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much like sales, customer service, or marketing your business. It is not just a headache that needs to be 
handled twice a month. A successful payroll each month is how you reward and retain your employ-
ees, compensating them for a job well done. 
A business owner must consider what their business will gain from outsourcing payroll.  They will 
need to determine if it is worth their time and effort to investigate and choose appropriate payroll pro-
cessing services. Small business owners have to weigh the benefits and costs of transitioning this func-
tion outside their business to a third party payroll service. 
When making the decision whether to outsource payroll or keep doing it themselves, small business 
owners should consider 7 key advantages to outsourcing. 

Payroll is a critical function in any small busi-
ness that may not directly affect sales. But done 
poorly, it can cause your business a world of 
hurt. Importantly, payroll processing is time 
consuming and can sap internal time and at-
tention away from core business functions. It 
requires a great deal of time and attention to de-
tail. And the demand on your time only increas-
es as your staff grows. Pay period follows pay 
period, each time requiring the business owner 
to input considerable amounts of data and dou-
ble checking for any errors.  Each pay period 
requires checks and balances to protect against 
these errors, while handling a large amount of 
data that differs from employee to employee.
Business owners must comply with federal, 
state and local employment laws, and keep 
track of benefit deductions, garnishments, new 
hire reporting requirements and terminations, 
paid leave and overtime. As an employer you 
must also understand highly technical wage and 

hour laws, and state requirements for unemploy-
ment compensation and workers compensation 
insurance. 
You may set aside a certain amount of time each 
week dedicated to payroll, and receive the unex-
pected notice from the IRS notifying you of a fine 
you owe. Now you will have to investigate and 
go through records to decide if you have violated 
any IRS rules. Then you will find yourself in a 
dispute resolution process with the IRS. 
And of course this does not happen at a conve-
nient time! 
The National Small Business Association (NSBA) 
conducted a survey (2013 Small Business Tax-
ation Survey) and asked 1,500 small business 
owners how they handle payroll.  Forty percent 
of those surveyed outsourced their payroll func-
tion, while sixty percent handled these payroll 
tasks in-house. Among those small businesses 
that processed payroll internally, nearly one in 

1 Outsourced Payroll Saves Time

Payroll is a key aspect of your business, 



four reported that they spend six hours on aver-
age per month on payroll administrative chores. 
This translates to over two full weeks a year dedi-
cated to payroll at a cost of about $36 an hour (2012 
Bureau of Labor Statistics assumes the hourly cost 
of payroll staff to be $36) or approximately $2,600 a 
year.
Outsourcing this function immediately frees up 
your valuable time and money to focus better 
on your core business.   Employers only need to 
contact their outsourced payroll specialist once a 
pay period and have access to the expertise and 
technology their services provide. You can de-
vote that free time to developing your sales and 
marketing strategies and improving customer 

service. Rather than being 
obliged to attend to admin-
istrative chores a business 
owner can focus on reve-
nue-generating activities, 
and devote time to devel-
oping a long-range strategic 
vision for your business. 
The failure to delegate these 
tasks to better manage your 
time is a bad business hab-
it that can adversely affect 
a small business owner’s 
company. 

Outsourcing 
payroll
immediately 
frees up your 
valuable time 
and money to 
focus better 
on your core 
business.

2 Reduce Overhead Costs

Budgetary concerns are always a priority for business owners, wheth-
er it is a startup or a more established company. Businesses can great-
ly reduce the costs of payroll by working with a payroll processing 
firm. The total cost of an in-house payroll process can be considerable. 
It is important to understand how many labor hours your employees 
are devoting to payroll processing activities.   You must consider how 
much it is costing to keep up with:
• Calculating your payroll each time period;
• Printing, signing, and distributing paychecks or pay stubs;
• Maintaining computer software and programs dedicated to 
 payroll-related activities;
• Employee training and support necessary to maintain a high  
 level of expertise in payroll issues;
• Keeping track of changes in tax rates and laws for total 
 compliance;
• Preparing W-2s and remitting payroll taxes to government   
 agencies;
• Keeping accurate records of an employee’s time and time   
 record (on average, businesses overpay employees by about 4  
 percent due to disparities in recordkeeping systems);
• Keeping up-to-date on any new hiring requirements; and
• Creating in-house documents for your accounting services.
Business owners should calculate how much they are spending on 
in-house payroll processing and compare these expenses to the cost 
of plans available from a payroll service provider. The time you are 
able to save each day is money you have earned. The capital freed 
up by outsourcing can be invested more profitably elsewhere in your 
business. A time/cost analysis may help you determine the benefits of 
hiring an affordable full service provider. 



Every year employers comply with 
hundreds of tax laws and regulations 
that are enacted. According to IRS 
figures, 40 percent of small business-
es pay an average penalty of $845 a 
year for late or incorrect filings and 
payments. It is very costly when there 
are penalties for errors, omissions or 
late payroll tax filings. Even a single 
mistake can leave you vulnerable to 
audits and costly penalties. Payroll 
errors are difficult, cause employee 
dissatisfaction, and result in draw-
ing the attention of the IRS when 
reporting is not timely or accurate. 
Businesses are legally responsible to 
abide by the myriad of tax laws and 
regulations, and must account for any 
mistakes or reporting errors made to 
federal and state government agen-
cies.
Employers are required to withhold 
federal income tax and other federal, 
state and local taxes from each em-
ployee’s paycheck. Employers must 
adhere to strict deadlines and provide 
payments and any documentation 
required to avoid fines and penalties. 
The IRS Form 941 for example (Em-
ployer’s Quarterly Federal Tax Re-
turn) must be filed each quarter of the 
year to report taxes for employees. At 
the end of the year the small business 
owner must prepare and distribute 
W-2 forms to all employees. For small 
business on the larger side (50 full-
time employees or more) The Afford-
able Care Act requires a considerable 
amount of reporting and compliance.  
IRS Forms 1094-C and 1095-C for 
example, require employers to certify 
whether they offered full-time em-
ployees the opportunity to enroll in 
health care plans that provide mini-

3 Avoid Errors and Tax Penalties

mum basic health care coverage. 
The employer is often left with the 
burden of dealing with audits and 
penalties, a problem no business 
owner wants to face. A payroll error 
with any one of these items will be 
costly for your business:
• Classification of employees and 
contractors
• W-2 forms
• Tax deposit and filing deadlines
• Overtime payments
• State unemployment taxes
• Garnishments and levies
• Taxable items

Payroll mistakes are notoriously 
common and can place an impossible 
burden on small business owners to 
adhere to numerous and complicated 
tax code changes that lead to errors. 
In 2013 alone, the Internal Revenue 
Service issued 6.8 million in penalties, 
for a total of $4.5 billion in employ-
ment taxes. According to Inc. mag-
azine one in three employers have 
been penalized for payroll mistakes. 
The numbers are not surprising when 
you consider that about 40 percent of 
small business owners do not use an 
accountant at all. 
Professional payroll providers can 
keep up with the constant changes in 
government rules and regulations of-
ten many times throughout the year. 
A good payroll provider will avoid 
making serious mistakes as they keep 
current with rules, regulations and 
changes in tax law. Outsourced pay-
roll providers have sophisticated sys-
tems to avoid these errors, and many 
will offer protection against large IRS 
penalties.



When choosing a payroll 
provider, you will want to 
consider a company that has 
a strong reputation, is finan-
cially sound and has good 
controls in place. You will be 
giving these payroll service 
providers information about 
your employee’s addresses, 
social security numbers, 
and bank account numbers.   
When you outsource your 
payroll services, you are 
also giving power of attor-
ney to make filings for your 
company to government 
agencies. 

Professional payroll providers employ experts who know payroll processing inside and out.  Small 
businesses can take advantage of the knowledge these individuals provide in the complexities of 
payroll taxes, new health care rules (for those employers with 50 or more employees subject to the Af-
fordable Care Act), and government compliance. Most business owners do not have the time to keep 
up with changing regulations, withholding rates and government forms. 

Most payroll companies provide a team of experts who are responsible for
different aspects of payroll and human resources. 
These experts would include:
• Benefits departments to keep track of benefits and payroll processing;
• Workers compensation experts who keep up to date on changing class codes 
for an employee’s job status change;
• Human resource personnel to handle employee issues and overall human 
resource strategy for a small business; and
• Experts in retirement benefits, such as a 401k plan for employees.

Outsourcing alleviates the concentration of a small business firm’s payroll expertise in one person 
who may leave the company, become ill, or go on vacation or request maternity leave that you have 
to pay for. Employee turnover, vacations or illnesses will no longer impact the quality of your payroll 
services, or the timeliness in which it is provided. Using a payroll firm will also free employees to do 
work that will provide better returns to the business. You will also not have to spend the time training 
new hires in your business’s payroll system.  You will not have to worry about confidentiality issues 
in payroll. An in-house employee will not be able to “share” any information about differences in 
salary or benefit compensation which would cause major drama in the workplace. The peace of mind 
that comes with outsourcing your payroll services can be priceless.

4 Reliable Experts



Payroll processing can be a 
complex and risky business 
for a small company, even 
with long-time trusted 
employees. Identity theft, 
embezzlement of funds, 
tampering with compa-
ny records for personal 
financial gain, or lack of 
confidentially with payroll 
employee information is 
a real threat in businesses. 
These issues can consume a 
business owner’s time and 
energy, as he or she tries to 
keep track of any abuse or unethical activity in their business. 
Aside from these employee risks, you will need to consider the security of your payroll software.  
Even if the software itself is secure, you may have data on a server or network that has security flaws 
which will leave you exposed to data theft. It will take a considerable amount of resources to create 
an in-house secure network similar to what an outsourcing payroll company provides as a standard 
part of their services offered to clients.
Most payroll services have technologies in place to catch payroll abuses, and alert the small business 
of various types of payroll fraud. Payroll providers have systems in place to provide a safe haven for 
confidential payroll data, and state-of-the-art systems to back up, encrypt, store and protect payroll 
data for their clients. It will be important to select a payroll provider that is financially strong with 
good controls in place.

5 Improved Security

6 Gain Access to Technology Advancements

Just as important to having expertise is having 
access to the latest technology. Employers rely 
on technology to run their businesses efficient-
ly.  As you anticipate growth in your business, 
employers must consider the additional work 
needed to keep employee records, and to main-
tain a payroll system. A lack of technology 
becomes a hindrance to expanding a business 
successfully. 

Business owners always have to wrestle with the 
decision about having the latest version of payroll 
software, and the most recent tax tables available 
installed on their computers in order to avoid tax 
penalties.  Paying for maintenance fees and having 
to upgrade software is an ongoing cost to a busi-
ness.  Outsourcing payroll helps to reduce these 
costs and keep payroll running smoothly. 



It is important to evaluate the payroll compa-
ny’s technology including its mobile readiness. 
The use of mobile devices is on the rise and is 
ushering in a new level of technology expertise 
needed to deal with payroll. Employers are 
increasingly using mobile devices to look at 
financial information, such as how much mon-
ey is needed to cover a pay period.  In addition, 
employees are beginning to use mobile apps to 
check their own records. Mobile app usage is 
expected to continue to grow as it frees up busi-
ness owners and managers to leave the office.
Employees also expect an employer to provide 
the latest technology. Employees want direct 
deposit and to be able to access their payroll 
information online. Employees value the con-

A payroll company’s basic services include calculating payroll and tax obligations for each employ-
ee, printing and delivering checks, and providing management reports. Paychecks can be offered on 
a weekly, bi-weekly, or semi-monthly basis. They can also provide services such as automatic check 
signatures, envelope stuffing and direct deposit of checks. 
Some payroll service providers may offer additional services that put them over the top. The most 
valuable payroll providers are not only experts in payroll functions, but handle many areas of hu-
man resources. For example, you may want to connect your payroll services to an existing Human 
Resource Information Systems (HRIS). HR information systems are becoming important tools for 
businesses to more efficiently have access to and keep track of payroll and benefits, as well as other 
human resource responsibilities. Both employer and employee benefit from cost cutting measures, 
more efficient and faster ways to communicate, by accessing human resources information provided 
by the payroll service provider.
Employers are able to use computer information systems to:
 • Access invoices and payroll reports
 • Update employee information
 • Process new employees
 • Track paid time off and sick leave/personal days
 • Provide benefit open enrollment online
 • Upload benefits plans and custom benefits documents
 • Process and update performance reviews
Employees gain access through HRIS systems to:
 • Review paychecks
 • Review benefit information
 • Update personal information
 • Access online benefits enrollment

venience that comes from not having to make a 
trip to the bank to deposit a check. Small busi-
nesses are at a competitive disadvantage when 
they do not offer these services to employees. 
More importantly direct deposit eliminates the 
time consuming and error prone use of paper 
to handle and process payroll checks every 
month. Direct deposit reduces the risk of fraud 
by employees or others who may alter or coun-
terfeit a paper check, and helps maintain priva-
cy by eliminating the printing of a paper check 
that has account numbers visible for anyone 
to see.  The use of direct deposit to financial 
institutions by an outsourcing payroll provider 
further enhances the small business owner’s 
ability to maintain confidentiality.

7 Access to Additional Services



A business owner can avoid the hassle and pain associated with payroll processing with the help of 
payroll professionals. A good payroll provider offers expertise that goes beyond what you can do 
on your own. A payroll provider employs professionals who are experts in the complexities of reg-
ulations, government compliance, taxes and human resources. The business owner can have peace 
of mind knowing that experts are paying employees and taxes correctly and in a timely manner. By 
eliminating the headaches and hassles that hinder productivity, and easing the employer’s worries, a 
small business owner will be able to focus on running a profitable business.  This peace of mind is the 
true benefit of outsourcing payroll. If you haven’t considered outsourcing solutions in the past, this 
may be the time to switch.

Peace of Mind

How many hours are devoted to payroll services? (including calculating payroll, printing, signing, 
and distributing paychecks or pay stubs, maintaining computer software and programs dedi-
cated to payroll-related activities, employee training and support, keeping track of changes in 
tax rates and laws, preparing W-2s and remitting payroll taxes to government agencies, keep-
ing accurate records of an employee’s time and time record, keeping up-to-date on any new 
hiring requirements, and creating in-house documents for your accounting services.)
________________hours

How secure is your current payroll information from employees?

What could you do to grow your business if you had the time back that was previously spent 
on payroll issues?

What training has the employees of the payroll service received? And what ongoing training do 
they provide for their employees?

What added benefits does the payroll company that you are considering offer their clients.  
(ie. Human Resource Information Systems and mobile readiness)

Consider the following when looking to outsource your payroll services.


