
or managed
In-house payroll  
service?
The answers to your 
burning questions



If in-house payroll vs. managed  
service is keeping you awake  
at night, or you’re just starting to 
research the options, this guide  
provides a balanced view to help  
you plan your payroll strategy.

Whilst there’s no right or wrong answer,  
we’ve got all the answers to your burning 
questions. 
 
 

In-house payroll or managed service?  
The debate rages on…

Why go with a 
managed payroll 
service?

So why stick  
with an in-house 
payroll team?

•	 Compliance	-	the	‘c’	word	that	penetrates	
Payroll	&	HR	dialogue.	Legislation	and	
tax	are	always	changing	and	it’s	a	tough	
gig	to	keep	up	to	date,	especially	if	you’re	
running	global	payroll.	Using	a	managed	
service	specialist	means	you	can	rely	
on	the	provider’s	financial	compliance	
controls	and	their	investment	in	on-going	
payroll	software	development.

•	 Payroll	may	not	be	core	to	your		
primary	business.	Whilst	some	
organisations	are	unhealthily	obsessed	
with	payroll	(in	a	good	way),	for	others	
running	payroll	is	not	centric	to	their	
operations.	In	a	similar	way	to	facilities	
management	or	security,	it’s	essential	
to	get	it	right	but	not	necessarily	using	
headcount…	so	it	makes	sense	to	
outsource	to	the	experts.	
	
	
	
	
	
	

•	 Within	some	organisations,	payroll		
relies	on	tacit	knowledge	and	
discretionary	practices,	including	
unwritten	rules	and	ability	to	operate	
outside	of	standard	policies.	

•	 The	on-going	headcount	budget	
for	a	payroll	team	has	been	secured		
and	it	makes	sense	to	manage	it		
in-house.	

•	 Although	the	business	case	and/
or	Total	Cost	of	Ownership	(TCO)	
relating	to	a	managed	service	
contract	is	often	lower,	it’s	not	
always	the	case.	Locating	in-house	
teams	offshore	or	to	lower	cost	
areas	of	the	country	can	provide	
justifiable	cost	savings.		

It’s fair to say that both solutions 
work well in different scenarios, so 
the choice is ultimately unique to 
your organisation and people. Be 
sure to make an informed decision 
by asking potential payroll partners 
about business case modelling or 
the opportunity to speak to other 
customers about their experiences.

•	 Lack	of	resources.	Payroll	Ninjas	
and	Heroes	are	only	human	and	
therefore	take	sick	days,	parental	
leave	and	holiday	(and	rightly	so)	or	
decide	to	move	on.	However,	this	
means	that	maintaining	an	in-house	
payroll	team	is	not	economically	
viable	for	some	organisations,	so	
they	don’t.

•	 Flexibility	and	scalability.		
A	fixed	cost	payroll	is	often	not	
economical	for	organisations		
that	are	highly	distributed	with	a	high	
staff	turnover,	fluctuating	employee	
numbers	and	large	peaks	in	activity.	
Outsourcing	offers	a	variable	payroll	
cost	base	which	is	much	more	
elastic	with	a	greater	ROI.

•	 Very	predictable	business	models	
mean	that	a	fixed	cost	for	a	
payroll	team	is	representative	
of	a	fixed	workload	processing	
cycle.	For	example,	customers	
operating	in	a	typically	stable	
industry	with	salaried	employees	
and	low	turnover.

There are several reasons why outsourcing payroll could suit you 
and your people, some of which you may not have yet considered: Well, these are some of the reasons to justify in-house:

Before delving into the detail, let’s highlight the 
key difference: 

• With a managed service the provider 
takes on risk and accountability, including 
processing, compliance, service levels and 
scalability. When you choose a reputable 
payroll partner this also brings peace of mind

• A software-only service requires the 
customer to maintain payroll processing 
expertise and resources.



Hungry for more?  
Quiz the experts
Q. What are non-financial 
arguments for in-house payroll?
A.	Balancing	the	case	for	outsourcing	payroll,		
in-house	services	often	suit	organisations	
relying	on	tacit	knowledge	held	by	the	in-
house	payroll	team.	Key	benefits	that	are	not	
purely	cost-based	include:

• Total end-to-end control over the 
process

• Domain knowledge and intelligence 
about how the company works

• Proprietary processes specific  
to the company needs

• Desire to develop employees’  
payroll skills 

One major advantage is 
the SaaS provider takes 
responsibility for the 
availability and reliability  
of the system. 

There	are	variations	in	practice	
among	SaaS	providers	as	to	
whether	upgrades	are	forced	
or	optional,	so	make	sure	you	
investigate	this	when	researching	
your	options.	

Forced upgrades	tend	to	occur	
where	the	SaaS	provider	uses	
a	single	version	of	the	source	
code	that	all	customers	have	to	
use.		Typically,	you	will	see	new	or	
tweaked	functionality	pushed	out	
two	to	six	times	a	year.	You	will	be	
responsible	for	understanding	the	
impact	and	changes	to	your	HR	
processes.

Optional upgrades tend	to	occur	
where	the	SaaS	provider	provides	
configured	instances	for	each	of	
its	customers.		As	long	as	your	
instance	does	what	you	require,	
you	will	not	be	forced	to	take	
upgrades	unless	you	believe	they	
add	value	to	your	business.	This	
can	be	advantageous	where	you	
have	some	bespoke	elements	in	
your	solution.

Insider Tip!

OBSESSED.

NINJA.
MASTER.

This bit is for the Payroll Geeks and Perfectionists with an insatiable 
appetite for knowledge.

Q. What’s so great about  
cloud-based software and SaaS? 
A.	The	cost	of	implementing,	maintaining,	
patching	and	upgrading	HR	software	has	
become	challenging	and	expensive.	In	the	
locally	installed	world,	you	take	ownership	of	
(or	lease)	hardware,	servers,	installation	and	
rollout	of	client	software,	provision	of	local	IT/
IS	support,	on-going	licensing	and	potential	
outages	associated	with	upgrades	and	
patches.	You	may	even	have	found	yourself	
held	hostage	to	expensive	and	forced	upgrades	
to	maintain	legislative	compliance.

The	good	news	is	that	Software-as-a-Service	
(SaaS)	has	removed	a	lot	of	these	obstacles,	
offering	access	to	a	maintained	platform	on	a	
subscription	basis.	When	new	functionality	is	
released	by	the	SaaS	provider,	you	have	the	
opportunity	to	evaluate	the	benefits	and	decide	
whether	to	extend	the	service	(see	our	tip	
below).	In	the	case	of	legislative	updates,	this		
in	invaluable.

One	major	advantage	is	the	SaaS	provider	
takes	responsibility	for	the	availability	and	
reliability	of	the	system.	Both	the	functional	
software	and	your	data	are	stored	in	the	
cloud	normally	certified	to	ISO27001	security	
standards	with	immediate	backup.	The	cost	of	
creating	the	equivalent	in-house	is	a	pipedream	
for	smaller	organisations	without	a	global	
IT	infrastructure.	However,	the	security	and	
compliance	expectations	and	obligations	are	
the	same	whatever	size	and	type	of	business.	

Q. What are three key benefits of 
outsourced payroll?
A.	Within	most	organisations,	Payroll	is	
regarded	as	an	overhead.	It’s	not	directly	
responsible	for	earning	revenue	but	can	
significantly	impact	productivity	and	reputation	
positively	as	well	as	negatively	(that’s	why	
paying	people	accurately,	on	time,	every	time,	
is	absolutely	critical).	Outsourcing	is	a	big	
decision	but	also	an	investment	opportunity.	
Simply	put,	the	key	benefits	are:

• Compliance

• Cost reduction

• Standardisation



Q. How can outsourcing payroll 
save us money? 
A.	Usually,	customers	are	looking	for	
a	cost-effective	way	of	making	a	step	
change	in	delivery.	This	may	be	due	to	
the	prohibitive	cost	of	re-implementing,	
maintaining	and	upgrading	Payroll	&	
HR	systems	or	the	customer	may	see	
outsourcing	as	the	best	way	in	which	to	
dismantle	localised	processes	so	that	they	
can	standardise	and	automate	workflows.	

It	also	changes	the	discussion	from	“how	
many	HR/Payroll/Finance	FTEs	do	I	
need	to	provide	services?”	to	“what	am	I	
prepared	to	pay	for	volume-based	services	
and	guaranteed	service	levels?”.	The	
economic	challenges	in	recent	years	have	
also	forced	companies	to	find	effective	
ways	to	reduce	internal	overheads	
therefore	a	“pay	per	use”	or	“pay	per	
employee”	solution	can	look	economically	
attractive.	

Outsourced service providers can offer 
you the following financial benefits:

•	 More	competitive	costs	than	internal	
functions	due	to	economies	of	scale	
across	multiple	customers

•	 On-going	investment	in	HR	or	
Payroll	technology,	knowledge	and	
qualifications.	Payroll	is	their	core	
business	(and	passion!)	so	when	they	
invest	in	the	future	it	also	benefits	you	

•	 Scalable	services	that	can	be	demand-
driven	to	cope	with	peaks	and	troughs

•	 Independently	audited	compliance	
against	ISAE3402/SAS70/SOX,	
saving	you	the	cost	associated	with	
compliance

Q. What exactly can you outsource? 
A. Outsourcing	can	be	applied	to	service delivery 
and	software.	The	former	refers	to	contractually	
agreeing	with	a	service	provider	that	they	will	deliver	
one	or	more	HR	or	Payroll	services	in	accordance	
with	defined	service	levels	and	volumes	of	work.		
The	latter	refers	to	a	system	provider	implementing,	
hosting	and	maintaining	an	HR	system	on	your	
behalf,	i.e.	SaaS	or	cloud-hosted.

Provides	on-demand	voice	and/or	
online	query	handling	service	using	
sophisticated	case	management	
tools.		Useful	when	you	need	a	
more	structured	way	of	tracking	call	
volumes	and	issue	trends.

Copes	with	variations	in	recruitment	
volumes	and	handles	applicant	and	
hiring	manager	interactions.	Useful	
where	you	cannot	justify	retained	
recruiters.

Typically,	lower	cost	per	hire,	wider	
access	to	job	market,	faster	time	
to	fill.	Sometimes	includes	social	
networking	and	alumni	services.

Specialist	providers	offering	
industry-specific	checks	such	as	
criminal	records	checks,	credit	
checks,	security	clearance	and	
reference	follow-ups.	Typically	
reduces	the	risk	to	your	business.

You	may	retain	this	service	internally	
if	you	have	industry-specific	subject	
matter	expertise	when	it	comes	to	
vetting	and	screening	candidates,	
e.g.	financial	services	or	central	
government.

If	you	have	access	to	appropriate	
telephony,	case	management	
software	and	sufficient	resources	
to	cover	working	hours	you	should	
consider	retaining	in-house.

If	you	have	a	fairly	static	level	of	
recruitment	throughout	the	year	or	
tend	to	recruit	highly	specialised	
employees,	it	is	likely	you	will	want	
your	own	recruitment	team.			
They	will	have	the	benefit	of	a	
deeper	knowledge	of	the	candidate	
fit	in	terms	of	cultural	and	business	
expectations.		

As a starting point, the info below should help you, your colleagues and stakeholders 
understand more about which services you could outsource or retain in-house.

Why outsource?

Employee  
Contact  
Centre

Recruitment  
(RPO)

Pre-employment 
screening (PES) 

Why retain in-house?

Outsourcing	is	not	as	simple	as	
extracting	the	transactional	work	
from	the	business	partnering/policy	
work	and	chucking	it	to	a	low-
cost	offshore	provider,	‘job	done’	
style.	Unlike	highly	commoditised	
processes	with	compliant	
procedural	steps	(such	as	Finance	
&	Accounting),	Payroll	&	HR	
consists	of	a	number	of	joined-up	
processes	necessitating	interaction	
between	employees,	line	managers,	
administrators,	HR	Business	
Partners	and	Centres	of	Expertise.		

The	effectiveness	of	outsourcing	
one	or	more	components	of	Payroll	
and/or	HR	has	a	high	dependency	
on	both	parties	understanding	and	
mapping	these	interactions,	so	your	
choice	of	provider	needs	to	be	well	
considered.

Insider Tip!

Outsourcing vs.  
in-house wish list

“The economic challenges in recent 
years have also forced companies to 
find effective ways to reduce internal 
overheads therefore a “pay per use”  
or “pay per employee” solution can  
look economically attractive.”



• Scalability is mentioned early  
 on in discussions  

• User access and onboarding 
 is secure and quick 

• Your solution embraces global 
 expansion plan

And downs…

GURU.
LEGEND.

PIONEER.

Access	to	payroll	subject	matter	
experts	who	will	maintain	your	
legislative	compliance	with	pay,	tax,	
RTI,	NI	and	Pensions	Auto	Enrolment.

Typically,	outsourcers	offer	lower	
total	service	cost	per	payslip	(15%-
25%),	higher	measurable	service	
levels	(99.7+%	accuracy)	and	lower	
risk	of	fraud	/	compliance	issues	
(independent	ISAE3402	audit).

Maintenance	of	accurate	employee	
records.

Can	improve	data	accuracy	and	
reporting	/	management	information	
due	to	the	integrated	HCM	systems	
used	by	service	providers.

Provision	and	maintenance	of	a	
training	course	catalogue.	Handles	
employee	enrolment,	wait	lists,	joining	
instructions,	tracking	attendance	and	
recording	course	outcomes.

Typically	have	access	to	best	practice	
Learning	Management	Systems.		
May	also	offer	eLearning	and/or	
management	of	learning	content	
(LCMS).

Offers	major	service	transformation	
via	an	integrated	solution.		Handles	
interconnection	between	HR	&	Payroll	
processes.	Can	provide	an	integrated	
HR	Information	System.

Typically	enables	retained	HR	to	
move	up	the	value	chain	and	focus	
on	business	partnering,	succession	
planning,	leadership,	reward	and	
longer-term	strategy.

If	L&D	are	responsible	for	physically	
setting	up	training	rooms,	acting	
as	face-to-face	trainers,	and/or	
managing	onsite	Learning	Resource	
Centres	then	an	off-site	L&D	Admin	
service	is	less	likely	to	meet	your	
needs.			

If	you	see	basic	HR	transactional	
work	as	the	core	purpose	of	HR	
in	your	business,	then	you	are	
less	likely	to	regard	wide-scale	
outsourcing	as	relevant	to	your	
business	situation.

You	believe	you	have	sufficient	
skilled	resources	and	infrastructure	
to	support	your	workforce	for	the	
foreseeable	future.					

If	you	have	sets	of	complex	legacy	
payroll	rules	held	as	tacit	knowledge	
by	your	payroll	team	you	may	prefer	
to	retain	payroll	in-house.	This	is	also	
true	if	you	expect	a	high	volume	of	
last	minute	/	late	changes	that	you	
wish	to	handle	outside	normal	office	
hours.	However,	this	is	becoming	
less	attractive	due	to	increasing	
statutory	and	regulatory	duties	
around	RTI	and	Pensions	Auto	
Enrolment.

If	you	rely	heavily	on	paper	records	
and	most	HR	transactions	are	done	
by	paper	forms	or	email	attachments,	
then	you	may	prefer	to	keep	the	work	
in	house	to	avoid	losing	control	/	
mislaying	transactions	in	transit.	

Why outsource?

Payroll (PYO)

HR  
Administration

Learning & 
Development 
Admin (LMS) 

Multi-process 
outsourcing 
(HRO)

Why retain in-house?

Outsourcing vs.  
in-house wish list
Continued

Typically, outsourcers offer  
lower total service cost per payslip 
(15%-25%), higher measurable service 
levels (99.7+% accuracy) and lower 
risk of fraud / compliance issues 
(independent ISAE3402 audit).



Your	organisation	is	focussed	on	business	
revenue	efficiency	and	effectiveness.	Payroll	
processing	is	not	seen	as	core	to	your	
business	because	it	doesn’t	contribute	to		
the	bottom	line.

Where	TUPE	would	apply	and	you	think	such	
an	arrangement	would	be	beneficial	to	your	
organisation	and	those	employees	in	the	
scope	of	the	transfer

Statutory	compliance	of	your	in-house	
process	worries	you.	A	service	provider	would	
implement	the	financial	controls	and	audit		
you	need.

Internal	services	are	overheads	that	eat	into		
your	P&L

There	are	service	providers	out	there	who	
specialise	on	these	things	both	now	and	for	
future	developments

You	would	rather	pay	for	a	contractual	quality	
of	service	than	for	hardware,	software	and	
resources

You	no	longer	have	to	contend	with	annual	
upgrades,	patches,	outages,	sickness,	
holidays,	payroll	resource	turnover

You	want	a	service	provider	to	take	full	
contractual	accountability	for	the	service

Suppliers	cope	with	peaks	and	troughs	
throughout	the	year

Opportunity	to	move	to	simplified	and	
standardised	processes

Improved	contingency	planning	–	in-house	
payroll	knowledge	is	often	contained	within		
one	or	two	key	staff

You	believe	your	requirements	and		
processes	are	unique	to	you.

You	think	a	service	provider	may	not	
understand	your	sector	or	business

You	are	worried	about	internal	loss	of	
expertise	–	industry	domain	knowledge

You	want	total	control	over	each	step	of		
the	end-to-end	process

You	continue	to	rely	on	tacit	knowledge		
held	by	the	in-house	payroll	team

You	see	payroll	skills	as	being	core	to	your	
business

Your	business	has	grown	primarily	by		
merger/acquisition	and	restructuring	which	
has	resulted	in	multiple	T&Cs	of	employment,	
policies,	rules,	processes	and	systems.			
You	need	to	be	close	to	the	detail	in	order		
to	make	it	all	work.

You	have	had	a	bad	experience	of	
outsourced	services.	You	don’t	think	your	
current	deal	is	competitively	priced,	or	it	fails	
agreed	SLAs	regularly,	or	you	have	a	poor	
relationship	with	the	supplier.	You	fear	that	a	
new	outsourcing	deal	will	take	your	situation	
from	bad	to	worse.	

You	permit	a	significant	amount	of		
case-by-case	management	discretion	
when	it	comes	to	pay	components	such	as	
payment	for	sickness	absence,	overtime		
and	allowances,	i.e.	not	rule-based	and		
want	this	to	continue.

GURU.
FANATIC.

LEGEND.
WIZ.
PERFECTIONIST.

Navigation tool to help 
your decision-making 

Why stay  
in-house?

Why  
outsource?

There’s a lot of information to digest but this quick assessment will help you navigate 
outsourcing vs in-house for your organisation. See how these statements align to 
where your payroll strategy currently is, and where it’s heading. 



Final word 
There are pros and cons for both 
outsourcing payroll and in-house  
managed service. The burning  
question is what suits your business  
and culture?

Regardless of any payroll 
outsourcing myths, hearsay or 
preconceptions, we encoura 
ge you to think about your own 
situation and explore what would  
make a real difference to your 
Payroll & HR delivery.

www.the-payroll-people.com

