Tax cosourcing
Share the burden,
seize the future

1

Dramatic change is reshaping
the roles and responsibilities of
tax executives and tax
departments. Tax groups are
expected to continue to
perform their traditional
functions of tax planning,
compliance, reporting, and risk
management while responding
to a constantly growing array
of regulatory requirements
globally. And new priorities
have emerged, too.

Tax transformation

Many corporate finance departments have
transformed their operations significantly in
recent years. But they have saved tax, with
its complex calculations, processes flows, and
diverse local compliance requirements, for
later. “Later” is now. CFOs are looking to the
tax department to increase the efficiency of its
operations through people, process, technology,
and data transformation.

M&A activity

M&A activity can also result in the need for
significant changes to the tax department
operating model. Jen Knickerbocker, national
Cosourcing leader for Deloitte notes, “We’ve
seen how large acquisitions can strain resources
and increase workloads without a commensurate
increase in staffing. Spin-offs result in the need to
establish a new tax department, often with little
ramp-up time.”

Transformation involves a shift of process and
“how” business is executed. This can include
enabling new operating models that shift the
focus of tax department personnel to highrisk, high-value activities that align with an
organization's strategic priorities. Table stakes
contributions such as tax compliance and
reporting are then addressed in new,
efficient ways.

As used in this document, “Deloitte” means Deloitte Tax LLP, a subsidiary of Deloitte LLP. Please see www.deloitte.com/us/about for a detailed
description of the legal structure of Deloitte LLP and its subsidiaries. Certain services may not be available to attest clients under the rules and
regulations of public accounting.
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Tax leaders’ growing
strategic role

Tax executives are expected to increase interaction with other parts
of the business and contribute to the strategic discussion around
priorities including:
Addressing global
tax burdens

Managing risk

Managing cash
taxes paid

Increasing quality
and transparency

Planning for
earnings per share
(EPS) effects
They are being asked to clearly convey information and insights on
relevant tax matters, especially to the CFO.
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Can the tax function
meet all of these increased
expectations?

To a certain degree, yes. However, it simply may
not be cost effective for a multinational business
operating in numerous tax jurisdictions to assemble
the necessary skills and knowledge within its own
tax department. Also, managing such an operation
can shackle tax leaders to the compliance world –
where many spend most of their time today – at
the expense of transformation initiatives and
strategic involvement.
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So what is the alternative?
Consider cosourcing
With a collaborative sourcing model, you can have a dedicated
service provider working side by side with your team to address
your compliance and reporting obligations. Cosourcing provides a
scalable, flexible staffing model that can evolve with your needs.
• Your tax department retains management oversight of
operations, decision making, and application of tax law.
• Your cosourcing provider performs part or all of your
compliance-related activities, depending on your tax
transformation goals and strategy. The provider contributes a
deep pool of talented specialists, both local and remote, who
understand tax laws, are adept at process standardization and
automation, and can address specific issues identified through
the compliance process.

Illustrative cosourcing model
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Are we taking advantage of
industry leading practices?

Cosourcing is an
innovative and practical
approach to addressing
important questions facing tax
organizations today such as:

How do we deploy our people
most effectively?

Is our
application
of tax-related
resources, time, and
technology aligned with
the expectations of
the broader
organization?
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In contrast, non-strategic requirements such as tax
compliance – which is focused on reporting historical
data and driven by regulations – and strategic activities
requiring specialized skills but less company-specific
knowledge, can be prime cosourcing candidates. A
cosourcing provider can offer standardized processes,
automation capabilities, and economies of scale to
increase efficiency and free up in-house capacity to focus
on higher-value activities.

Focus on
unique
items

Focus on
efficiency
and quality

Value to company

• Tax audit management
• Transfer pricing methodology
• FIN 48 calculations and
management
• Detailed account analysis and
• reconciliation

• Tax planning
• Tax accounting (partial)
• Understanding new business
units and their issues and
methods
• Interface with businesses and
financial reporting

•
•
•
•
•

•
•
•
•
•
•

Income tax compliance
Amended return compliance
Sales & Use tax compliance
Tax depreciation
Local country tax (direct and
indirect/VAT tax)
• Transfer pricing documentation

Special projects
Credit studies
Sales & Use tax compliance
Tax accounting (partial)
Systems re-engineering
Controversy (unique items, IDR
responses, development of
settlement alternatives)

Focus on
company
knowledge

Retain In-house

Activities that require deep company knowledge –
both strategic activities such as tax planning and some
non-strategic tasks such as tax audit management – may
be more suited to keeping in house.

Figure 1. Cosourcing decision matrix

Potential for Cosourcing

The matrix in Figure 1 offers a framework for considering
which activities to cosource and which to keep in house.

Need for company knowledge

Where to start

Focus on
specialists
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Case study: McDonald's is lovin' cosourcing
For the last 12 years, McDonald's, the world's leading global food
service retailer, has cosourced its US tax compliance work. The
cosourcing arrangement covers more than 300 foreign tax returns
(Forms 5471, 8858, and 8865) and 380 state tax returns, including
150 municipal returns. The company began working with Deloitte
in 2009.
According to Marcy Miller, McDonald's Senior Director, Corporate
Tax, a number of factors led McDonald's to the strategic decision
to cosource, including the challenges of recruiting and retaining
the right talent. "It’s difficult to find people," Miller says. "And
the more staff we have, there is inevitably more turnover, which
creates a need to spend more time on recruiting versus time that
could be spent elsewhere." With a cosourcing arrangement,
her staff gets to be in a review capacity, which allows them to
learn more and see the bigger picture across federal, state and
international tax. They also have good work-life balance. Both of
these make McDonald’s more appealing to top talent.
Although Miller believes the compliance work is vitally important
to McDonald's, cosourcing allows her tax department personnel to
spend time in other strategic areas as well. "We provide value to
the US business by handling US tax planning, the growing number
of state audits, compensation issues, real and personal property
tax, sales tax, and US provision work."

Additionally, access to technical knowledge that may not be
practical to sustain in house is part of the equation. Miller reflects,
"A lot of times we’ll do transactions during the year, mostly
international transactions, and we’ll have Deloitte’s technical team
review them. So, we have our view, we have our outside auditors’
view, and then we also have Deloitte’s view. That just makes us
more comfortable. We have a great relationship, and they do a
great job for us."
Continuous process improvements are another important aspect of
cosourcing, according to Miller. "That's a big plus for us. Every year
after filing season is over, we go through what went well on our
end, what went well on Deloitte's end, and what didn’t go so well.
Then we try to correct those issues right away. Deloitte helps us
identify ways to increase automation and gain efficiencies through
technology. We’ve been very fortunate to have very good people
working together to address issues as a team."
Miller offers a number of valuable lessons learned about
cosourcing she gained along the way:
• Manage in-house staff's expectations during the transition.
"When we first moved to a cosourcing model in 2003, a lot
of our people lost their jobs. They were offered jobs with the
service provider, but most of them didn’t take it. They were
treated fairly, but it did impact morale. I think it's important to
try and manage people’s expectations and make sure they’re
onboard with how we’re going to do work going forward."
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Facilitate tax transformation cosourcing
• Establish open communication and collaboration. "I think
it’s very important that both sides feel like we’re going to work
together and get this done. It’s not just the service provider
doing the work for us – we’ve always viewed our relationship
as cosourcing and not outsourcing because we’re still very
involved."
• Clearly define what is in scope and out of scope of the
cosourcing agreement, and agree that items out of scope
must be approved prior to the service provider doing the
work. "Prior to Deloitte, we ran into issues where the previous
service provider did a lot of work they thought was out of scope
and then tried to bill us for it. You need to clearly define upfront
what’s in scope and what’s out of scope – and communicate
clearly about it going forward.”
• Have regularly scheduled status meetings. "I think those are
very important because we go through what’s been done, what
needs to be done, and what each side is waiting for from the
other. It’s very important to keep those lines of communication
open. A detailed work plan is another best practice. We have
very detailed plans, even for the book-to-tax adjustments. We
also have major and minor deadlines, and we go over those at
each of the weekly meetings."
• Maintain access to and ownership of your data. "Deloitte
has been great. They give us a CD with all the data on it at the
end of every tax return season. We’re able to provide that to the
IRS and we keep a copy for ourselves too."

Global tax laws are so complex, jurisdictions so numerous, and
compliance demands so fluid, even sophisticated tax departments
may struggle to keep up with every requirement and deadline. This
can be especially true when shareholders, directors, and company
executives are expecting tax leaders to take on transformation
initiatives, as well as providing tax leadership and insight for
strategic initiatives and decisions.
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David Scharnweber, Cosourcing leader
for Deloitte’s East Region, sums it up:
“No one ever gets a gold star for
getting their tax returns in on time.
While compliance strategy is essential,
it is often perceived as table stakes –
and not how tax directors are judged
by CFOs and the organization.
Successful tax directors who really
make an impact have the ability to not
only comply with regulations, but to
enhance the tax function. They think
strategically, are not afraid to take
advantage of technology to achieve
efficiencies, and will often use
cosourcing to streamline processes and
upgrade supporting technologies with
minimal investments.”

Cosourcing can help you address compliance in an
expanding global regulatory environment while
freeing your tax executives and personnel to focus
on new value-creating opportunities.
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