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Managed Service
Company legislation
explained
When it comes to protecting your clients, it’s important that
you’re up to date on what can sometimes be complex industry
legislation. One important piece of legislation for contractors and
the recruitment industry is the Managed Service Company (MSC)
legislation.
Prior to 2007, MSCs were marketed as a popular way for
contractors to enjoy the benefits of working through a limited
company without the same financial obligations. This acted as a
tempting alternative to umbrella companies, offering a higher
rate of take-home pay.
The introduction of the MSC legislation in 2007 removed the tax
benefits of operating through such a scheme. This was done by
introducing the requirement for all income received through
an MSC to be taxed as employment income. It meant that many
providers disappeared overnight. However, some providers still
remain and it is important that you are aware of the risks to your
contractors from yourself or your contractors engaging with these
schemes.
We have created this guide to outline how to spot MSCs and how
to ensure your clients are kept protected.
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What is the
Managed Service
Company
legislation?
Established as part of the Finance Act 2007, MSC legislation
was designed to combat the issue of contractors benefiting
from the tax advantages of running their own business, but
not genuinely being in business on their own account.
This would be characterised by using a third party, or MSC
Provider to manage their finances and tax contributions.
HMRC designed the legislation in an attempt to combat
what they deemed tax avoidance. The legislation meant
that any income paid to the individual using an MSC,
would be subject to the same tax and National Insurance
deductions as an employee.
Since MSCs usually had no assets, HMRC would find it hard
to recover unpaid tax and National Insurance and so HMRC
included the Transfer of Debt Provisions.
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What is a
Managed Service
Company?
An MSC is defined in the HMRC Employment Status
Manual as a service company which provides
contractors with a solution to manage their invoicing
and accounting. In an MSC, contractors would have
responsibilities of being a director in law but in practice
they would be controlled by the MSC provider. The
contractor would typically be paid a small salary and would
top up the rest of their pay with dividends.
MSCs allowed contractors to work through a limited
company without the same financial obligations and
for a time, were marketed as a way of enjoying higher take
home pay without any increased responsibility. Prior to
2007, MSC providers dealt with administration, distribution
of funds and would also deal with HMRC and Companies
House on behalf of the individual.
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In order for a company to be an MSC, it
must meet certain criteria. This is outlined
in section 61B of ITEPA and is as follows:
The company (or partnership) provides the
services of a contractor to other parties.
Payments are made to the contractor of an
amount equal to the greater part or all of the
fees paid for the provision of those services.
The way in which those payments are made
results in the contractor receiving tax savings.
A person who carries on a business of
promoting or facilitating the use of companies
to provide the services of individuals (an MSC
provider) is involved with the company.

In short, HMRC defines an MSC as those where there is an
involvement from an MSC Provider that benefits financially
from the provision of services by the individual. The
individual will directly receive the greater part of the fee paid
for the provision of these services and there will be a tax
saving and/or net pay increase.
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What is an MSC Provider?
An MSC Provider is the organisation who controls
the company and is defined as ‘a person who carries
on a business of promoting or facilitating the use of
companies to provide the services of individuals.’ The
provider would typically offer a standardised solution
and exercise control over the way the contractor was paid.

What is The Transfer
of Debt Provisions?
Outlined as part of the legislation, this states that
the obligation to calculate and pay tax and National
Insurance contributions rests firstly with the MSC.
If HMRC is unable to recover the debt from the
MSC within a reasonable time frame, HMRC has the
power to transfer these costs to other companies
and individuals. This can include the directors of the
business, the MSC Provider or associated persons
or other third parties. This means that recruitment
agencies can potentially be put at risk.

How to tell
whether an MSC
Provider is involved
It’s important for contractors and agencies to be aware of how to
spot an MSC Provider who is ‘involved’ with the limited company.
According to HMRC, a provider may be involved if they satisfy any
of the following criteria:

The provider benefits financially on an ongoing
basis from the services of the contractor.
They influence or control these services.
They influence or control the method in which
the worker is paid for their work.
They influence or control the company’s
financial activity.
They give or promote an undertaking to make
up for any tax losses.
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What’s the difference between
an MSC and a PSC?
There are key distinctions between a Managed Service Company and a
Personal Service Company. The easiest way to tell what kind of company
you’re dealing with is to keep in mind the level of control. The contractor
or contractors who own a PSC will be responsible for the organisation,
the running and control of the business finances. Additionally, a PSC will
be genuinely in business on their own account. In addition to business
and finances, a genuine limited company contractor will have full control
over tax and National Insurance obligations.

What are the implications for limited
company contractors?
If a contractor operating through their own limited company is caught
unwittingly using an MSC Provider, under HMRC’s legislation, they will be
liable for PAYE and National Insurance contributions in the same way that
they would be if they were an employee.

Does the MSC legislation impact
umbrella employees?
Individuals working through a compliant umbrella company are not
affected by the MSC legislation. This is because they are already treated
as employees of the umbrella, meaning all of their financial obligations
will be paid on their behalf. It is also worth noting that their income is
subject to PAYE deductions at source.
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With you
all the way
It’s important to be sure that your clients
are only working with legitimate agencies
where there is no risk of being caught by
non-compliance issues. Putting your trust
in Parasol and ClearSky means your clients
will always be in safe hands: compliance is
at the heart of all we do and we only work
with companies who share this outlook.
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Talk to an expert
If you have any questions about Managed
Service Companies and what they could
mean for your clients, we’re here to help.

Call us on 01925 644 474
and we’ll be happy to help.
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