A swelling amount of 1040 data is getting offshored.

vathing iself of the CCH ProSystem fx
Clutsource service, Brigante Cameron
Waters & Stromg last year oulsourced
about 250 individoal returns to India.
This year. the Torrance, Calil.-based
practice expects that number 1o exceed
350, representing as much us 95 per-
cent of it 1040 paperwork.

“We try 1o promote a guality-of-life
firm here,” where staff aren’t obliged to
stay late might after night a% lax scason
ramps up, notes prancipal Carol Kulen-
cavich, CPA. “Also, we try to promote
challenging wark 1o the staff.” By oul-
soureing virtually all of the 1040 prepa-
ration work, BOWS leaves more time
for its associates to focus on wealth
planning services for its individual
clients, not 10 mention & full range of
business services,

That has resulted in happier employ-
ees, which was a doving force behind
the shift o outsourcing 1 the first

A Passage
To India

place. As Kuolencavich explains. “The
prablem facing CPA firms, at least ot
here, is hiring good guality staff.
They re just not around, 50 we had w
do something” w both attract and retain
motivated staff,

Brigante Cameron’s predicament is
shared by o lot of ather tax and account-

By Richard McCausland

ing firms, which increasingly are look-
ing toward Business Process Outsoure-
ing providers to shoulder back-office
functions such as 1ax preparation.

Mew York-based Outsource Partners
International has seen the number of
returns handled by its stafl in Banga-
lore, India, “more than double™ this tax
SEAR0N VEISUS A Medr agZo, repors |!I'€F-'-I-
deni Kishore Mirchandani. He expects
the wmal o approzch 200000 returms.
Likewise, "We're projecting 10,000
refurns this vear.” guadruple last year’s
number, says Xpitas chiel executive
Mark Albrecht
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G RMs American oulsourcing
clients can “reach ay
immredintely, anytine of

the weel," according 1o

The litany of benefits provided by outspurc-
ing is pretty familiar by now: cost savings per
return of as muech as 60} percent, reductions in
overhead such as extra tax season stafl, software
licenses, and training; less paper as a result of
Web-hased document management; speedier
turnarcund; and a less frazzled staff that has
more time for more challenging assignments that
can generate higher revenue.

OFf course, the list of concerns presented by
outsourcing—especially o foreign countrigs-—Is
also prety familiar by now. These include: How
secure is the data? How competent are the pre-
parers? Will there be a communications barrier?

Outsourcing providers have attempted o dis-
pel these concerns by setting up data centers in
the U5 arming their facilities in India with the
latest data encryption and firewalling technolo-
gies, providing the offshore statf with extensive
training in all or many of the leading tax prep
packages, and continually stressing that all
returns—in Keeping with legal and professional
requirements—are subject to final review by the
cutsourcing client.

Their efforts appear Lo be paving aff, judging
by the number of sirategic alliances belween
.S, tax prep vendors and BPO providers, Part-
nerships include those between RIA and GK
Muanagement Services, OPL ‘and SurePrep;
between Creative Solutions and both SurePrep
and Xpitax; and between CCH and hoth Data-
matics (headguartered in Mumbai, India) and
Mphasis Group.

Another sign of outsourcing’s growing popu-
larity is the emergence of new market partici-
pants. One newcomer is Casper, Wy.-based
Accountants in India, which launched in Febru-
ary. All prometes itself as a global statfing firm,
securing trained Indian workers to assist U5,
accounting firms with such back-office functions
s bookkeeping, write-up, and 1ax prep.

Cutsourcing’s popularity, however, is creating
a backlash of sorts, Newly-introduced conpres-
stonal bills propose to “proweet” financial data
sent overseas, while Tive magarine wonders
aloud on a recent cover, “Are wo many jobs
going abroad?” Some vendors have begun talking
about “insonrcing” within the L5, as opposed o
“offshoring” 1o foreign countries, notably India.

A sign of the times: Peaples Income Tax:
which operates 15 offices in central Virginia,
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began offering “LUSA outsourcing to rival India”
earlier this vear. There's an average charge of
about 575 per outsourced return, according o
Charles McCabe, chief executive of the Rich-
rvoml-hased firm.

While acknowledeing that this is sill higher
than the average 350 fee for a return prepared
overseas, MeCabe siresses that his-siaff 15 sub-
ject to Internal Revenue Service scrutiny. Also,
“Communication with us is edsier because our
preparers are located in the LS Turnaround
time is typically 12 ta 24 hours.

K. N, Vaidyanathan, director of Tax &
Accounting BPOY for Mphasis, plays down the
controversy over outsourcing, noting thar his
company offers CPAs the option of preparing a
return in-house, outsourcing it toa LLS. site, or
offshoring it to India. “This is not about
*githerfor” but about “undfand,”™ he savs,

“I think the potential demand is large enough
for & number of service providers to co-exist,”
continues Vaidyanathan, “But the key is domain
expertise coupled with lechnology—the forme
to ensure elffectivencss, and the latter (o ensure
etficiency.”

BPO with CPA Roots

Braintree, Mass.-based Xpitax, which handles
outsourced individual and business retarns. pra-
mates itself as “hoilt for CPAS by CPAS" It's
affiliated with KAF Financial Group, an
accounting firm alwe headguartered in Brainiree.
K AF, in fact. built the Web application thal
underlies the Xpitax outsourcing service.

Xpitax partners with Aithent in India to pro-
vide outsourcing. Chents are provided with 4
team that will work with them throughout. tax
season. There 1s a two-menth raining program
that covers U8, tax law and various tax prep
solbware applhicatiens.

More than 45 CPA firms in the LS. have
siened up. “They're using cutsourcing to allevi-
ate that time crunch [that arises during tax sea-
som| and o bring quahty of lite back 1o the CPA
firm,” contends Albrecht. “We find that our own
[KAF] staff is going home at 6 o'clock in the
midst of the busy season.”™

Kpitax customers feel comfortable with its
security arrangements; notes Albrecht. For
instance, the facifity 1 India has resmmicted Inter-
net and email access, and there are no printing




facilities. All communication 15 handled via the
proprietary Xpitax Client Manager (Xem 2.00
application, No client data resides on servers in
India, he stresses. “All that [the tax preparers]
see in India are screen shots.”

Xpitax has a formal partnership with
CEFUnraTax, but preparers are well-versed in
all the leading tax prep puckages, A return can
be completed, reviewed, and sent back in as lit-
tle as 12 hours. Price spans from %50 for a “kid-
die” return, to 3110 for a return submitted in
March or April, up to 5125 and more for
returns that exceed 160 pages of source docu-
ments, “The average price is 390 or $93,7 estj-
mates Albrecht.

He's sure on one point: “Outsourcing is
absolutely a godsend to this industy,” He cites
the shortage of young. qualified accounting pro-
fessionals—a shortage he auributes to “all the
crazy hours”™ that accounting apprentices have
traditionally worked during tax scason. Out-
sourcing can remedy that situation, insists
Albrecht. “We can bring normaley back into
their personal lives.”

Robert Goodman, CPA, who heads his own
practice in Chestnul Hill. Mass., mmed 1o Xpi-
tax last vear o ouwrsource some of his 1ax work,
Cost-savings weren't the reason, he points out,
Alter all, “T'm not a 140 factory,” Rather, “It
made sense with the staffing prohlems and the
workload compression [during tax season| to

have this outler,”

Goodman explains, “The big problem in the
accounting field is getting gualified people,” and
once having found them. ensuring they don’t
become “stressed out” by luborious returns. Sa
he is currently outsourcing “maybe 15 percent”
af his 1040s He cites as a good candidate a
return that invelves Schedule T capital gains and
a multi-page Merrill Lynch statement outlining
scores of stock transactions, He's guick w point
out that any cutsourced return “goes through my
normal review process.”

With headquarters in Tamil Nadu. India,
G.K, Management Services hegan offering tax
pulsoureing last vear. "The trend is very
encouraging.” says chief ¢xecutive Viji Sud-
hakar, The company now has a formal alliance
with RIA in place. 15 working with seven 115,
CPA firms, and expects the number of out-
sourced returns it handles to exceed 1.500) this
Vear,

“Last year. most CPA firms had 1o be educat-
ed an the concept of outsourcing,” she savs,
“They had their misgivings and apprehensions,”
Experience has dispelled those concerns, she
says, “Our present clicnts have expressed their
sansfaction with the fact that they are able 1o
reach us immediately, anyume of the week,”
savs Sudhakar,

GEM s pricing schedule starts ar $45 for a
basie 1040 return, The staff is “trained on all

Accountants In India, & global emplayment start-up
that matches understaffed 5. CPA firms with trained tax
and accounting professionals in India, is urging American
practices to disclose to their clients the extent to which
they outsource services.

I & white paper addressed to the accounting commu-
nity, Casper, Wy.-based Al states, “If Yo are warking with
a staff member that s located outside of the United
States, we recommend that you disclose to clients the
lacations of the staff and offices. up-front. and reassure
them that the same security and supervision applies
throughout your organization.”

All's position g0es a step beyond the American Institute of
CPAs” Code of Professional Conduct; which does riot require
members 1o advise clients regarding their use of a third-party

All to CPAs: Be Candid About Outsourcing

service provider, “Such disclosize is at the sole discretion of
the practitioner,” as the AICPA réminds its membership in an
artice published in the March issie of the Joumal of Accoun-
tancy, However, the Code specifically states that a member
remains respansible for ensuring the accurscy and complete-
niess of the services rendered by any third party:

I mizkireg its own disclosure recommendation, "We're
raising the bar as to what needs to be done)” says Wayne
Harding, chief operating officer for All. Repeated
instances of computer security breaches, “and especially
with identity theft skyrocketing," make it mandatory that
CPAs be completely fortheoming about their use of cut-
sourcing, he confends, It's especially impartant that
accountants do so to protect their status a5 “trusted
busingss advisors.”

SerePrep’s wiimber af out-
sonrced fax refurns hay
guinfupded this vir com-
pared le last, netes chief
execuiive David Wyle,

hiay 2004 Accounting Technology 35



The COH autsource service
aperation iv beginning o

handle “noore diffionll™ fay
referns snch ax voltsimos

Jails e sonee JO3T8 saps
seles ard morkeling vice
presidens Mike Sabbaiis.

the [tax prepl softwares” such as UltraTax and
Lacerte, as well as RIATs Gosystem, notes
director Karthi Keyan, He cites the operation’s
high security: Cisco firewall, Verisign authenti-
cation, and “no papers dare allowed to be
brought 1" to the tix preparation environment.

Customer Satisfaction

With two processing centers in India, Newport
Beach, Calif -based SurePrep turned around 907
percent of irs returns within three days during
thie 2003 tax scason, notes chief exceutive David
Wyle, CPA. For this year, the company has a
~greater than 98 percent” customer renewal rate.
Also. as of early March, “we are processing five
times the number of returns that we processed
last vear hy this time.” mostly 1040s but some
104 £,

SurcPrep has four price points for a return
depending on complexity: 330, 573, S 1KY, and
%150, Last year, the average fee was 593

In an effort to differentiate itself, SurePrep
provides Web-hased tax binders with book-
marked source documents for each return. This
enables the U,S. accounting staff to aceess and
review workpapers from any location, at any
time. This year, the company introduced Dreeanm-
Workpapers, which allows reviewers to drill
down from any tax return line to the source doc-
piment image contaimng the related amount,

Wyle cites the mutual benefits of SurePrep’s
existing strategic alliances. “On the one and,
getting recognition from RIA and CS1 adds legit-
imacy 1o the [outsourcing] process in the eyes of
their users.” says Wyle, “ALthe same tine, many
firms are moving towards outsourcing and want
to know that their lux software vendor 15 pro-
gressive and will support that process.”

Meanwhile. OPI's volume of outsourced
returns is mostly 1040s, although some CPA
practices are beginning to “dabble™ at outsoure-
ing husiness returns, according 1o Mirchandani.
Pricing can range from $30 1o 3304 for a return,
depending on the type of returmn and complexity,
but the uverage has been “around $75 o $80.7
he says.

He attributes the surge in demand to OPs
insistence on accuracy, securily, and privacy,
“We gwn our own operation in India; we emplay
the latest document imaging technology: and our
security and privacy policies are well defined
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and documented,”™ he savs, There not only are
teams dedicated to o particular tax brand, but
also po handle specilic states.

With data centers in Dallas and El Segunda,
Culif., along with three locations in India, Ban-
satore-headguartered Mphasis Group can handle
sin-sourced” retums via its Smart 140 hosting
service, as well as returns olfshored o India via
the company’s Virinal Tax Room framework. In
either case, data resides in the 118, Price of an
outsourced return is 580 to B LKL

Mphasis expects to handle “several thousand™
outsourced returns this season, hoth for individu-
als and businesses; accarding o Vaidyanathan,
The company has an alliance with CCH
(ProSystem fx). although it also boasts domain
expertise in BIA GoSystem Tax RS and other
packuiges,

Mphasis’ VTR Professional service includes
the preparation and review of tax retums, as well
as organizing and indexing the refated source
documents. With the VTR Professionad Plus ser
vice, the CPA firm gets a dedicated team of pre-
prarers,

As for starmup Accountants In India, it's still
working out a price schedule for its tax work.
according to chief operating il ficer Wayne
Harding, However, u basic return will probably
cost $75 10 5100,

Al has nine vverseas staffers who are well-
versed in LS. tax law, sccording o Harding.
Currently, the majority are trained an Ulera'Tax,
Soting that All has a sizable staff trained on
Irrwit™s QuickBooks for accounting work, Hard-
ing adds, “T"ve always been a big Fan of
[Tntwit’s] TurhoTax. 1 can see us doing some-
thing potentially with TurheTax or [Intuit’s]
Lacerte, but we don't have anything in place
yoeL”

All had a pilot tax project zoing on this past
<eason. “You'll see us pushing more into this
space nexl ax season.” says Harding.

Clayton & Associates in Lakewood, Colo.. 1s
participating in the tux pilot. It has outsourced
about 250 returns, “probahly 97 percent” of its
tax prep work, sccording to owner Migel Clay-
tom, CPA. He's more than satisfied with the
quality of the work and the rapid trnaround,
“With the Application Service Provider model.
we can see what [the overseas preparers| are
doing the nest day,” he says.




All About Options

Tax software publishers, for their part. are push-
ing outsourcing with noticeably varving degrees
ol warmth.

RIA, for instance, has outsourcing alliances
in place with GKM. OPI, and SurcPrep. Bovd
Crackle, product marketing manager for GoSys-
tem Tax, comments, “We leave it completely up
te our clients to feel free to conlact them™ to
work out the vutsourcing details, I that fits
their business model, GoSystem Tax wants to be
positioned to help clients with that”

Dexter, Mich -based Creative Solutions,
developer of UltraTax; has partnerships i place
with SurePrep and Xpitax. As with RIA, the out-
sourcing 15 “handled 100 percent” by the two
partnering firms, notes CSI marketing viee presi-
dent Jack LaRue. "We neither encourage nor
discourage [the practice].”

He explains, “We understand that some of
our customers may feel they bave a need to out-
source.” But he stresses, “This is a decision that
each firm makes on their own.” It is CS1's view,
however, that “While there are circumstances
where outsourcing may help a firm get through a
temporary crunch, we do not believe it is a long-
term solution, as it does oot address the central
issue, which is process efficiency in the firm.”

Rather than “masking™ the efficiency prohlem
by advocating outsourcing, CST prefers to con-
centrate on achieving “zero-time” data re-entry
for its customers, according to LaRue.

CCH Tax and Accounting, meanwhile, 15 taking
o more aggressively promotional stance with its
ProSystem fx Outsource service. Scanned source
documents, alomg with current- and prior-vear tax
refurms, may be encrypted and relaved o CCH's
outsouree partners—Lhatamatics and Mphasis—{or
preparation and review. Upon completion, the LS.
tax proftessional can dewnload the retums directly
inte ProSvstem Ix Tax for final review,

“The process 15 working,” states Mike Sab-
bats, sales and marketing vice presidemt for the
Riverwoods, N.-based CCH Tax and Account-
ing group, He expects the number of returns that
pass through the CCH outsource center this tax
season will miple last year's ol “We're look-
ing for & pretty rock-solid year,” he savs,

Clients are salisfied with the quality of the
outsourced returns, 1o the point that “we're
beginning te get some of the more difficulr
returns”—both voluminous 10405, and now 104
returns for estales und trusts, notes Sabbatis, A

Richurd MeCausland s Sewior Edirer of Acossnting Yechmatog
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Even within the faitly constricted realm of fax outsourcing
there are ways for a service company to differentiate itself
thecugh specialization. Take the case of Tax Partners, which i
exclusively focused on sales tax data management,

Sales and Use tax compliance & especially suited to out-
soureing because it is data intensive and wsually crosses
departmental functioss, notes Jim Musselwhite, alliznce mar-
ager for the Atlanta-based company. There are alsa frequent-
Iy changing rules invalving over 7,500 jurisdictions. In sum Tt
s highly administrative because there are dozens, hundreds;
or even thousands of retums; checks, and natices that need
to be managed on & monthly basis”

Enter Tau Partrers, which this year will remit-over 450,000
tax retuens and over 57 billion in tax payments on behalf of
clients. The company has relationships with the Big Four
accounting firms, as well as with national tax specalty houses:
such as Ryan & Co., Burr-Wolff, and Chiz Property Tax Soiutions.

Carving Out a Sales & Use Niche

More recently, Tax Partners has begun working with
local and regional practices amaong the top 103 in the US.
“Many firms are reahizing that their clients have growing
sales and use tax burdens as they grow from a regional to
a national focus” says Musselwhite. Tax Partners can
overses this sales burden and ensure the preper compli-
ance, while the local CPA firm can "wrap their awn tax
consulting services” around this outsourced activity, he
explains

Ty Partners” entire operation is based in the L5, and
client data s never sent outside the country. A primary
reason for this stateside approach is that sales and use
tax compliance necessitates timely notice management.
“This requires: that the service provider maintain ¢close
relationships with state and local junsdictions; and keep
up with the ever-changing state and local tax laws,”
ayplaing Musselwhite.

RIA feaves the nutionrcing
optanr “complecely wp to our
clients,” says marketing mn-
ager Hayad Gackic,
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