.com).

Published rate data confirms the resulting spread is wide and skill-dependent. Upwork's 2026 rate guide states that "a typical Upwork hourly rate
ranges from about $10 to $20 per hour for entry-level and administrative roles to $100 or more per hour for advanced development, Al, and strategic
consulting work" (Source: www.upwork.com), with machine learning engineers specifically listed at $50 to $200 per hour, among the highest bands
on the platform (Source: www.upwork.com). None of that quoted rate includes payroll tax, benefits, or the client's own oversight time, all three of which

the employer would otherwise absorb for an FTE. Table 1 below summarizes how a comparable role's stated cost diverges from its fully loaded cost
across the three hiring models discussed in this report.

cost FULL-TIME EMPLOYEE INDEPENDENT FREELANCER DIGITAL AGENCY
COMPONENT
Base ) ) Hourly or project rate as
Salary as advertised Hourly or project rate as quoted
rate/salary quoted
Employer pays Social Security, Generally none owed by hiring business; the
Medicare, and unemployment tax on IRS confirms employers "do not have to L .
Statutory ) . Built into the agency's billed
top of wages; benefits average withhold or pay any taxes on payments to L
payroll burden . . . . rate; not itemized separately
30.1% of compensation cost (Source: independent contractors" if properly classified
www.bls.gov) (Source: www.irs.gov)
. Median $1,300 to $15,000 per hire Marketplace contract-initiation fees of $0.99 to .
Recruiting / ) L L Sales/onboarding process, no
. depending on seniority (Source: $14.99 per new contract, plus vetting time ) ;
vetting cost per-hire fee to client
Www.shrm.org) (Source: www.upwork.com)
Rate already embeds a roughly 40% non- Average software project cost
Overall 1.25x to 1.99x base salary (Source: . .
L billable-time load (Source: www.upwork.com); of $132,480.29 reflects fully
multiplier on www.sba.gov) (Source: . .
management, rework and legal risk are bundled agency pricing
stated rate www.toptal.com) » )
additive, not included (Source: cluich.co)

Table 1 makes the core point of this section concrete: the employee multiplier is transparent and regulated, while the freelancer multiplier is dispersed
across fees, rework, compliance exposure, and management time that rarely appear on the same invoice as the hourly rate. A business that only
compares the headline hourly number against a salaried wage is comparing two different things.

Worker Misclassification: The Line Between Contractor and Employee

The largest hidden cost in freelance hiring is not a line item at all: it is the risk that a "freelancer” is legally an employee. The IRS applies a common-
law test built on three categories: behavioral control, financial control, and the type of relationship between the parties, stating that "you must
examine the relationship between the worker and the business" and weigh "all evidence of the degree of control and independence" (Source:
www.irs.gov). Critically, a genuine contractor relationship requires the hiring business to control only "the result of the work and not what will be done
and how it will be done" (Source: www.irs.gov), a distinction many businesses violate in practice by setting freelancers' hours, tools, and daily
workflow exactly as they would an employee's.
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The federal Department of Labor (DOL) uses a parallel but separate six-factor "economic reality" test under the Fair Labor Standards Act (FLSA),
finalized in a rule effective March 11, 2024: opportunity for profit or loss, investments by the worker, permanence of the relationship, degree of control,
whether the work is integral to the business, and skill and initiative, with "no factor or set of factors among this list of six" given predetermined weight
(Source: www.dol.gov) (Source: www.dol.gov). The DOL explicitly declined to adopt a stricter "ABC" test at the federal level (Source: www.dol.gov),
but as of 2026 has proposed a new rulemaking that could again revise the standard (Source: www.dol.gov), meaning the compliance target for multi-
state employers is not static. States can and do impose stricter tests still: California's ABC test presumes any worker is an employee "unless the hiring
entity satisfies all three" prongs of the test (Source: www.labor.ca.gov), with civil penalties for willful misclassification of $5,000 to $15,000 per
violation, rising to $10,000 to $25,000 per violation for a pattern or practice (Source: |leginfo.legislature.ca.gov). New Jersey layers on its own

administrative penalty of up to $250 per misclassified worker for a first violation and $1,000 per worker for each subsequent violation, plus up to 5%
of the worker's gross earnings (Source: nj.gov).

The tax consequences of getting reclassified compound these civil penalties. Under IRS guidance, a business found to have misclassified a worker is
liable for the underpaid employment taxes "whether or not they are withheld or otherwise recovered from the employee" (Source: www.irs.gov), and
information-return penalties for late or missing 1099 filings reach $340 per return for filings after August 1, or $680 per return for intentional
disregard, with "no maximum penalty for intentional disregard" (Source: www.irs.gov). A 2026 Economic Policy Institute analysis submitted to
Congress estimated that misclassification can cut social-insurance revenue, covering Social Security, Medicare, unemployment insurance, and
workers' compensation, by up to roughly 30% per worker (Source: www.congress.gov), illustrated concretely by its finding that a typical construction
worker's combined employer-and-employee social-insurance contributions fall from $10,663 as a classified employee to $7,617 to $8,920 if
misclassified (Source: www.congress.gov). Older but still-cited federal estimates suggest the scale of the underlying problem: the IRS's last
comprehensive nationwide review, in 1984, found 15% of employers misclassified 3.4 million workers, an estimated $1.6 billion tax loss at the time
(Source: www.everycrsreport.com), and a 2013 Treasury Inspector General audit confirmed the IRS "estimates that employers misclassify millions of

workers as independent contractors instead of employees, thus avoiding the payment of employment taxes" (Source: www.oversight.gov).

Freelancer vs. Agency: Cost and Risk Tradeoffs

The comparison most businesses actually face day to day is not freelancer versus employee but freelancer versus agency. Both are outside
contractors from the IRS's perspective, but they differ sharply on continuity, accountability, and what is bundled into the rate. Rate data on this
comparison is more fragmented than for employee costs, but directionally consistent. Clutch's pricing data for the branding-agency segment shows an
average hourly cost of $100 to $149 per hour based on verified client reviews (Source: clutch.co), and its software-development pricing guide shows
an average total project cost of $132,480.29 (Source: clutch.co). A 2026 GoodFirms survey of 300-plus web-development agencies across 31
countries found the largest single share, 57%, billing $50 to $100 per hour (Source: www.goodfirms.co), while GoodFirms' own directory of 33,232
verified web design firms and freelancers lists a median hourly rate of just $37 (Source: www.goodfirms.co), reflecting how much lower-cost freelance
capacity pulls the blended average down relative to agency-only pricing.

The rate gap exists because agencies bundle services that a solo freelancer typically cannot. GoodFirms frames the distinction directly: "Agencies
bring process, accountability, and multi-disciplinary capacity" (Source: www.goodfirms.co), a framing that also implies the corollary: a freelancer
typically does not bring built-in project management, backup staff if the individual becomes unavailable, or an institutional quality-assurance process.
GoodFirms' survey data separately warns that the real, all-in cost of a professionally built website often runs 100% to 200% higher than the initial
quoted price once hosting, maintenance, and integrations are added (Source: www.goodfirms.co), a gap that tends to widen further on freelancer-only
engagements that lack a formal change-order process to capture scope creep.

Reliability data reinforces the tradeoff. A peer-reviewed study analyzing more than 143,000 transactions on Upwork found that hourly-pay contracts
with strict monitoring, and setups involving multiple freelancers on simultaneous projects, are associated with lower perceived project success for both
freelancers and clients (Source: doi.org), a structural finding that favors agencies' built-in continuity for complex or long-running projects. Separately,
Clutch's 2016 client-satisfaction research found the average Net Promoter Score for small businesses' contracted IT service providers was just 13,
compared with a benchmark of 30-plus for B2B professional services generally (Source: www.prnewswire.com), an indicator of how much client trust

technical outsourcing arrangements, freelance or agency, still have to earn. Table 2 summarizes the core dimensions businesses should weigh.
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DIMENSION

Typical hourly rate

INDEPENDENT FREELANCER

Roughly $10 to $100+/hr depending on skill, with a $37/hr
platform-wide median (Source: www.upwork.com) (Source:

www.goodfirms.co)

The Hidden Costs of Hiring Freelancers Explained

DIGITAL AGENCY

Roughly $50 to $149+/hr, majority in the $50 to
$100 band (Source: www.goodfirms.co) (Source:
clutch.co)

Project . Bundled; agency provides an account or project
Usually self-managed by the client; freelancer executes tasks

management manager

Continuity if the . . . . . o )
Single point of failure unless a formal handoff is contracted Firm-level backup staffing is part of the offering

person leaves

IP and contract Often informal; work-for-hire status must be explicitly Typically standardized in a master services

formalization agreement

Institutional QA/review process usually included in

Quality assurance Varies by individual; no institutional QA layer by default

rate

Narrow, well-defined tasks; short engagements; specialized Complex, multi-disciplinary, or long-running

Best-fit use case . .
niche skills

projects requiring accountability

Table 2 shows why price alone is a poor basis for the freelancer-versus-agency decision: the two options are not substitutes for the same bundle of
services, and the freelancer's lower headline rate has to be weighed against the client absorbing project management, continuity, and quality-
assurance functions itself.

Hidden Costs in Freelance Development and Design Work

Security and Code Quality Risks

Software freelancing carries a documented, measurable quality gap in at least one controlled academic study. Researchers at Stanford University's
security lab compared 27 real-world web applications, some built by freelancers and some by in-house startup developers, and found that "freelancers
produced more injection vulnerabilities on average compared to the startup developers with statistical significance" (Source: seclab.stanford.edu). The
magnitude was substantial: freelancer-built applications averaged 1.76 injection vulnerabilities per 1,000 lines of code, versus 0.44 for startup-built
applications (p = 0.027) (Source: seclab.stanford.edu). The same study found two freelancers "stored passwords in plaintext despite knowing that the
password needed to be hashed" (Source: seclab.stanford.edu), a finding the researchers attributed not to lack of knowledge but to incentive structure:
"freelancers are incentivised by the bidding process in their hiring towards producing minimally-viable functionality in the shortest time" (Source:
seclab.stanford.edu). That is a structural risk, not a reflection of freelance developers being less skilled; the same 2025 Stack Overflow Developer
Survey shows 13.9% of all professional developer respondents identify as an independent contractor, freelancer, or self-employed (Source:
survey.stackoverflow.co), meaning freelance developers are a sizeable, mainstream segment of the professional population rather than an outlier

group. The cost implication is that businesses hiring freelance developers on a fixed low-bid basis should budget for independent code review or
security testing as a line item, not assume it is embedded in the freelancer's price the way it would be in an agency's institutional QA process.

Intellectual Property and Ownership Gaps

The second major hidden cost in freelance development and design work is IP ownership, and it is frequently invisible until a financing round,
acquisition, or dispute forces the issue. U.S. copyright law's "work made for hire" doctrine, under which "the author is not the individual who actually
created the work" but instead the hiring party (Source: www.copyright.gov), applies automatically only to employees. For freelance work, it applies
only if the deliverable falls within one of nine narrow statutory categories and both parties sign a written agreement explicitly designating it as work
made for hire (Source: www.venable.com). Most freelance deliverables, logos, marketing copy, and custom software among them, do not
automatically qualify. As one IP attorney puts it, "payment buys the service; it does not, by itself, transfer the copyright" (Source: www.moye.law), and
without a signed written assignment the freelancer, not the paying business, legally retains ownership of what they built. The same source notes the
risk typically surfaces at the worst possible moment: "a company can use a logo for years, build a brand on it, and discover during a financing, a sale,
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or a dispute that it never owned the underlying copyright" (Source: www.moye.law). A separate legal guide describes the same failure mode plainly: "a
business owner pays a freelancer to develop proprietary software or strategic marketing plans, only to realize later that they do not legally own the
final assets" (Source: fettermanbusinesslaw.com).

Confidentiality carries a parallel structural risk. Granting any outside party, including a freelancer, access to sensitive business information inherently
creates exposure, and legal guidance is blunt about it: "whenever you let an employee, contractor, investor, or potential partner peek behind the

curtain, you create risk" (Source: www.keough-law.com), a risk mitigated, but not eliminated, only by a properly drafted non-disclosure agreement
(NDA) executed before project work begins.

Hidden Costs and Risks in Freelance Design Work

Design work carries a distinct set of hidden costs layered on top of the general IP and quality issues above: brand consistency, revision cycles, and,
increasingly, disagreement over Al-assisted output. A 2026 Fast Company and AIGA (American Institute of Graphic Arts) "Design Pricing Transparency
Project" survey of nearly 1,300 freelance designers and 150 hiring managers documented a striking perception gap: 70% of freelance designers
believe artificial intelligence (Al) is hurting the quality of creative work, versus a much smaller share of the hiring managers who buy that work (Source:
www.fastcompany.com). That gap matters for buyers: a hiring manager who assumes Al-assisted freelance design work meets the same quality bar
as fully manual work, without confirming which parts of the deliverable were Al-generated, risks paying full freelance rates for work the freelancer's
own peers consider degraded.

The IP exposure described in the prior section is especially acute for design deliverables because logos, brand assets, and marketing collateral are
highly visible, hard to quietly replace, and often the first thing a due-diligence team checks in a financing or acquisition. The consequences of skipping
a written IP assignment on a design engagement are illustrated concretely in the Hilber v. Malley's Candies litigation, detailed in the Case Studies
section below, where a Northern District of Ohio court left it to a jury to decide whether a company had an implied license to keep using a freelance
designer's files after paying $230,000 across three years with no signed agreement (Source: www.ipguy.com). The practical budgeting takeaway is
that a written IP assignment and brand-usage agreement, negotiated at the start of a freelance design relationship, is inexpensive relative to the
downside of relitigating ownership years later.

Freelancer Management Overhead

Freelancer engagement is not a "hire and forget" transaction, and the tools and time required to manage it are a genuine cost center that rarely
appears in the freelancer's rate. A survey of more than 500 HR and finance leaders found 68% of teams spend 21 or more hours per month on
contractor compliance alone, with operations teams more than twice as likely to exceed 81 hours per month on contractor-related administrative

study commissioned by contractor-payments provider Deel, surveying 300-plus HR and payroll executives, similarly found global-hiring leaders use an
average of six different tools to manage payroll across a distributed freelance and contractor workforce (Source: blogs.payroll.org).
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Hours

The tools themselves have published, per-contractor pricing that scales with headcount. Deel, a contractor-management platform, charges $49 per
contractor per month to manage global contractors directly, or $325 per contractor per month if Deel acts as the contractor's Contractor of Record
(Source: www.deel.com). Remote.com's contractor-management platform costs $29 per contractor per month, billed only in months in which the
contractor has billable activity (Source: support.remote.com), while Remote's own Contractor of Record service charges 15% of the contractor's
monthly invoice, with a $325-per-month minimum (Source: support.remote.com). Freelance marketplaces themselves add fees on top of the
freelancer's rate: Upwork charges clients a per-contract initiation fee ranging from $0.99 to $14.99 on its Basic client plan (Source: www.upwork.com),
and enterprise buyers managing complex, large-scale freelancer programs, the kind used by major companies, are moved to custom, quote-based
Upwork Enterprise pricing rather than a published rate card (Source: support.upwork.com).

Filing compliance carries its own separate penalty structure. Businesses that fail to file a correct 1099-NEC for a freelancer owed $340 per return in
2026 if filed after August 1, rising to $680 per return for intentional disregard, with "no maximum penalty for intentional disregard" under IRS rules
(Source: www.irs.gov). At scale, across dozens or hundreds of freelance contracts a year, these per-return penalties and per-contractor software fees
compound into a real management-overhead line item that a fully burdened FTE, subject to standard payroll processing rather than per-worker
contractor administration, typically does not generate. Academic research on this exact tension is unambiguous: a peer-reviewed study of corporate
hiring managers using freelance platforms found that "while freelance platforms reduce many administrative burdens, there are number of conditions
in which using freelance platforms in a corporate context creates high transaction costs,” with hiring managers frequently "stuck in the middle"
between platform mechanics and internal expectations (Source: caitie.io).

Pros, Cons, and Budgeting for Freelance Projects

Freelance hiring is not, on balance, a bad decision; it is an incompletely priced one for many businesses. The genuine advantages are well
documented. Freelancers give businesses access to specialized skills that in-house teams often lack, particularly for fast-evolving technical or creative
disciplines, a dynamic Harvard Business Review frames directly around gaps in internal expertise (Source: hbr.org). Freelancers avoid the fully loaded
1.25x to 1.99x employee cost multiplier for well-scoped, short-duration work (Source: www.sba.gov) (Source: www.toptal.com), and they carry no long-
term severance or benefits obligation. Some data even suggests skilled freelancers who work exclusively independently out-earn comparable full-time
employees, with a $85,000 median income for freelance-only skilled professionals against $80,000 for full-time employee counterparts in one Upwork-
commissioned analysis (Source: investors.upwork.com), a data point that cuts against the assumption that freelance labor is automatically the cheap

option for the worker, and by extension automatically the cheap option for the buyer over a long relationship.
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The disadvantages are the entire subject of this report: misclassification exposure that has cost companies hundreds of millions of dollars in
settlements, IP ownership gaps that surface at the worst possible moment, documented security and code-quality shortfalls tied to bid-driven incentive
structures, and management overhead that runs into dozens of paid hours and multiple software subscriptions per month at scale. McKinsey's
independent-work research adds a candid caveat often missing from freelance-economy boosterism: "not all workers are happy about it. While
independent work offers flexibility and autonomy" it does not suit everyone, and the same instability that appeals to some freelancers as flexibility can
appear to a hiring business as unreliability (Source: www.mckinsey.com).

Insurance is a related, frequently overlooked gap. Freelancers, like the small businesses they legally resemble, are often underinsured: Hiscox's 2025
survey found 77% of small businesses in the United States are underinsured against lawsuits and claims, up more than 2 percentage points from
2023 (Source: www.hiscox.com), and only a minority carry general liability, property, or professional liability coverage at all (Source: www.hiscox.com).
Insurance broker Insureon frames errors-and-omissions (E&O) coverage for freelancers as directly relevant to the missed-deadline and non-delivery
risk businesses worry about, noting it "helps cover the cost of a lawsuit if a client claims your work was inaccurate, late, or never delivered" (Source:
www.insureon.com). A hiring business that never asks whether its freelancer carries E&O coverage is effectively self-insuring against non-delivery
without realizing it. On the platform side, Upwork's 2025 Transparency Report shows the company's fraud-prevention systems drove job offers from
bad-actor clients down more than 90% vyear-over-year, and work proposals from bad-actor freelancers down more than 80% (Source:
www.upwork.com), evidence that platform-level fraud is a real, if shrinking, risk businesses should factor into how they hire.

Given the above, a defensible budgeting approach for a freelance design or development project has several components:

« Base rate: the quoted hourly or project rate, benchmarked against published ranges such as Upwork's rate guide or GoodFirms' median rates
(Source: www.upwork.com) (Source: www.goodfirms.co)

- Platform and management-software fees: contract initiation fees, contractor-management subscriptions (roughly $29 to $49 per contractor per
month for direct management, or $325-plus if using a Contractor of Record) (Source: www.deel.com) (Source: support.remote.com)

« Compliance and filing costs: 1099 preparation and the risk-adjusted cost of misclassification exposure, which scales sharply by state (Source:
leginfo.legislature.ca.gov)

« Legal review: a written IP assignment and NDA, negotiated before work starts rather than after a dispute arises (Source: www.moye.law)

« Quality assurance or security review: an independent code or design review budget line if none is included in the freelancer's rate, informed by
the documented vulnerability gap in freelancer-built code (Source: seclab.stanford.edu)

« Contingency buffer: a widely used project-management benchmark treats 10% of the project budget as a typical contingency reserve for scope
or timeline overruns, varying with project size and risk (Source: ecampusontario.pressbooks.pub)

Data Analysis and Evidence

The quantitative case for treating freelance hiring as a fully costed decision, not a discount decision, rests on data spanning labor economics, litigation
outcomes, and platform-level research. On the labor-market side, the scale of freelancing itself has grown substantially: Upwork's Freelance Forward
research shows freelance earnings rose to $1.27 trillion in 2023, a 78% increase since 2014 (Source: investors.upwork.com), climbing further to a

collective $1.5 trillion in 2024 per the company's own 2025 research (Source: investors.upwork.com). That study's methodology is itself worth noting

for its rigor relative to the many unsourced freelance statistics circulating online: Upwork's Freelance Forward research is conducted by independent
research firm Edelman Data & Intelligence and weighted to Census Bureau demographic benchmarks (Source: investors.upwork.com), and Fiverr's

parallel Freelance Economic Impact Report combines original survey data with U.S. Census Bureau secondary data (Source: investors.fiverr.com).
Not every freelance statistic in wide circulation carries comparable rigor, and this report has deliberately excluded figures, including several oft-
repeated claims about freelance project-abandonment rates and rework costs, that could not be traced to a named, methodologically transparent
originator.

On the enterprise-adoption side, Deloitte's research finds contingent workers, including freelancers, contractors, and consultants, now make up 30%
to 50% of many organizations' overall workforce (Source: www.deloitte.com), yet a separate Deloitte survey of global executives found only 30% feel
sufficiently prepared to manage that shift (Source: www.deloitte.com). That preparation gap is consistent with the tooling fragmentation data cited
earlier, in which 95% of surveyed companies rely on three or more separate systems just to administer contractor relationships (Source:

www.wingspan.app).

On the litigation side, the dollar figures are unambiguous: FedEx Ground agreed to pay drivers in 20 states $240 million to settle misclassification
lawsuits in 2016 (Source: www.reuters.com), followed by a further $227 million approved for 12,627 additional driver-plaintiffs, bringing FedEx's
cumulative misclassification-related payouts to roughly $454 million (Source: www.supplychaindive.com). On the security side, the Stanford study's
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finding of a nearly fourfold difference in injection-vulnerability density between freelancer-built and startup-built code (1.76 vs. 0.44 per 1,000 lines) is
the most directly quantified technical-risk figure available in the peer-reviewed literature on this topic (Source: seclab.stanford.edu). Table 3
consolidates the misclassification-penalty exposure data referenced across this report by jurisdiction.

JURISDICTION /

CLASSIFICATION TEST USED PENALTY EXPOSURE
BODY

Behavioral control, financial control, Liable for underpaid employment taxes regardless of recovery from worker
IRS (federal tax) relationship of the parties (Source: (Source: www.irs.gov); up to $680/return for intentional-disregard filing

WWW.IrS.gov) violations, no cap (Source: Www.irs.gov)
DOL (federal Six-factor economic reality test (Source: Denial of minimum wage and overtime protections creates back-pay liability;
labor, FLSA) www.dol.gov) standard under active 2026 rulemaking review (Source: www.dol.gov)

ABC test; employee presumed unless all o

. . $5,000 to $15,000 per violation; $10,000 to $25,000 for a pattern of
California three prongs proven (Source: o ) )
violations (Source: |eginfo.legislature.ca.gov)
www.labor.ca.gov)
. . ) $250 per worker (first violation), $1,000 per worker (subsequent), plus up to

New Jersey State administrative review

5% of gross earnings (Source: nj.gov)

Table 3 underscores that misclassification penalty exposure is not uniform: a business operating only under federal rules faces a materially different,
and in some ways less codified, risk profile than one with workers in California or New Jersey, both of which impose per-violation dollar penalties on
top of any federal tax liability.

Case Studies and Real-World Examples

FedEx Ground, Uber, and Lyft: The Cost of Misclassification at Scale

The clearest illustration of misclassification's financial stakes comes from the logistics and ride-hailing sectors. FedEx Ground Package System Inc.
agreed to pay drivers across 20 states $240 million to settle lawsuits claiming they had been misclassified as independent contractors rather than
employees (Source: www.reuters.com). A federal judge subsequently approved a further $227 million for 12,627 driver-plaintiffs in Indiana and 18
other states, and by 2017 FedEx had paid "roughly $454 million to settle suits of a similar nature" (Source: www.supplychaindive.com). The FedEx

litigation was not an isolated event: the same reporting notes Uber agreed to pay up to $100 million to 385,000 drivers in California and
Massachusetts, and Lyft separately sought approval of a $27 million settlement, both over independent-contractor classification claims (Source:
www.reuters.com). While these cases involve drivers rather than office-based freelance developers or designers, the underlying legal exposure,
control over how, when, and where work is performed, applies identically to any business that manages a freelancer's daily schedule and tools as if
they were an employee.

Toptal v. Andela: Confidentiality and Trade-Secret Litigation in the Freelance Marketplace
Sector

In a real, named case with direct relevance to the freelance-hiring industry itself, freelance-developer marketplace Toptal sued rival marketplace
Andela and seven former Toptal employees in New York state court, alleging the employees "reneged on confidentiality, non-solicitation and non-
compete agreements with Toptal" and misappropriated trade secrets in building a competing platform (Source: techcrunch.com). The case illustrates
that confidentiality and non-compete risk in the freelance economy runs in both directions: businesses worry about freelancers leaking sensitive data,
but freelance-economy companies themselves face the identical risk from departing staff who take institutional knowledge to a competitor.
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Optus and Freelancer.com: A Third-Party Data Breach via a Freelance Marketplace

In 2015, an employee of ARC, a debt-collection contractor working for Australian telecom Optus, posted a spreadsheet of customer data, including
"names, addresses, dates of birth, emails, phone numbers, debt history," to the freelance marketplace Freelancer.com while attempting to hire a
freelance worker to help analyze it (Source: www.zdnet.com). Optus confirmed the disclosure was unauthorized, stating "an employee of a third-party
supplier posted a document containing customer data to a public website. This action was unauthorised by Optus and its supplier, ARC" (Source:
www.zdnet.com). The incident shows how freelance-hiring workflows themselves, not just the freelancers hired, can become an unintended data-
exposure vector when a company or its contractor uploads sensitive material to a public platform to attract bids.

Hilber v. Malley's Candies: The Cost of Skipping a Written IP Agreement

In Hilber v. Malley's Candies, litigated in the U.S. District Court for the Northern District of Ohio, a freelance graphic designer worked for the candy
retailer for over three years, receiving roughly $230,000 across more than 60 invoices with no written agreement governing IP ownership (Source:
www.ipguy.com). After the relationship ended, the designer alleged Malley's had infringed her copyrighted materials "on at least 528 occasions" by
continuing to use her designs (Source: storage.courtlistener.com). The court denied Malley's motion for summary judgment, leaving it to a jury to

determine "whether the business had an implied license to continue using the designer's files" (Source: www.ipguy.com), while separately granting the
designer summary judgment against Malley's own counterclaims for trademark infringement, false designation of origin, unfair competition, and
trademark dilution (Source: news.bloomberglaw.com). The case is a direct, litigated example of the abstract IP risk described earlier in this report:

three years of steady freelance payments created no automatic IP protection for the paying business.

Coinbase and TaskUs: A Contractor-Originated Data Breach with a $400 Million Estimated
Cost

In May 2025, cryptocurrency exchange Coinbase disclosed a data breach it attributed to "support agents overseas," contractors employed by
outsourcing firm TaskUs, with an estimated cost of up to $400 million (Source: www.reuters.com). Reuters subsequently reported the breach was
linked to an India-based TaskUs contractor "caught taking photographs of her work computer with her personal phone" (Source: www.reuters.com). As
of July 2026, litigation continues: a federal court in the Southern District of New York ruled that TaskUs could not dismiss all claims tied to the breach
in a customer class action (Source: news.bloomberglaw.com). The case demonstrates that data-security risk from outsourced or freelance labor

extends well beyond software development into any function, in this case customer support, that grants a contractor access to sensitive systems.

Consensys: A Freelance Hire Linked to North Korea

Blockchain company Consensys, maker of the MetaMask cryptocurrency wallet, "accidentally hired a software developer linked to North Korea,"
operating under the alias "Tyler Knapp," as a freelance or consultant contributor who worked on core MetaMask platform code before detection
(Source: www.dropsitenews.com). Consensys's general counsel confirmed the company "immediately terminated any access and launched a

comprehensive investigation that confirmed there was no misappropriation of assets or data" (Source: www.dropsitenews.com). The case reflects a
fast-growing category of freelance-hiring risk: state-linked threat actors posing as remote freelance developers specifically to gain access to sensitive

codebases, a risk that standard freelance-marketplace identity verification does not fully address.

Thumbtack and INVISTA: Freelance Engagements That Delivered Measurable Value

Not every freelance engagement produces a hidden-cost story, and two published case studies illustrate what a well-managed freelance program can
achieve. Thumbtack, an online local-services marketplace, used Upwork's Talent Services to engage "over 130 high-quality agents within days" for
live-chat customer support (Source: www.upwork.com), achieving a 92% customer satisfaction rating alongside two-to-three-times cost savings
relative to its prior staffing approach, according to Upwork's published case study (Source: www.upwork.com). Separately, industrial manufacturer
INVISTA, a company with roughly $2.8 billion in revenue and more than 3,000 employees, used Toptal's managed freelance-talent delivery model for

a FORTRAN-to-modern-language application migration and reported cutting project implementation costs by 15% (Source: www.toptal.com). Both

cases involved structured platforms with vetting, project management support, and, in INVISTA's case, an enterprise-grade managed-services layer,
rather than an unmanaged, direct freelancer hire, reinforcing this report's central finding that the hidden costs described above are largely a function of
how a freelance engagement is structured and managed, not an unavoidable property of freelance labor itself.
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Implications and Future Directions

Three trends will shape how the hidden costs of freelance hiring evolve over the next several years. First, regulatory uncertainty around worker
classification is intensifying rather than settling. The DOL's active 2026 rulemaking process, launched via a February 26, 2026 Notice of Proposed
Rulemaking that could again revise the federal classification standard under the FLSA, the Family and Medical Leave Act, and the Migrant and
Seasonal Agricultural Worker Protection Act (Source: www.dol.gov), means multi-state businesses cannot treat their current compliance posture as
permanent. Combined with state-level tests that are already stricter than the federal standard, particularly California's ABC test (Source:
www.labor.ca.gov), businesses hiring freelancers across multiple states face a genuinely fragmented and moving compliance target.

Second, the security and identity-verification risks illustrated by the Consensys case are likely to grow rather than shrink as remote freelance hiring
becomes more routine and Al-generated application materials make identity verification harder. The same dynamic that makes freelance platforms
efficient at matching global talent to global demand, minimal friction in onboarding a previously unknown worker, is what state-linked and criminal
actors exploit. Businesses hiring freelance developers for sensitive codebases should expect identity-verification and access-control requirements to
become standard practice rather than an optional add-on.

Third, management-overhead costs are likely to keep rising in absolute terms even as software attempts to compress them, because the underlying
driver, a growing share of the workforce operating outside conventional payroll, is structural. Deloitte's finding that contingent workers already
represent 30% to 50% of many workforces, against only 30% of executives feeling prepared to manage the shift (Source: www.deloitte.com) (Source:
www.deloitte.com), suggests a persistent gap between freelance-workforce growth and organizational capacity to manage it well, a gap that new
contractor-management tooling from vendors like Deel and Remote is only partially closing at present per-contractor price points (Source:

www.deel.com) (Source: support.remote.com).
Frequently Asked Questions (FAQS)

What is the true cost of hiring a contractor compared to the quoted rate? The quoted hourly or project rate typically excludes compliance risk,
management overhead, quality-assurance backfill, and legal costs for IP and confidentiality protection. This report's data shows fully loaded employee
costs run 1.25x to 1.99x base salary (Source: www.sba.gov) (Source: www.toptal.com), while freelance costs are dispersed across platform fees,

contractor-management software ($29 to $49 per contractor per month or more) (Source: support.remote.com), and risk-adjusted compliance
exposure.

Is it cheaper to hire a freelancer or an employee? For short, well-defined engagements, freelancers are typically cheaper because they avoid the
fully loaded employee cost multiplier. For ongoing, integral work performed under close direction, the cost gap narrows and the misclassification risk
rises, since the IRS's control-based test does not treat freelance labeling as sufficient to avoid employee status (Source: www.irs.gov).

Is a freelancer or an agency cheaper? Freelancer rates are usually lower per hour, with a platform-wide median around $37 versus a majority-band
of $50 to $100 for agencies (Source: www.goodfirms.co) (Source: www.goodfirms.co), but agencies bundle project management, backup staffing, and
quality assurance that a client would otherwise have to provide itself when working with a solo freelancer.

What are the biggest hidden risks of hiring freelance developers? Documented risks include a statistically significant gap in code security (1.76
vs. 0.44 injection vulnerabilities per 1,000 lines in one Stanford study) (Source: seclab.stanford.edu), IP ownership gaps absent a written work-for-hire
agreement (Source: www.copyright.gov), and, in rare but serious cases, state-linked threat actors posing as freelance developers, as in the
Consensys case (Source: www.dropsitenews.com).

What are the risks of hiring freelancers for design work? The primary risks are IP ownership ambiguity, illustrated by the Hilber v. Malley's
Candies litigation (Source: storage.courtlistener.com), and quality-consistency questions, including a documented gap in how freelance designers and

the hiring managers who buy their work perceive Al-assisted output quality (Source: www.fastcompany.com).

How should a business budget for a freelance design or development project? Beyond the base rate, budget for contractor-management
software, compliance and 1099 filing, a written IP assignment and NDA executed before work begins, an independent QA or security review if the
freelancer's rate does not include one, and a contingency reserve, with 10% of budget cited as a typical benchmark in project-management literature
(Source: ecampusontario.pressbooks.pub).

What is the freelancer management overhead most businesses underestimate? Time and tooling. Surveyed HR and finance teams report
spending 21 or more hours per month on contractor compliance alone, with a majority relying on three or more separate management tools (Source:

Conclusion
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The hidden costs of hiring freelancers are real, quantifiable, and concentrated in five areas: misclassification and compliance exposure, management
and coordination overhead, code and design quality risk, intellectual property ownership gaps, and reliability or continuity risk relative to an agency.
None of these costs are hypothetical. They show up in BLS and SHRM data on the true cost of an employee, in IRS and DOL enforcement
frameworks and penalty schedules, in a Stanford security study's measured vulnerability gap, in Deloitte and Upwork's own workforce-preparedness
research, and in named litigation, from FedEx's roughly $454 million in cumulative misclassification settlements to the ongoing Coinbase-TaskUs
breach litigation and the Hilber v. Malley's Candies copyright dispute, that collectively illustrate what happens when those costs go unpriced.

None of this argues against hiring freelancers. The same evidence base shows freelance talent delivering genuine, measurable value when
engagements are properly structured, as in Thumbtack's 92% customer satisfaction outcome and INVISTA's 15% project cost reduction through
managed freelance-delivery models. The distinction between a freelance engagement that saves money and one that quietly costs more than a full-
time hire is not the freelancer's skill or the hourly rate on the invoice. It is whether the business pricing that engagement has accounted for
classification risk, management time, quality assurance, and IP protection before signing the contract, not after a dispute forces the issue. Businesses
evaluating freelance hiring in 2026 should treat the quoted rate as a starting point for a total-cost calculation, not the calculation itself.

Tags: hidden costs of hiring freelancers, freelancer vs employee cost, freelancer vs agency, hidden costs freelance developers, risks hiring freelancers
design, true cost of a contractor, worker misclassification, freelancer management overhead
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DISCLAIMER

The information contained in this document is provided for educational and informational purposes only. We make no representations or warranties of
any kind, express or implied, about the completeness, accuracy, reliability, suitability, or availability of the information contained herein.

Any reliance you place on such information is strictly at your own risk. In no event will Tapflare or its representatives be liable for any loss or damage
including without limitation, indirect or consequential loss or damage, or any loss or damage whatsoever arising from the use of information presented
in this document.

This document may contain content generated with the assistance of artificial intelligence technologies. Al-generated content may contain errors,
omissions, or inaccuracies. Readers are advised to independently verify any critical information before acting upon it.

All product names, logos, brands, trademarks, and registered trademarks mentioned in this document are the property of their respective owners. All
company, product, and service names used in this document are for identification purposes only. Use of these names, logos, trademarks, and brands
does not imply endorsement by the respective trademark holders.

This document does not constitute professional or legal advice. For specific guidance related to your business needs, please consult with appropriate
qualified professionals.

© 2026 Tapflare. All rights reserved.
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