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Outsourcing made simple: streamlining payroll, bookkeeping, and tax compliance for SMEs

Accounting and bookkeeping isn’t
just about numbers on a spreadsheet
- it’s the backbone of sound business
decision-making.

While starting and growing a business is exciting, proper planning
and financial management should never take the back seat.

On the contrary, robust, proactive accounting is strongly associated
with higher revenue, increased resilience, enhanced employee
retention and, ultimately, long-term success.

So, how do businesses achieve accounting, bookkeeping and tax
excellence? Well, there are two broad options: opt for in-house
hiring or outsourcing.

Outsourcing accounting, bookkeeping, payroll, and tax functions
is proving more popular than ever, with access to deep experience,
cutting-edge tools and sector-specific knowledge - all without the
overhead costs associated with hiring.

This guide investigates the impacts of outsourcing on these critical
accounting functions and how you, too, can benefit.

hw  associates 2



The case for outsourcing

Business finances are the backbone of any enterprise - large or small.

Many business owners begin by handling accounting and tax duties
themselves, but quickly find it hoovering up too much of their time.
If you have a small team of employees, do you delegate the task?
That will redirect your team member’s time towards something
which isn’t necessarily their expertise.

Then, accounting responsibilities tend to reach a critical mass.
You can’t keep risking falling behind more and annoying team
members with late salary payments, winging it to HMRC and
worrying that you’ve missed something critical from your filing.

At this point, a decision has to be made: should you hire someone
in-house or seek external outsourced assistance?

Let’s take a closer look at this dilemma and why outsourcing has
emerged as the most effective solution.

nw associates

Outsourcing made simple: streamlining payroll, bookkeeping, and tax compliance for SMEs

The challenges businesses face in
financial management

Small business owners spend as much as 15 hours per week
on financial admin tasks, whereas the average British SME
spends a full 12 days a year on tax and accounting compliance.

While staying updated is a mammoth task, allocating
resources towards bookkeeping, accounting and tax
compliance is a major commitment.

Especially for SMEs, where resources might be scarcer,
making the right decisions on where to invest time and
money becomes paramount.

Financial management is crucial, but so are marketing,
operations, and sales.



The cost of errors in payroll,
bookkeeping, and tax compliance

Financial mistakes creep into accounts, often unnoticed, and the
damage can be extensive by the time they’re detected.

Of course, it doesn’t help that the UK’s tax system is notoriously
complicated, which increases the risk of errors.

In 2023, Chancellor Jeremy Hunt said himself, “Taxes are far too
complex”, and drew attention to HMRC’s eye-watering 1,180 forms
of tax relief. Jonathan Athow, a director general at HMRC, said,
“Most commentators would say that the tax system has, over time,
become more complex.”

It’s not just the number of rules - it’s how often they change. Rarely
a year goes by that the government doesn’t alter or reform taxes,
affecting millions of businesses.

This all adds to accounting headaches for business owners.
A research report by HMRC found that 64% of small business
owners believed the UK tax system is too complex, and 53%
highlighted the risks of making mistakes if they didn’t seek
professional help.
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How outsourcing can be a game-changer

Given the mounting challenges of maintaining slick, clean
accounts and books and staying tax-compliant, it’s no wonder
that businesses are turning to outsourcing.

Some 70% of businesses outsource at least some activities,
with accounting rating as the second-most outsourced business
function after printing (in the B2B sector).

Another survey found that as many as 37% of UK businesses
already outsource accounting, with the majority reporting an
increase in operational efficiency. Over 50% plan to increase
their focus and investment in outsourcing in the coming years.

By delegating financial duties, business leaders can channel their
energies into growth strategies, product innovation, and building
stronger customer relationships.

Moreover, the efficiency derived from expert handling often
results in cost savings.

So, in essence, outsourcing is not just about offloading tasks -
it’s about optimising business performance and fostering a
culture where both compliance and growth coexist.



Diving deeper into payroll

Let’s start with payroll, the process of tracking and filing employee
salaries, benefits, pension contributions and tax deductions.

Payroll is more than just paying your staff - it includes
understanding salary structures, handling tax deductions and
navigating HMRC requirements.

Payroll is one of the most outsourced accounting functions due to

its complexity and the responsibilities involved. Employees won’t
stick around if they’re not paid on time.
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The complexities of payroll explained

Payroll might seem straightforward, but beneath lies a web
of complexities integral to ensuring accurate payments and
HMRC compliance.

Here are some of the key responsibilities and rules:

o Statutory payments: From statutory sick pay (SSP) to
statutory maternity pay (SMP), understanding and calculating
these can be a challenge, especially with fluctuating rates and
entitlement periods.

o Tax codes and deductions: Ensuring the right amount is
deducted from employees can be a minefield. Additionally,
understanding NICs (National Insurance Contributions)
categories is essential for both employer and employee
liabilities.

e Auto-enrolment: Employers are required to provide and
contribute to their staff’s pensions, with specific criteria and
contribution amounts to remember.

o Reporting: Businesses must submit a full payment submission
(FPS) for payments to employees.



The advantages of outsourcing payroll

Moving payroll out of your business premises doesn’t mean losing
control - rather, it’s about optimising it and ensuring you’re always
on the right side of HMRC.

Here are the benefits:

o HMRC compliance: Outsourced professionals stay abreast of
the latest regulations, ensuring your payroll processes always
meet the standards, from real-time reporting to adhering to
changing tax codes.

« Efficiency and accuracy: Payroll mistakes can be costly.
Outsourced teams use state-of-the-art software and employ
experts to mitigate these risks, ensuring timely and accurate
payment runs.

» Cost-effectiveness: Contrary to belief, outsourcing can be
cost-effective in the long run, saving on software costs, staff
training, and potential penalties from errors.

nw associates

Outsourcing made simple: streamlining payroll, bookkeeping, and tax compliance for SMEs

Common challenges in payroll and how
outsourcing can help

Let’s address some common payroll challenges that you might
relate to:

1. Managing diverse teams

From core staff on permanent contracts to part-time weekend
workers, or self-employed or even international contractors
brought in for specific projects, each has its unique set of
payroll considerations.

Mistakes in categorising workers can lead to miscalculations,
penalties, and employee dissatisfaction.

Outsourcing provides businesses with a team of experts who have
experience handling such workforce complexities, ensuring each
employee is paid correctly and on time.



2. Navigating sector-specific rules

There are specific rules for businesses in sectors like construction
and financial services to account for and manage.

For instance, the construction industry scheme (CIS) sets out

specific rules for payments made by contractors to subcontractors.

It mandates deductions which contractors must make, potentially
offsetting against the subcontractor’s tax liabilities.

Outsourcing can simplify this, assuring businesses that every
payment is CIS-compliant and reducing the risk of penalties.

3. End-of-year reporting & real-time information (RTI)

The introduction of RTI by HMRC means employers need to
report PAYE information in real-time. This can be especially
challenging during year-end when reconciliations and
adjustments are frequent.

Missing an update or misreporting can lead to penalties. By

outsourcing, businesses can leverage the expertise of specialists
who handle these year-end complexities precisely.
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4. Handling employee benefits and expenses

Tracking and reporting employee perks can be a minefield,
from travel allowances to benefits-in-kind. This is further
complicated when considering tax implications for both the
employee and the employer.

Outsourced payroll services are adept at ensuring these
are processed accurately, benefiting both the employee in
terms of accurate deductions and the employer in terms of
HMRC compliance.



Achieving bookkeeping
excellence

Bookkeeping is the process of recording a company’s financial
transactions into organised accounts.

This often starts simple, with smaller businesses making a low
volume of transactions.

As businesses evolve, however, the books often grow exponentially,
especially for those buying and selling many products or services.
While bookkeeping has benefitted from software like Xero, many
business owners struggle with it.

In fact, some 49% of small business owners report stress when
handling accounts, and software uptake is low, with some 53% not
considering automating tasks at all.

Among SMEs, cashflow is reported as a major obstacle to growth,
with some 57% reporting problems that might be easily rectified
with professional bookkeeping services.
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Late payments, insufficient forecasting and financial planning
and failure to accommodate fluctuations in supply and demand
are all reported as barriers.

The good news is that these can all be solved with robust
accounting services.

Let’s explore this in detail.



Why accurate bookkeeping is paramount

Beyond the basics of capturing financial transactions, bookkeeping
is the primary information source for HMRC compliance.

« HMRC reporting: From VAT returns and corporation tax to
other specific reporting requirements, businesses rely on
their bookkeeping records to fulfil HMRC’s rules. Incorrect or
incomplete records can result in non-compliance, leading to
penalties and potential legal complications.

o Audit readiness and tax investigations: In cases where
HMRC requires an audit or if there’s an internal need for one,
precise bookkeeping ensures you’re always ready. HMRC
expects businesses to produce clean accounts for six years
generally, sometimes longer. Moreover, HMRC can launch tax
investigations into accounts up to 20 years old.

« Strategic planning: Reliable records offer invaluable insights
for future planning, helping businesses understand their
growth trajectory and make informed decisions.

« Cashflow maintenance: Proper bookkeeping allows
businesses to monitor their financial health, which is
crucial for meeting ongoing expenses and anticipating
future financial needs.
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Why outsourcing is gaining the edge today

No business owner wants to be buried up to their neck in books.
From online transactions to receipts, it’s always the ones you really
need that you lose.

While some businesses prefer to use in-house bookkeepers,
outsourcing has emerged as a huge benefit.

Why? Because outsourced bookkeepers are experienced with
modern tools and techniques, deliverable on flexible terms as and
when needed. No contracts, no employment responsibilities.

Here’s why many modern businesses are gravitating towards this
model for their bookkeeping needs:

» Technology advancements: The accounting and finance
world has seen remarkable technological innovations. From
cloud-based accounting platforms to Al-driven analysis tools,
the tech stack is growing. Due to their scale and client diversity,
outsourcing firms invest in the latest technologies, giving
businesses of all sizes access to top-tier tools without the
upfront investment.



Access to a pool of experts: It’s not just about having someone
crunch the numbers; it’s about having someone who can provide
insights, forecasts, and analyses. Outsourced bookkeeping
services often come with a range of expertise, from tax experts to
financial analysts, providing a holistic service.

Cost structures: While outsourcing does have a cost, it’s more
predictable and often variable, aligning with the business’s
scale and requirements. This contrasts the fixed costs
associated with salaries, benefits, infrastructure, and training
for in-house teams.

Focus on core business functions: For businesses in niche
sectors or with unique value propositions, the time saved by
not managing an in-house bookkeeping team can be redirected
towards product development, sales, marketing, and other core
functions that drive business growth.

Risk mitigation: Errors in bookkeeping can be costly, not just
in terms of penalties but also in potential reputational damage.
Outsourcing to experts reduces the chances of such errors,
acting as a safeguard for the business.

Flexibility and scalability: As businesses grow, change, or
even contract, their bookkeeping needs shift. Outsourcing
provides the agility to scale services up or down based on
current requirements without the complexities of hiring or
downsizing an in-house team.
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Beyond tax compliance

Tax compliance is inescapable. While navigating the UK’s complex
tax laws seems daunting, there are many opportunities for saving
money. It’s about finding the right reliefs and credits your business
can take advantage of.

With HMRC’s ever-evolving regulations and the sheer depth of tax-
related considerations, it’s easy to feel overwhelmed.

However, with the right guidance, tax compliance can become a
well-managed, streamlined aspect of running your business.
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Understanding tax compliance

As mentioned, the UK tax system is known for its complexity.

Thisisn’t just about paying what’s due but understanding the
myriad of regulations, exemptions, and opportunities for relief that
can play a pivotal role in any business’s financial planning.

Here are the core responsibilities:

o Corporation tax: Every UK-based company must pay this on
its profits. Knowing the thresholds, due dates, and allowable
deductions is crucial.

e VAT: Once a company’s VAT-able turnover goes beyond the HMRC
stipulated threshold, it must register and regularly report VAT.

o Pay as you earn (PAYE): For SMEs with employees,
understanding the nuances of PAYE, from tax codes to year-end
reporting, is essential.

o Capital gains tax (CGT): This concerns the sale of business
assets, and while exemptions exist, knowing when and how
much to report can be intricate.
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The benefits of outsourcing tax
preparation and compliance

Navigating HMRC’s maze on one’s own is daunting, leading many
SMEs to consider the merits of outsourced expertise:

» Depth of knowledge: Professionals dedicated to tax
compliance bring a depth of understanding, ensuring
compliance and optimisation of tax positions.

» Peace of mind: With an expert’s oversight, the worry of missing
a deadline, misreporting figures, or being unaware of a rule
change diminishes.

« Focusing on core activities: With tax matters in trusted hands,
business leaders can focus their energies on their company’s
growth and operations.

« Anticipating changes: Tax professionals keep their fingers on
the pulse of HMRC’s announcements, ensuring businesses are
always a step ahead.
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Tax challenges and their solutions

Let’s address some typical tax challenges and potential solutions:

1. VAT registration oversight

Challenge: Businesses experiencing rapid growth can
inadvertently surpass the VAT threshold (currently £85,000),
leading to non-compliance issues with HMRC.

Solution: Proactive financial monitoring can highlight such
potential pitfalls. Engaging with external tax experts ensures
businesses are swiftly informed about such thresholds and are
supported in the necessary filing processes.

2. Overlooking R&D tax credits

Challenge: Companies involved in innovation or research often
miss claiming R&D tax credits due to a lack of awareness or
misunderstanding of qualifying activities.

Solution: Regularly reviewing company operations against tax
relief criteria can uncover overlooked tax-saving opportunities.
Leveraging the experience of outsourced tax professionals can help
businesses navigate and maximise these claims.
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3. Post-Brexit VAT complications

Challenge: The aftermath of Brexit introduced convoluted VAT
regulations for businesses trading with EU countries.

Solution: Staying updated on evolving tax rules and understanding

the implications for international trade is crucial. External tax
consultants, well-versed in post-Brexit regulations, can provide
invaluable guidance.

4. Digitalisation of tax records

Challenge: With HMRC moving towards a fully digital tax system,
businesses might struggle to transition from conventional record-
keeping to mandated digital platforms.

Solution: Implementing suitable digital tax software and ensuring
regular updates is essential. Collaborating with professionals who
specialise in digital tax systems can ease the transformation.
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5. Complexity of employee tax codes

Challenge: Ensuring correct tax codes for employees, especially
with varying circumstances like benefits, pensions, or multiple job
holdings, can be intricate.

Solution: Regularly reviewing employee tax codes, especially
during the annual code updates from HMRC, is essential. Tax
specialists can help interpret and apply complex code adjustments.

6. Proper allocation of mixed supplies

Challenge: Businesses offering mixed supplies (both VAT-rated and
exempt) can find it challenging to correctly allocate and claim VAT.

Solution: Accurate record-keeping and understanding of VAT
apportionment methods is necessary. An expert’s guidance can
clarify such allocations.

7. Capital allowances and asset depreciation

Challenge: Incorrectly claiming capital allowances or not
optimising claims on asset depreciation can lead to overpaid taxes.

Solution: Conducting periodic asset reviews and understanding
allowable claims is crucial. Outsourced tax teams can provide
insights into maximising these allowances, ensuring tax efficiency.
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Outsourcing benefits:
expertise, flexibility,
and cost savings

Navigating modern business means staying agile and informed,

especially when it comes to financial management and accounting.

Outsourcing external financial expertise offers businesses an edge,

empowering efficiency, compliance and growth.

Here are the big three benefits:
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Tapping into deep expertise

Outsourcing bridges skills gaps in SMEs, offering businesses a
direct line to top-level accounting expertise:

Up-to-date knowledge: The ever-evolving landscape of HMRC
regulations requires constant vigilance. Outsourcing ensures
businesses have a dedicated team whose primary role is to
monitor, interpret, and implement these changes.

Specialised skills: Every financial detail, from R&D tax credits
to the intricacies of digital taxation strategies, demands a unique
set of skills. Outsourcing introduces businesses to a diverse team
of experts who can help with niche forms of tax relief.

Strategic financial insights: Financial foresight can
differentiate between stability and turbulence. Leveraging the
insights of external experts can guide businesses in maximising
tax reliefs, accurate financial forecasting and crafting a robust
financial roadmap for the future.
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Gaining flexibility Cost efficiency

Outsourcing accounting and bookkeeping functions is flexible and Outsourcing is not just flexible but also cost-efficient, particularly

adaptable, which suits agile, fast-growing businesses: as businesses grow and take on new responsibilities:

» Scalability: Business needs aren’t static. Whether addressing * Reduced overheads: The expenses of recruitment, training,
a seasonal increase in demand or managing rapid expansion, and maintaining updated financial tools can accumulate.
outsourcing offers a flexible framework that can be scaled up or Outsourcing offers an all-in-one solution, cutting down these
down based on immediate requirements. overheads and ensuring businesses get top-tier expertise

« Broad spectrum of services: The financial needs of businesses without the associated operational hassles.
are multifaceted. With outsourcing, companies access a o Strategic savings: Beyond daily tasks, a proficient financial
comprehensive suite of services, ensuring bookkeeping and in- team identifies avenues for monetary savings, be it through tax
depth financial analysis are meticulously handled. reliefs, efficient financial strategies, or timely compliance that

o Continuous operations: The ebb and flow of business can avoids penalties.
strain in-house teams, leading to potential oversights or » Holistic financial health: With all the above advantages
delays. An outsourced team ensures uninterrupted financial in play, businesses can anticipate a more robust financial
operations, even amidst peak business demands, safeguarding standing. Expertise, flexibility and cost savings all converge,
against potential pitfalls. resulting in a healthier bottom line.
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Summing up

This guide elaborates the many benefits of outsourcing accounting,
bookkeeping, payroll and tax compliance.

For businesses of all sizes, it’s not merely about handing over a
function - it’s about embracing an opportunity to grow, innovate,
and thrive.

Leveraging external expertise translates to precision, agility, and
a strategic edge, adding to increased cashflows, fewer compliance

headaches, happier employees and a stronger bottom line.

At HW Associates, we offer tailored solutions, proactive strategies,
and an unwavering commitment to ensuring financial clarity.

We’re more than service providers - we’re partners invested in
your success.

Many opportunities await today’s businesses, and with the right
financial strategies, they’re yours to seize.
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Ready to find
out more?



