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A DECISION GUIDE FOR TAX TECHNOLOGY, OPERATIONS, AND FINANCE LEADERS

THE K-1BUILD TRAP

An independent analysis on the hidden cost of Automating Private
Market Tax with General Al. August 2026




EXECUTIVE SUMMARY

The appeal of building K-1 automation with general Al
is understandable. The tools are accessible. The initial
results are impressive. The perceived cost savings
are visible. And the executive pressure to reduce
SaasS spend is real.

This paper argues that the appeal is rational and
the execution is not. Building a production-ready

K-1 automation system is not a prompt engineering
project or a weekend proof of concept. Itis a
multi-year infrastructure commitment requiring
deep private market tax domain expertise, annual
regulatory maintenance, deterministic validation
logic, and compliance infrastructure that general-
purpose Al cannot provide and was not designed to
deliver.

The organizations that discover this the hard way
typically do so after missing a tax season window,
absorbing an IRS examination with data they cannot
defend, or calculating the true three-year cost of a
build that was scoped against the first two steps of a
twelve-step problem.

The argument here is not that Al has no role in
private market tax. It has a significant one. The
argument is that general Al applied to K-1data is not
the same as purpose-built, tax-first infrastructure.
The difference matters - and this paper explains why.
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tax season, with costs tallied and challenges analyzed over 3 seasons. Public sources used for comparative pricing, salaries and other metrics.
Genius Drive developer interviews, with Kix customer experience and case studies analyzed and applied for process timing and costs.




0] THE BUILD IMPULSE -

WHY IT FEELS RATIONAL

Across tax operations, technology, and finance leadership, Genius Drive’s independent research revealed the convergence of three forces that make building your own

K1 processing application feel like a viable option:

THE COST PRESSURE
MANDATE

Executive mandates to cut SaasS spend and
build internally with Al are now common, often
directive rather than exploratory. When a CFO

points at a six-figure subscription and asks
why the team cannot rebuild it with ChatGPT,
the question deserves a serious answer, not a

defensive one.

For some categories the mandate is
right: general workflow tools, document
summarization, and internal search are
areas where Al builds genuinely reduce

SaaS dependency. Private market tax data
infrastructure is not one of them.

L.

MOST DEMOS MISS THE REAL
WORLD COMPLEXITY

General Al tools can show well in demo
environments on K-1data. Given a clean, standard
K-1face page, a capable LLM extracts most fields
accurately: right-looking output, remarkable speed,
negligible Cost Per Call. The conclusion that this
solves the problem is understandable. But it covers
roughly the first two of twelve steps.

The other ten, and what happens when data is not
clean, standard, or on the face page, are where the
real complexity lives.

MORE THAN
EXTRACTION IS NEEDED

Most build evaluations scope against the visible
problem: K-1PDFs arrive and need to reach a tax
return, so the answer looks like K-1 Al extraction.
That framing misses the structural problem.

It is not extraction; it is the entire K-1 lifecycle:
collection, validation, entity resolution, exception
management, multi-state allocation, K-3 and
supplemental schedule handling, downstream
integration, audit trail generation, permissioning,
distribution and annual regulatory maintenance.

Ingestion and extraction are steps one and two.
The other ten are where organizations discover
what they actually built.

.o
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02 TWELVE REQUIREMENTS
FOR A FULL FUNCTION STACK

Building K-1 automation in-house is a far larger undertaking than most firms expect. The inventory below is the high-level to-do list, drawn from the functional
requirements of production-grade K-1 operations. Each function is a sizable project on its own, and purpose-built platforms already include every one.

THE FULL FUNCTION STACK

Function What It Requires

Multi-format handling for PDFs, digital K-1s, scanned documents, proprietary GP portal formats, email attachments, and kix structured files.

Ll Document Ingestion Automated routing to correct entity and workflow.

»211 OCR and Extraction Conversion of PDF content to structured text with field-level accuracy. Face-page extraction is the starting point, not the endpoint.

3 Footnote and Identification, parsing, and structured extraction of footnote statements, supplemental schedules, and whitepaper documents that
Supplement Handling accompany K-1packages. Footnotes often carry GILTI, FDII, UBTI, and state-specific data not present on the face page.

Detection of K-3 requirements, extraction of foreign income sourcing, foreign tax credit information, and Part i | Part lll detail. K-3

L3 K-3 Foreign Reporting complexity has expanded materially with post-TCJA international reporting.

Entity Classification and | Correct identification of entity type (partnership, S-corp, trust, REIT, PTP) and downstream tax treatment implications. Misclassification
Relationship Logic at this step propagates errors through every subsequent stage.

Extraction and validation of state-specific allocation data across 42 taxing jurisdictions. State K-1requirements vary materially and

-] Multi-State Allocation
change annually.
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THE SCOPE REALITY

Most internal build evaluations account for steps 1 and 2 of this stack - document ingestion and basic extraction. The other ten functions are typically discovered
during implementation, after the season has begun, or at examination.

.

Validation and
Exception Detection

Field-level and cross-schedule validation against known rules. Identification of missing data, inconsistent figures, and K-1s requiring
human review before downstream use.

Downstream Integration

Structured data delivery into tax preparation software and adjacent systems such as investor portals, family office platforms, and
fund administration tools. An open API does not solve K-1field mapping; a build must construct that mapping and maintain its
accuracy as platforms update.

Audit Trail Generation

Immutable, timestamped records of every extraction, validation decision, exception flag, and data modification. Required for IRS
defensibility and internal governance under IRC Section 6001 and Rev. Proc. 98-25, which requires an audit trail from source data to
return.

Permissioning and Role
Management

Role-based access controls enforced at the data level, with distinct profiles for GP, LP, fund administrator, preparer, reviewer, and
executive roles. Segregation of duties so the same user cannot both process and approve K-1 data, with access revoked immediately
on personnel or contract change.

Distribution and Delivery

Secure, compliant distribution of structured K-1 data and documents to authorized recipients. IRC 7216 consent framework required
before any data leaves the originating system.

Annual Regulatory
Maintenance

Updates to extraction models, validation rules, and field mappings in response to IRS guidance, form revisions, state tax law changes,
and regulatory developments. This is not a one-time build. It is an annual operational obligation.

Each function on this list is a separate engineering domain. Each carries its own maintenance burden. Each must work correctly in combination with the others for
the system to be production-ready.
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THE ANNUAL MAINTENANCE OBLIGATION

K-1processing is not a static problem. The IRS revises Schedule K-1forms annually. State tax authorities make independent changes to K-1requirements. New guidance
on GILTI, UBTI, BEAT, Section 163(]), and foreign tax credits alters extraction and classification logic. Partnership audit rules under the BBA Centralized Partnership Audit
Regime continue to evolve.

A build that is accurate in Year 1 will drift materially fromm compliance by Year 3 without sustained engineering investment. The annual maintenance obligation is not
a minor update cycle. For a system operating across 42 state jurisdictions with K-3 foreign reporting and TCJA-era international provisions, it is a significant ongoing
commitment.

The question to answer before beginning a build is not whether the team can build it. It is whether the organization is prepared to own, maintain, and continuously
update it - every year, indefinitely.
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03 WHY GENERAL Al GETS K-1 DATA WRONG

The central challenge with using general-purpose Al
for private market tax data is not capability. Modern

LLMs are genuinely capable. The challenge is the
structural mismatch between how these models
produce output and what private market tax data
requires.

PROBABILISTIC OUTPUTS VS. DETERMINISTIC
REQUIREMENTS

Large language models are predictive systems.
They generate the most likely next token given

the input context. This makes them extraordinarily
capable where approximate answers are
acceptable, or where errors are visible and
correctable.

Private market tax data is not that kind of task. A
K-Tis a legal document. Every figure flows into a
tax return, an investor allocation, a state filing, or
a regulatory submission. A small extraction error
propagates through the entire tax return; creating
multiple mistakes that a tax professional could
easily miss because the error is invisible to them.

THE THREE PROPERTIES THAT MAKE K-1 ERRORS UNIQUELY DANGEROUS
WHY K-1 ERRORS ARE CATEGORICALLY MORE DANGEROUS THAN ERRORS IN OTHER Al CONTEXTS

@ INVISIBLE ERRORS

A wrong number in a K-1 output looks identical
to a right number. This is hallucination:

the model producing a plausible figure or
reference that does not match the source
document. There is no visual signal. No
confidence score. No flag. A hallucinated figure
flows into the downstream system as data.

LATE-SURFACING

Late-surfacing. Tax data errors surface at
examination, not at entry. The gap between when
an error is introduced and when it is discovered
can be 18 to 36 months. By then, the error has
propagated through multiple returns, investor
documents, and state filings.

The general Al tools say as much themselves. They
caveat their answers, remind you they can make
mistakes, and tell you to verify the output. That is @
reasonable disclaimer for most work. For structured
K-1figures that must be right before they are filed,
it is a statement that the tool cannot carry the
accuracy burden the task demands.

General Al cannot provide a deterministic
guarantee on structured numeric output. This is not
a limitation that better prompting resolves. It is a
property of the architecture.

@ COMPOUNDING

A single misclassified entity type or incorrect GILTI
figure does not affect one line. It cascades through
K-3 schedules, state allocations, investor-level
reporting, and potentially prior-year amended
returns simultaneously.

Errors that are invisible at entry, discovered 18 to 36 months later, and compounding across interconnected filings are not comparable to errors in general Al
applications. They are a distinct category of operational and compliance risk.




Where General Al Fails in K-1-Specific Contexts

The failure modes in K-1 extraction are not random. They follow predictable patterns that reflect the structural gap between general LLM training and the domain
requirements of private market tax:

« Face page vs. footnote intelligence. General Al reliably extracts data from the K-1face page. The significant complexity - GILTI inclusions, UBTI characterization,
foreign tax credit detail, basis limitations, and state-specific allocations - lives in footnotes, supplemental schedules, and whitepaper attachments that general
models lack the domain logic to parse correctly.

« K-3foreign detail. Schedule K-3 introduced post-TCJA requirements for detailed foreign income sourcing information. The form is complex, multi-part, and
requires understanding of international tax concepts that general models handle inconsistently.

- Entity type misclassification. Correctly identifying and applying the tax treatment implications of different entity structures (PTP, REIT, S-corp, domestic
partnership, foreign partnership) requires domain logic that must be explicitly encoded. General Al will make plausible-looking but incorrect classifications at a
rate that is unacceptable for a production system.

« Non-standard and scanned formats. A material percentage of K-1 packages arrive in non-standard formats, as scanned documents, in proprietary GP
templates, or as supplemental packets without consistent field labeling. General Al performance on these inputs degrades significantly relative to clean, standard
face pages.

« Year-over-year consistency. General Al does not maintain memory of prior-year K-1data for the same entity. Purpose-built systems carry forward prior-year
data for rollover matching, basis tracking, and anomaly detection. Without this continuity, exception detection is substantially less effective.

THE IRS IS NOW ON THE OTHER SIDE

There is a dimension to general Al error risk in K-1 processing that is specific to this moment in enforcement history and that has no parallel in any other document
automation context.

The IRS is now deploying Al specifically to audit the same partnership structures and K-1 data that organizations are attempting to automate with general Al. The two
systems are in direct opposition - and one of them has been trained on the full population of large partnership returns filed in the United States.

The IRS Large Partnership Compliance Return Selection Model applies machine learning to the entire population of large partnership returns. Under that program the IRS
screened 282,884 tax year 2021 returns from partnerships holding over $10 million in assets and selected 82 for examination. The IRS model specifically targets the fields
that are most difficult for general Al to extract accurately: allocation anomalies, basis inconsistencies, disguised sales, inappropriate special allocations, and patterns
that do not reconcile across related filings. The IRS has already run campaigns built on cross-year comparison, not single-filing reviews. Its Soft Letter Campaign flagged
partnerships on discrepancies between end-of-year balances and the following year's beginning balances, and sent Letter 6585 to 483 partnerships. Examination
volume is not the exposure. Selection is. When a return is selected, it is selected on the exact error signature a general Al extraction pipeline produces.
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The obvious question is how to get the IRS's model, or one it will accept. Neither exists: the model is unpublished, and the IRS has not certified any general purpose Al
tool for tax use. The objective is a process built to withstand it, with deterministic validation and a defensible audit trail for every figure. Purpose-built infrastructure is
engineered for exactly that.

THE DIRECT ADVERSARIAL DYNAMIC

Your general Al extraction build is generating K-1data. The IRS Al audit model is evaluating that same data for field-level anomalies.

The errors most likely produced by a general Al extraction pipeline - misclassified entity types, incorrect allocation figures, inconsistent year-over-year basis values
- are precisely what the IRS Large Partnership Compliance model is trained to detect.

If your build produces extraction errors, they are the specific errors the IRS selection model is built to surface. And when a return is selected, you will be asked to
demonstrate the accuracy of a system that was not designed to produce a defensible audit trail.

-

THE STRESS TEST PROBLEM

Laboratory performance and production performance diverge for Al systems under operational conditions. In a controlled environment with clean documents and
supervised evaluation, general Al extraction may appear adequate. In production, the conditions are different:

« Volume spikes during K-1 season create throughput pressure that can degrade model performance and response consistency.

« Document variety is higher in production than in any test set. Edge cases, non-standard formats, and unusual entity structures appear at rates that only become
visible at scale.

« Error detection depends on validation logic running downstream of extraction. Systems that rely on human review to catch errors will find that at production
volume, human review is not the backstop it appeared to be in the pilot. Season volume overwhelms reviewers, and wrong figures look correct.

The relevant question is not whether the system works in the lab. It is whether it holds up under the full volume, document variety, and time pressure of an actual K-1
season - and whether errors that occur during that season can be detected, traced, and corrected before they reach a filed return.
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THE CONSEQUENCES WHEN IT GOES WRONG
The consequences of K-1 data errors are not abstract. They are specific, financially material, and in some cases involve personal liability:

IRS penalty exposure. K-1s are information returns, and late or incorrect filings fall under IRC 6721 and 6722. For returns required to be filed in 2026, the penalty runs
up to $340 per return, and for failures due to intentional disregard it is the greater of $680 per return or 10 percent of the amount that should have been reported,
with no annual cap in that tier. For a fund with 500 LPs, a systemic extraction error that forces amended K-1s multiplies that per-return exposure across every
affected partner, and can exceed the cost of purpose-built infrastructure. Penalty amounts are indexed to inflation and rise annually (Rev. Proc. 2025-32).

Investor and LP consequences. Incorrect K-1 data causes investor-level tax errors. Extensions. Amended returns. Penalties and interest at the investor level that
flow back to the GP as relationship damage, legal exposure, and potential redemption risk.

Regulatory and audit exposure. When a regulator or auditor requests documentation of how K-1 data was extracted, validated, and verified, a general Al system
with no audit trail produces no answer. The inability to demonstrate due care in data handling is itself a liability.

IRC 7216 compliance violations. Routing taxpayer data through a general-purpose Al model without the required consent framework, data protection
agreements, and audit controls is a potential criminal violation of IRC Section 7216. A tax preparer convicted of a 7216 violation faces up to $1,000 in fines and one
year of imprisonment per offense. Civil penalties under Section 6713 can reach $10,000 per year. The IRS Office of Professional Responsibility issued guidance in
June 2026 explicitly warning against uploading sensitive taxpayer data to unsecured or public Al systems.

Reputational damage. In private markets, the professional community is small. One tax season with systemic data quality issues generates damage that takes
years to repair - and in some cases, does not repair.

Circular 230 disciplinary exposure. The IRS OPR issued Alert 2026-19 in June 2026, confirming that practitioners remain fully responsible for accuracy when using Al
and that negligent use can trigger professional sanctions under Circular 230. The alert cites documented cases of Al-generated fabrications in professional work,
including a 2025 Deloitte Australia report for the Australion government that contained fabricated quotes and references to sources that did not exist, prompting
a partial fee refund. Courts have already imposed sanctions on attorneys for Al-generated errors in filings, and the OPR states tax professionals face the same
exposure. (IRS OPR Alert 2026-19)

Hallucination rates that do not respond to model size. A hallucination is a plausible but fabricated value the model produces without support in the source. A
2024 clinical-research study measured a 28.6% rate for GPT-4 on reference accuracy, not on tax extraction (Chelli et al, 2024). No K-1benchmark exists.
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THE IRS HAS NOTICED - AND IS ACTING

In June 2026, the IRS Office of Professional Responsibility issued Alert 2026-19, “Introductory Guidelines for Responsible Al Use in Federal Tax Practice.” The guidance
explicitly warns practitioners against uploading taxpayer data to unsecured or public Al systems, citing acute risk of unauthorized exposure under IRC Section 7216.

The OPR further warned that the use of Al in tax filings has already produced cases of fabricated information and hallucinated citations resulting in professional
sanctions - financial penalties, public censure, mandatory ethics coursework, and disciplinary referrals - and that tax professionals face the same liability as
attorneys who have already been sanctioned for Al-related errors in legal filings.

The regulatory posture on Al in tax practice is tightening, not relaxing.

-
NO SAFE HARBOR EXISTS FOR Al-ASSISTED ERRORS

The IRS has not issued any guidance, published any rules, or created any regulatory framework that reduces a tax preparer’s liability because an Al system
produced the error.

Under Alert 2026-19, every existing Circular 230 obligation continues to apply when Al produces part of the work. Responsibility for the accuracy of the filing stays
with the practitioner, regardless of which system generated the figure. The IRS has created no special category and no reduced-liability standard for Al-assisted
errors.

This is not a future regulatory question. It is the current legal reality. An organization that builds a K-1 extraction system using general Al and processes live returns
with it is accepting full professional and financial liability for every output that system produces, regardless of which model generated the number. Established
providers absorb part of that burden through dedicated tax content teams; a firm building in-house carries it alone.

Source: Office of Professional Responsibility, IRS, Alert Issue No. 2026-19, “Introductory Guidelines for Responsible Al Use in Federal Tax Practice” (June 24, 2026).
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04 THE TOKEN
COST REALITY

One of the most significant underestimations in
K-1build evaluations is the ongoing infrastructure
cost of processing documents through LLM APIs at
production volume. The “it's just API calls” framing
obscures what the actual cost structure looks like

when applied to real K-1 documents at real volumes.

K-1DOCUMENT CHARACTERISTICS

A K-1package is not a short document. A typical
Schedule K-1 with accompanying footnotes,
supplemental schedules, and state allocations runs
8 to 156 pages. In the context of token pricing:

PER-K-1TOKEN COST ESTIMATES

Dense financial and legal PDFs tokenize in the
range of 800 to 1,200 tokens per page.

A typical 10-page K-1package generates
8,000 to 12,000 input tokens before any
system prompt or extraction schema is
included.

Each API call also requires a system prompt
(500 to 1,000 tokens), an extraction schema,
and a validation pass, adding 1,000 to 3,000
tokens per call.

A production-grade extraction pipeline
requires 3 to 5 separate API calls per K-1: an
OCR/extraction call, a validation pass, an
exception classification call, and at minimum
one downstream structuring call.

Output tokens - the structured JSON the
system generates - are priced 4 to 5 times
higher than input tokens on frontier models.
A verbose structured extraction output for
a complex K-1can run 1,000 to 2,500 output
tokens.

Using current API pricing (GPT-40 at $2.50/M input and $10.00/M output; GPT-4.1 at $2.00/M input and $8.00/M output; Claude Sonnet 4 at $3.00/M input and

$15.00/M output):

Document Type GPT-40 GPT-4.1 Claude Sonnet 4
Simple k-1 (5 pages, 3 calls) ~$0.08 - $0.14 ~$0.07 - $0.12 ~$0.10 - $0.17
Typical K-1 (10 pages, 4 calls) ~$0.22 - $0.38 ~$0.18 - $0.31 ~$0.27 - $0.46
Complex K-1(15+ pages, K-3, footnotes, 5 calls) ~$0.48 - $0.82 ~$0.39 - $0.67 ~$0.59 - $0.98
Weighted average (mixed portfolio) ~$0.28 - $0.46 ~$0.23 - $0.38 ~$0.34 - $0.56

These estimates assume a well-optimized pipeline. Teams earlier in build maturity - without prompt caching, batching optimization, or right-sized model routing - can
expect costs 1.5x to 2.5x higher during development and early production seasons.

Pricing as published at time of analysis. Frontier model pricing changes frequently. The cost ratios in this table are more durable than the absolute figures.

GDGENIUS DRIVE 12



VOLUME SCALE: WHAT TOKEN COSTS LOOK LIKE IN PRACTICE

Year 2 Token Cost

Annual Volume Year 1 Token Cost (volume growth) Planning Note
1,000 K-1s $280 - $460 $230 - $380 Low visibility cost
5,000 K-1s $1400 - $2,300 $1150 - $1900 Noticeable but not alarming
10,000 K-1s $2,800 - $4,600 $2,300 - $3,800 Meaningful budget line
25,000 K-1s $7,000 - $11,500 $5,750 - $9,500 Comparable to platform licensing
50,000 K-Ts $14,000 - $23,000 $11,500 - $19,000 Material annual infrastructure cost
100,000 K-1s $28,000 - $46,000 $23,000 - $38,000 Exceeds typical platform subscriptions

Token costs are only a portion of the Total Cost of Ownership.

THE GROWTH PROBLEM

Token costs grow with volume, and K-1volume in private markets is growing. The SEC reported 54,392 private funds as of Q3 2025, up 7.1% year over year, and a
2025 Executive Order directs regulators to open alternative investments to over 90 million retirement savers. An organization that builds today at 10,000 K-1s per
season will process materially more within 3 to 5 years. Token costs scale linearly with that volume. Purpose-built platform pricing does not.

The pricing trajectory is the larger risk. LLM API pricing has been declining, but frontier pricing for complex structured extraction has held far steadier than pricing for
simple tasks, and projections that assume continued decreases for production-grade work may be optimistic. Underneath those projections is a harder problem:
today’s token prices do not reflect the true cost of building and serving these models. Frontier providers are pricing aggressively to win share, and independent
analyses describe current pricing as an artificially low floor that does not yet cover the enormous training and infrastructure investment behind these systems.
That floor holds only while the land grab continues. Once the market settles into defined winners and losers, prices are widely expected to normalize upward, and
Nno one can size that increase in advance.

The industry has run this play before. When enterprises moved to the cloud, early pricing was low enough to drive near-universal adoption. Once workloads and
dependencies were entrenched, costs climbed, usage and egress fees compounded, and many firms are now repatriating workloads to regain control of the bill.
A firm that builds its K-1 pipeline on a single provider's APl inherits the same pattern: a core cost line it does not control, cannot forecast, and cannot easily exit. A
purpose-built platform prices the outcome, not the token, which insulates the buyer from a cost curve set entirely by someone else.

- J
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05

THE FULL TCO - WHAT THE BUILD
COSTS OVER THREE SEASONS

The following analysis compares an internal build against Kix, which brings roughly a decade of machine learning built specifically for K-1 and K-3 data, across three tax
seasons for an organization processing 10,000 K-1s annually.

Three-Year TCO Comparison: Build vs. Klx

Cost Category

Build (3-Year Est.)

K1x Platform

Initial build / development

$150,000 - $350,000

(3-Year Est.)
$0 (included)

Build scoping almost always underestimates footnote, K-3, and validation complexity

Engineering maintenance & enhancements | $200,000 - $400,000 | $0 (included) K Annual IRS updates, state law changes, integration maintenance, bug cycles
Annual regulatory update cycle $60,000 - $120,000 | $0 (included) | Form revisions, new guidance, GILTI/UBTI/163(j) rule changes - every year

Token [ APl infrastructure (Yr1 @ 10K K-1s) $2,800 - $4,600 | $0 (included) | Scales linearly with volume; grows 7-15% annually with K-1volume growth

Token / APl infrastructure (Yr 2 + 3) $6,800 - $12,600 | $0 (included) | Assumes 15% annual volume growth; cost grows faster than volume with complexity
7216 compliance architecture $40,000 - $80,000 | $0 (included) Consent framework, data protection agreements, audit logging, SOC 2 alignment

Integration maintenance
(CCH/Gosystem/ultraTax)

$30,000 - $75,000

$0 (included)

Updates across one or more tax platforms break integrations; requires dedicated
maintenance cycles

Kix platform licensing (3 yeqrs) $0 $1$2128880_] Predictable, bundled, inclusive of all above categories

KixCelerator adoption program $0 Included | Workflow design, deployment support, value realization tracking
$489,600 - $120,000 - . _

TOTAL (3-Year Range) $1042,200 $180,000 Build TCO runs 4x - 6x platform cost when all costs are captured

1 lllustrative platform licensing range modeled by Genius Drive for a composite organization processing 10,000 K-1s annually over three seasons. Used for TCO comparison and not a pricing proposal. Actual pricing varies

by volume, modules, and term.
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SEVERAL OBSERVATIONS ON THIS COMPARISON:
« The build costs shown above assume a competent engineering team executing efficiently. Teams without prior K-1 domain experience - which describes most
internal teams - can expect initial build costs 40 to 60 percent higher, with additional time and cost for domain learning.

« The TCO gap widens in years 2 and 3. Year 1 build costs may not be dramatically higher than platform licensing. The structural cost divergence occurs as
maintenance, regulatory updates, and volume-driven token cost growth compound.

« Activation and training costs are comparable between models and are not shown in the table above. They do not favor the build.

« The build estimate does not include the cost of a failed or delayed season. If the build is not production-ready before the January processing window, the
organization absorbs another full season of manual workflow - with all of its associated labor, error, and capacity cost - while continuing to invest in the build.
That contingency cost is real and should be in any honest TCO model.

How Build Costs Accumulate (Waterfall) Three-Year Cumulative Total
M Initial Build I Regulatory Updates I Compliance Architecture
W Engineering Maintenance [ Token / APl Infrastructure [ Integration Maintenance Range: $490K to $1.04M

$900K F-----——— 4

$800K Build (3-year total) $250K $300K $90K  $60K $52K

$700K

Range: $120K to $180K

% $600K F--1
&t
2 $500K Kix (3-year total) m
é $400K $766K
|
O $300K

$200K $0K $200K $400K $600K $800K $1000K

Three-year cumulative cost
100K
$ M Initial Build Il Regulatory Updates [l Compliance Architecture [l Kix Platform (all-inclusive)
$0K M Engineering Maintenance [l Token / APl Infra. M Integration Maintenance
Initial Engineering Regulatory Token / API Compliance Integration Three-Year
Build Maintenance Updates Infrastructure Architecture Maintenance Total
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THE SEASONAL PENALTY - A RISK FEW
OTHER TECHNOLOGY DECISIONS CARRY

Private market tax processing operates on an unforgiving calendar. K-1season + Senior staff hours consumed by transcription rather than advisory work
begins in January and runs through the extended deadline cycles. There is one

window per year. There are no partial-season deployments. A system that is * Burnout-driven turnover compounding in a team already under seasonal
not fully production-ready before processing begins provides no value for that pressure

season - and the season does not wait. + Continued investment in the build that has not yet delivered value

WHAT MISSING THE WINDOW ACTUALLY MEANS A build that requires two seasons to reach production-readiness - which is

Most technology decisions carry a delay cost: if implementation takes longer common given the complexity |Qvolved - carries the cost.of tyvo seogons of

than planned, the team gets value later than expected. The delay is measured in manual workflow plus the full build cost, before the organization begins to recover
months. ’ the investment.

K-1 automation carries a different structure. If a build is not complete and

validated before the processing window opens - typically January through

March - the organization runs the old workflow for the entire season. There is THE WINDOW IS NOT FORGIVING
no partial-season benefit. The cost of that season’s manual workflow is incurred
in full.

A build that slips past January is not six months behind. It is twelve.
The next deployment opportunity is the following off-season. The gap between a
missed window and the next implementation opportunity is twelve months - not
the weeks or months typical in enterprise software deployment.

That twelve-month gap is not a delay. It is a full additional season of
manual processing cost, error risk, and capacity constraint - on top of the
ongoing build investment.

THE COMPOUNDING COST OF DELAY No other technology decision in the enterprise carries this structure.

Each season that passes without automation is another season of: The seasonal calendar is not a deployment constraint. It is a business
economics reality that must be factored into every build timeline estimate.

« Full manual processing labor for the K-1volume that would have been \_
automated
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07 WHAT PURPOSE
BUILT ACTUALLY MEANS

The phrase “purpose-built” is used frequently in enterprise software marketing and has lost much of its meaning. In the context of private market tax automation, it has
a specific technical and operational meaning that is worth stating precisely.

Tax-First vs. Al-First

Most Al-driven document processing tools were built to solve the general problem of extracting structured data from unstructured documents. They are then applied to
tax documents as a use case. The underlying architecture is domain-agnostic.

Purpose-built means the opposite: the domain - private market tax - defined the architecture. Validation logic is encoded against specific IRS rules. Entity classification

reflects actual partnership tax treatment. K-3 foreign reporting detail is a first-class feature, not an afterthought. The annual update cycle is an operational process, not
an emergency engineering sprint.

The distinction is not marketing. It manifests in the error rate, the coverage of edge cases, the defensibility of the output, and the ability to handle the full document set -
not just the clean, standard face pages that perform well in demos.

What KlIx Has Built That Cannot Be Replicated in a Season
« Atraining corpus built across millions of real K-1 documents over roughly a decade covering diverse fund structures, entity types, and GP formatting conventions.

« Annual regulatory update cycles covering IRS form revisions, state tax law changes, and evolving guidance on GILTI, UBTI, Section 1061, BBA partnership audit rules,
and international reporting.

« The kix open data standard for structured K-1data - a format that enables digital transmission between GPs, LPs, fund admins, and preparers without PDF-based
manual entry, eliminating the extraction problem at the source.

« Native integrations with CCH Axcess, GoSystem, UltraTax, and other leading tax preparation platforms, maintained through those platforms’ update cycles.
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« An audit trail architecture that produces IRS-defensible documentation of every extraction decision, validation flag, and data modification - the foundation of
compliance defensibility.

+ The IRC 7216 compliance framework - consent management, data protection agreements, audit controls, and SOC 2 certification - that makes it legally
permissible to route taxpayer data through the system.

KixCelerator and the Deployment Reality
One of the most consistent observations in K-1 automation implementations is that the technology is rarely the limiting factor. Deployment, workflow redesign, staff
training, and the discipline of turning access into outcomes are where implementation value is won or lost.

KixCelerator is KiIx’'s value realization program - the structured approach to workflow design, deployment support, and outcome measurement that accompanies the
platform. One top-10 accounting firm went from decision to live in two weeks and delivered 311% ROI within four months. That outcome reflects both the technology and
the deployment discipline. Similar results, and in many cases higher realized value, were reported across mid-sized accounting firms and other industries (family offices,

wealth management firms, financial institutions, funds, and non—proﬁts).

A build does not come with a deployment program. It comes with code. The organization building it is also responsible for the workflow redesign, training, adoption, and
ongoing optimization that determine whether the investment delivers its intended value.
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THE DECISION
FRAMEWORK

The relevant decision is not binary. It is not “build everything” or “buy everything.” It is a task-by-task assessment of where general Al creates advantage and where
purpose-built infrastructure is required. The following framework is designed to structure that assessment honestly.

WHERE GENERAL Al CREATES GENUINE ADVANTAGE IN THE K-1 WORKFLOW
There are parts of the K-1 operational workflow where general Al adds real value and where building internal capability makes sense:

= =
- ™ - =e ™ - =\ ™
Pre-season planning and investor Exception summary and advisory Internal process documentation and
communication preparation knowledge capture
General Al can draft LP communications, Once structured K-1 data has been Workflow documentation, onboarding
FAQs, and K-1delivery notifications without validated and extracted by purpose- materials, and training content are
accessing tax data. No 7216 exposure. High built infrastructure, general Al can assist appropriate Al build targets that do not
value. Low risk. in drafting client-facing summaries, require tax domain precision.
identifying planning opportunities, and
preparing advisory materials.
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WHERE PURPOSE-BUILT INFRASTRUCTURE IS NON-NEGOTIABLE

Function

K-1 extraction and field-level validation

Why General Al Is Insufficient

Errors are invisible, late-surfacing, and compounding. Deterministic accuracy required.

Build
Recommendation

Non-negotiable

K-3 and footnote intelligence

Requires domain-specific logic not present in general models.

Non-negotiable

Entity classification and tax treatment

Misclassification cascades through all downstream calculations.

Non-negotiable

Multi-state allocation logic

42 taxing jurisdictions with independent rule sets that change annually.

Non-negotiable

IRS audit trail and defensibility

General Al produces no traceable record of extraction decisions.

Non-negotiable

IRC 7216 compliance architecture

Criminal exposure without proper consent framework and data controls.

Non-negotiable

Downstream integration (CCH, GoSystem, UltraTax)

Field mapping must maintain accuracy through platform updates.

Non-negotiable

Annual regulatory maintenance

Build organizations must sustain this indefinitely. General Al does not self-update.

Non-negotiable

Questions to Ask Before Committing to a Build

Who has deep K-1 domain expertise, including K-3 foreign reporting, GILTI/
FDII, multi-state allocations, and PTP characterization? And if that person is
assigned to the build, whose billable work absorbs the gap?

What is the plan for the annual regulatory update cycle? Who owns it,
what does it cost, and how quickly can updates reach production after IRS
guidance is issued?

What happens if the build is not production-ready before the January
processing window? What is the contingency plan, and what is the cost of
that contingency?
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Has the 7216 compliance architecture been scoped? Does the organization
have the legal and compliance resources to implement it correctly?

What is the three-year engineering commitment required to maintain this
system? Is that commitment sustainable given the organization’s other
technology priorities?

What is the validation strategy for catching errors before they reach a filed
return? How will the organization know when the system makes a mistake?
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CLOSING
PERSPECTIVE

The build impulse in private market tax automation is not wrong. It is directionally appropriate in places where general Al creates genuine advantage and where internal
workflow ownership produces differentiation. The mistake is in applying that impulse to the parts of the problem where it creates risk rather than advantage.

K-1 data infrastructure is not where general Al creates advantage. It is where the mismatch between probabilistic outputs and deterministic tax requirements produces
invisible errors, late-surfacing consequences, and compounding liability - in a domain where the regulatory and professional stakes of getting it wrong are significant.

The organizations that build selectively - using general Al where speed and personalization matter, and purpose-built infrastructure where accuracy, compliance, and
auditability are non-negotiable - will outperform both the organizations that build everything and the organizations that adopt nothing.

The question worth asking before committing engineering resources to a K-1build is not “Can we build this?” Most organizations with competent engineering teams can
build something that works in a lab. The question is: “Are we prepared to own, maintain, and take regulatory responsibility for this system, every season, indefinitely - and
do we fully understand what that commitment entails?”

This paper is not an argument against innovation or internal capability building. It is an argument for scoping that commitment honestly - before the window closes.

ABOUT GENIUS DRIVE

Genius Drive develops the financial valuation models and tools that technology buyers and providers use to quantify value and total cost of ownership. The team was
founded by former Gartner TCO experts and brings more than 30 years of experience building technology financial valuation models and tools. The TCO ranges in this
paper follow that discipline: sourced inputs, conservative-to-aggressive ranges rather than single-point estimates, and a full accounting of structural costs, not just the
visible ones.

Sources TIGTA, Ref. No. 2026-308-011, March 18, 2026. https://www.tigta.gov IRS Office of Professional Responsibility, Alert 2026-19, June 24, 2026. https://contentgovdelivery.com/accounts/USIRS/bulletins/41d6e70 SEC Division

of Investment Management, Private Fund Statistics, Q3 2025. https://www.sec.gov/files/investment/private-funds-statistics-2025-g3.pdf Rev. Proc. 2025-32, 2026 inflation-adjusted items. Chelli et al, J Med Internet Res,
2024;26:€53164. https://www.jmir.org/2024/1/e53164 Executive Order 14330, August 7, 2025.

Learn more at: www.geniusdrive.com
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APPENDIX

THE PRODUCTION-READY CHECKLIST

WHAT YOUR BUILD MUST DO BEFORE IT PROCESSES A SINGLE LIVE K-1

This checklist represents the minimum viable scope for a production-ready K-1 automation build. Each item is a specific, verifiable requirement, not a general capability.
A system that cannot satisfy every item on this list should not be processing live tax data.

Use it as a due diligence exercise before committing engineering resources. Work through each item with your engineering team to arrive at a realistic timeline,
resource requirement, and cost, then compare that total to the cost of buying purpose-built software for this workflow. The purpose is not to discourage building.
It is to ensure the decision is made against the full scope of what production-ready requires, not a partial view of it.

HOW TO USE THIS CHECKLIST

Work through this assessment with your engineering team before committing resources to a build. Each item represents a requirement that separates a prototype
from production-ready capability, and a cost and timeline to deliver it.

A system that cannot satisfy every item here should not be processing live tax data, regardless of how well it performed on clean face-page documents in a
demonstration environment.

The total number of items across all twelve domains exceeds 90. The weight of that list reflects the actual scope of production-ready K-1 automation
infrastructure, not the scope of an initial prototype, and not the scope of a general document extraction tool applied to tax documents.

Organizations that scope honestly against this list before building make better decisions. Organizations that discover these requirements during implementation
make more expensive ones.

GDGENIUS DRIVE 22



1. DOCUMENT INGESTION AND FORMAT HANDLING

Accepts Schedule K-1s in PDF format, including both digitally generated
and scanned documents

Accepts and processes kix structured data files for GPs using digital K-1
transmission

Handles multi-entity K-1 packages where a single PDF contains K-1s for
multiple partners

Correctly processes K-1 packages with appended footnotes, supplemental
schedules, and whitepaper attachments

Routes incoming K-1s to the correct fund, entity, and workflow based on
document content

Tracks K-1inventory against expected receipts and identifies outstanding
or missing packages

Handles GP-specific proprietary formatting conventions without manual
template configuration

Processes K-1s received through secure portal delivery, email attachment,
and direct upload

Maintains chain of custody documentation from receipt through
processing completion

2. OCR AND EXTRACTION (FACE-PAGE ACCURACY)

Extracts all Schedule K-1face-page fields with field-level accuracy (Box 1
through Box 20+)

Correctly handles fields with zero values, N/A designations, and
intentionally blank fields without misinterpretation

GD GENIUS DRIVE

Maintains extraction accuracy on low-resolution scanned documents
(minimum 200 DPI equivalent quality)

Provides field-level confidence scoring or flags for human review where
confidence is below threshold

Validated accuracy rates that are significant and meet team
requirements, on a representative sample set including complex
documents before production deployment

Documents the test corpus used for accuracy validation, including
document types and complexity levels

3. FOOTNOTE AND SUPPLEMENT HANDLING

Extracts data from footnotes and supplemental statements, including GILTI
inclusions, UBTI characterization, and basis limitation detail

Correctly parses supplemental whitepaper documents for additional
allocable items

Handles K-1s with non-standard field labeling or GP-specific column
structures

Identifies and parses footnote statements accompanying the K-1 package,
distinguishing structured supplemental data from narrative disclosure

Extracts supplemental schedules as structured data rather than leaving
them as unparsed attachments

Captures state-specific allocation detail carried only in footnotes and not
present on the face page
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4.K-3 AND INTERNATIONAL REPORTING

Detects whether a K-3 schedule is required for the entity based on K-1
indicators

Extracts Schedule K-3 Part | (informotion on partners’ share of income,
deductions, and credits)

Extracts Schedule K-3 Part Il (foreign tax credit limitation)

Extracts Schedule K-3 Part lll (partner’s share of foreign taxes) with correct
sourcing by income category

Handles K-3 packages that arrive separately from the K-1face page

Correctly processes GILTI high-tax inclusion elections and associated
documentation

Handles Section 163(j) interest limitation items with correct
characterization

Correctly identifies and processes BEAT (Base Erosion and Anti-Abuse Tax)
relevant items

Updates K-3 logic annually as IRS guidance and form revisions occur

5. ENTITY CLASSIFICATION AND RELATIONSHIP LOGIC

Correctly classifies entities as domestic partnership, S-corporation, trust,
REIT, PTP (Publicly Traded Partnership), or foreign partnership

Applies correct downstream tax treatment implications based on entity
classification

Identifies and correctly handles Passive Activity Loss (PAL) rules by entity
type
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Correctly processes At-Risk limitation rules with entity-specific logic

Handles tiered partnership structures where a K-1flows through from an
upper-tier to a lower-tier entity

Tracks tax basis by partner across multiple years

Correctly handles Section 754 step-up elections and their downstream
implications

Identifies UBTI (Unrelated Business Taxable Income) items for tax-exempt
entity LP investors

6. MULTI-STATE AND JURISDICTION HANDLING

Extracts state-specific K-1 data for 42 taxing jurisdictions

Correctly handles states with their own K-1forms and state-specific
allocation methodologies

Applies state apportionment and allocation rules appropriate to each

jurisdiction

Handles composite return elections and their implications for individual
investor state reporting

Updates state jurisdiction logic annually as state tax laws and K-1
requirements change

Identifies and flags state filing obligations triggered by K-1income
characteristics

Correctly processes New York City and other local jurisdiction requirements
that differ from state-level rules
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7. VALIDATION AND ERROR DETECTION

Cross-validates extracted figures against known mathematical
relationships within the K-1 (e.g, total income equals sum of components)

Flags figures that fall outside expected ranges for the entity type and fund
category

Detects prior-year vs. current-year discrepancies that exceed defined
thresholds

Identifies missing required fields and generates exception flags for human
review

Validates that entity type classification is consistent with K-1 characteristics

Detects and flags potential duplicate K-1 submissions for the same entity
Generates exception queue with structured prioritization for human review

Tracks exception resolution to closure with documentation of the
resolution decision

Produces validation summary statistics (exception rate, resolution rate,
clean-through rate) for operational monitoring

8. DOWNSTREAM INTEGRATION

Delivers structured K-1 data with correct field mapping to the firm’s tax
preparation software

Supports multiple providers in parallel, since firms often run different
software for different return types

Maintains field mapping accuracy independently for each integrated
platform
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Sustains integration accuracy through every platform’s annual update
cycle

Supports manual field mapping review before delivery to tax software

Handles partial delivery scenarios where some K-1s are ready and others
are in exception queue

Provides rollback capability if downstream data delivery needs to be
recalled or corrected

Delivers data in formats compatible with investor-level tax preparation
workflows

9. AUDIT TRAIL AND COMPLIANCE DOCUMENTATION

Creates an immutable, timestamped record of every extraction event
Documents every validation decision, including rules applied and results

Records every exception flag, human review action, and resolution
decision with user identification

Maintains data modification history with before/after values and
modification rationale

Produces IRS-defensible documentation in response to examination
requests

Audit logs cannot be modified or deleted by any user, including system
administrators

Audit trail documentation is exportable in formats appropriate for
regulatory submission

Data retention policies comply with IRS requirements for return-related
documentation
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10. PERMISSIONING AND ROLE MANAGEMENT

+ Role-based access controls are enforced at the data level, not just the
application level

« GP, LP, fund administrator, preparer, reviewer, and executive roles have
distinct access profiles

« Segregation of duties is enforced: the same user cannot both process and
approve K-1data

« Access revocation occurs immediately upon personnel change or
contract termination

«  Multi-party access (GP, LP, fund admin simultaneously) is supported
without data visibility conflicts

11. DISTRIBUTION AND DELIVERY
(INCLUDING IRC 7216 COMPLIANCE AND DATA SECURITY)

Distribution 12.

« K-Tdistribution to investors, LPs, and downstream preparers occurs through
a secure, documented channel

- Distribution events are logged with recipient identification and delivery
confirmation

IRC 7216 Compliance and Data Security

« Implements a formal IRC Section 7216 consent framework before
processing any taxpayer data

« Obtains and documents taxpayer consent in the format required by Rev.
Proc. 2013-14 and subsequent IRS guidance

« Executes data protection agreements with all third-party vendors and Al
model providers that touch taxpayer data
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Restricts taxpayer data from training any Al model without explicit
documented consent

Enforces data residency and regional boundary requirements

Maintains deletion controls that enable taxpayer data to be removed from
all system components on request

SOC 2 Type Il certification achieved or in progress for the system and all
data processors in the pipeline

Legal counsel has reviewed the complete data flow and confirmed
Section 7216 compliance before production deployment

Incident response plan is in place and tested for potential unauthorized
disclosure events

Staff who access taxpayer data have completed Section 7216 compliance
training

ANNUAL REGULATORY MAINTENANCE

.

Has a defined process for monitoring IRS Schedule K-1form revisions and
state K-1requirement changes across 42 taxing jurisdictions

Can implement and validate form changes within 30 days of IRS guidance

GILTI high-tax exclusion and foreign tax credit limitation logic are reviewed
and updated annually

BBA Centralized Partnership Audit Regime implications are reflected in
current processing logic

A dedicated engineer or team owns the annual update cycle, with all
changes tested in staging before production

The annual cost and time commitment of this obligation is documented
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