$ sonovate




In a
nutshell

We get it, you’re busy with better things to do that

plough through this ebook. That’s why we’ve included

this combined table of contents/content summary.

It summarises the rest of this ebook in one eyeful.

At Sonovate we'’re helpful like that.

01 Setting the scene rs5

The REC’s annual Recruitment Industry
Trends report for 2018/19 shows that
the industry’s turnover reached almost
£39 billion. £33.4 billion was generated
through temporary/contract placement
activity while £5.5 billion was achieved

through permanent placements.

02 The case for contract recruitment
p.7

Contract recruiting offers four big

benefits to recruitment firms:

+ Even out the famine or feast
cycle associated with perm anent
placement fees

Protect agencies against the slings and
arrows of economic conditions

Increase the value of a recruitment
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 Attract more business by broadening a

recruitment agency’s offer

Building a brilliant contract team
P.10

Attract the right talent. Seek recruiters
with deep market knowledge, an eye for
opportunity, a proactive approach to
problem solving, excellent relationships
with clients and candidates, a healthy
obsession with metrics, a deep
understanding of their network and their
capabilities and needs, and a clear focus

on results.

Promote from within. Sometimes called
“organic growth”, promoting from within
- based on an individual’s performance
against appropriate KPIs - can boost
staff morale and sidesteps the learning

curve that external candidates would face.
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Set appropriate expectations. The 05
key to great performance is letting

your recruiters know exactly what’s

expected of them (ROI) and how their

performance is measured (KPIs).

Pick the right commission structure.
Classic commission/incentivisation
schemes include rewarding higher
margin wins with a higher commission
percentage, paying a higher
commission for large new clients,

and a sliding scale scheme based on

performance against targets.

Building a brilliant network
of contractor Fr.i6

Know your network. A key part of
building and main training a great
network of contractors is always
knowing who'’s available - that way 06
you’ll be in a strong position to take

advantage of whatever opportunities

come your way. Take a proactive

approach and make the effort to

keep in touch with them. Don’t

forget to pick their brains about

what’s happening in the contract

recruitment market.

Ask for recommendations. Another
excellent source of contractor
contacts are end clients. Find out
who they’ve worked with they think
are excellent, then find a way to

make contact with them.

Identifying contract opportunities
P.19

Find new opportunities within your
current clients by doing everything
you can to understand their business,
then proactively suggest solutions

they may not have thought of.

CV stripping. Contractor CVs can

be a great source of leads. If they’ve
recently been hired it shows a client is
actively using contractors, and there’s
every chance they’ll recruit again in the

near future.

Ask around. A useful source of
leads on hiring opportunities can be
contractors themselves, so don’t be

afraid to ask around.

Taking care of verification
and compliance P.22

Verify your candidate details,
including checking their CV, ID
(passport/driver’s licence), references
and DBS checks.

Make sure you’ve all the right
documentation. Don’t assume you
know what the end client needs; if in
any doubt ask.

Make sure the placement complies
with Agency Worker Regulations
(AWR). Work with umbrella
companies that have a policy in place
around AWR to ensure the candidates

are paid correctly.
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Check the candidate’s umbrella
company is compliant. If in doubt, ask.

Understand overseas placement
issues. Taxes, visas, tax and social

security issues all need attending to.

Look out for fraud. It’s rare but

it happens.

Check everything is signed and
agreed before the candidate starts
work. Alternatively make a trigger action

part of your contract.

Making contractor payment
painless p.25

Umbrella companies. An umbrella
company employs contractors who
then work on contract assignments
for end clients, usually as a way of

mitigating the effects of IR35.

Limited companies. In contrast to
umbrella companies, contractors
who set up as a limited company are
responsible for submitting their own
account to HMRC.

Understanding officialdom p.27

IR35 refers to tax legislation designed
to combat what HMRC sees as tax

avoidance by workers supplying their
services to clients via an intermediary

like a limited company.

Insurance. If you’re placing contractors,
it’s essential that your agency has the
same insurance as the contractors

themselves so that liability can be
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passed down the line.

HMRC Intermediaries. Since 2015
agencies must report any worker
that falls outside their own PAYE
payroll to HMRC.

The case for invoice financing
P.30

Invoice financing comes in a variety
of forms, each with a specific purpose
for different tasks. Always speak to

your finance provider about any fees

you’ll incur.

Choosing the right invoice
financier for you r.33

Different financiers have different
invoice financing offers, in terms of
both setup and facilities. This section
contains a useful checklist to ensure

you choose well.
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Setting the
scene

The world of work is changing, with
contractors and freelancers more in

demand than ever.

As proof, consider the growing value

of the UK recruitment market; not only
did this increase in value from £32bn in
2017 to almost £39bn in 2019, but the
average value of a contract or temporary
placement increased by 20% in the same
period to £34.,976.

Not surprisingly, many permanent
recruitment agencies would like to
benefit from this trend by moving into

contract recruitment.
The question, of course, is how?

That’s where this guide comes in. Aimed
at ambitious recruitment agency leaders,
it outlines almost everything you need

to know to get started in the contract
market, from candidate attraction to

compliance rules.

We say “almost” because realistically we
can’t describe every aspect of this large
and dynamic area without taking up too
much of your time. Nevertheless, if you’re
considering making a move into contract
recruitment, then this guide will give you a

rocket-assisted launch.



TL:DR

Contracting accounts for around
86% of the UK recruitment industry’s
turnover, there are around 5 million
self employed workers in the UK, with
the international contract market
worth S419bn, with estimated annual
growth of 6%. By any measure
contract recruitment is a thriving area

with excellent prospects.

The recruitment big picture

Let’s begin by taking a step back to

consider the big picture.

Contracting accounts for around 85% of
the UK recruitment industry’s turnover,
with the remaining 15% generated through

permanent placements.

Currently there are approximately almost
five million self-employed workers in the
UK (IPSE. 2017) contributing £275bn to the UK

economy in 2018.

The Freelancer and Contractor Services
Association (FCSA) estimate that 70% of
the growth in self-employment since 2008
has been at the highly skilled (and highly
paid) end of the spectrum, typically in ONS
categories such as managers, directors and
senior officials, professional occupations

and technical positions.

Looking beyond the UK, the picture is
equally attractive. The 2018 Global Staffing
Industry Market Estimates and Forecast
Update revealed that the international
contract market is worth an impressive
S419bn, with estimated annual growth of
6%. The top three countries for contract
recruitment are the US, Japan and the UK
(Europe’s largest contract market), with
90% of the market going to temporary
placements, with the remaining 10% covered

by place & search activity.



02 The case for
contract
recruitment

In the previous section we explained how

contract recruitment is in rude good health

and growing in value every year, both in the
UK and abroad.

But how exactly can it help individual

recruitment agencies like yours? If you were

to move into this area, what advantage

should you expect? Read on to discover

what we think are the four big benefits.

Benefit one

Even out peaks and Contract recruitment is a proven way to generate

troughs o e predictable, recurring revenues that can offset the peaks
and troughs associated with famine or feast of permanent
placement fees. As a result contract recruitment enables you

to grow your business and strengthen your overall position.

For example, according to REC stats, agencies operating
in the temporary/contract market averaged £380,792 per
employee in annual sales during 2016/17. This reflects the
fact that the temporary/contract market includes many
positions for highly skilled professionals in lucrative areas
such as IT & tech, finance and engineering, meaning

higher margins for recruiters.



Protect against

economic downturn

The contract recruitment market has consistently thrived
during economic ups and down, with many contract
agencies consistently increasing their workload year on year.
The reason is straightforward: businesses still have positions
they need to fill, but in uncertain times they’re reluctant

to commit to full time employees. Instead they turn to
temporary and contract staff — which of course benefits the

agencies that provide them.

Increase the value of

your business

The flexibility and freedom that contracting offers
businesses mean there’ll always be a demand for
contractors — and therefore contract recruitment agencies.
With more and more people deciding to “go freelance”,
agencies who act as the conduit between contractor and end

client have every opportunity to succeed.

The advantages this offer go beyond turnover and

profit. Extending your business offer to include contract
recruitment can significantly increase the market value of
your business, as a strong contract book will enable you
to reliably forecast future revenue and make a compelling

case to potential buyers.



Benefit four

Attract more

business

The ability to fulfil different kinds of placements increases
your marketability. You’ll be able to offer your services

to businesses looking for both perm and contract
candidates. And you’ll find it increases the business
you’re doing with your existing clients, many of whom will

inevitably require contractors.

TL:DR

Contract recruiting offers four big benefits to

recruitment firms; it can:

Even out the famine or feast cycle associated with
permanent placement fees

Protect agencies against the slings and arrows of
economic conditions

Increase the value of a recruitment business itself

Attract more business by broadening a
recruitment agency’s offer
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Building
a brilliant
contract team

In the previous section we showed how four big benefits

associated with contract recruitment mean it’s something no

ambitious agency can ignore. So far so good, but if you’re

convinced that contracting is right for you, how exactly do

you build a first class contract team? Allow us to introduce

our seven key steps to contract recruitment heaven.

Attract the right recruiters

At the risk of stating the obvious, you
need the right recruiters. The best
people have a pipeline of business and
live placements extending forward over
a period of months that represent a
continuous flow of cash for them — a
financial indictment that is in effect a
pair of golden handcuffs tying them

to their current employer. In order to

overcome this you could:

« Offer them a guaranteed income until they

have the contract book up and running.

Provide them with the autonomy

to run their desk the way they like,
and offer flexible hours and remote
working — both features that don’t
cost you money but can improve their
morale and work life balance.

Introduce an uncapped commission scheme

Empower the individual by making them
responsible for growing their own team.



Who exactly counts as “the right recruiters”?

Without wishing to reduce the art of staff selection to a cookie cutter

process, the right contract recruiters tend to share the following qualities:

Deep market knowledge

Good contract recruiters know the key
projects happening in their market
over the next three- to six months.

The more they know about their/your
market — for example, precisely what
candidates need to do on a day-to-
day basis — the better they can grasp
a role specification, talk on equal
terms with clients, and pre-screen

potential candidates.

An eye for opportunity

The best contract billers are always
looking for new ways to develop and to

connect with new clients.

A proactive approach
to problem solving

The best contract recruiters understand
the role, responsibilities and future
project opportunities they can add
value to. They don’t let contracts run
out without already having another

opportunity lined up for the contractor.

Excellent relationships with
candidates and clients

By quietly keeping in touch with
candidates and clients, good contract
recruiters make sure your relationship
with them doesn’t dry up. At the risk
of stating the obvious, investing time
in maintaining a good relationship
increases the chances of securing an

extension or renewal.

A healthy obsession with metrics

The most successful recruiters judge
every scenario numerically, set realistic
goals and ensure they hit the numbers

they set out to achieve.

A deep understanding of
their network

The best contract recruiters close the
deal before they’ve put the phone
down. One of the key ways they do this
is through an encyclopedic knowledge
of their contractors, where they’ve
worked, what they’ve accomplished
and where they’ve achieved success.
Equally importantly, they always have
a shortlist of contractors in the back

of their minds who are ready and

available to start immediately.



TL:DR

Seek out recruiters with deep market
knowledge, an eye for opportunity,
a proactive approach to problem
solving, excellent relationships with
clients and candidates, a healthy
obsession with metrics, a deep
understanding of their network and
their capabilities and needs, and a

clear focus on results.

A clear focus on results

Even when their workload is
overwhelming, the best contract
recruiters stay positive and focus on
reaching their goals. Instead of being
distracted by issues beyond their
control, they prioritise their workload,
keep track of where they’re at with
each client and candidates, and have
realistic expectations of what they plan

to achieve each day.



Promote from within where possible

Internal promotion - otherwise known as “organic growth”
- has many positive benefits. The first step is to set KPIs
that will enable you to identify your highest-performing
people. There’s every chance these talented, committed
individuals will relish a new challenge, making them ideal

candidates to be promoted from within.

Internal promotion is a great way to boost morale and
develop future leaders. It also means smoother transitions
as the individuals involved typically already understand
the structures and process of your organisation, as well

as knowing your other staff.

Of course there will always be occasions when it

isn’t possible to recruit from within. In that situation,
combining internal and external recruitment is a sound
strategy as it delivers the immediate impact of the
external recruitment, paired with benefits of the longer-
term, internal approach. In the next section we look at the

qualities of a great external candidate.

TL:DR

Sometimes called “organic growth”, promoting
from within — based on an individual’s
performance against appropriate KPls — has
many benefits including boosting staff morale
and sidestepping the learning curve that

external candidates would face.




Set appropriate expectations

ROI

Different recruitment agencies have different
expectations from their contract recruiters,
typically reflecting their level of experience
and realistic prospects. These differences
need to be taken into account when

calculating ROI expectations.

You also need to consider other factors such
as how warm the desk is, the particular sector
you’re recruiting in, and whether and how

quickly your recruiters can build their book.

At the heart of all this is a simple ratio:
capital employed per consultant (typically
commission, base salary, overheads of desk
and so on) vs. the amount they bring in. They
need to consistently bill more than they cost
you for their desk. Only then does it make
sense to talk of “ROI”.

KPI

KPIs for contract recruitment aren’t necessarily
very different from permanent recruitment
equivalents. The main difference is that as
contract moves faster, a contract recruitment

consultant’s KPI would typically focus on:

« The number of jobs they’ve picked up
* Their interview to job ratio

* Their CVs sent to interviews ratio

* Their interviews to offer ratio

* Their meetings to jobs taken ratio

TL:DR

The key to great performance is letting your recruiters know exactly
what’s expected of them and how their performance is measured.
Calculate appropriate ROI by looking at how warm the desk is, the
sector you’re recruiting in, and whether and how quickly your recruiters
can build their book. Arrive at appropriate KPIs by looking at areas like

their CV sent to interview to ratio and their interviews to job ratio.




Pick the right

commission structure

Commission structures — otherwise known as incentivization
schemes — vary from agency to agency and are usually
influenced by the sector the agency serves.

Classic incentivisation ideas include:

« “Kicker” approach. If a consultant brings in a client at a
higher margin, they get a higher commission percentage.

« Key client won. A consultant is paid a higher commission
percentage as reward for landing a significant new
client.

- Sliding scale. A consultant is gradually paid higher rates
of commission based on their performance against a
target.

For example, 5% of revenue up to 100% of target, then
10% from 101-125%, 15% for 121% upward and so on.

TL;DR

Classic commission/incentivisation schemes

include rewarding higher margin wins with a

higher commission percentage, paying a higher
commission for large new clients, and a sliding scale

scheme based on performance against targets.




O4 Building a brilliant

network of
contractors

In the previous section we discussed

how to build a first class contract

team. Now let’s look at the other side

of the coin, your actual contractors.

Know your network

Clearly your contractors need to be the best you can
possibly find, but they also need to be managed well: when
contract recruitment deals are measured in hours, not weeks,
you need to be 100% on top of your network. Knowing who’s
available and when can be the difference between doing a

lucrative deal and missing out. We recommend that you:

Speak to people

Relying on job adverts to provide a stream of first class
contractors looking for their next role is optimistic to say
the least. By all means place ads, but also try talking
directly to selected contractors who look like they

might meet your current needs. You should be able to
find their contact details via the CV, Linkedln page or
from database searches. With a bit of luck they should
provide on-the-ground insight into who’s available

and who’s hiring.



Be specific

Good contractors are busy people with tempting job
opportunities regularly coming their way. You’re almost
certainly not the only recruiter talking to them so be
specific about what you want to get out of the relationship

and what you can offer.

Maintain regular contact

As contractors move from role to role, they build up

a detailed knowledge about what’s happening in the
market. That information can be gold to you, so keep

up with what’s going on by making a point of regularly
speaking to your network. Buying the occasional coffee/

beer/lunch never hurts.

TL:DR

A key part of building and main training a great
network of contractors is always knowing who’s
available - that way you’ll be in a strong position
to take advantage of whatever opportunities come
your way. Take a proactive approach and make
the effort to keep in touch with them. Don’t forget
to pick their brains about what’s happening in the

contract recruitment market.




Ask for

recommendations

Speak to prospective clients about contractors they’ve
worked with. Don’t use the call to sell your service; instead
aim to find out what the referee thought of the contractor’s

work and any other contractors they rate.

You can then make contact with the contractors in question
and request their CV, repeating this process as often as
necessary. By doing this, you’re building a network of
contractors and getting your name known by potential
clients in a non-sales way.

TL:DR

Another excellent source of contractor contacts
are end clients. Find out who they’ve worked with
they think are excellent, then find a way to make

contact with them.




05 Identifying contract
opportunities

(1)

It’s a truism in business that “your current clients are your best clients”.
With that in mind, let’s turn our attention to how you can identify

contract business opportunities within your current portfolio of clients.

The first step is to get to know their business in detail. For example:

+ Who are the relevant heads of departments?

+ What products/services do they sell? (If this seems obvious ask yourself how many
of your clients know the full scope of your business offer)

* Where are these products/services offered?
* What tech stack do they use? (Only relevant to IT recruiters)

* What are their interdepartmental relationships? For example, who’s the decision
maker? Who do they report to? Who makes decisions if they’re unavailable?

+ What are their future projects/objectives/expansion plans?



Use all this to create an organogram or equivalent that will help you

proactively identify opportunities to introduce them to new talent.

The point is, with the right background knowledge you don’t need to
wait for the client to tell you they need person X with skill ¥; you can see

for yourself.

Then speak to whoever’s responsible for hiring; find out what projects
they’re implementing, what capacity they need to complete the project

and how long it’s scheduled to last.

Together this information puts you in a stronger position to sell-in
contractors. Just make sure you know their availability and have up-to-
date CVs with full references, so that if an opportunity comes up you

can jump on it immediately.

If your current clients genuinely aren’t hiring contractors then you need

to expand your search. The next section describes how.

TL:DR

Find new opportunities within your current clients
by doing everything you can to understand their
business, then proactively suggest solutions they

may not have thought of.
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CV stripping

This sounds distinctly underhand but in reality it’s just
gathering information from a contractor’s CV about their
recent role(s). Focus on finding where they worked previously
and who ran that project. Gathering this information

means you’ll build up both a list of companies who recruit
contractors, and the names of people actively involved in the
hiring process.

TL:DR

Contractor CVs can be a great source of leads.
If they’ve recently been hired it shows a client
is actively using contractors, and there’s every

chance they’ll recruit again in the near future.

Ask around

21

It sounds simple (because it is) but there’s often real value in
just asking your contractors who they think are hiring. Word
quickly gets around the contractor community about who’s
hot and who’s not. A few calls or emails could alert you to
opportunities you wouldn’t otherwise hear about.

TL:DR

A useful source of leads on hiring opportunities
can be contractors themselves, so don’t be afraid
to ask around.
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Taking care of
verification and
compliance

There are a few simple things you can do to

make sure every placement goes smoothly.

Verify your

candidate details

You need to ensure the candidate
you’re putting forward really is who
they say they are. Collect their

CV, ID (passport/driver’s licence),
references and DBS checks. In some
cases you may also need to verify
their qualifications or if they have a

right to work in this country.

Make sure you’ve all the

right documentation

Check with the client about what
information they need - it shows
you’re making every effort to remain
compliant. Certain industries - for
example anything medical- or
security-related - usually need
higher levels of compliance to protect
the client, the public and the agency

from legal action.



Make sure the placement
complies with Agency
Worker Regulations (AWR)

Keep records of your communications
with the client to protect yourself
- and the client - from any future

problems. Work with umbrella

companies that have a policy in place

around AWR to ensure the candidates

are paid correctly.

Check the candidate’s
umbrella company

is compliant

It’s useful to have a list of approved
umbrella companies. Alternatively,
research the umbrella company your
candidates want to use, focussing
on their compliance, processes

and payment structure. You might
also want to ask for copies of their
certificate of incorporation, VAT and

insurance certificates.

Understand overseas

placement issues

When making placements
overseas it’s important to make
yourself aware of the rules
governing recruitment in that
particular country, for example
relating to taxes, visas, tax and

social security issues.

Look out for fraud

It’s rare but it undoubtedly happens,
with third parties trying to defraud
agencies, candidates and suppliers.
By completing a full compliance
check you should be able to identify

any fraud before it happens.
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Check everything is
signed and agreed

Make sure all parties agree and sign the
contract before the candidate starts.
Look into cloud software that supports
e-signatures in order to speed up the
process. Alternatively, make sure your
contract includes “trigger actions”,

so if the candidate goes on site then
the contract is deemed to have been
agreed by default.

TL;:DR

The secret to frictionless candidate
placement is taking care of detail.
Use the topics discussed above as a
checklist to ensure you’ve covered

everything that matters.




07 Making contractor
payment painless

Contractors usually work either under an

umbrella company or as a limited company.

Understanding and being able to work with

these schemes will increase the number of

contractors you can work with.

Umbrella companies

Working under an umbrella company means the candidate
is essentially an employee of that company. The candidate
submits a timesheet which — once approved — creates an
invoice for payment. The candidate is paid by the umbrella
company as an PAYE employee, with the umbrella company’s
processing fees deducted from the candidate’s pay. The
umbrella is responsible for HMRC statutory deductions and

employment liabilities. In this situation you need to:

- Make sure the umbrella company is compliant across
the board. Ask to see proof that they have a qualified,
registered accountant.

Get copies of the umbrella company’s Certificate of
Incorporation, VAT certificate and insurance certificates.

Verify that the umbrella company has a policy regarding
Agency Workers Regulations (AWR), so you know your
candidates will be paid the correct amount.



« Aim to work with a list of approved umbrella companies.

+ Ensure all parties sign the contract before the work starts.

TL:DR

An umbrella company employs contractors who
then work on contract assignments for end clients,

usually as a way of mitigating the effects of IR35.

Limited companies

26

Contracting under a limited company means the candidate
is responsible for submitting their own accounts and taxes

directly to HMRC. In this situation you need to:

« Check that if the end client insists on using non-standard
terms and conditions you won’t be held responsible for
any issues with the candidate.

» Make sure your agency has the correct insurance in place
to cover yourselves if any issues arise.

* Make sure your candidate has insurance to cover
themselves if there are any problems with the end client.
This covers your back as well.

«  Make sure you've all the necessary paperwork relating to
the candidates in case HMRC wants to see it.

TL:DR

In contrast to umbrella companies, contractors
who set up as a limited company are responsible

for submitting their own account to HMRC.




08 Understanding
officialdom

IR35

IR35 is tax legislation designed to combat
tax avoidance by workers supplying their
services to clients via an intermediary, such

as a limited company.

As an employee, contractors would have
PAYE and National Insurance contributions
deducted at source, and would forego the
ability to offset certain expenses against

their limited company.

Recent changes in legislation mean the
responsibility for determining whether a

contractor falls within IR35 in the public

sector shift from the contractor to the client.

Although the decision sits with the client,
the responsibility to deduct NIC and PAYE

will be left with agencies.

For IR35 to apply, HMRC has to determine
whether the relationship between a
contractor/freelancer and their client is in

fact an employer-employee relationship.

TL:DR

intermediary like a limited company.

IR35 refers to tax legislation designed to combat what HMRC sees

as tax avoidance by workers supplying their services to clients via an

27




Insurance

If you're placing contractors, it’s essential that your agency has the

same insurance as the contractors themselves so that liability can be

passed down the line. The sorts of policies you’ll need include:

Professional Indemnity insurance

Professional indemnity insurance covers

the cost of defending your business against
allegations of professional negligence (such
as giving your client incorrect advice) and if
unsuccessful, the cost of damages awarded

against you.

Public Liability insurance

Public and product liability insurance
covers the cost of defending your business
(including damages awarded against you
if unsuccessful) if someone is injured, or
their property damaged, which arises
from you going about your business. The
legal fees alone could cost your business

thousands of pounds.

Employers’ Liability insurance

Employer’s liability insurance is a legal
requirement if your business has employees.
It covers your business against claims for
injury or illness suffered by employees
arising from their employment. If you
employ recruitment consultants, you’re

likely to need this cover.

Cyber and data risks insurance

Cyber and data risks insurance pays

the costs of restoring data, replacing
equipment, informing clients, meeting
ransom demands and loss of your net profit
following a cyber attack. It also pays your
legal defence costs and damages you’re
legally liable to pay to other parties. If you
hold confidential information about your
clients and their projects on computers

and other internet connected devices, you

should consider adding this cover.

TL:DR

If you’re placing contractors, it’s essential that your agency has the

same insurance as the contractors themselves so that liability can be

passed down the line.
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Qdos

CONTRACTOR

We’ve teamed up with Qdos, the recruitment

insurance experts, to offer UK recruiters and

freelancers the best in public liability and

professional indemnity insurance.

Why Qdos?

Industry leading provider of Public Liability and
Professional Indemnity Insurance

Immediate quote for agencies up to £2.5m turnover
Personal account manager
Free IR35 advice via a contract assessment

Platinum trusted service award 2020 from Feefo
(4000 independent reviews with 4.6 out 5)

Get your free quote today




HMRC Intermediaries

Introduced in 2015 by HMRC, all UK
recruitment firms now have a statutory
requirement to report on all payments made
(in relation to the supply of staff) where
they don’t deduct employment taxes and NI
at source. In other words, agencies need to
report to HMRC any worker that falls outside
their own PAYE payroll.

Agencies don’t have to include details of
workers who're their own employees, or
include any payment details where the
payments have already been included as
part of a PAYE Real Time Information (RTI)

submission by any other organisation.

30

TL;:DR

Since 2015 agencies must report
any worker that falls outside their
own PAYE payroll to HMRC.
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The case for
invoice financing

Contractors are typically paid on a weekly basis by their agency.

Unfortunately, the recruitment industry has some of the longest

payment delays known to man, meaning an agency will have to

pay their contractors as many as eight times before they receive

payment from their end client. Not surprisingly this can cause

serious cash flow issues.

A quick example will make clear just how tricky
this can be. Imagine one contractor on a 12
week contract at £320 per day. That means
the agency will pay the contractor £1,600 a
week for the duration of the contract, coming
to £19,200 in total. If the agency invoices
monthly and receives payment from the end
client 30-45 days later, the agency will have
to find the money to pay their contractor at
least eight times (£12,800) alongside all their
fixed and variable costs. If the agency has

10 contractors on the go then the cash flow

situation soon becomes perilous.

It’s precisely this cashflow squeeze that invoice

financing is designed to alleviate.



Different forms of invoice finance

Invoice factoring involves the
agency selling their invoices to a
third party at a discount. In addition
to providing finance, the financier
also performs credit control and
collects payment on the agency’s

behalf in a disclosed manner.

Disclosed factoring with back
office involves an agency factoring
invoices with a financier in a
disclosed way (for example the
financier collects money on behalf
of the agency in the financiers
name). The product is accompanied
by back office functions to support,
manage and administer the

running of contractors. Back office
functions vary between providers

in terms of quality of tech product

and service levels.

Invoice discounting (ID) is
purely a monetary arrangement,
with all other responsibilities
such as payroll and credit control

remaining with the agency.

Confidential invoice discounting
(CID) is similar to invoice financing
but is arranged confidentially, so
end clients are unaware that the
agency is being advanced capital
against sales invoices before

payment is received.

ID and CID are typically used by agencies with turnovers in excess of £250k+.



Invoice financing fees

Not surprisingly, the fees associated with
invoice financing vary from provider to

provider.

For example, large banks like Lloyds, RBS,
HSBC and Barclays typically charge setup
fees, where independent financiers don’t.
Important fees to speak to a provider

about include:

+  Setup fees

«  Service fees

+ Insurance (if factoring)
«  Termination fees

«  Refactoring fees

« Interest fees

»  Fees associated with reviewing,

renewing or increasing your funding
+  Administration fees
+  Account service fees
+ Legal documentation and process fees

*  Bad debt protection

The inevitable Ts&Cs

Larger recruitment agencies using invoice
finance are often asked to provide personal
guarantees as part of their Ts&Cs. At the
same time the complexity of the facility can

mean a protracted setup process.

Some financiers will apply limits to invoice
finance funding in order to protect the

interests of all parties, covering:

«  Concentration
«  Drawdown

«  Export debt

«  Facility size

*  Reserves

«  Withholding profit

It’s a good idea to go through each point
listed above with a prospective financier to
see if and when they might apply. Providing a

prospective financier with access to your sales

ledger should help clarify your position.

TL:DR

any fees you’ll incur.

Invoice financing comes in a variety of forms, each with a specific

purpose for different tasks. Always speak to your finance provider about




10 Choosing the
right invoice
financier for you

Different financiers have different invoice financing offers, in terms
of both setup and facilities. For example, agencies using invoice
discounting are responsible for their credit checking, payment and
invoicing processes, while other finance routes place the finance and

back-office responsibility with the financier.

The following questions should help you decide which financier to use:

«  How does the credit checking process work?

+  How does the contract process work?

«  Can | edit / supply my own contracts?

+  How does the timesheet process work?

«  How does the invoicing and collections process work?

+  How does your credit control team work?

+ Will we have a dedicated credit control point of contact?

« What happens if a client doesn’t pay?

« How is your customer service team structured?

+  What are they responsible for and how do they support my team?
« What other support is offered? (for example, live chat or a help centre)
« What reports are available?

* Do you provide HMRC reports?
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Another issue to consider is technology.

Check if a prospective financier supports the following:

» Manual and online timesheets
- Credit checking

- Contracts (inbuilt, customised)
- Invoicing

»  Payments

« Insurance

. API connectivity (accounts, CRM)

. Apps
*  Reporting
TL;DR

Different financiers have different invoice financing offers,
in terms of both setup and facilities. This section contains a

useful checklist to ensure you choose well.
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Meet
Sonovate

We help you run contractors and

get paid easily and on time

We provide recruitment agencies and
consultancies with the finance and
back office support they need to fund
and manage contract placements from

one easy-to-use platform.

Once you’re set up on Sonovate you
simply add a contract assignment to
your account, and we manage the rest
of the process for you — from credit
checks to timesheets and invoicing. It’s

incredibly quick and easy.

Crucially, once you issue an invoice we
pay you and your contractors fast. No
more waiting 30, 60 or even 90 days
for payment. Instead 100% of the profit
of each invoice is in your account as
soon as 24 hours later, leaving you free
to focus on building your business, not

chasing payments.

Sonovate’s flexibility means it adapts
to your favourite way of working,

not the other way around. There

are no sign-up costs, extra charges
or personal guarantees, and you’re
supported all the way by our

dedicated team of experts.

If that sounds good then get in touch
with our team for a friendly chat. We’'ll
ask about your business, show you
round the platform and explain how

we can help.

If you’re determined for your agency
to succeed it could be the best move

you ever make.




Sonovate
in numbers

£1.5bn

Over £1.5bn invoices
funded in 40 countries

£25m

Successfully raised
£25m in VC investment

46%

L6% of businesses
seeking first finance in
2019 chose Sonovate

12th fastest-
growing
Fastest-growing UK fintech

and 12th fastest-growing
private British business

3,000+

3000+ businesses
use Sonovate

20,000+

20,000+ contractors paid

500,000+

350,000+ payments made
to clients and contractors




Find out more at

sonovate.com




