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Discussion Paper on Issues impacting the Accounting Industry from
Outsourcing.
Executive Summary


Outsourcing continues to grow as a solution to the skills shortage facing the profession in
Australia.



“Outsourcing” for the purposes of this paper can be defined as “contracting with a party
over which control is not fully exercised to have that party perform a business activity which
if not delivered would materially impact upon the quality, timeliness or scale of service
delivered by a member”.



The Code has at its core fundamental principles concerning integrity, objectivity,
professional competence and due care, confidentiality and professional behaviour. The use
of an outsource service provider has the potential to impact primarily upon professional
competence, due care and confidentiality. The application of the concepts within APES 320
to professional services delivered by members to clients and stakeholders where an
outsource service provider is involved in delivery of such services will assist in the
maintenance of the reputation of the profession.



Primary responsibility for client care and the application of the relevant aspects of the Code
lies with members. Members should ensure that appropriate safeguards exist and that
appropriate review and monitoring mechanisms are in place to ensure that the use of an
outsource service provider does not impact the delivery of services by members in a
material way.



Members should ensure that data is secure and client confidentiality is maintained when
using an outsource service provider for delivery of services by members.



Members do not disclose the specific staff involved in the delivery of services and therefore
it is inappropriate to prescribe within a proposed standard that members disclose the use of
an outsource service provider other than where required by law. However, as per AICPA
ethical ruling 391 this is conditional upon entering a confidentiality agreement with a third
party service provider. If such an agreement is not in place then the member must disclose
to the client the use of the third party service provider.



Appropriate engagement terms should exist between a member and an outsource service
provider so that the delineation of responsibilities is clear and the role of each party is
documented.

A pronouncement should be made setting out the key principles that a member should consider
when selecting an outsource service provider.
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Background and Context
The shortage of accountants has been well documented and is an issue being addressed by the
accounting professional bodies through a number of channels. One such solution is the outsourcing
of accounting work to providers with the necessary resources and skills to undertake such work.
These providers can be based either in or outside Australia.
Examples of service providers include some that specialise in the accounting and audit needs of Self
Managed Superannuation Funds (“SMSF”) and accounting and bookkeeping service providers such
as:


Bookkeepers



Remote workers



Work at home solutions provided by persons that have left the workforce on maternity or
paternity leave or semi retirement.

A selection of service providers is set out in Appendix 1.
The concept of outsourcing reflects the use of a separate entity to provide services under a contract.
The diagram below would reflect this relationship for an accounting practice.
Typical Relationship ‐ Accounting Practice

Client

Member

Outsource Service
Provider

Whenever an accountant is engaged by a client the requirements of APES 110 Code of Ethics for
Professional Accountants (“the Code”) represent the means of doing business for an accountant.
Expectations of integrity, confidentiality, objectivity, professional competence and due care, and
professionalism form a part of the contract created when a professional accountant accepts an
engagement with a client.
There would be an expectation that professional work performed by an accountant, his or her staff
and his or her contractors would meet the expectations of the client in these vital areas.

Typical Relationship – Business and Government

Stakeholder

Business or
government
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Outsource Service
Provider

Contact points

In a business outsourcing arrangement, external stakeholders (eg suppliers and customers) may
directly access the outsourced service. This reflects to some extent the difference in the types of
services outsourced by members in practice and those outsourced by members in business and
government.
This paper addresses this shift in the provision of services against some specific questions raised by
the APESB and also considers some more general matters.
Framework of Discussion Paper
The process adopted in formulating this paper is similar to that a member would use as is therefore
the order in which the paper is presented.

Identify a definition for
outsourcing

Consider existing articles and
literature

Identify requirements of
code

Summarise key principles

Document Terms
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Definition
Numerous definitions of outsourcing can be found in the media.
Outsourcing is defined as an agreement entered into by a party with another party to perform, on an
ongoing basis, a business activity which currently is, or could be, undertaken by the first party itself.
The party remains responsible for complying with all legal requirements relating to the outsourced
business activity.
Against such a definition there must be applied a criteria of scale. Whilst all accounting practices
would engage in outsourcing to a minor degree (for example the use of a bookkeeper to process
payroll) it would be impractical to impose guidelines for a minor use of outsourcing but important to
impose guidelines where a material level of outsourcing is occurring. The impact of an outsourcing
arrangement will of course be greater where failure by the outsourcer to deliver on the service
levels required under any agreement would impact the quality, timeliness and integrity of services
rendered by a member.
It may therefore be prudent to provide a definition of a “material outsourcing arrangement”. In this
regard it is suggested that an outsourcing arrangement would be material where it has the potential
in the event of disruption to have a significant impact on the delivery of client services by a member.
In this way the usage of temporary contractors or part time work at home service providers which
are of little significance within the overall staffing capacity of a practice may not fall under the terms
of a material arrangement. Equally an arrangement which causes greater than 10% of the fee
income of a practice to be dependent upon an outsourcing arrangement could be considered
material.
Within the literature discussing the concepts of outsourcing, terms such as “insourcing” and
“offshoring” feature regularly. Insourcing is a reference to the provision of staff from outside of the
practice to work within the business remotely. An example could be a staff member located in one
part of Australia accessing the computer system of a firm located in another part of Australia.
Equally insourcing could occur by a staff member or contractor outside of Australia accessing data
held on the computer system of a practice inside Australia and performing professional work on that
data. The definition proposed below incorporates insourcing and outsourcing.
Offshoring is the practice of outsourcing business activities to a service provider outside Australia.
Accordingly, offshoring is a subset of the definition of “outsourcing”. It could be expected that any
standards required to be met by a member engaged in outsourcing would apply equally where
offshoring is occurring. The separation of the offshoring provider from the member arising from
distance means that the level of direct scrutiny over the activities of the offshoring service provider
would be less and the need for specific guidelines would be greater where the usage is material.
The types of services that could be outsourced by accounting professionals are:
Outsourcing by Accounting Practices:
Preparation of financial statements
Specialist taxation advice outsourced by general practitioners to specialists
Taxation return preparation
Bookkeeping services contracted to qualified bookkeepers
7

Data entry
Administration (debt collection, accounts payable and similar non fee earning functions)
Outsourcing by members in commerce and industry:
Preparation of financial statements and income tax returns – outsourced to members in practice
Taxation advice
Payroll processing
Information technology management including facilities management
Record keeping services
Data entry
Human resource management
Management consulting services
Members must recognise that a feature of an outsourcing arrangement is that they remain
ultimately responsible for the outsourced business activities.
The grid below presents this concept in a graphical form.

Contract Staff
Employment Agency
Outsourcer
Insourcing

Remote employees
Direct what

Direct how
Senior Managers
Employees in remote office

Own Staff
The definition that is therefore proposed for the accounting profession is “Contracting with a party
over which control is not fully exercised to have that party perform a business activity which if not
delivered would materially impact upon the quality, timeliness or scale of service delivered by a
member”.
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Literature Review and Media Search
A selection of relevant articles from Australian publications and literature drawn from a review of
relevant national and international standards and guidance notes in respect of the outsourcing of
accounting services is attached. By its nature, this review can only include those documents able to
be sourced within the public domain. Equally, it cannot be exhaustive but the attached material is
considered representative of current thinking in relation to the outsourcing of accounting services.
Some specific comments from the review are set out below.
Common themes discussed are quality control, confidentiality, disclosure and responsibility of the
various parties to stakeholders. Importantly, the comments of ICAA and CPA in Attachment 5 that
outsourcing is driven by skills shortages and shifts in career aspirations and/or workforce dynamics
show that consideration of these issues to achieve an appropriate framework for the profession to
use outsourcing to address these challenges is the appropriate approach.
APRA
The financial services industry published a discussion paper on outsourcing on 23 March 2006. This is
attached as Attachment 1.
Public Practice
A typical article detected in this review is drawn from In the Black, a publication of CPA Australia
(refer Attachment 2).
AICPA Code ‐ USA
In the USA, the AICPA has published a standard in relation to the outsourcing of accounting services
(refer Attachment 3).
Australian Taxation Office Position
With many members involved in the provision of taxation returns and some members preparing (or
supervising the preparation of) BAS returns, the views of the ATO in relation to the outsourcing of
services within its jurisdiction are important.
The ATO published the document attached as Attachment 4 during November 2007. It is concerned
with the outsourcing of matters within the domain of the ATO, namely income tax and BAS returns.
As the ATO does not have a governance role in relation to accounting services, they rightly express
no opinion in that regard and the attachment is included to reflect the views of a stake holder in the
accounting services outsourcing industry. In so far as this paper is concerned it reflects a regulatory
restriction within the broad definition of accounting services but does not restrict outsourcing per
se.
The Institute of Chartered Accountants in Australia and CPA Australia (professional bodies) prepared
a submission to the Australian Taxation office (ATO) on outsourcing. Below is an extract from that
paper.
“There is growing interest in outsourcing and off‐shoring, both from within the
accounting profession and also from large corporate taxpayers with “in‐house” tax
groups.
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There is nothing sinister about this trend in terms of tax compliance. The primary drivers
are:
Cost pressures,
Labour shortages, and
A generation of young Australian financial professionals who, in considering
their employment options, are increasingly unwilling to engage in tax
compliance tasks (the so‐called Generation Y factor).
Coupled with these is a growing realisation amongst tax professionals within the
Australian business community of the ability of offshore service providers to deliver
services to a standard, which is comparable to that of an Australian workforce. We refer
here particularly to the well‐educated workforce in India and in those Asian countries,
which have invested in quality educational systems.
As noted on page 6 of the Discussion Paper, the trend of “off‐shore” outsourcing is not
confined to the large accounting firms. Off‐shoring arrangements are now on offer to
most of the accounting firms, via suppliers of commonly used accounting software.”
In recent times, partly in reflection of the changing business environment for the tax
profession, a bill has been introduced to amend the law in relation to the registration of tax
agents and related matters. Attachment 6 contains the explanatory memorandum and
related proposed legislation so far as it impacts the registration of tax agents.
In particular reference is drawn to the 1.13 and 1.14 in the Explanatory Memorandum and the
proposed rules for corporate registration in Attachment 6.
USCPA – Confidentiality
Attachment 7 sets out current USCPA thinking on confidentiality of client data and records within
the context of outsourcing.
It would be expected that appropriate service level agreements covering the quality and timeliness
of service and the confidentiality of private data would form part of the terms of engagement of any
outsource service provider engaged by members employed within the business or government
sectors. Attachment 7 is a Management Accounting Guideline published by the Society of
Management Accountants of Canada, the American Institute of Certified Public Accountants and the
Chartered Institute of Management Accountants (UK) that provides guidance for such users.
Outsourcing Guidelines
Proper risk management assessment is discussed in HP 240‐2004 Guidelines for Managing Risk in
Outsourcing utilising AS/NZS 4360:2004 (Outsourcing Guidelines).
Attachment 8 is an outsourcing standard from the International Association of Outsourcing
Professionals.
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Applicability of the Code and threats to Members Ability to Conform with
the Code
APES 110
The Code of Ethics for Professional Accountants is set out in APES 110. The fundamental principles
of the Code are:
a) integrity;
b) objectivity;
c) professional competence and due care;
d) confidentiality; and
e) professional behaviour.
Clearly these fundamental principles are at the core of the expectations of the clients of a firm.
They are also relevant to the conduct of an accountant employed in a business or government
enterprise but the expectations of the public when dealing with a business are different to the
exercise of professional skill by a practitioner. Accordingly, this paper is tailored predominantly
towards the obligations of members in professional practice although some commentary in relation
to the obligation of members in commerce and government are also included. For this purpose a
member in public practice within this paper is defined to include an auditor general’s office or
department.
APES 320
APES 320 Quality Control for Firms requires the establishment of appropriate policies and
procedures for the control of the quality of the work of a firm and also requires the proper
assignment of staff to engagements based on the knowledge, skill and experience required for the
engagement and possessed by the staff. The underlying theme of such statements is that a
professional level of work should issue from the office of an accountant. Notwithstanding skills
shortages and demands on the time of accounting professionals, client expectations of the level of
professionalism, accuracy and quality of work would not diminish. Accordingly an appropriate
extension of these standards and this framework to the use of contract labour is logical.

APES 320 is directed at quality control in Firms. Firm is defined as a professional services provider
and therefore such definition would preclude a business or government enterprise notwithstanding
that such enterprise may employ members. The full definition of Firm as set out in APES 205 –
Conformity with Accounting Standards is:

“Firm means
a) a sole practitioner, partnership, corporation or other entity of professional accountants;
b) an entity that controls such parties;
11

c) an entity controlled by such parties; or
d) an auditor general’s office or department.”
Within that framework a typical arrangement would be as below.

Client

Member

Outsource Service
Provider

Accordingly the applicability of the Accounting Professional and Ethical Standards Board
pronouncements directed at members in public practice would be restricted to a member or an
association of members or an entity involving such members and the auditor generals department.
Within APES 205 the term “member in public practice” is defined as meaning “a member”
irrespective of functional classification (eg audit, tax or consulting) in a firm that provides
professional services. The term is also used to refer to a firm of members in public practice that
means a practice entity as defined by the professional bodies.
Commercial Outsourcing
Members working outside of practice (for example the accountant or financial controller of a
business enterprise or government department) may also choose to outsource part of the
accounting function. This could be the processing of payroll, the processing of accounts payable,
new client on boarding activities or any other function of the accounts department that has the
requisite scale and systemisation to typically fit within the business model of an outsource service
provider. Where this occurs, the expectations of the stakeholders in the delivery of the services of
the business entity may differ from expectations of the clients of a professional practice. Clients of a
professional practice may be expecting a service involving the exercise of professional judgement
and skill from an accounting professional. Customers of a business entity may simply expect that
debtors are properly reconciled or in the case of suppliers that the accounts payable process
proceeds smoothly enabling prompt and accurate payments to occur. Stakeholders in the payroll
process would expect accurate management of leave balances, taxation deductions, superannuation
contributions and the proper and timely payment of salary entitlements. Some of these functions
would require a lower level of judgement than is exhibited in the professional work of an accounting
practice. There may even be contact between the customers or suppliers of the organisation and
the outsourcer as illustrated below.

Stakeholder

Business or
government

Outsource Service
Provider

Contact points

At the other end of the spectrum, setting of business strategy, consolidation or reorganisation of
divisions or business units and similar activities can be outsourced by accountants in business and
12

government to consultants (for example management consultants) which themselves have very
clear service level agreements and professional obligations to the stakeholder corporation or
government business enterprise rather than to the customers, suppliers or other stakeholders of
other such entity.
Whilst members have ethical obligations, most of this paper is directed at the obligations imposed
upon a firm by the Code.
Fundamental to the maintenance of the standards of the profession is the obligation on members to
adhere to the Code. It is therefore appropriate to identify any threats to members’ ability to
conform to the requirements of the Code. Consideration of the key principles below will allow
members to mitigate the risk of non‐conformance with the Code.

13

Key Principles
Due Diligence and Documented Agreement
A review of the literature shows some common themes that can be applied by members – due
diligence and documentation.
One broad requirement of members would be that they conduct appropriate due diligence before
engaging an outsource service provider to ensure that the service provider is suitable for their
needs. With client relationships remaining the responsibility of the member and it being clear that
outsourcing is delegation without loss of ultimate accountability to the client/stakeholders,
members should satisfy themselves that the provider will meet their needs through a process of due
diligence.
Having performed appropriate due diligence, documentation of the terms of the engagement with
the outsource service provider is necessary. Given the risk of misunderstanding of the terms of
engagement and the need for definition of responsibilities, a Service Level Agreement or other
formal terms and conditions should exist between the member and the outsource service provider.
Against these two primary requirements the following supplementary commentary is offered.
Quality Control
With public expectations of the accountancy profession unchanged by the means by which the
service is delivered, it would be expected that users of accounting services would expect the same
quality control to apply in relation to the services provided by a public accountant using internal staff
and services provided by a public accountant using one of the range of outsource solutions
described above.
APES 320 sets out the quality control requirements for the members of the bodies that are governed
by the standards issued by APESB. In particular paragraph 36 of APES 320 requires members to
“establish policies and procedures designed to provide … reasonable assurance that it has sufficient
personnel with the capabilities, competence and commitment to ethical principles necessary to
perform its engagements”. Matters such as professional education, continuing professional
development and coaching by more experienced staff would be equally relevant to an outsource
services provider as they are to a practice dealing with the public. Where the outsource service
provider can identify appropriate quality control that is consistent with the level of services and
complexity of engagement referred to it by the accounting practice, it would be expected that the
level of quality control would be commensurate with the provision of the same services to the
public. This would apply to the professional work conducted by the outsourcing provider and also
the ethical positioning of that service provider.
Members would be expected to determine by enquiry or otherwise that appropriate quality control
exists for the level of services rendered by the outsource service provider within this framework.
Where work has been returned by an outsource service provider, the need to review files for
evidence of an understanding of the client’s business and for technical accuracy would be necessary.
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A member’s staff charged with responsibility for such review should have sufficient and appropriate
experience and ability to review the type of work returned.
Skills and competence
Members due diligence would need to ensure that any service provider they engage would have
sufficient personnel with the capabilities, competence and commitment to relevant ethical principles
necessary to perform its engagements.
Contingency arrangements
Where the scale of services provided is so large that failure by the service provider to deliver the
outsourced services would have potential for significant failure in delivery of services by a member
or an enterprise in which the member is employed, then appropriate contingency or disaster
recovery options should exist. These may be within the business of the service provider or accessed
through other means identified by the member. Testing of the disaster recovery strategies should
also occur periodically.
Privacy and Data Security
Confidentiality of client data has long been a requirement of members in a firm and the use of an
outsource service provider does not alter that requirement. It is possible that in reviewing the data
security procedures of an outsource service provider, members may find that the security
arrangements are stronger than those in place within some firms. Members should obtain sufficient
comfort that data is protected and that the legal obligations contained within the Privacy Act are
met. The AICPA material set out in Attachment 7 suggests that an appropriate course of action could
be that members enter into a contractual agreement with the outsource service provider requiring
maintenance of the confidentiality of information. The member should use reasonable care in
determining that the service provider has appropriate procedures in place to prevent the
unauthorised release of confidential information to others.
The USCPA recommends that in circumstances where no such agreement is in place, client consent
should be obtained prior to the member disclosing confidential client information.
In the same way that members are not required to disclose specific staff employed on an
engagement, it would therefore be unreasonable to prescribe that members disclose the use of an
outsource service provider except in circumstances required by law or where no contractual terms
regarding the safeguarding of client data exist. As members are required to meet client expectations
of confidentiality, an appropriate agreement should exist requiring any third party service provider
to also maintain the confidentiality of client data. Where such an agreement is in place it would be
reasonable that disclosure of the use of the outsource service provider not be mandatory. However,
consistent with AICPA ethical ruling 391 if there is not in place a confidentiality agreement with a
third party service provider, the member must disclose to the client the use of the third party service
provider.
Terms of Engagement
Management of commercial risks must remain the responsibility of the member. Standard terms
requiring members to continue to adhere to the Code notwithstanding the use of an outsource
service provider but without limiting the members need to establish appropriate commercial terms
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suitable to that member (which it is acknowledged would be within a diverse range) would be
appropriate.
Engagement Letter between Members and Their Clients
APES 305 Terms of Engagement issued in December 2007 covers the need for members to have
documented by way of letter, agreement or other means the terms of engagement between the
member and the client in relation to the provision of professional services. Within this context,
professional services means accounting, auditing, taxation, management consulting and financial
management services performed by a professional accountant using accountancy related skills. The
purpose of the engagement document required to be prepared is to ensure that the member avoid
misunderstandings in respect to the engagement. APES 305 requires that matters such as the
objectives of the engagement, the scope of the engagement, the expected outputs and timing and
the responsibilities of the member, the client and any third party are documented.
Matters such as how the task is being performed and who is performing it within the office of the
member of any related organisation do not form part of AEPS 305. Outsourced accountancy services
could form part of such an engagement and the parts so formed could be a small reconciliation
function provided by a third party or a significant component of the engagement. The expectation of
clients is unchanged when they engage the accountant and it would be rare for the client to require
precise details of the “how and why” of the work being done.

Key Principles when Selecting a Provider
Certain additional criteria may be helpful to members when selecting an outsource service provider,
members should keep in mind a number of guiding principles, these are set out below.
Timeliness of service
One of the advantages often sought by accountants in practice looking to engage an outsource
accounting service is the improvement in the speed of delivery of services to clients. If an accounting
practice is under resourced, bottlenecks can occur which can drive down the turnaround time on
work submitted by clients. Using an outsource service provider should reduce bottlenecks and
improve service times. Members should check with their outsource provider what delivery times are
included with any service level agreement.
Accuracy
Clients expect the work of a member to be accurate. Whilst a range of materiality measures would
exist to restrict accuracy to within an appropriate materiality level for the nature of the engagement,
there is an implied expectation by clients that the greater skill of the accountant will be applied to
achieving accuracy in the professional work returned by the member to the client. In the case of
SME business owners, it is common that the knowledge of the accountant is greater than that of the
client in relation to accounting and taxation matters. Accordingly, a client is often not in a position to
check the work of the member nor should the client be expected to check the work of an accounting
professional. Members should ensure that the work of outsourcing service providers is of the
required level of accuracy for the type of engagement involved.
Initial checking of work by a practice could be expected to occur at the inception of the outsourcing
agreement and when a confidence level is reached the level of detailed review may decline.
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Review of the professional work of the outsourcing service provider by the accountant should occur
in relation to each completed engagement to ensure the communication has been clear between
the member and the provider.
Communication
In a typical outsourcing arrangement the client will communicate with the member and the member
will communicate with the outsourcing service provider. It is unusual for the outsourcing service
provider to deal directly or communicate directly with the client of the member. Accordingly,
communication between the member and the outsourcing service provider must be unambiguous.
Members should ensure that the communication skills of the provider and its staff meet the needs
of the member.
Staff of the outsourcing service provider that have lived or worked in Australia may have better
conversational English and a better understanding of the nuances of the Australian business culture.
Staff educated in other countries where English is the main language would have an advantage over
those that have English as a second language.
As work is being submitted by the member to an unrelated party, it is important the member has
knowledge of the process on the work submitted and a principle that members could use as a guide
is to assess how the outsourcing service provider communicates progress reports in relation to the
matters currently being undertaken. Members would find that choosing a provider that has regular
updates or online tracking tools may better serve their needs if regular communication of progress is
important. This would be particularly true if the service provider is operating in a time zone
substantially different to that of Australia.
Review of Files and Error correction
Reflective of the nature of a service typically two steps removed from the client is the need for
review of files by members. Members should ensure that the Service Level Agreement with the
outsource service provider contains terms that deal with responsibility for the correction of errors
and define responsibilities within the quality control process to be shared between the member and
the provider.
Many of the guidelines above reflect the overall requirement to establish policies and procedures
that provide a member with reasonable assurance that engagements are performed in accordance
with professional standards. Whilst part of APES 320 this statement is equally a component of the
client’s expectations when requesting professional services.
Training
As is required of members, on going training of staff in a manner not dissimilar to the CPE
requirements imposed upon members of the staff of the outsource service provider should be in
evidence and contained within the Service Level Agreement. It is an expectation of professional
outsource service providers that this level of training would occur and should form part of their
operational procedures and any agreement of members.
Ongoing monitoring
Where a member has engaged outsourcing service provider and it meets the criteria prescribed by
the APESB, a further criteria should exist which requires annual monitoring of the maintenance by
17

the service provider against the initial criteria for selection. In choosing an outsourcing provider, a
member would have had regard to the quality control procedures and related matters above and
should also confirm annually that such procedures continue to be in place. Confirmation could occur
by the member obtaining from the outsourcing provider, confirmation of such matters in a positive
form or in the alternative the imposition upon outsourcing service providers to advise in the
negative if there has been a material breach in this regard. These requirements require the
notification by a service provider of a breach in privacy guidelines and operate on a presumption
that in the absence of a notification, no such breach has occurred. On balance this approach would
reduce the level of reporting between the outsourcing service provider and the member and the
level of positive steps required to be taken by the member to check on the status of the outsourcing
service provider on an annual basis.

Comparison of the Requirements for Quality Control
A review of APES 320 shows that many of the requirements of a firm would equally apply to an
outsource service provider. Below is a table comparing the primary issues in APES 320 with the
expectations of a firm and the expectations the firm should have of the service provider.
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APES 320 requirement

Required behaviour of Firm

Required behaviour of
Outsourcer

Paragraph 7 – System of quality
control.

Quality control policies and
procedures shall be
documented and
communicated with the firms
personnel.

Quality control policies and
procedures should be
documented and monitored by
outsourcer. Assurances to be
obtained by firm from
outsourcer.

Paragraph 9 – Leadership
responsibilities.

Promote internal culture based
on the recognition that quality
is essential. Would extend to
any services provided by
outsourcer.

Establish policies and
procedures to promote an
internal culture that quality is
essential in relation to the
functions performed by the
outsourcer.

Paragraph 14 – Establish
policies and procedures to
comply with relevant ethical
requirements.

Integrity, objectivity,
professional competence, due
care, confidentiality and
professional behaviour to be
established as fundamental
principles under which the firm
operates.

Professional competence, due
care and confidentiality would
be the primary concerns of
firms using an outsourcer.

Paragraph 18 – Independence.

Required of practices. Specific
policies required for assurance
practices only.

Not required of outsourcer.

Paragraph 28 – Establish
policies and procedures for the
acceptance and continuation of
client relationships.

Applicable to practice only.

Not applicable to outsourcer.

Paragraph 36 – Establish
policies and procedures to
ensure that sufficient personnel
with appropriate capabilities
and competence are available
for engagements.

Recruitment performance and
evaluation capabilities,
promotion compensation and
similar matters to reflect the
required level of skill and
ongoing continuing professional
development applicable to the
engagements undertaken by
the firm.

Sufficient education,
capabilities, competence and
internal resources to enable the
sections of engagements
outsourced to be undertaken.

Assignment of teams

Applicable primarily to practice

Not applicable to outsourcer.
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Paragraph 42

only.

Paragraph 46 – Establish
policies and procedures to
ensure that regulatory and legal
requirements applicable to an
engagement and any reports
issued in connection with the
engagement are appropriate.

Practices required to have
individual staff members,
engagement supervision,
training and coaching
procedures, methods of
reviewing work set and
documented to ensure
appropriate reports are issued
to clients.

Outsourcer would not be
issuing reports and would have
scope of engagement restricted
to those terms contained
within any service level
agreement.

Paragraph 51 – Establish
procedures to enable
appropriate consultation on
difficult or contentious matters
and sufficient resources to
enable consultation to occur.

Practices to ensure that nature
and scope of consultations are
documented and that there are
sufficient resources and the
appropriate level of
consultation on difficult or
contentious matters.

Most outsourcing engagements
would be of a more routine and
systematic nature. Applicable
to outsourcer where scope of
engagement goes beyond
routine systematic processes.

Paragraph 73A – Completion of
final engagement files.

Firm to hold appropriate
engagement files after the
engagement reports have been
finalised.

Outsourcer would provide files
in most circumstances to firm
for review with responsibility
for safe custody lying with firm.

Paragraph 74 – Establish
policies and procedures to
ensure that the system of
quality control is relevant,
adequate and operating
effectively and complied within
the firm.

Appropriate monitoring
internally of procedures and
standards for the system of
quality control including
periodic inspection.

Not required of outsourcer
however commercial
responsibilities dictate
appropriate maintenance.

Paragraph 89 – Establish
policies and procedures to
provide reasonable assurance
that complaints and allegations
that requirements of
professionals standards are not
met are dealt with
appropriately.

Clearly defined channels for
personnel to raise concerns
should be established.

Not applicable to outsourcer.

Paragraph 94 – The firm should
have appropriate
documentation in place to
provide evidence of the
operation of each element of a

Subject to the size of the firm
and the degree of authority
between offices and personnel,
appropriate documentation
should be maintained by the

Not applicable to outsourcer
other than in relation to those
areas where firm’s expectation
of the system of quality control
aligns with their own and is
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system of quality control.

practice demonstrating that
tests have been performed to
ensure that each element of
the system of good quality of
control is in place.

required by the firm to satisfy
itself that the elements of work
outsourced meet the same
quality control requirements
being tested with the firm.

Against the above, members should ensure that appropriate procedures exist within the practice to
ensure that members review of work performed by the third party provider is adequate for the type
of engagement. In broad terms, member should ensure there standards of quality control apply
equally across internally prepared work and the work that is outsourced.

Disclosure
The final step would be to determine how this should be communicated by members to their clients.
Some comments on disclosure by members to clients are set out in the USCPA code (see Attachment
7). In the same way that the specific staff engaged on an assignment are generally not disclosed to
clients (and certainly no obligation to disclose exists) no disclosure to clients of the use of an
outsourcing provider is recommended.

Engagement Letter between Business, Government and Service Provider
It is important that the members in government and business ensure that the expectations from the
service provider are properly documented in an engagement letter between the outsource service
provider and the business or government enterprise. Where the materiality of the service is of
sufficient size that failure by the service provider would substantially impact upon the ability of the
government or business enterprise to continue to provide services or otherwise meet stakeholder
needs in a significant way, the agreement with the outsource provider should contain appropriate
risk mitigation procedures, disaster recovery terms and criteria for the testing of these on a regular
basis. Reference is made to Attachment 1 which sets out some such criteria used within the financial
services industry.

Conclusion
Given the growing importance of outsourcing as a solution to the labour shortages facing the
accounting profession, it is recommended that a pronouncement be made in relation to the use of
outsourcing by members. The proposed announcement should incorporate the key risks that
outsourcing involves for users of an third party service provider and mandate the key principles that
a member should consider when selecting a service provider. The principles set out above would
form the basis of the discussion and the recommendations in such a pronouncement in relation to
members use and selection of a provider.
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Appendix 1 – Selection of Current Service Providers to Members in
Practice
Name
Odyssey Resources Pty Limited
Ridge Business Management
Back Office Shared Services Pty Limited

Web address
www.odyssey‐resources.com
www.ridgebm.com
www.boz.com.au

MYOB Australia Pty Limited

www.myob‐ar.com

SuperGuardian Pty Limited

www.superguardian.com.au

Cavendish Superannuation Pty Ltd

www.cavendishsuper.com.au

Dixon Advisory and Superannuation Services
Pty Ltd
Super Concepts Pty Limited

www.dixon.com.au

www.superconcepts.com.au

Appendix 2 – Attachments from Media Search and Literature Review

Attachment 1 – APRA discussion paper on Outsourcing

Attachment 2 – In the Black article on outsourcing

Attachment 3 – extract from AICPA ethical ruling covering outsourcing

Extracts from US AICPA Code of Professional Conduct (the “AICPA Code”).
While Rule 301 – Confidential Client Information, of the AICPA Code prohibits the release of
confidential client information without the specific consent of the client, Ethics Ruling No. 1,
“Computer Processing of Clients’ Return,” under rule 301 indicates that no violation of the
confidential relationship between the member and client occurs when client information is sent to a
third‐party service provider, provided the member takes all necessary precautions to be sure that
the use of the outside service provider does not result in the release of confident information.
The Code also requires that a member providing professional services must ensure that the work has
been adequately planned and supervised, that sufficient relevant data has been obtained to support
the work, and that the service provider complied with all applicable technical and ethical standards.
Although not specifically stated in the Code, the member is responsible for the work of any third‐
party service provider.
The Code, however, does not require disclosure to the client when a third‐party service provider is
used ‐ whether domestically or overseas.
In determining whether the Code was sufficient or needed to be amended, the PEEC considered a
number of ethical issues concerning the use of third‐party service providers, including whether:


Ethics Ruling No. 1, “Computer Processing of Clients’ Returns,” under Rule 301 – Confidential
Client Information should be revised to encompass the use of third‐party service providers in
providing any professional or administrative support services to clients;



A new ethics ruling under Rule 201 – General Standards and Rule 202‐ Compliance With
Standards should be issued to specifically state that the member is responsible for all work
performed by the third‐party service provider and that the use of a third‐party service
provider does not in any way excuse the member from complying with the requirements set
forth under these rules;



A new ethics ruling under Rule 102‐ Integrity and Objectivity should be issued to require
that, prior to disclosing confidential client information to a third party service provider, a
member should inform the client that he or she plans to use a third‐party service provider in
providing professional services to the client;



Any additional provisions should be required when the third‐party service provider is
operating outside of the United States.

Against the background above, the AICPA Code contains an ethical ruling of the use of a third
party service provider assisting members in providing professional services. An extract of that
ethics ruling is set out below.
Question – A member in public practice uses an entity that the member, individually or
collectively with his or her firm or with members of his or her firm, does not control (as defined
by accounting principles generally accepted in the United States) or an individual not employed
by the member (a “third‐party service provider”) to assist the member in providing professional
services (for example, bookkeeping, tax return preparation, consulting, or attest services

including related clerical and data entry functions) to clients. Does rule 102 require the member
to disclose the use of the third‐party service provider to the client?
Answer – Yes. The concept of integrity set forth in Rule 102 – Integrity and Objectivity [ET
section 102.01] and Article III – Integrity [ET section 54] requires a member to be honest and
candid. Clients might not have an expectation that a member would use a third‐party service
provider to assist the member in providing the professional services. Accordingly, prior to
disclosing confidential client information to a third‐party service provider, a member should
inform the client that he or she plans to use a third‐party service provider. This disclosure does
not relieve the member from his or her obligations under ethic ruling No. 1 [ET section 391.001‐
.002] under Rule 301 – Confidential Client Information [ET section 301.01]. If the client objects to
the member’s use of a third‐party service provider, the member should provide the professional
services without using the third‐party service provider or the member should decline the
engagement.
A member is not required to inform the client when he or she uses a third‐party service provider
to provide administrative support services (for example, record stage or software application
hosting services) to the member.
See ethics ruling No. 12 under Rules 201 – General Standards and 202 – Compliance With
Standards (ET section 291.023‐.024] and ethics ruling No. 1 under Rule 301 – Confidential Client
Information [ET section 391.001‐.002] for additional responsibilities of the member when using a
third‐party service provider.
Below is the text of ethics ruling No. 12 from the AICPA Code.
Applicability of General and Technical Standards When Using a Third‐Party Service Provider.
Question – What responsibility does a member in public practice have for complying with the
general and technical standards under rules 201 [ET Section 201 – General Standards] and 202
[ET Section 202 – Compliance With Standards] when using an entity that the member,
individually or collectively with his or her firm or with member of his or her firm, does not
control (as defined by accounting principles generally accepted in the United States), or an
individual not employed by the member (a “third‐party service provider”) to assist the member
in providing professional services (for example, bookkeeping, tax return preparation, consulting,
or attest service, including related clerical and data entry functions) to clients?
Answer – Using a third‐party service provider to assist the member in providing professional
services to clients does not in any way relieve the member from his or her responsibilities to
comply with the requirements of rules 201 and 202. Accordingly, the member remains
responsible for the adequate oversight of all services performed by the third‐party services
provider and for ensuring that all professional services are performed with professional
competence and due professional care. In addition, the member must adequately plan and
supervise the professional services (as required by applicable professional standards) provided
by the third‐party service provider, obtain sufficient relevant data to support the work product
and comply with all technical standards applicable to the professional services.

See ethics ruling No. 112 under Rule 102 – Integrity and Objectivity [ET section 191.224‐.225]
and ethics ruling No. 1 under Rule 301 – Confidential Client Information [ET section 391.001‐.002
for additional responsibilities of the member when using a third‐party service provider.

Attachment 4 – ATO discussion paper

Attachment 5 – ICAA and CPA submission to ATO on outsourcing of
income tax returns. (January 2008)

Attachment 6 – Proposed changes to registration of tax agents

Chapter 1
New legislative regime for tax agent services
Outline of chapter
1.1

This chapter outlines:
• the background to the new legislative regime for tax agent services; and
• the key elements of the regime.

History and background
1.2
The current regime for regulating tax agents appears in Part VIIA of the Income
Tax Assessment Act 1936 (ITAA 1936) and was originally introduced in 1943. Since
then the tax environment has changed and a much larger proportion of taxpayers use tax
agents to lodge their returns and help them comply with their tax obligations. In 2006,
over 74% of individuals and 95% of businesses used a tax agent to prepare and lodge
their tax returns.
1.3

The current regime includes:
• a registration process for tax agents and their nominees (but not BAS service
providers);
• provisions that only registered tax agents are entitled to supply certain tax
agent services for a fee;
• separate state Tax Agents’ Boards responsible for both the registration and
the disciplining of tax agents; and
• penalties for taxpayers who have a shortfall amount, irrespective of whether
they engage tax agents to prepare their returns.

1.4
On 6 April 1998, the then Assistant Treasurer, Senator the Hon Rod Kemp,
announced that the Government would introduce a new legislative regime to govern the
provision of tax agent services. Broadly, the new legislative regime would:
• establish a new national Tax Agents’ Board;
• develop a legislated Code of Practice that would specify the conduct
expected of tax agents by the community; and
• create a ‘safe harbour’ from penalties for those taxpayers who engage a tax
agent, provided they exercise reasonable care by furnishing all the relevant
taxation information to that tax agent.
1.5
Although the new legislative regime was initially announced to commence on 1
July 1999, introduction of the measure was delayed at the request of the tax profession,
to allow practitioners to focus on preparing for the reforms introduced with A New Tax
System from 1 July 2000.
1.6
In 2002-03, a working group of tax professional associations was reconvened to
develop the details of the announced regime and update the proposal for recent
developments.

1.7
Confidential consultation on a detailed discussion paper occurred in 2005 and
confidential consultation on a draft Bill and Regulations took place with professional
bodies representing tax agents and bookkeepers during 2006.
1.8
The draft legislation and explanatory material were exposed for public
comment for two months during early 2007.
1.9
The 2006-07 Budget contained an additional $57.5 million over four years for
the implementation of the new national legislative framework.

Key elements of the new regime
The key elements of the new framework are:
The establishment of a national Tax Practitioners Board
1.10
The Board has responsibility for registering tax practitioners, ensuring that tax
practitioners maintain appropriate skills and knowledge, investigating complaints against
registered practitioners and ensuring that unregistered persons do not hold themselves
out to be registered tax practitioners.
A wider definition of tax practitioner
1.11
Under the new arrangements, in addition to tax agents and their nominees, BAS
service providers and their nominees will also need to be registered. BAS service
providers will be governed in the same way as tax agents, but will provide a limited
range of services relating to tax laws relevant to BAS.
1.12
Tax agents, BAS service providers and the nominees of tax agents and BAS
service providers are collectively referred to as tax practitioners.
Registration requirements
1.13
Entities that meet the ‘fit and proper person’ test, as well as minimum
education requirements and relevant experience tests, will be able to be registered to
provide tax agent services. The minimum educational requirements and relevant
experience tests are set at a less demanding level for registering as a BAS service
provider than for registering as a tax agent, in recognition of the more limited knowledge
requirements for BAS service providers.
1.14
While registration is restricted to individuals, partnerships and companies, there
is flexibility for a registered entity to conduct its business through a trust structure. The
Board may put some restrictions on structure to ensure adequate resources are in place to
provide the services to a competent standard, and to carry out supervisory arrangements.
The introduction of a Code of Professional Conduct
1.15
A Code of Professional Conduct (the Code) governs the ethical and
professional standards of registered tax practitioners. The Code is set out in principled
form and the Board may issue written guidelines for the interpretation and application of
the Code.
A range of sanctions for breaches of the Code
1.16
Under the current arrangements the only administrative sanctions available to
the Board for misconduct on the part of tax agents are suspension or cancellation of
registration. Under the new arrangements, if the Board finds that a tax practitioner has
breached the Code, the Board has a range of options. The Board may caution the tax
practitioner, require the practitioner to complete a course of training, subject the
practitioner to practising restrictions, require the practitioner to practise under
supervision, or suspend or terminate the practitioner’s registration.

1.17
The Board will also be entitled to apply to the Federal Court of Australia for
civil penalties for certain serious breaches, or seek an injunction to prevent a tax
practitioner from engaging in, or compel a practitioner to undertake, certain conduct.
1.18
Such a wide range of sanctions allows the Board to tailor its responses
according to the severity of the breaches of the Code.
Role of Recognised Professional Associations
1.19
Organisations which satisfy the requirement of Recognised Professional
Associations, including any recognised BAS service provider associations, may assist the
Board by providing Board-recognised courses for ongoing professional education and
disciplinary purposes.
A safe harbour from penalties
1.20
A taxpayer who uses a tax practitioner will benefit from a ‘safe harbour’ from
administrative penalties for making false or misleading statements, provided the taxpayer
has taken reasonable care to comply with their tax obligations by giving the tax
practitioner the information necessary to complete their return.

Extracts from registration proposals under Tax Laws Amendment (Tax
Agent Services) Bill 2007
Registration requirements
Individuals (including those acting in the capacity of a trustee), partnerships or companies (including
those acting in the capacity of a trustee) may apply to the Board for registration as a tax agent or
BAS service provider. Individuals may apply to the Board for registration as a nominee of a tax agent
or BAS service provider. [Schedule 1, Item 4, subsection 995‐1(1) of the ITAA 1997 and Item 13,
subsection 995‐1(1) of the ITAA 1997 and Item 18, Division 602, subsections 602‐55(1) and (2) of
Schedule 1 to the TAA 1953]
Except for an application for registration as a nominee, the tax practitioner registration
requirements consist of the following three elements:
•

the fit and proper person test (which applies to individual applicants and partners/directors
of partnership/company applicants);

•

prescribed qualification requirements for individual applicants, or sufficient resource
requirements for partnership/company applicants; and

•

that the entity carries on, or proposes to carry on, a business that provides tax agent
services (whether in their own right, or acting in their capacity as a trustee of a trust).

[Schedule 1, Item 15, subsection 995‐1(1) to the ITAA 1997, Item 18, Division 602, section 602‐30 of
Schedule 1 to the TAA 1953]
Applicants for registration as a nominee do not need to satisfy the requirement that they carry on,
or propose to carry on, a business that provides tax agent services. [Schedule 1, Item 18, Division
602, section 602‐35 of Schedule 1 to the TAA 1953]

Sufficient resource requirements (for companies/partnerships)
In order to be registered, applicants other than individuals must satisfy the Board that they have
sufficient resources available in order to provide the service to a competent standard and carry out
necessary supervisory arrangements. This is equivalent to the prescribed requirements for
individuals. [Schedule 1, Item 18, Division 602, paragraphs 602‐30(2)(c) and (3)(d) of Schedule 1 to
the TAA 1953]
The sufficient resource requirements ensure that consumers can have confidence in the expertise
and professionalism of registered tax agents/BAS service providers and their employees and that all
practitioners have the organisational capacity to provide a tax agent service or BAS service
competently. This requirement includes having sufficient financial, technological and appropriately
qualified human resources. The level of financial, technological and human resources that an
applicant must establish will vary according to the nature, scale and complexity of the applicant’s
business.
The technological resources that are considered adequate will depend on the nature, scale and
complexity of the tax practitioner’s business, and vary according to the types of systems a registered
tax practitioner uses in their business. It is expected that registered tax practitioners will use a range
of technological resources from simple manual systems to sophisticated information technology
systems. The Board may specify particular requirements if there is a reason to doubt an applicant’s
ability to provide tax agent services competently due to technological deficiencies.
The requirement that practitioners have adequate financial resources promotes financial risk
management to ensure that potential cash shortfalls do not put compliance with the tax
practitioner’s registration obligations at risk. Registered tax practitioners should have a risk
management system in place to deal with the risk that their financial resources will not be adequate
to enable them to carry on their business of providing a tax agent service, or to wind up their
business in an orderly manner.
The financial requirements are not, however, intended to place an unreasonable burden on
practitioners to maintain a particular level of assets, nor is it intended to act as a barrier for entry
into the tax agent services industry.
To have appropriately qualified human resources requires a company or partnership to have an
adequate number of staff in key management positions overseeing work and staff who satisfy the
prescribed tax agent/BAS service provider requirements and the fit and proper person test. It may
depend on the qualification of the applicant’s responsible officers, whose expertise the business
relies on to meet its sufficient resources obligations.
A business is therefore required to have an adequate number of staff (depending on the size and
activities of the business) who can provide a tax agent or BAS service competently. There is no set
formula for determining the ratio of qualified staff to returns.
Example 2.15
Superfast Tax is a registered company tax agent providing tax agent services for a large number of
clients from many premises across the state. To satisfy the appropriately qualified human resources
requirement, the company has registered nominees in key management positions responsible for

supervising its employees ensuring that returns are prepared to the required standard. Superfast
Tax ensures its staff possesses the required level of skills and knowledge as it provides training in tax
technical and technology matters on a regular basis. The company also keeps up to date with the
latest software and equipment to assist its staff in providing an accurate and prompt service for its
clients.
Registration of nominees
The Board may register an individual who satisfies the prescribed requirements and the fit and
proper person test, but who is not carrying on or does not propose to carry on a business, as a
nominee of a registered tax agent or BAS service provider. This allows owners of a
partnership/corporate tax agent or BAS service provider who are not technically qualified
themselves to employ qualified nominees to provide or supervise the provision of tax agent services
on their behalf.
The registration of nominees also allows registered tax agents/BAS service providers to employ
nominees to provide or supervise the provision of tax agent services on their behalf where the
volume of work is excessive, they occupy separate physical premises or some other business reason.
[Schedule 1, Item 7, subsection 995‐1(1) to the ITAA 1997 and Item 18, Division 602, 602‐35 of
Schedule 1 to the TAA 1953]
Example 2.17
Jackie is currently employed by an accountant, Michael, who is a registered tax agent. Jackie has
attained the prescribed academic and relevant experience requirements and also meets the fit and
proper person test. However, as she is an employee, she does not carry on a business providing a
tax agent service. It is possible for Michael to request the Board to register Jackie as his nominee. It
is not possible for Jackie to register as a tax agent in her own right unless she intends to carry on a
business in the future.

Attachment 7 – USCPA Ruling

ET Section 301  Confidential Client Information
.01 Rule 301—Confidential client information.
A member in public practice shall not disclose any confidential client information without the
specific consent of the client.
This rule shall not be construed (1) to relieve a member of his or her professional obligations under
rules 202 [ET section 202.01] and 203 [ET section 203.01], (2) to affect in any way the member's
obligation to comply with a validly issued and enforceable subpoena or summons, or to prohibit a
member's compliance with applicable laws and government regulations, (3) to prohibit review of a
member's professional practice under AICPA or state CPA society or Board of Accountancy
authorization, or (4) to preclude a member from initiating a complaint with, or responding to any
inquiry made by, the professional ethics division or trial board of the Institute or a duly constituted
investigative or disciplinary body of a state CPA society or Board of Accountancy.
Members of any of the bodies identified in (4) above and members involved with professional
practice reviews identified in (3) above shall not use to their own advantage or disclose any
member's confidential client information that comes to their attention in carrying out those
activities. This prohibition shall not restrict members' exchange of information in connection with
the investigative or disciplinary proceedings described in (4) above or the professional practice
reviews described in (3) above.

ET Section 391  Ethics Rulings on Responsibilities to Clients
Use of a Third‐Party Service Provider to Provide Professional Services to Clients or Administrative
Support Services to the Member
.001
Question—A member in public practice uses an entity that the member, individually or collectively
with his or her firm or with members of his or her firm, does not control (as defined by accounting
principles generally accepted in the United States) or an individual not employed by the member (a
“third‐party service provider”) to assist the member in providing professional services (for example,
bookkeeping, tax return preparation, consulting, or attest services, including related clerical and
data entry functions) to clients or for providing administrative support services to the member (for
example, record storage, software application hosting, or authorized e‐file tax transmittal services).
Does Rule 301, Confidential Client Information [ET section 301.01], require the member to obtain
the client’s consent before disclosing confidential client information to the third‐party service
provider?
.002
Answer—No. Rule 301 [ET section 301.01] is not intended to prohibit a member in public practice
from disclosing confidential client information to a third‐party service provider used by the member
for purposes of providing professional services to clients or for administrative support purposes.
However, before using such a service provider, the member should enter into a contractual
agreement with the third‐party service provider to maintain the confidentiality of the information
and be reasonably assured that the third‐party service provider has appropriate procedures in place
to prevent the unauthorized release of confidential information to others. The nature and extent of
procedures necessary to obtain reasonable assurance depends on the facts and circumstances,

including the extent of publicly available information on the third‐party service provider’s controls
and procedures to safeguard confidential client information.
In the event the member does not enter into a confidentiality agreement with a third‐party service
provider, specific client consent should be obtained before the member discloses confidential client
information to the third‐party service provider.
See ethics ruling No. 112 [ET section 191.224–.225] under Rule 102, Integrity and Objectivity [ET
section 102.01], and ethics ruling No. 12 [ET section 291.023–.024] under Rule 201, General
Standards [ET section 201.01], and Rule 202, Compliance With Standards [ET section 202.01], for
additional responsibilities of the member when using a third‐party service provider.

Attachment 8 – International Association of Outsourcing Professionals
Code of Ethical and Business Practice Standards for Outsourcing
Professional s (August 2005).

