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Future-Proofing Recruitment in 2026:

STRATEGIES TO THRIVE POST-IR35

(Why outsourcing your financial back-office is now mission-critical)



SHIFTING GEARS:
THE CHANGING RECRUITMENT LANDSCAPE

The UK recruitment sector has spent the past five years adapting to
the realities of IR35 reform and off-payroll working rules. What
began as a compliance challenge in 2021 has evolved into a
structural transformation in how agencies manage contractor

engagement, payroll, risk allocation, and financial operations.

By 2026, the focus is no longer simply IR35 compliance as agencies
now operate within a broader regulatory and operational

environment defined by:
« Continuous HMRC enforcement activity
- Greater scrutiny of umbrella company models

« Growing contractor preference for compliant engagement routes

« Margin compression driven by compliance and operational costs

To remain competitive, recruitment agencies must adopt smarter
financial operations, ensure data visibility, and embed compliance

into everyday processes.
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IR35: WHAT AGENCIES MUST KNOW

IR35 has effectively shifted tax risk away from contractors and onto
the organisations responsible for determining employment status.

For recruitment agencies, this has permanently altered operational
and financial processes.

2025-2026 IR35 Threshold Changes: What Has Changed?

One of the most important recent updates to the off-payroll rules
came into effect in April 2025, redefining which companies qualify

as small under IR35 legislation.

Updated Size Thresholds

A business is classified as small if it meets two of the
following criteria:

e Turnover:; < £15 million
 Balance sheet total: < £7.5 million

* Employees: < 50

Outcome

This change means more recruitment agencies will now qualify as
small businesses. For these agencies, the responsibility for
determining a contractor’s IR35 status will shift back to the

contractor’s Personal Service Company (PSC).

While this may appear to ease the compliance burden, it also
introduces new layers of complexity, especially for agencies
managing hybrid teams, multi-tier contracts, and fee-payer
arrangements. Medium and large agencies will remain accountable
for accurate status determinations and associated PAYE/NIC

liabilities for contractors working inside IR35.
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KEY IMPLICATIONS AND CHALLENGES FOR
RECRUITMENT AGENCIES

1. Dual Responsibility Across Client Categories

Agencies dealing with both small and medium/ large clients must

navigate two compliance frameworks simultaneously:

« For small companies, the contractor’'s PSC is responsible for IR35
determination.

« For medium or large companies, the agency or fee-payer
remains accountable for correct tax treatment and

documentation.

Why it matters: Inaccurate classification or unclear communication
between parties can lead to HMRC scrutiny, retrospective liabilities,

and potential double taxation.

2. HMRC Enforcement and Compliance Expectations

Since 2023, HMRC has significantly increased its focus on IR35
compliance investigations, particularly in sectors with high
contractor utilisation such as recruitment, IT, engineering, and

healthcare staffing.
Key areas under scrutiny include: :

+ Evidence of reasonable care in status determinations diligence.

« Documentation supporting Status Determination Statements
(sDS)

« Contractual alignment with actual working practices

« Payroll processing for inside IR35 engagements

« Supply-chain liability where umbrella companies are involved




3. Margin Pressure and Administrative Load

Compliance work doesn’t disappear, it only shifts. With more data
checks, payroll adjustments, and documentation requirements,
administrative time and cost can increase even as the statutory

burden reduces.

Solution: Automation, process alignment, and expert-backed
outsourcing become key to protecting margins while maintaining

compliance accuracy.




THE FUTURE: BACK-OFFICE TRANSFORMATION &
IR35-READY OPERATIONS

To thrive under IR35, agencies should pivot to:

Aspect Traditional Agency IMS Decimal’s
Approach Approach
IR35 Status Manual review, Expert-guided and

Determination

inconsistent
documentation, high
risk of error

tech-enabled status
tracking; aligned to
new 2025 thresholds
anddual-responsibility
models

Client
Classification

Static understanding of
IR35 size rules

Ongoing monitoring of
client size status and
threshold changes
(turnover, balance
sheet, headcount)

Payroll &Tax
Compliance

Managed internally; prone
to misclassification or late
submissions

Automated payroll,
PAYE/NIC accuracy, and
compliance for both
inside/outside IR35
contractors

Documentation
& Audit Trail

Paper-based,
fragmented, and hard
to verify during HMRC
reviews

Centralised compliance
documentation with
audit-ready SDS records
and “reasonable care”
tracking
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Aspect Traditional Agency IMS Decimal’s
Approach Approach
Operational Time-consuming and Scalable outsourcing
Scalability resource-heavy to model supporting
manage multiple hybrid teams under
compliance both old and new
frameworks IR35 obligations
Technology & Basic accounting tools, Integrated with
Integration limited automation Xero/QuickBooks;
data-driven
dashboards for
transparency and
accuracy
Advisory & Limited or reactive Proactive
Oversight support compliance advisory
from
ACCA-accredited
specialists with 24/7
onshore/offshore
coordination
Cost Add-on compliance Clear, all-inclusive
Transparency costs and pricing with built-in
unpredictable admin IR35 readiness and
overheads process automation
Risk Reactive; errors Preventive:
Management discovered post-HMRC continuous

query

monitoring and
documentation
aligned to 2025-27
transitional rules




/

WHY LEADING AGENCIES GHOOSE IMS DECIMAL AS
THEIR SMART COMPLIANCE & FINANCE PARTNER

Deep experience in accounting and financial back-office
With 20+ years of outsourcing expertise, IMS Decimal serves 250+
global brands with outsourced accounting and financial

back-office expertise.

Comprehensive services

» Payroll & pensions

+ Bookkeeping

+ Management accounts

* Year-end accounts

« VAT returns

« Self-assessment and business tax return

Compliance, risk mitigation, and security

IMS Decimal adheres to ISO 9001, ISO/IEC 27001, ISO/IEC 27701, Cyber
Essentials, GDPR, and UK Data Protection standards. Our onshore
advisors provide expert consultation and oversight -ensuring
correct IR35 determinations, and helping defend decisions if

challenged.




Tech-enabled, scalable, transparent

Powered by Xero and QuickBooks, IMS Decimal integrates modern

accounting platforms to drive automation and efficiency. With

/ flexible contracts, transparent pricing, and 24/7 operations — we

support global agencies scale with confidence.

Where Compliance Meets the Competitive EdgeX

« Faster adaptation to regulatory changes
« Reduced risk of errors and penalties
« Improved contractor trust and satisfaction

« Greater focus on growth, client service, and operational
excellence

Talk To Our Financial Experts

Discover how a simple decimal shift can future-proof compliance,

streamline operations, and optimise growth.

info@imsdecimal.com | www.imsdecimal.com
Followus: [ @ @ D
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https://www.linkedin.com/company/ims-decimal/posts/?feedView=all
https://www.instagram.com/ims_decimal/
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https://www.youtube.com/@IMSDecimal/featured
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