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1. General Questions:
a. What costs are relevant to each of the three alternatives: offshoring, relocating functions, and automating functions? 
The relevant costs for offshoring include managerial, and supervisory costs, the taxes, the exchange rates, the labor expenses, technology costs, benefits, supplies, personal computers, severance, $200 for bank reconciliation, $0.65 for processing the accounts payable and all other expenses involves in offshoring apart from postage charges. For the electronic payment, the costs include the personal computers, postage, IT staff, severance costs and the electronic processing bank charge of $0.125 on average. The relocation costs include the establishment of new workstations that would cost $10,000 per position and $50,000 for the floor and wire needed for the new space, severance costs to employees who have remained behind and the cost of transporting the employees who have relocated (Callahan, Stetz, Brooks, 2011)
b. What are some of the nonfinancial considerations associated with each of these alternatives? 
Offshoring
· Local knowledge, e.g. on the American revenue code
· Level of skills
· Technological support
· Compliance risk
· Management oversight
Electronic Payment (automation)
· Potential business partners who have ventured into the sector of electronic payment
· Reduction in the labor force
· Reduced employee morale
· Lower processing time for the payment
Relocation
· Management wishes
· Employees’ morale
· Interactions between departments
· The number of relocated employees for every organization’s function.
2. Offshoring Analysis: 
a. Based on George’s assumptions that all of the remaining supervisor’s costs are split 65% to accounts payable and 35% to bank reconciliation, and all incremental ongoing technology costs and postage costs are charged to accounts payable, calculate the annual savings per function through offshoring. 
	Current Costs
	
	
	

	
	A/P
	Bank reconciliation
	Total

	Salaries
	470,000
	215,000
	685,000

	Benefits
	117,500
	53,750
	171,250

	Rent and other related expenses
	64,000
	42,000
	106,000

	Supplies
	16,750
	1,750
	18,500

	Personal Computers
	12,000
	6,000
	18,000

	IT support
	11,500
	6,000
	17,500

	Postage
	270,000
	-
	270,000

	Travel
	11,500
	3,000
	14,500

	Corporate
	800
	3,000
	3,800

	Total
	974,050
	330,500
	1,304,550

	
	
	
	

	Total relevant costs
	640,050
	288,500
	928,550


The Cost saving analysis is obtained from the company’s financial records baked up with the irrelevant costs that are involved in the outsourcing and directly affects the bank reconciliation. Based on the analysis, we can conclude that the rent and the postage expense are not crucial in the process of decision making and could be excluded in the computation of the costs.
	
	A/P
	Bank 
	Total

	Salaries
	48,750
	26,250
	75,000

	Benefits and taxes
	12,667.20
	6,820.80
	19,488

	50% IT support
	5,687.50
	3,062.50
	8,750

	Supplies and Traveling
	10,075
	5,425
	15,500

	
	77,179.70
	41,558.30
	118,738

	Annual fee
	15,000
	15,000
	30,000

	Payments
	390,000
	
	390,000

	Bank reconciliation @200
	
	120,000
	120,000

	Connectivity
	130,000
	
	130,000

	Additional staff
	30,000
	
	30,000

	Employees severance (1 year)
	1,500,384.36
	272,884.26
	1,773,269

	
	
	
	

	
	2,142,564
	449,443
	2,473,269


The above computations show that the total cost from AP and Bank Recon operations amounted to $2,142,564 and $49,443 respectively. 65% of the costs are allocated to the salary of the managers and benefits, 50% went to the IT expenses, supplies and traveled the remainder of 35% went to the Bank reconciliation operations. The annual fee calculated in based on $1250 monthly charge.   The improved connectivity cost is from a once fee of $100,000 and $2500 monthly charge. The additional staff cost is based on $2500 monthly. The severance cost is for the 166 laid employees who will be paid $9038.46 and 66 employees in the bank reconciliation operations.
b. What would the impact be on AC-US’s costs for the next three years if the two accounting functions are performed in India instead of in the U.S.? (Be sure to include severance in the one-time costs, using information from Table 6 and assume zero inflation).
In the first year, the AU-US loss will be $1,502,514 for the AP operations and $160,943 for the bank reconciliation functions. The losses are incurred due to the high severance payments that are made to the laid off employees in both divisions. In the second and third year, the saving will increase if no inflation will be experienced. Year 2 saving will be $97,870 and $111,942 for AP and Back reconciliation operations respectively. The variable costs for both divisions will change depending on the quantity.
	
	A/P
	Bank
	Total

	Salary
	48,750
	26,250
	75,000

	Benefits and taxes
	12,667.20
	6,820.80
	19,488

	IT Support
	5,687.50
	3,062.50
	8,750

	Supplies, Travel & PCs
	10,075
	5,425
	15,500

	
	77,179.70
	41,558.30
	118,738

	Annual fee
	15,000
	15,000
	30,000

	Payments
	390,000
	
	390,000

	Bank Rec
	
	120,000
	120,000

	Improved connectivity 
	30,000
	
	30,000

	Additional Staff
	30,000
	
	30,000

	
	542,180
	176,558
	600,000

	Annual Savings
	97,870
	111,942
	328,550



 3. Electronic Processing: 
a. Using the information that Charleston gathered on electronic payment processing, determine the potential staff reduction and calculate the potential annual cost savings from electronic processing of 50% of the accounts payable checks. 
	Current costs
	
	

	
	A/P
	Total

	Benefits
	117,500
	117,500

	Salaries
	470,000
	470,000

	Supplies
	16,750
	16,750

	Rent
	64,000
	64,000

	Postage
	270,000
	270,000

	IT staff
	11,500
	11,500

	PCs
	12,000
	12,000

	Travel
	11,500
	11,500

	Corporate
	800
	800

	Total
	974,050
	974,050

	Relevant costs (rent, travel and corporate costs not regarded)
	897,750
	857,500



The annual savings from the electronic processing of 50% of the accounts payables is as follows:

	
	A/P

	300,000 @$0.125
	37,500

	Severance expense
	225,058

	Postage
	135,000

	Benefits
	99,875

	Salaries
	399,500

	Savings in PC, IT staff, and Supplies
	22,500

	
	919,432.69



The total costs with the decision to switch are $919,433. The severance costs for the year is (470000/52 *166)*0.15. The salaries are multiplied by 85% to remain 15% saving from the automation of the operations. The supplies, IT and PC costs are calculated by subtracting the savings from each employee $1775 for each of the two departments. The postage fees are multiplied by 50% to show the savings. 
b. If AC-US outsources bank reconciliations and accounts payable, what would be the maximum combined savings of electronic payments and outsourcing over the next three years, including the one-time costs? (Be sure to include severance costs, using information from Table 6, in the one-time costs).

	
	Year 1
	Year 2

	300,000 @ 0.125
	37,500
	37,500

	Employee severance
	225,058
	

	Benefits
	99,875
	99,875

	Salaries
	399,500
	399,500

	Postage
	135,000
	135,000

	Savings from Supplies, PC and IT
	22,500
	22,500

	Total
	919,432.69
	671,875

	Annual savings
	-21,682.69
	225,875



4. Relocation: 
a. Using the information that Falkirk gathered on potential real estate savings through relocation, estimate the annual cost savings available through relocating some or all of the accounting functions to New Jersey. 
	
	New Jersey
	Vs
	New York

	Rent expense per square feet
	25
	
	65

	Workforce size
	20
	
	20

	Square for each position
	250
	
	250

	
	$125,000
	
	$325,000

	Additional feet for the 9500 min requirement
	$125,000
	
	

	Total
	$237,000
	
	$325,000

	Saving
	$87,500
	
	


 The savings were calculated by finding the difference between the total costs in the two locations, ie $237,000 and $325,000. The first year includes the cost of building and the severance cost for fired employees.
b. What are the impacts on AC-US’s costs over the next three years, including the one-time costs? (Be sure to include severance costs, using information from Table 6, in the one-time costs).
Based on the analysis, the impact of the AC-US’s cost will be positive over the three years. This is because of severance costs is paid once and the setup fees is incurred only one time.
5. Recommendation: 
Based on your analysis, recommend a course of action for AC-US. Remember Thomas’s goal of 10% reduction in the expenses for the accounting function. Your alternatives include retaining operations as they are, adopting electronic payments for accounts payable, relocating accounting functions, and/or offshoring functions. You may recommend a combination of any of the alternative cost savings approaches.
Based on the analysis, I would recommend that the firm outsource the services of bank reconciliation and adopt the automation of the electronic payments for the account payable functions. The savings from the bank reconciliation function is $62,941 for year three compared to $430,068 for the automatic payment function at the same period (Callahan, Stetz, Brooks, 2011)
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