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CARES Act
Impact on Tax Provisions
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ASC 740 IMPLICATIONS

Changes in Tax Law
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ASC 740 requires an entity to adjust
current and deferred tax assets and
liabilities for the effects of changes in
tax laws or rates.



The adjustment should be included in
income from Continuing Operations in
the interim period that includes the
enactment date.
CARES Act was enacted on Friday,
March 27, 2020 making this a Q1 event
for calendar year companies.
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Numerous Non-US jurisdictions are also
enacting and proposing measures to deal
with the COVID-19 pandemic
o

Many Non-US jurisdictions are introducing
measures impacting income and non-income
based taxes

o

ASC 740 deals with income taxes so careful
attention needs to be paid to the various
measures enacted and proposed outside the
US to ensure proper accounting for US GAAP
purposes

See BDO COVID-19 and CARES Act Insight
on BDO.com

ASC 740 IMPLICATIONS

NOL Carrybacks


The impacts of tax law changes are
recorded to continuing operations.



Companies should consider the impact of
this provision on valuation allowance
assessments in light of this additional
source of income.
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Balance sheet reclasses between current
and deferred taxes may be appropriate
due to the carryback of losses.



Consideration should be given to
recognition of the tax benefit for the
difference between the 35% tax rate
applicable to certain periods to which
losses can be carried and the current
rate of 21%, along with the expected
complexities involved with the interplay
with pre-TCJA tax law.



Assessment of management’s position
with respect to certain elections
available for this provision should be
made.

Consideration should be given to the
impact on interim tax provisions,
specifically whether the impacts should
be recorded discretely or part of the
annual effective tax rate.

ASC 740 UPDATE - TAX REFORM & CARES ACT PROVISIONS

ASC 740 IMPLICATIONS

AMT Credits/Section 163(j)
AMT CREDITS


Balance sheet reclasses between current receivable and noncurrent receivable/deferred taxes should be considered.

SECTION 163(J)


The impacts of tax law changes are recorded to continuing
operations



Companies should consider the impact of this provision on
valuation allowance assessments for non- deductible interest



Whether the impact of this change should be recorded as discrete
or as part of the annual effective tax rate should also be
considered



Balance sheet reclasses between current and deferred taxes should
be considered.



Assessment of management’s position with respect to certain
elections available for this provision should be made
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ASC 740 IMPLICATIONS

Leasehold Improvements & Charitable Contributions
LEASEHOLD IMPROVEMENTS

CHARITABLE CONTRIBUTIONS



Adjustments between taxes
payable/receivable and deferred taxes should
be considered in light of this change in
temporary difference



The CARES Act temporarily increases the
limitation on the deductibility of cash
charitable contributions during 2020 from 10%
to 25% of the taxpayer’s taxable income



The impact on Unrecognized Tax Positions, if
applicable, should be considered in connection
with the ability to file Form 3115 to effectuate
the change



The Act also increases the limitation on
deductions for contributions of food inventory
from 15% to 25%



Consideration should be given to the current
and deferred tax consequences of the
temporary increase in the limitation as part of
the determination of a company’s annual
effective tax rate calculation and valuation
allowance implications



Assessment of management’s position with
respect to certain elections available for this
provision should be made
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Delay of Payment of Employer Payroll Taxes:
CARES Act
Permits employers to defer payment of the employer portion of Social Security tax (6.2%) that
would otherwise be due and payable through December 31, 2020
Employers would be required to pay 50% of the deferred amount on or before December
31, 2021, with any remaining amount paid on or before December 31, 2022
During the period of deferral, the employer will be treated as having made timely
deposits of applicable taxes as long as payments are made when due under the schedule
noted above
Self-employed individuals would be eligible to defer 50% of self-employment Social Security
tax payments
Taxpayers who have small business loan debt forgiven under Sec. 1106 of this Act are able to
defer up until the loan is forgiven
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Delay of Payment of Employer Payroll Taxes

Payroll taxes are
generally deductible in
the tax year the
underlying
compensation is
considered fixed and
determinable and paid
within 8 ½ months
under the recurring
item exception

13

To the extent payroll
taxes are deferred and
not currently
deductible under, a
deferred tax asset
would need to be
established for the
future deductions
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Any deferred tax asset
established would
need to be included as
part of the overall
valuation allowance
assessment

If companies are
looking to increase
NOLs for carryback
purposes, consider
accelerating payment

Tax Reform & CARES
Act Issues
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Limitation on Deduction for Interest (163(j))


The TCJA amended IRC Sec. 163(j) to
allow a deduction for net business
interest expense of any taxpayer to the
extent it exceeds 30% of business’s
adjusted taxable income (ATI) plus floor
plan financing interest.



CARES Act – deduction limitation raised
to 50% of ATI for tax years beginning in
2019 and 2020

15

o

Taxpayers may elect to continue to apply
the 30% limitation

o

For tax years beginning in 2020, a
taxpayer may elect to compute its
limitation using the ATI limitation from its
tax year beginning in 2019
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Adjusted taxable income is computed
without regard to deductions for any
items not properly allocable to the trade
or business, business interest expense or
business interest income, net operating
losses, 20% deduction for certain pass
throughs and, in the case of tax years
beginning before January 1, 2022,
depreciation, amortization, and
depletion.



Creates a new temporary difference
which would need to be assessed for
valuation allowance considerations.



“Excess interest expense” can be carried
forward indefinitely.

Limitation on Deduction for Interest (163(j))


For interim reporting purposes, need to be able to project the amount of disallowed
interest expense and whether a valuation allowance is necessary.



Certain published guidance expresses a view that if an entity was in a valuation
allowance, due to cumulative losses, but becomes taxable and would have been taxable
(in prior three year analysis) due to the new interest disallowance rules, this could allow
for the release of the valuation allowance.



Scheduling might still be required to determine if valuation allowance needed for interest
carried forward



Different views exist on reducing the valuation allowance if NOL’s are used:

16

o

“Replacement” approach

o

Tax law ordering approach
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Limitation on Deduction for Interest (163(j))
Interest Limitation
Projected Income With IRC 163(j) Limitation
Assumptions:
1) Full valuation allowance on $5,000 of gross NOL carryover as of 12/31/2017
2) Projected loss of $1,000 per year
3) Projected 163(j) disallowance per "Tax Cuts and Jobs Act" of $3,000 per year.
4) Unable to project ever being able to use the 163(j) amount.
5) Assume 21% tax rate
2018
(1,000)
3,000
(600)
1,400
(1,400)
21%

Projected Loss
163(j) - originating
Allowable Interest Deduction
Pre-NOL Taxable Income
NOL C/F Utilization
Taxable Income
Rate
Tax

$

-

2019
(1,000)
3,000
(600)
1,400
(1,400)
21%
$

-

2020
(1,000)
3,000
(600)
1,400
(1,400)
21%
$

-

2021
(1,000)
3,000
(600)
1,400
(800)
600
21%
$

In the above example, the originating 163(j) deduction does generate
taxable income which will absorb the NOL carryovers. However, even though
the NOL carryovers have been realized, there is no incremental benefit in the
instant situation since there is no ability to project the utilization of the
originating deductible temporary difference (i.e., 163(j) limitation).
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126

Limitation on Deduction for Interest (163(j))
Example 2

Tax

$

-

$

-

2021
(1,000)
3,000
(600)
1,400
(800)
600
21%

2020
(1,000)
3,000
(600)
1,400
(1,400)
21%

2019
(1,000)
3,000
(600)
1,400
(1,400)
21%

2018
(1,000)
3,000
(600)
1,400
(1,400)
21%

Projected Loss
163(j) - originating
Allowable Interest Deduction
Pre-NOL Taxable Income
NOL C/F Utilization
Taxable Income
Rate

$

-

$
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In this example, which is identical to the one above, certain firms
would ignore the fact that there is no incremental benefit and would
release the valuation allowance as of 12/31/2017 since the NOLs are
able to be utilized.

* For simplicity, It has been assumed that depreciation/amortization has been deducted/
added back to the loss and no interest income exists.

18

ASC 740 UPDATE - TAX REFORM & CARES ACT PROVISIONS

Limitation on Business Interest Deduction (163(j))


Projected income and rate assuming facts of
the previous example. Except now in Q1 of
2018 the facts remain the same.



In the first example there would be no benefit
since NOL carryover would be replaced by the
originating 163(j) deduction. Thus the deferred
tax asset at the BOY and EOY are $0 due to the
full valuation allowance position.

Analysis of Expense:

In the second scenario for 2018 projections an
expense of $294 would be recorded since
$1,400 of the NOL carryover would have been
absorbed by the taxable income of $1,400
without any benefit being recorded for the
163(j) interest.



In either case this entity would be excluded
from the calculation of the estimated annual
rate pursuant to ASC 740-270-30-36 since no
tax benefit can be realized. This entity would
prepare its own annual effective tax rate and
would apply that rate to its y-t-d Income/(loss)
in accordance with the subtopic.

Replacement Theory

Benefit Theory

$0

$1,050

BOY DTA
Current Year Movement
EOY DTA
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0

(294)

$0

$756

Limitation on Business Interest Deduction (163(j))
Beta Company (Company), a US corporation, has been in a loss position for both financial reporting and tax purposes for the
last 3 years. However, in 2018 the Company generates taxable income due the application of Internal Revenue Code
Section(IRC) 163(j) ,limitation on business interest. Beta's deferred tax asset (DTA) and liability (DTL) position as of
December 31, 2018 is as follows:
DTA (DTL)
Net operating loss carryover(NOL)--pre 2018

$5,000

163(j) limitation

4,000

Bad debt reserve

100

Property, plant & equipment (PPE)

-9,000

Indefinite lived intangible

-7,000

Net DTL

-6,900

The pre-2018 NOLs are not subject to limitation pursuant to IRC 382,limitation on net operating loss carryovers and certain
built-in losses following an ownership change. The net operating losses expire ratably between 2034-2037.
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Limitation on Business Interest Deduction (163(j))
The bad debt deduction is expected to reverse the following year while the DTL for the PP&E will reverse ratably over the
next 5 years. The analysis the Company would perform to determine its ending deferred tax position for 2018 is:
Deferred tax
position
12/31/18
PPE
Bad debt reserve
Indefinite lived intangible

163(j) interest
Income(loss)
NOL
Income(loss)/DTA(DTL)

2019

Reversals
2021

2020

-9,000

1,800

100

-100

1,800

2022

1,800

2023

1,800

Final
DTL

Indefinite

1,800

-7,000

7,000

4,000

-510

-540

-540

-540

-540

-1330

-11,900

1,190

1,260

1,260

1,260

1,260

5,670

5,000

-1,190

-1,260

-1,260

-1,260

-30

0

-6,900

0

0

0

0

1,230

5,670

6,900

The above example illustrates that Beta is able to support its deferred tax assets solely with the reversal of taxable
temporary differences pursuant to ASC 740-10-30-18a and thus will recognize a DTL of $6,900. Since the Company is able to
support the realization of its deferred tax assets with the reversal of its taxable temporary difference, it is not necessary to
consider other evidence as outlined in ASC 740-10-30-18.
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Limitation on Business Interest Deduction (163(j))

PPE
Bad debt reserve
Indefinite lived intangible

163(j) interest
Income(loss)
NOL - Pre-2018
Income(loss)/DTA(DTL)

Deferred tax
position
12/31/18

2019

-9,000

1,800

100

-100

2020

Reversals
2021

2022

2023

1,800

1,800

1,800

1,800

-7,000

Indefinite

Final
DTL

7,000

4,000

-510

-540

-540

-540

-540

-1330

-11,900

1,190

1,260

1,260

1,260

1,260

5,670

5,000

-150

-150

-150

-150

-150

0

-6,900

1,040

1,110

1,110

1,110

1,110

5,670

11,150

The above example illustrates that Beta is not able to support all of its deferred tax assets solely with the reversal of taxable
temporary differences pursuant to ASC 740-10-30-18a and thus will recognize a DTL of $11,150. Since the Company is not able
to support the realization of its deferred tax assets with the reversal of its taxable temporary difference, it is necessary to
consider other evidence as outlined in ASC 740-10-30-18. In this example, the pre-2018 NOLs are subject to a §382 limitation
of $150 per year.
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NOLs - Scheduling Example
ASSUME A 25% TAX RATE:
Blunder Inc., a calendar year U.S. domestic C Corporation, had been realizing losses in prior years and is
unable to reliably project future income. At 12/31/2018 Blunder has a pre 2018 net operating loss
carryover of $1,000 which is limited pursuant to Code Sec 382 to $100 per year. In addition it has deferred
tax assets of $200 which reverse ratably over the next two years and deferred tax liabilities which reverse
straight line over the next four years. Since Blunder is not able to rely upon projected future income to
support its current position it determined based upon the following that it should record a DTL of $200
at 12/31/18:
Gross Amount

Rate

DTA/DTL

$1,000

25%

250

DTAs at 12/31/18

200

25%

50

DTL - intangibles

(2,000)

25%

(500)

Pre 2018 NOL

DTL - net
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$(200)

NOLs - Scheduling Example (Cont.)
In assessing the company’s accounting it is clear that Blunder blundered since it failed to assess whether
its temporary differences reversed within the same time frame, were of the same character of income and
were within the same jurisdiction. The below would be more accurate in determining its deferred tax
position:
DTA (DTL) tax effected

Pre 2018 NOL
DTAs

12/31/18

2019

2020

2021

2022

$250

$(25)

$(25)

$(25)

$(25)

50

(25)

(25)

-

-

DTL - intangibles

(500)

125

125

125

125

DTL - net

$(200)

$75

$75

$100

$100

Proof:

Pre 2018 NOL

$250

V.A.

(150)

Recognized pre 2018 NOL

100

DTAs

50

DTLs

(500)

Net DTL

$(350)
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Net

$(350)

100% EXPENSING ELECTION

Correction of “Retail Glitch”
Clarifies that Qualified Improvement Property (QIP) placed in service after 12/31/17 is
treated as 15-year property and eligible for bonus depreciation.


Taxpayers that placed QIP in service during 2018 and 2019 may now claim bonus depreciation on such
property, rather than depreciating over 39 years as previously required under the 2017 tax reform bill



Taxpayers with QIP in 2018 that filed their 2018 return treating the assets as bonus-ineligible 39-year
property should consider amending that return to claim additional depreciation. C corporation
taxpayers that amend their 2018 return can potentially generate NOLs and carry the losses back five
years under the new provisions of the CARES Act to tax years when the tax rates were 35% and fully
offset income to generate immediate cash savings
o
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Alternatively, taxpayers may file an automatic Form 3115 with their 2019 return to claim the missed depreciation
as a favorable Section 481(a) adjustment

Taxpayers with QIP placed in service during 2019 can claim bonus depreciation prospectively on their
2019 return; corporate taxpayers should also consider filing Form 4466 for quick refund of 2019
overpaid estimated taxes
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100% EXPENSING ELECTION

Correction of “Retail Glitch”
The QIP fix presents significant opportunities to many taxpayers and cost segregation
studies are vital tools that can provide a supportable breakdowns between eligible and
ineligible costs.


QIP includes improvements a taxpayer makes to an interior portion of an existing building that is
nonresidential real property (residential rental property is excluded); Examples of such qualifying
improvements include installation or replacement of drywall, ceilings, interior doors, fire protection,
mechanical, electrical and plumbing. Excluded improvements are internal structural framework,
enlargements to the building, and elevators or escalators



Under the Tax Cuts and Jobs Act of 2017, taxpayers who make the real property trade or business
election under Section 163(j) must depreciate nonresidential real property, residential rental property,
and QIP using the Alternative Depreciation System (ADS), and as such are not permitted to claim bonus
depreciation on these assets; However, cost segregation studies can still help to identify personal
property still eligible for bonus depreciation



Increased IRS scrutiny must be assumed
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100% EXPENSING ELECTION

Additional Information
Although the expensing election is generally
considered a temporary difference it can
have a permanent impact if FDII & GILTI
deductions become limited (see Code Sec.
250).


Need to be diligent in projecting
“taxable income”/“projecting temporary
differences.”



Capital budgeting should be reviewed in
developing projections.
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100% EXPENSING ELECTION

Example
With Bonus

Without Bonus

$2,000

$2,000

($5,000)

($200)

$8,000

$8,000

GILTI (Sec. 250 Deduction)

($4,000)

($4,000)

FDII($10,666x 37.5%)
(Loss)-Income

($4,000)
($3,000)

($4,000)
$1,800

PBT (Includes $1,000 book depreciation)
Bonus/regular depreciation
GILTI Income

(1+2)

Add back income (post Code Sec 250 limit)
Net Income

$5,857
2,857

Tax rate

X 21%

X 21%

600

$1,176

Current expense

3,800
5,600

Deferred expense

$1,050

$42

Total expense

$1,650

$1,218

*Example does not take into account foreign tax credits.
1) FDII addback ($13,666= excess 250 deduction (FDII ($10,666)+GILTI($8,000)-($5,000))x$10,666/18,666)X37.5%=$2,928
2) GILTI addback ($13,666x($8,000/$18,666)x50%=$2,929
3) FDII addback ($8,866x($10,666/$18,666))x 37.5%=$1,899
4) GILTI addback ($8,866x($8,000/$18,666))x50%=$1,900
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(3+4)

ACCOUNTING FOR OUTSIDE BASES DIFFERENCES

Overview of U.S. Taxation of Foreign Earnings
How are the earnings of a foreign company taxed to its US shareholders after tax reform?


General Rule was – a U.S. taxpayer was not subject to taxation on the earnings of a
foreign subsidiary until the earnings were distributed to the taxpayer with certain
exceptions e.g. subpart F income



Post Tax Reform U.S. Outside basis difference concerns – Income recognition
o

Transition tax (Code Sec. 965) – One time tax on untaxed foreign earnings
•

29

Complicated basis adjustment rules as outlined in final regulations issued in January 2019.

o

Subpart F inclusions – virtually the same as under pre-tax reform and takes precedence over any
other inclusions; tax basis adjusted for inclusion.

o

GILTI inclusions (to be discussed further) – proposed regulations issued in September, and final and
proposed “rules” issued in June,2019 which contain complicated rules for tested loss companies.
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ACCOUNTING FOR OUTSIDE BASES DIFFERENCES

Overview of U.S. Taxation of Foreign Earnings


Code Sec. 245A – allows for the distribution on a tax free basis of residual income after
the previous mandatory inclusions, does not create a basis adjustment for tax purposes
but this portion of the outside basis difference (book vs tax) can be recovered tax free.



Code Sec 956 (Investment in U.S. Property)
Proposed regulations issued in November 2018 and final regulations in May,2019 all but eliminates
the impact of Code Sec 956 – regulations limit the application of 956 to instances where an amount
would be taxable after the application Code Sec. 245A

o

•

Fails holding period requirement in Code Sec. 245A

•

Hybrid dividend application in Code Sec 245A

Still need controls in place to monitor this if either of above issues are applicable

o
•
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Need to know client/company position

Need to know and track book vs tax basis
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Other PTI Matters
Outside basis profile of Newcastle Ltd. investment in Sunderland Ltd. as of 12/31/17:
Book

Tax

Initial Investment

$500

$300

Cumulative book earnings

700

Transition tax (PTI)

-

CTA

300

200

Book-Tax Basis

$1,400

$600

As of the balance sheet date the exchange rate was $1US = 333 F.C. The rate changes to $1US = 250 F.C. as
of 6/30/18 & $1US = 200 F.C. at 9/30/18. Newcastle has taken the position and has documented plans of
reinvestment that it will only distribute the PTI associated with the transition tax but will not distribute
any other earnings at the present time. Based on this Newcastle would record the following during 2018.
PTI in F.C.

Exchange
Rate

PTI in U.S.

Tax Basis in
PTI

Gain/ (Loss)

DTA/(DTL)

12/31/17

$900

.333

$300

$300

0

-

6/30/18

900

.250

225

300

(75)

$16

9/30/18

900

.200

180

300

(120)

$25

31
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Outside Basis Difference (Cont.)
In the above Newcastle would record a
benefit of $16 in CTA as of 6/30/18 and an
additional $9 as of 9/30/18 since it has not
asserted indefinite reinvestment with
respect to the PTI.
How do you account for the actual
distribution of PTI if the exchange rate
differs between the last measurement
date and the date of distribution(s)?
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Outside Basis Difference (Cont.)
Continuing with the previous fact pattern and assuming the country in which Sunderland operates requires
10% withholding on distributions. Newcastle would record the following at 12/31/17 and at each quarter
end (assume no foreign tax credit benefit).

12/31/17

Withholding Tax in F.C.

Exchange
Rate

Withholding Tax in $

DTA at 21%
Deduction

90

.333

$(30)

6

7.5

(1.5)

(22.5)

4.5

Currency Movement
6/30/18

90

.25

Currency Movement
9/30/18

4.5
90

.20

(18)

(.5)
4

The withholding tax is a liability of the parent. Since the withholding tax would be denominated/payable
in the foreign currency of the subsidiary any change in the amount of the liability would be considered a
transaction gain/loss the benefit of which would be recorded in continuing operations (either within
income tax expense or pre tax earnings, policy choice).

33

ASC 740 UPDATE - TAX REFORM & CARES ACT PROVISIONS

Outside Basis Difference (Cont.)

How would Newcastle record
the currency movement in the
DTL in developing its
quarterly effective tax rate?
As part of the rate or as a
discrete item?

34
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Other Practice Issues

36
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Branch Accounting and Deferred Taxes


ISSUE – multiple deferred differences to
report for the temporary differences of a
branch
o

U.S. GAAP to U.S. Tax

o

U.S. GAAP to Foreign Tax

o

U.S. tax impact of Foreign deferred
•

Deferred tax asset for foreign deferred
tax liability as (potential foreign tax
credit)

•

Deferred tax liability for foreign deferred
tax assets



Watch dual consolidated loss disclosures



New branch FTC basket
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Branch Accounting and Deferred Taxes (Cont.)
EXAMPLE:
Delta Company which is a U.S. C Corporation operates a branch in country X. The U.S. tax rate is 21% while
the branch rate in country X is 30%. During 20x1 the year’s operating results of the parent and the branch
are as follows (U.S. results include branch results):

Pre-tax income

U.S.

Country X Branch

Elim

Total

$300

$200

$(200)

$300

The country X branch has tax depreciation in excess of book depreciation of $100. There are no
temporary differences or nondeductible/non includible amounts in the U.S.

Based on the above how would Delta record its tax provision for 20x1. Assume that Delta is able to avail
itself of foreign tax credits.
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Branch Accounting and Deferred Taxes (Cont.)
U.S.

Country X Branch

Elim

Total

$300

$200

$(200)

$300

‐

(100)

Taxable Income

300

100

Tax Rate

21%

30%

63

30

Foreign Tax Credit

(30)

-

Total current tax expense

$33

$30

$63

$33

$30

63

30

30

Pre-tax Income
Temporary Difference

Total Tax:
Current tax
Deferred tax
Def. tax for potential FTC

(?)

Total tax

$33
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(?)
$60

93

Branch Accounting and Deferred Taxes (Cont.)


Because the branch is taxable in both the U.S. and country X an assessment needs to be
made whether a DTA for the expected future FTC from the income generated by the
reversal of the taxable difference in country X should be recorded. It should be noted that
the TCJA added a provision that treats branch credits as a separate pool. In the case of
Delta the foreign taxes will be increased when the DTL is settled in country X branch.



However, since the US rate is less than the foreign rate Delta would need to project
whether it could benefit from the “excess” foreign tax credits that would be generated by
the reversal of the taxable temporary difference. If the DTL were to reverse in the
subsequent year a case could be made that there could be a benefit due to the carryback
potential to year 20x1.The DTA for the potential benefit would be limited to $12 ($200
foreign source income X 21%=$42-30 used).
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ASU 2017-01

Clarifying The Definition of a Business


Many common transactions that have historically been considered business combinations
will now be accounted for as asset acquisitions due to the introduction of the screen. In
particular, the real estate, pharmaceutical, biotechnology and financial industries may
be significantly impacted



The amendments are effective prospectively for public business entities for annual
periods beginning after December 15, 2017, including interim periods within those
periods



The amendments are effective prospectively for all other entities for annual periods
beginning after December 15, 2018, and interim periods within annual periods beginning
after December 15, 2019. Early adoption is permitted when certain criteria are met
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ASU 2017-01 & ASC 740

What are the Implications?


Temporary differences acquired other than in a business combination:
o

Recognition of deferred tax assets or liabilities in these situations generally would not have an
immediate impact to the income statement

o

Rather, deferred taxes are recorded by using the “Simultaneous Equation” (Tax Rate / (1 minus
Tax Rate)



Tax accounting guidance is found in ASC 740 paragraphs 740-10-25-50 through 25-55



IMPORTANT NOTE: The US GAAP conclusion as to whether a transaction should be
accounted for as an acquisition (or disposal) of assets or businesses DOES NOT impact the
tax treatment of the transaction
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o

You can still have an acquisition that is considered a stock acquisition for tax purposes but
accounted for as an asset acquisition for US GAAP purposes

o

In this instance, there is still no step-up in tax basis and any book/tax temporary differences will
be accounted for using the guidance noted above
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ASU 2017-01 & ASC 740

Example
Assume that an entity pays $1,000,000 for the stock of an entity in a nontaxable acquisition
(that is, carryover basis for tax purposes). The acquired entity's sole asset is a Federal
Communications Commission (FCC) license that has a tax basis of zero. Since the acquisition
of the entity is in substance the acquisition of an FCC license, no goodwill is recognized. A
deferred tax liability would need to be recorded for the temporary difference (in this
example, the entire $1,000,000 plus the tax-on-tax effect from increasing the carrying
amount of the FCC license acquired) related to the FCC license. The combined Federal and
state tax rate is 25 percent.
ASC 740 requires that the amounts assigned to the FCC license and the related deferred tax
liability should be determined using the simultaneous equation method as follows:

Tax Rate / (1 minus Tax Rate) * Initial temporary difference
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ASU 2017-01 & ASC 740

Example (Cont.)
1.

Tax Rate / (1 minus Tax Rate) * Initial temporary difference

2.

25% / (1 – 25%) * 1,000,000

3.

25%/75% = 33.3333% * 1,000,000

4.

Deferred Tax Liability = $333,333

Accordingly, the entity would record the following journal entry:
FCC License

1,333,333

DTL
Cash
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333,333
1,000,000

It is important to note that there is NO goodwill created from this entry. Rather, the US
GAAP value of the asset acquired is adjusted by the corresponding adjustment to
deferred taxes
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ASU 2017-01 & ASC 740

Key Takeaways


It is critical to understand how a company will be accounting for a transaction. The
decision is not guided by tax



Complexities arise in situations such as:
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o

The acquisition of future tax benefits (e.g. NOLs) by acquiring the stock of an entity with minimal
assets or activity

o

The acquisition of financial assets as they are generally recorded at fair value. Potential deferred
tax assets may result in the recognition of a deferred credit

IFRS does not follow this deferred tax accounting. Rather, IAS 12 has what is known as
the “Initial Recognition Exemption” (IAS 12, para. 15(b))
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Unrealized Subpart F Income
Certain types of foreign income generate Subpart F income e.g. foreign base company
sales, services and personal holding company income. Whether the income is realized or
unrealized (will generate subpart F income ) deferred tax should be recorded due to a
foreign temporary difference that will generate Subpart F income.
Examples of unrealized Subpart F income include but are not limited to:


Gains on available for sale securities



Equity method investments



Cost method investments (could be remeasured in P&L)



Installment sale(if underlying sale will be FBCSI)
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Example of Unrealized Subpart F Income
The 35% investment in Foreign Co 2 is accounted for under the equity method. The law in the
country of Foreign Co 1 would exempt the gain on the sale of Foreign Co 2 from tax. Foreign
Co.2 has been owned by Foreign Co 1 since 2016 and has always been profitable.

35%
U.S.
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FOREIGN
CO 1

FOREIGN
CO 2

Issues:
1. FC2 would be eligible for 100% DRD since a specified foreign corporation (Code Sec 245A
(also see Code Sec. 951(b)).
2. FC2 is not a CFC so Code Sec. 1248 would not be applicable.
3. U.S. group would need to assess how in the future the outside basis difference would be
recovered at the date of the transition tax inclusion and based on future earnings. Could
it assert that it would be recovered by dividend distributions subject to the 100% DRD?
Generally, since FC1 does not control FC2 it would be difficult to argue that the basis
would be recovered through dividend distributions and thus would need to provide on the
outside basis difference (sale v. distribution analysis).
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Pass-Through Subsidiaries


Investments in partnerships can be accounted for under the consolidated, equity or cost
method of accounting



Partnerships and other entities treated as partnerships (i.e. LLC’s/S-Corps) are not
taxable entities. Rather, the tax consequences of transactions within the partnership flow
through to the partners
o

Exceptions include certain state taxes/NYC UBT and foreign taxes



The partners then report their proportionate share of the partnership’s income or loss in
their individual capacities



Under ASC 740, a partner’s future tax consequences of recovering the financial basis of its
investment in the partnership are recognized as deferred tax assets or liabilities



Errors and restatements are surfacing in this area due to companies not reconciling inside
to outside basis, carefully reviewing special allocations e.g. 704(c) and improper
allocations per 704(b).



Partnership taxation is complex. Make sure that the appropriate individuals with
partnership experience are involved.
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Pass-Through Subsidiaries
(Cont.)


50



Deferred taxes are recognized on the
outside basis difference of investments
in pass-through subsidiaries – the
difference between the financial
statement carrying value and the tax
basis of the investment in the
partnership
o

Will often be equal to the net basis
differences in the assets and liabilities of
the partnership (watch 704(c) allocations)

o

Watch for exceptions related to goodwill
and/or investments in foreign subsidiaries –
discussed on the next two slides
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The exceptions to recognizing deferred
taxes in ASC 740 (both taxable and
deductible) do not apply to the outside
basis of the investment in pass-through
subsidiaries
o

Consideration is necessary for recoverability
should there be a deductible temporary
difference

o

There may be circumstances where a
temporary difference only reverses upon a
future sale or liquidation. As a result, the
exception under ASC 740-30-25-9 could be
considered – Discuss with the audit firm
involved as firms have different views on
this

o

Ordinary versus capital?

The exceptions in ASC 740-10-25-3
(general exceptions) and 740-30-25-9
(deductible outside basis difference)
generally will apply to a pass-through
subsidiary’s investment in another
entity

Pass-Through Subsidiaries
(Cont.)
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Deferred taxes generally should not be
recognized for the portion of the outside
basis difference that relates to the passthrough subsidiary’s investment in the
second tier corporate subsidiary that
meets one of the exceptions to recognize
deferred taxes for outside basis
differences
If a pass-through has an investment in a
domestic corporate subsidiary, the
exception in ASC 740-30-25-7 would
not be applicable as the partnership
cannot recover its investment in the
domestic subsidiary tax-free under the
IRC
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Pass-through subsidiary’s investment in
another entity
o

Corporate parent with consolidated
partnership where the partnership
consolidates a foreign subsidiary

o

A DTL for undistributed earnings for the
foreign subsidiary should not be recognized
if the partnership is able to meet the
indefinite reversal criterion

If a pass-through has an investment in a
corporate subsidiary, the outside basis
difference of the investment in the passthrough subsidiary by the ultimate
corporate parent should be bifurcated
into two components:
o

The outside basis difference related to the
second tier subsidiary, and

o

The remaining outside basis difference

Pass-Through Subsidiaries (Cont.)
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Similarly, an ultimate corporate parent company may not recognize deferred taxes on the
portion of the outside basis difference for its investment in a pass-through subsidiary
attributable to nondeductible goodwill
o

Deferred taxes are not provided for nondeductible goodwill under ASC 805-740-25-3 and 25-4

o

A partner may “look through” its partnership interest (outside basis) to the book and tax differences
of individual assets and liabilities within the partnership (inside basis differences)

There is diversity in practice where some recognize the entire outside basis difference,
including the portion of nondeductible goodwill
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Pass-Through Subsidiaries (Cont.)
EXAMPLE 1
Example of outside basis difference issues:
X
Corp

Y
Corp

65%

35%

Partnership
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Facts:


X Corp & Y Corp contribute cash of $6.5M
and $3.5M respectively to the venture



X will consolidate the partnership for
financial reporting purposes



The partnership purchases assets of an
operating business for $10M

What issues need to be addressed with
respect to this structure from an initial
formation perspective and on a continuing
basis?

Pass-Through Subsidiaries (Cont.)
EXAMPLE 2
Subsequent Structure:

Facts:

X
Corp

Y
Corp

65%

35%

Same as previous example except, the
partnership purchases 100% of the stock
of a domestic C Corporation for $10M



X will consolidate the partnership as well
as the US C Corp

What issues need to be addressed with
respect to this structure both from an initial
formation perspective and on a continuing
basis?

Partnership

100%
U.S. C
Corp
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Pass-Through Subsidiaries (Cont.)
EXAMPLE 3
Facts:
X
Corp

Y
Corp

75%

25%



X Corp owns a single member LLC which
owns asset and liabilities with a net
book and tax basis of $100 and $50,
respectively. The assets constitute an
operating business



The fair value of the LLC’s net assets is
$1,500.



Y Corp contributes cash of $500 which
will be used for both working capital and
expansion purposes.



X will consolidate the partnership.

Partnership

What issues need to be addressed with
respect to this structure from an initial
formation perspective and on a continuing
basis?
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Uncertain Tax Positions
ASC 740-10 (“FIN48”)

56
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Accounting for
Uncertainty in
Income Taxes

Establishes the
threshold for
recognizing the benefits
of tax-return positions in
the financial statements
as “more likely than not”
to be sustained by the
taxing authority

Does not require a
specific manner for the
analysis related to
either recognition or
measurement
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Prescribes a
measurement
methodology for those
positions meeting the
recognition threshold as
largest amount of
benefit that is greater
than 50% likely of
being sustained

Definitions
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The ASC 740-10-20 definition
of a TAX POSITION includes:

ASC 740-10-20 defines an
UNRECOGNIZED TAX BENEFIT as:

“A position in a previously
filed tax return or a position
expected to be taken in a
future tax return that is
reflected in measuring
current or deferred income
tax assets and liabilities for
interim or annual periods”

“The difference between a tax
position taken or expected to
be taken in a tax return and the
benefit recognized and
measured pursuant to Subtopic
740-10”
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Uncertain tax position:
Not specifically defined in ASC
740

Unit of Account

The unit of account used to
identify an individual tax
position is a matter of
judgment that should
consider the manner in
which an entity prepares
and supports its income tax
returns and the approach
to be taken by taxing
authorities
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For example, assume an
intercompany charge is
composed of items that are
highly certain of being
sustained (ordinary
expenses) and items that
are more judgmental
(stock option compensation
charges)
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May be appropriate to
separate the charge into
two units of account,
especially if likely to be
reviewed by the taxing
authority in that manner

Recognition


If it is more likely than not (“MTLN”)
that the entity is entitled to some level
of benefit of a tax position in the
current year tax return or in a future
year tax return, that tax position meets
the recognition threshold and should be
measured



Ensure that we are considering any
temporary differences for potential rate
change differences from Tax Cuts and
Jobs Acts (e.g., if a deduction was taken
at 35% in 2017, but should have been
taken during 2018 at 21%)
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Measurement
For each tax position that meets the MLTN recognition threshold but the full benefit of the
tax position taken is not highly certain of being sustained, determine the largest amount that
is greater than 50% likely of being realized in settlement.
Measurement should consider all facts (positive and negative) as of the REPORTING DATE
including:


History of negotiating and settling similar positions with the taxing authority (the entity’s history or
available history of other entities)



Guidance from appropriately qualified tax advisors



Other available information



Must assume taxing authority has full knowledge of position (detection risk)
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Measurement


If it is more likely than not that an entity
is entitled to the benefit of a tax
position (i.e., it is more likely than not
that the benefit will be sustained in the
current year or in a future year), that
tax position generally meets the
recognition threshold and should be
measured



Binary positions – “All or nothing”
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Subsequent Recognition


If MLTN threshold is not initially met,
recognition of the benefit of a tax
position occurs in the first interim
period that:
o
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•

New information – not a rehash of
facts that existed

•

Subsequent events

Tax position is “effectively settled” with
tax authority; or
o



MLTN threshold is subsequently met

To be discussed

Expiration of the statute of limitations
o

Net operating loss carryovers

o

Tracking by jurisdiction
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Settlement
REQUIREMENTS FOR “EFFECTIVELY SETTLED”:


The taxing authority has completed its examination procedures including all appeals
and administrative reviews that the taxing authority is required and expected to
perform for the tax position



The enterprise does not intend to appeal or litigate any aspect of the tax position
included in the completed examination



It is remote that the taxing authority would examine or reexamine any aspect of the
tax position. In making this assessment management shall consider the taxing
authority’s policy on reopening closed examinations and the specific facts and
circumstances of the tax position. Management shall presume the taxing authority
has full knowledge of all relevant information in making the assessment on whether
the taxing authority would reopen a previously closed examination
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Settlement (Cont.)


Tax position by tax position analysis



A tax position does not need to be
specifically reviewed to meet these
criteria



Similar or identical tax positions in
different years are different tax
positions
o

Effective settlement in and of itself does
not change technical merits
•
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“horse trading”

Effectively settled is an ongoing
assertion—if circumstances change
settlement accounting may need to be
reversed!
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Indirect Effects


An unrecognized tax benefit can result in
indirect effects which require
consideration
o
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Benefits in other jurisdictions
•

For example, if an entity recognized a
liability due to a state tax issue, a
deferred tax asset would need to be
established for the related federal
benefit if that deferred benefit was
more likely than not of being sustained

•

Ensure that these deferred tax asset
benefits are revalued for new tax rate
changes (e.g., Tax Cuts and Jobs Act)
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Indirect Effects (Cont.)
IF THE UNCERTAINTY IS A TEMPORARY DIFFERENCE:


Recognition of current benefit is only appropriate if benefit is > 50% likely of being
ultimately realized in the current year or a future year tax return; resulting increase in
taxes payable is subject to accrual of interest and penalties



Related deferred tax effects should be calculated based on the difference
between the carrying amounts of assets and liabilities for financial-reporting
purposes and their implied MLTN tax bases as measured in accordance
with ASC 740-10 (FIN 48)
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UNCERTAIN TAX POSITIONS - INDIRECT EFFECTS

Transfer Pricing
TWO SIDES TO EVERY TRANSACTION – CONSIDER COMPETENT AUTHORITY


Amount of deduction in one jurisdiction vs. amount of income in the other—tax
authorities have conflicting interest



May have exposure in either or both jurisdictions



Tax treaties may provide for competent authority negotiations to resolve conflicts.
o

68

Generally high success rate (but may differ by jurisdiction)
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UNCERTAIN TAX POSITIONS - INDIRECT EFFECTS

Transfer Pricing (Cont.)
ASC 740 ANALYSIS WITH COMPETENT AUTHORITY


Determine exposure in each jurisdiction before potential CA relief



Determine whether CA relief will be requested and success probability



Determine potential settlement positions, book resulting exposure/asset in each
jurisdiction
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UNCERTAIN TAX POSITIONS

Missed Elections
Missed Elections:


Is there mitigation in the form of self reporting?



If so would the entity self report?



If yes is it more likely that not that relief will be granted?



Should a UTP be recorded until relief is granted?

If MLTN that relief will be granted and the entity has self reported prior to the balance
sheet date should a reserve be recorded?


Entities that do not plan to self report can only rely on administrative practices



Administrative practices must be widely understood and consistently applied
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UNCERTAIN TAX POSITIONS

Missed or Incomplete IRS Filings
HIRE ACT:


The Hiring Incentives to Restore Employment Act (HIRE Act), which was signed into U.S.
law on March 18, 2010, expanded the scope of an exception to the general three year
statute of limitations rule for a taxpayer that fails to furnish certain IRS international –
related information returns or furnishes those forms substantially incomplete
o
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In that situation, the statute of limitations for the entire tax return (not just for the tax
consequences attributable to the unfurnished information) may not expire until three years from
the date on which the entity files the required information with the IRS

An amendment to the HIRE Act clarified that the extension of the statute of limitations
would not apply to the entire tax return if the failure to furnish that information is due to
reasonable cause and not willful neglect. Whether the information furnished is
substantially complete is a question of fact for which there is no clear guidance
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Interest and Penalties

Interest accrual computations under the
tax law can be complex.


The rate at which interest is accrued
may depend on the amount of
underpayment and the effect of
offsetting overpayments of tax (or
prepayment of tax obligations)



Interest rate on overpayments of income
tax may be different than the rate on
underpayments of income tax



Companies must make a reasonable
effort to identify the relevant provisions
of the tax law in estimating the amount
of interest they would be assessed
assuming their unrecognized tax benefits
are challenged and ultimately disallowed
by the taxing authority



Consultation with experts on this subject
may be appropriate

Classification of interest and penalties on
the income statement is an accounting
policy decision


Can have differing policies for interest
and penalties



Expectation is that policy on interest
income (or reversal of interest expense)
should be consistent with interest
expense policy
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DISCLOSURE REQUIREMENTS

Quantitative (Required for public entities only)
Rollforward of unrecognized tax benefits (on a worldwide aggregate basis), including (at a
minimum):


The gross amounts of increases and decreases in unrecognized tax benefits for tax
positions taken during a previous annual period



The gross amounts of increases in unrecognized tax benefits for tax positions taken during
the current annual period



Decreases in unrecognized tax benefits related to settlements



Reductions in unrecognized tax benefits due to lapse of statute of limitations

Disclosure of the amount of unrecognized tax benefits that, if recognized, would impact
the effective rate.
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DISCLOSURE REQUIREMENTS

Qualitative (Required for all entities)


Classification of interest and penalties as well as the amount of interest and penalties in
the income statement and accrued on the balance sheet



For positions in which it is reasonably possible that the total amount of unrecognized tax
benefits will significantly change in the next 12 months disclose:
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o

Nature of the uncertainty

o

Nature of event that could cause a change

o

An estimate of the range of possible change or a statement that estimates
cannot be made

Description of open tax years by major jurisdiction
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Balance Sheet Classification
Classification of liability for an unrecognized tax benefit is classified as current to the extent
that “CASH” payments are expected to be made within one year or the operating cycle, if
longer (real world expectation).
OTHERWISE…


Classify as long term
o
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If an uncertain tax position is expected to reverse due to the expiration of the statue of
limitations still classify as long term

Interest and penalties
o

Classify with other balance sheet UTPs as income tax if income statement delineation

o

Classify as accrued interest or other accrued expenses if pretax accounting policy is elected
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Balance Sheet Classification
Altera Case – Potential Impact to Cost Sharing Arrangements (CSA)


Altera Corporation entered into a R&D CSA with its Cayman Island subsidiary, Altera
International. For tax years 2004 through 2007, Altera granted stock based compensation
to certain employees, but did not include any SBC expenses in the R&D CSA.
The IRS asserted Altera’s failure to share SBS costs with Altera International violated
regulations issued in 2003, requiring SBC be included in CSA’s.



On July 27, 2015, the US Tax Court ruled the Treasury and
IRS failed to provide a reasoned basis for the SBC rule that
was consistent with the arm’s-length standard.
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ALTERA IMPACT

Potential Impact to Cost Sharing Arrangements
On July 24, 2018, the Ninth Circuit court of appeals issued a opinion in Altera Corp. v. Commissioner requiring related
parties in an intercompany cost-sharing arrangement to share expenses related to share-based compensation. This opinion
reversed the prior decision of the United States Tax Court.

On June 7, 2019, the Ninth Circuit court of appeals upheld the opinion issued on July 24, 2018, requiring related parties in
an intercompany cost-sharing arrangement to share expenses related to SBC.

On July 22, 2019, Altera filed a petition for an en banc review (rehearing) of the Ninth Circuit panels decision.

On November 13, 2019, the Ninth Circuit Court of Appeals denied a request by Altera for a rehearing before the full court.

** On February 10, 2020, a petition for a writ of certiorari was filed by Altera to the U.S. Supreme Court. **

The Tax Court’s decision continues to represent precedent in cases that are not appealable to the Ninth Circuit.
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ASC 740 Simplification
ASU 2019-12
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ASC 740 SIMPLIFICATION

ASU 2019-12


On December 18, 2019, the FASB issued Accounting Standards Update ASU 2019-12 on
Simplifying the Accounting for Income Taxes



Project is part of the Board’s Simplification Initiative



Published reports have noted that accounting for income taxes has been among the top
areas of restatement over the last several years (13-15 % of all restatements)



Based on feedback from accounting firms as well as suggestions from preparers and
practitioners the Board identified certain requirements that had less relevance given tax
reform as well as other requirements which were complex and prone to errors



See BDO Insight on BDO.com
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ASC 740 SIMPLIFICATION

ASU 2019-12
The Board decided to remove the following exceptions in Topic 740, Income Taxes:


Exception to the incremental approach for intraperiod tax allocation when there is a loss
from continuing operations and income or a gain from other items (for example,
discontinued operations or other comprehensive income)



Exception to the requirement to recognize a deferred tax liability for equity method
investments when a foreign subsidiary becomes an equity method investment



Exception to the ability not to recognize a deferred tax liability for a foreign subsidiary
when a foreign equity investment becomes a subsidiary. (Therefore, an entity would have
the ability to assert indefinite reinvestment for the entire basis difference of a
subsidiary.)



Exception to the general methodology for calculating income taxes in an interim period
when a year-to-date loss exceeds the anticipated loss for the year
o
o
o
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Some companies may find themselves in this situation given the current COVID-19 crisis
Consideration should be given to possible early adoption of ASU 2019-12
Note that if the ASU is early adopted, all measures in the ASU must be early adopted
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ASC 740 SIMPLIFICATION

ASU 2019-12
The board also decided the following:


An entity should recognize a franchise tax that is partially based on income in accordance
with Topic 740 and account for any incremental amount as a non-income-based tax.



An entity should evaluate when a step up in the tax basis of goodwill should be considered
part of the initial recognition of book goodwill and when it should be considered a
separate transaction.



An entity should be permitted to forgo the allocation of consolidated current and
deferred tax expense to legal entities that are not subject to tax in their separate
financial statements.



An entity should reflect the effect of an enacted change in tax laws or rates in the annual
effective tax rate computation in the interim period that includes the enactment date.



Making minor codification improvements for income taxes related to employee stock
ownership plans and investments in qualified affordable housing projects accounted for
using the equity method.
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ASC 740 SIMPLIFICATION

ASU 2019-12: Transition and Effective Date


For public business entities, the amendments in the ASU 2019-12 are effective for fiscal
years, and interim periods within those fiscal years, beginning after December 15, 2020.
For all other entities, the amendments are effective for fiscal years beginning after
December 15, 2021, and interim periods within fiscal years beginning after December 15,
2022



The amendments related to separate financial statements of legal entities that are not
subject to tax should be applied on a retrospective basis for all periods presented



The amendments related to changes in ownership of foreign equity method investments
or foreign subsidiaries should be applied on a modified retrospective basis through a
cumulative-effect adjustment to retained earnings as of the beginning of the fiscal year
of adoption



The amendments related to franchise taxes that are partially based on income should be
applied on either a retrospective basis for all periods presented or a modified
retrospective basis through a cumulative-effect adjustment to retained earnings as of the
beginning of the fiscal year of adoption



All other amendments should be applied on a prospective basis
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Disclosure Framework
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Disclosure Framework
On March 25, 2019, the FASB issued a proposed Accounting Standard Update (ASU),
Disclosure Framework-Changes to the Disclosure Requirements for Income Taxes:


This proposed ASU is a revision to an exposure draft which was issued on July 26, 2016



The amendments in the ASU will apply to all entities that are subject to income taxes



Certain of the disclosures would only be applicable to public business entities
as that term is defined in the Master Glossary of the Codification



Comments were received on May 31, 2019
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Disclosure Framework (Cont.)
As proposed all entities would need to disclose:


Income (or loss) from continuing operations before income tax expense (or benefit) and
before intra-entity eliminations disaggregated between domestic and foreign



Income tax expense (or benefit) from continuing operations disaggregated between
federal, state, and foreign



Income taxes paid disaggregated between federal, state, and foreign.
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Disclosure Framework (Cont.)
The following disclosures would be required for PBEs only:


The line items in the statement of financial position in which the unrecognized tax
benefits are presented and the related amounts of such unrecognized tax benefits



The amount and explanation of the valuation allowance recognized and/or released
during the reporting period –requires an explanation of what increases were and what
decreases were and not merely a statement regarding that there was a net change-SEC
Regulation S-X 210.12-09, Valuation and Qualifying Accounts requires registrants to
provide a schedule ( basically a rollforward ) on valuation reserves if that information is
not disclosed elsewhere in the financial statements. See subsequent slide for sample
disclosure and rollforward



The total amount of unrecognized tax benefits that offsets the deferred tax assets for
carryforwards (see subsequent slide for further discussion)
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Disclosure Framework (Cont.)
The proposed ASU would:
Modify the existing rate reconciliation requirement for PBEs to be consistent with U.S.
Securities and Exchange Commission (SEC) Regulation S-X 210.4-08(h), Rules of General
Application—General Notes to Financial Statements: Income Tax Expense


That regulation requires separate disclosure for any reconciling item that amounts to
more than 5 percent of the amount computed by multiplying the income before tax by the
applicable statutory federal income tax rate



The reconciliation may be presented in percentages or in reporting currency amounts



The proposed amendments would further modify the requirement to explain the change in
an amount or a percentage of a reconciling item from year to year (see subsequent slide
for an example)



Do percentages make sense?—sensitive to variations in pre tax income



An entity other than a public business entity shall disclose the nature of significant
reconciling items but may omit a numerical reconciliation
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Disclosure Framework (Cont.)
The amendments in this proposed Update would reduce diversity in practice by explicitly
requiring a PBE to disclose:


The amounts of federal, state, and foreign carryforwards (tax effected before any
valuation allowance) by time period of expiration for each of the first five years after the
reporting date, a total for any remaining years, and a total for carryforwards that do not
expire



The valuation allowance associated with the total tax-effected amounts of federal, state,
and foreign carryforwards



The total amount of unrecognized tax benefits that offsets the deferred tax asset
attributable to carryforwards in accordance with paragraph 740-10-45-10A



An entity other than a public business entity would be required to disclose the total
amounts of federal, state, and foreign credit carryforwards and the total amounts of
other federal, state, and foreign carryforwards (not tax effected), separately for those
carryforwards that do not expire and those that do expire, along with their expiration
dates (or a range of expiration dates)
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Disclosure Framework (Cont.)
The proposed amendments in the ASU would:


Eliminate the requirement for all entities to (1) disclose the nature and estimate of the
range of the reasonably possible change in the unrecognized tax benefits balance in the
next 12 months or (2) make a statement that an estimate of the range cannot be made.



Remove the requirement to disclose the cumulative amount of each type of temporary
difference when a deferred tax liability is not recognized because of the exceptions to
comprehensive recognition of deferred taxes related to subsidiaries and corporate joint
ventures.



Clarify that the disclosure of income taxes paid during the period under Topic 230,
Statement of Cash Flows, is required for interim periods.



Clarify that income taxes on foreign earnings that are imposed by the jurisdiction of
domicile shall be included in the amount for that jurisdiction of domicile (currently there
is diversity in practice—relates to withholding taxes).



Replace the term Public Entity with term Public Business Entity throughout the Topic 740
in accordance with ASU 2013-12, Definition of a Public Business Entity.
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Disclosure Framework (Cont.)
The amendments in this proposed Update
would be applied prospectively. The
effective date and whether early adoption
of the proposed amendments should be
permitted will be determined after the
Board considers stakeholder feedback on
the proposed amendments.
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Disclosure Framework (Cont.)
Deferred Tax Valuation Allowance:
Balance at

Charged
to

beginning of year expense N1
Year ended December 31, 2019

$500

300

Reduction
from
expense
200

Deductions
from
N2

reserves
100

N3

Other
increase
s
200

N4

Balance at
end
of the
period
$700

N1 - The increase in the valuation allowance was recorded for our German subsidiary which is still
experiencing losses as it attempts to penetrate the German market.
N2 - The reduction in the valuation allowance is due to the release of the reserve of our Brazilian
subsidiary which has reached a sustained level of profitability.

N3 - The reduction in our valuation allowance which did not impact expense is from the write off of both
the deferred tax asset and related valuation allowance for net operating losses which expired in our
Netherlands subsidiary.
N4 - Represents the recording of the valuation allowance with respect to the acquisition of X company in
South Africa due to the inability to conclude that it was more likely than not that the existing net
operating losses could be realized.
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Disclosure Framework (Cont.)
The following is a reconciliation of the statutory federal income tax rate to the Company’s effective
tax rate for the years ended December 31, 2016, 2017 and 2018 as follows:
Year Ended December 31,

Federal statutory income tax rate
State income tax expense
Foreign rate differential

2016
35.0%
—%
(17.7)%

2017
2018
35.0%
21.0%
0.2%
1.7%
(14.4)% 29.6%

Foreign rate differential – gain on divestitures(1)
Non-deductible expenses
Stock-based compensation
Interest on convertible notes
Federal research and development credits
Deferred tax on foreign investments(2)
Entity restructuring(3)
Change in unrecognized tax benefits
Valuation allowance
Impact of the Tax Act
Other, net
Effective income tax rate

—
(0.7)%
(0.9)%
(1.7)%
1.1%
—%
—%
(2.5)%
(13.9)%
—%
0.3%
(1.0)%

—
(83.1)%
(1.2)%
0.8%
(0.2)%
(2.6)%
(2.8)%
15.1%
2.0%
(7.2)%
—%
51.4%
—%
(20.0)%
(0.9)%
9.9%
(21.8)% 4.9%
15.8%
—%
0.1%
0.1%
11.8%
21.6%

(1) The foreign rate differential – gain on divestitures in 2018 is primarily driven by the gains on divestitures reported by subsidiaries in
jurisdictions with statutory tax rates lower than the U.S. federal tax rate.
(2) Represents the following: a) deferred U.S. tax impact of income inclusion related to the gain on the eventual disposition of the shares underlying
the Company’s investment in Frick and Frack, and b) deferred China tax impact on the eventual disposition of the shares underlying the
Company’s investment in Frick.
(3) In the fourth quarter of 2018, the Company entered into a transaction that resulted in the repatriation of assets from a foreign subsidiary to a
domestic subsidiary. As a result of the repatriation, the deferred tax assets were recalculated at the U.S. statutory tax rate, resulting in a total
deferred tax benefit of $275 million. The rate differential between the foreign subsidiary and the United States resulted in this deferred tax
benefit. The corresponding deferred tax asset balance is included in the “Fixed assets and intangible assets” line in the table.
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Disclosure Framework (Cont.)
740-10-55-220 If Entity A is a public business entity, illustrative disclosure for the entity follows.

Realization of the deferred tax asset is dependent on generating sufficient taxable income to utilize the
carryforwards. Although realization is not assured, management believes it is more likely than not that all
of the deferred tax asset will be realized. The amount of the deferred tax asset considered realizable,
however, could be reduced in the near term if estimates of future taxable income during the carryforward
period are reduced.
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Questions?
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BDO Alerts & Insights on BDO.com


Financial Reporting Treatment Under ASC 740 & ASC 450 of Tax Provisions in the PATH Act



FASB ISSUES ASU ON SIMPLIFYING THE ACCOUNTING FOR INCOME TAXES – ASC 740



ASC 740 INCOME TAXES – IMPLICATIONS OF COVID-19 AND THE CARES ACT
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Appendix
ASU 2019-12 Examples
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ASC 740 SIMPLIFICATION

Intraperiod Allocation – ASC 740-20-45-7
Pre-simplification:
740-20-45-7: The tax effect of pretax income or loss from continuing operations generally should be
determined by a computation that does not consider the tax effects of items that are not included in
continuing operations. The exception to that incremental approach is that all items (for example,
discontinued operations, other comprehensive income, and so forth) be considered in determining the
amount of tax benefit that results from a loss from continuing operations and that shall be allocated to
continuing operations. That modification of the incremental approach is to be consistent with the
approach in Subtopic 740-10 : to consider the tax consequences of taxable income expected in future
years in assessing the realizability of deferred tax assets. Application of this modification makes it
appropriate to consider a gain on discontinued operations in the current year for purposes of allocating a
tax benefit to a current-year loss from continuing operations.

Simplification:
740-20-45-7: The tax effect of pretax income or loss from continuing operations should be determined by
a computation that does not consider the tax effects of other items that are not included in continuing
operations.
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INTRAPERIOD ALLOCATION

ASC 740-20-45-7
Example 1 Intraperiod Allocation:


Current
Accounting

Delta corp, a US corporation has an NOL carryover at the
beginning of the year of $5,000 (tax effected) and a
corresponding valuation allowance of $5,000.



During the current year Delta had a pre-tax loss of $1,000
($250 tax effected) from continuing operations and $1,000 of
income in other comprehensive income.



Delta determines that it is still necessary to record a full
valuation allowance at the end of the year.



The following is the accounting as is currently in place
pursuant to ASC 740-20-45-7 (old FAS 109 paragraph 140
exception) as well as the proposed accounting.

Cr.

Benefit
continuing
operations

Dr.

Expense OCI

Simplified
Accounting

($250)

No entry
necessary

$250

The exception from the general with and without approach in ASC 740-20-45-7 requires the recognition of a benefit in
continuing operations when there is income in other terms e.g. discontinued operations etc. There have been significant
practice issues with respect to this accounting as well as many restatements since intuitively practitioners would believe
that the loss from continuing operations would require the application of a valuation allowance based on the facts. The
proposed accounting would adopt the rational discussed previously.
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INTRAPERIOD ALLOCATION

ASC 740-20-45-7
Example 2 Intraperiod Allocation:


Beta corporation at the beginning of the year had a net operating loss carryover of
$10,000 (tax effected $2,500). Beta had determined that it was unable to support the
realization of the DTA and recorded a full Valuation allowance of $2,500.



During the current year Beta generated income in continuing operations of $1,000 and
income in OCI of $1,000. Beta has determined that it would still need a valuation
allowance against its remaining Net DTAs.



The accounting for the above fact pattern would have the income in both continuing
operations and in OCI be fully offset by the fully valued net operating loss carryovers.
The accounting is the same both pre & post proposed simplification.
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INTRAPERIOD ALLOCATION

ASC 740-20-45-7
Example 3 Intraperiod Allocation:




Lambda Corp. has a loss from continuing operations of $500
for the current year and a gain in discontinued operations of
$900. The tax rate on ordinary income is 40% and a 30% rate
on capital gains. During the current year Lambda calculates a
tax of $120. Lambda has determined that the DTA that would
have resulted from the loss in continuing operations if the gain
from discontinued operations had not occurred would be
expected to realized i.e. no VA.

Total income tax
expense

Tax allocated to
continuing
operations

PRE

POST

$120

$120

-150

-200

The following is the accounting pre and post simplification:

The effect of the $500 loss from continuing operations was to offset an equal amount of capital gain that would otherwise
be taxed at the 30% tax rate. However, ASC 740-20-45-7 requires that an entity determine the tax effects from continuing
operations by a computation that does not consider the tax effects of items that are not included in continuing operations.
Lambda has determined that absent the capital gain that no valuation allowance would have been needed on the
hypothetical DTA resulting in from the $500 loss in continuing operations.
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EXCEPTIONS TO THE RECOGNITION OF DTLS

Subsidiary to an Equity Method Investment
Pre-simplification:
ASC 74-30-25-15 – subsidiary to equity method investment- An investment in common stock of a subsidiary
may change so that it is no longer a subsidiary because the parent entity sells a portion of the investment,
the subsidiary sells additional stock, or other transactions affect the investment. If the remaining
investment in common stock shall be accounted for by the equity method, the investor shall recognize
income taxes on its share of current earnings of the investee entity in accordance with the provisions of
Subtopic 740-10 : If a parent entity did not recognize income taxes on its equity in undistributed earnings
of a subsidiary for the reasons cited in paragraph 740-30-25-17 : (and the entity in which the investment is
held ceases to be a subsidiary), it shall accrue as a current period expense income taxes on undistributed
earnings in the period that it becomes apparent that any of those undistributed earnings (prior to the
change in status) will be remitted. The change in the status of an investment would not by itself mean
that remittance of these undistributed earnings shall be considered apparent. If a parent entity recognizes
a deferred tax liability for the temporary difference arising from its equity in undistributed earnings of a
subsidiary and subsequently reduces its investment in the subsidiary through a taxable sale or other
transaction, the amount of the temporary difference and the related deferred tax liability will change.
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EXCEPTIONS TO THE RECOGNITION OF DTLS

Subsidiary to an Equity Method Investment (Cont.)
Simplification:
ASC 740-30-25-15 – subsidiary to equity method investment - An investment in common stock of a
subsidiary may change so that it is no longer a subsidiary because the parent entity sells a portion of the
investment, the subsidiary sells additional stock, or other transactions affect the investment. If a parent
entity did not recognize income taxes on its equity in undistributed earnings of a subsidiary for the reasons
cited in paragraph 740-30-25-17 (and the entity in which the investment is held ceases to be a subsidiary),
it shall accrue as a current period expense income taxes on the temporary difference related to its
remaining investment in common stock in accordance with the guidance in Subtopic 740-10.
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EXCEPTIONS TO THE RECOGNITION OF DTL

Subsidiary to an Equity Method Investment (Cont.)
Assume Newcastle Ltd, a US C Corporation, owns 65% of Sunderland Ltd, an entity formed in 2012 and is resident in the UK.
On 1-1-2020 Newcastle sells 46% of its investment in Sunderland to a third party for $10,000. Newcastle’s initial capital
contribution was $1,000. Newcastle had consolidated Sunderland prior to the sale but will now account for it on the equity
method. Sunderland was a CFC prior to the sale but now will no longer be a CFC but will be a specified corporation pursuant
to IRC 245A, Deduction For Foreign Source-Portion of Dividends Received By Domestic Corporation From Specified 10-Percent
Owned Foreign Corporations. Sunderland has been profitable since inception. Newcastle’s book basis in Sunderland was
$10,000 prior to the sale and $5,400 after the transaction. Newcastle had been subject to the transition tax and had an
inclusion of $5,000 and GILTI tested income of $2,200 (adopted the current inclusion method in accounting for GILTI) in total
for 2018 & 2019. Sunderland also generate $1,000 of subpart F income which was excludable due to the high tax kick out
exception in IRC 951(A)(2)(A)(i)(iii). Newcastle had not provided on the outside basis difference prior to the sale.
The following would be the accounting for the transaction under the simplification proposal (under prior guidance no
entry would be necessary):
Sale:
Proceeds
Basis

Book

Tax

$10,000

$10,000

-4,600 N1

245A amount
Gain on Sale
Tax rate
Current Tax
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-3,773 N2
($460) N3

5,400

$5,767
21%
$1,211

EXCEPTIONS TO THE RECOGNITION OF DTLS

Subsidiary to an Equity Method Investment (Cont.)
Record equity method investment:

N1 - Book basis = $10,000*46% = $4,600;

Book basis

$5,400

Tax basis

-4,967 N4

N2 - Tax basis = (Transition tax inclusion of $5,000+GILTI tested
income of $2,200 + initial capital contribution of $1,000) X 46% =
$3,773

Difference

433

N3 - 245A amount = $1,000 X 46% = $460

Tax rate

21%

DTL

$91

N4 - Remaining basis-tax free amounts = the sum of the transition
tax inclusion, GILTI tested income plus original basis less the
amount allocated to the sale of $3,773 plus Newcastle’s remaining
245A amount of $540.

Since the company had been indefinitely reinvested, a DTL had not been recorded prior to the sale of the 46% interest. Thus
the sale trigged a current tax expense of $1,211. Note that the 245A amount would be treated as a tax free dividend since
any existing E&P would be deemed distributed pursuant to Code Sec 1248, gain from certain sales or exchanges of stock in
certain foreign corporations, albeit tax free.
In recording the DTL for the equity method investment Newcastle’s remaining 245A amount of $460($1000 X 35/65) was
taken into account as a reduction to the potential DTL under the assumption that the 35% interest will be help past the 5
year period per Code Sec 1248(a)(2) at the time of disposition. An additional factor which would need to be considered
currently and in the future is whether the outside basis could be recovered via dividend distributions. Since Sunderland is a
specified foreign corporation it is possible that dividends from such could be deemed tax free pursuant to Code Sec 245A.
Generally, there is a rebuttable presumption that the outside basis difference would be recovered via sale.
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EXCEPTION TO THE RECOGNITION OF DEFERRED TAXES

Equity Method to Subsidiary
Pre-simplification:
ASC 740-30-25-16:
An investment in common stock of an investee (other than a subsidiary or corporate joint
venture) may change so that the investee becomes a subsidiary because the investor acquires
additional common stock, the investee acquires or retires common stock, or other
transactions affect the investment. A temporary difference for the investor's share of the
undistributed earnings of the investee prior to the date it becomes a subsidiary shall
continue to be treated as a temporary difference for which a deferred tax liability shall
continue to be recognized to the extent that dividends from the subsidiary do not exceed the
parent entity's share of the subsidiary's earnings subsequent to the date it became a
subsidiary.
Simplification:
Section deleted
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EXCEPTION TO THE RECOGNITION OF DEFERRED TAXES

Equity Method to Subsidiary


Beta Corp has owned 35% of the only class of stock that is issued by Alpha Ltd. which is not a CFC.



Alpha is incorporated in country Y which does not have any withholding requirements with respect to
dividend distributions. Beta purchased its shares upon the initial incorporation of Alpha. Beta operates
in a state which does not impose an income tax. On 1-1-2020 Beta purchases an additional 40% of the
shares of Alpha for $25,000 and thus will consolidate Alpha at that point. At the date of the acquisition
of the additional 40% interest Alpha will account for the purchase as a business combination.



Beta's book basis in Alpha at the date of the acquisition was $4,000 and the tax basis was $1,000. At
the date of the acquisition Beta had recorded a DTL on the basis difference of $680 since it was unable
to support the assumption that the basis difference would be recorded via dividend distributions (Alpha
has/had no history of dividend distributions and Beta did not control Alpha.



Based on these facts Beta would record a gain of $3,000 on its 35% holding and based on pre
simplification accounting would have had the choice of recording the DTL or not recognizing it if was
expected to be permanent in duration in (ASC 740-30-25-18). With respect to the existing DTL it could
now be derecognized under the simplification initiative assuming Beta is asserting indefinite
reinvestment.
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REMOVAL OF THE EXCEPTION IN CALCULTING INCOME TAXES

Interim Periods When Year-to Date Loss Exceeds
Anticipated Loss
Pre-simplification:
ASC 740-270-30-28:

If an entity has an ordinary loss for the year to date at the end of an interim period and
anticipates an ordinary loss for the fiscal year, the interim period tax benefit shall be
computed in accordance with paragraph 740-270-30-5: The estimated tax benefit for the
fiscal year, used to determine the estimated annual effective tax rate described in
paragraphs 740-270-30-6 through 30-8:, shall not exceed the tax benefit determined in
accordance with paragraphs 740-270-30-30 through 30-33: In addition to that limitation in the
effective rate computation, if the year-to-date ordinary loss exceeds the anticipated
ordinary loss for the fiscal year, the tax benefit recognized for the year to date shall not
exceed the tax benefit determined, based on the year-to-date ordinary loss, in accordance
with paragraphs 740-270-30-30 through 30-33.
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REMOVAL OF THE EXCEPTION IN CALCULTING INCOME TAXES

Interim Periods When Year-to Date Loss Exceeds
Anticipated Loss for the Years
Simplification:
740-270-30-28
If an entity has an ordinary loss for the year to date at the end of an interim period and
anticipates an ordinary loss for the fiscal year, the interim period tax benefit shall be
computed in accordance with paragraph 740-270-30-5. The estimated tax benefit for the
fiscal year, used to determine the estimated annual effective tax rate described in
paragraphs 740-270-30-6 through 30-8, shall not exceed the tax benefit determined in
accordance with paragraphs 740-270-30-30 through 30-33.
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Franchise Tax vs. Income Tax
An entity should recognize a franchise tax that is partially based on income in accordance with 740 and
account for any incremental amount as a non-income based tax.

Pre-simplification:
ASC 740-15-4a:
The guidance in this Topic does not apply to the following transactions and activities:

A franchise tax to the extent it is based on capital and there is no additional tax based on income. If there
is an additional tax based on income, that excess is considered an income tax and is subject to the
guidance in this Topic. See Example 17 (paragraph 740-10-55-139:) for an example of the determination of
whether a franchise tax is an income tax.

Simplification:
A franchise tax (or similar tax) to the extent it is based on capital and there is no portion of the tax based
on income. If a franchise tax is partially based on income (for example, an entity pays the greater of an
income-based tax and a non-income-based tax), deferred tax assets and liabilities shall be recognized and
accounted for in accordance with this Topic. The amount of current tax expense that is based on income
shall be accounted for in accordance with this Topic, with any incremental amount incurred accounted for
as a non-income-based tax. See Example 17 (paragraph 740-10-55-139) for an example of how to apply this
guidance.
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Goodwill
An entity should evaluate when a step up in the tax basis of goodwill should be considered part of the
initial recognition of book goodwill and when it should be considered a separate transaction.

Pre-simplification:
ASC 740-10-25-54
In situations in which the tax basis step up relates to goodwill that was previously not deductible, no
deferred tax asset would be recorded for the increase in basis except to the extent that the newly
deductible goodwill amount exceeds the remaining balance of book goodwill.

Simplification:
An entity shall determine whether a step up in the tax basis of goodwill relates to the business
combination in which the book goodwill was originally recognized or whether it relates to a separate
transaction. In situations in which the tax basis step up relates to the business combination in which the
book goodwill was originally recognized , no deferred tax asset would be recorded for the increase in basis
except to the extent that the newly deductible goodwill amount exceeds the remaining balance of book
goodwill. In situations in which the tax basis step up relates to a separate transaction, a deferred tax asset
would be recorded in accordance with this subtopic.
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Goodwill (Cont.)
Factors that may indicate that the step up in tax basis relates to a separate transaction
include, but are not limited to, the following:
1. A significant lapse in time between the transactions has occurred.
2. The tax basis in the newly created goodwill is not the direct result of settlement of
liabilities recorded in connection with the acquisition.
3. The step up in tax basis is based on a valuation of the goodwill or business after the date
of the business combination.
4. The transaction resulting in the step up in tax basis requires more than a simple tax
election.
5. The entity must incur a cash tax cost or sacrifice existing tax attributes to achieve the
step up in tax basis.
6. The transaction resulting in the step up in tax basis was not contemplated at the time of
the business combination.
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Goodwill (Cont.)
338(g) Example:
Beta Corp and Delta Ltd are both US domestic C corporations. On 1-1-2019 Beta acquires the
stock of Delta for $10,000. At the date of the acquisition Delta did not have any limitation
with respect to its NOL carryovers of $7,000.
Delta’s book and (FMV) and tax basis balance sheets at the date of the acquisition were as
follows:

FMV book basis excludes GW
Goodwill
Acquisition price
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Book

Tax

Difference

$7,000

$5,000

$2,000

3,000

0

$10,000

$10,000

Goodwill (Cont.)
338(g) Example:
Assuming a 25% tax rate and full NOL recognition the following would be the opening balance
sheet for Delta:
FMV book basis excludes GW

DTA NOLs -25%*$7,000
DTL $2,000 X 25%
Goodwill
Purchase price

$7,000

1,750
-500
1,750
$10,000

During the course of the acquisition Beta determined that due to the 382 limit on the
acquired NOLs that it would be far better to make a 338(g) election since the present value
of the additional amortization exceeds the lost NOL carryover.
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Goodwill (Cont.)
338(g) Example:
Prior to the acquisition certain practitioners
believed that the (g) election should be
accounted for outside of acquisition
accounting and directly into income since
it represents a transaction between a
taxpayer and a government pursuant to ASC
740-10-25-53.Other practitioners believed
that the (g) election should be accounted
for as part of acquisition accounting. If the
(g) election is accounted for outside of
acquisition accounting then the following
entry would be recorded:

Dr.

deferred tax expense

Cr.

deferred tax asset
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-1,750

To record the reversal of the DTA with respect to the NOLS
recorded in acquisition accounting.

Dr.

deferred tax liability

500

Cr.

deferred tax benefit

-500

To record the reversal of the DTL recorded in acquisition
accounting for the book tax basis difference.
Dr.

deferred tax asset

Cr.

deferred tax benefit

To record a deferred tax asset for the tax goodwill
generated due to the (g) election
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1,750

750
-750

Goodwill (Cont.)
338(g) Example:
Had Delta taken the position that the(g) election should be accounted for as part of
acquisition accounting then no deferred tax would be recorded since the book and tax bases
would be equal at that point.
There seems to be some difference in positions practitioners appear to be taking with
respect to whether the (g) election should be accounted for in acquisition accounting or
outside of acquisition accounting within the simplification initiative. Some practitioners
would analyze all of the factors to reach a conclusion which would in all likelihood lead to an
interpretation that the (g) election is considered in acquisition accounting. Others would
take the position that if only one of the criteria were met then it would be accounted for
outside of acquisition accounting.
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Allocation of Consolidated Tax Expense to Separate
Financial Statements of Members
An entity should be permitted to forgo the allocation of consolidated current and deferred tax expense to
legal entities that are not subject to tax in their separate financial statements.

Pre-simplification:
ASC 740-10-30-27
The consolidated amount of current and deferred tax expense for a group that files a consolidated tax return shall be
allocated among the members of the group when those members issue separate financial statements. This Subtopic does not
require a single allocation method. The method adopted, however, shall be systematic, rational, and consistent with the
broad principles established by this Subtopic. A method that allocates current and deferred taxes to members of the group
by applying this Topic to each member as if it were a separate taxpayer meets those criteria. In that situation, the sum of
the amounts allocated to individual members of the group may not equal the consolidated amount. That may also be the
result when there are intra-entity transactions between members of the group. The criteria are satisfied, nevertheless, after
giving effect to the type of adjustments (including eliminations) normally present in preparing consolidated financial
statements.

Simplification:
The consolidated amount of current and deferred tax expense for a group that files a consolidated tax return shall be
allocated among the members of the group when those members issue separate financial statements. An entity is not
required to allocate the consolidated amount of current and deferred tax expense to legal entities that are not subject to
tax (e.g. certain partnerships and disregarded
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Allocation of Consolidated Tax Expense to Separate
Financial Statements of Members
An entity is not required to allocate the consolidated amount of current and deferred tax
expense to legal entities that are not subject to tax (for example, certain partnerships
and disregarded entities such as single-member limited liability companies). However, an
entity may elect to allocate the consolidated amount of current and deferred tax
expense to legal entities that are not subject to tax and that are disregarded by the
taxing authority.
This Subtopic does not require a single allocation method. The method adopted, however,
shall be systematic, rational, and consistent with the broad principles established by this
Subtopic. A method that allocates current and deferred taxes to members of the group by
applying this Topic to each member as if it were a separate taxpayer meets those criteria. In
that situation, the sum of the amounts allocated to individual members of the group may not
equal the consolidated amount. That may also be the result when there are intra-entity
transactions between members of the group. The criteria are satisfied, nevertheless, after
giving effect to the type of adjustments (including eliminations) normally present in
preparing consolidated financial statements.
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Reflecting Enacted Changes in Tax Law or Rates
Requirement that an entity reflect the effect of enacted changes in tax law or rates in the annual
effective tax rate computation in the interim period that includes the enactment date.

Pre-simplification:
ASC 740-270-25-5
The effects of new tax legislation shall not be recognized prior to enactment. The tax effect of a change
in tax laws or rates on taxes currently payable or refundable for the current year shall be recorded after
the effective dates prescribed in the statutes and reflected in the computation of the annual effective tax
rate beginning no earlier than the first interim period that includes the enactment date of the new
legislation. The effect of a change in tax laws or rates on a deferred tax liability or asset shall not be
apportioned among interim periods through an adjustment of the annual effective tax rate.

Simplification:
The effects of new tax legislation shall not be recognized prior to enactment. The tax effect of a change
in tax laws or rates shall be reflected in the computation of the annual effective tax rate beginning no
earlier than in the first interim period that includes the enactment date of the new legislation. The effect
of a change in tax laws or rates on a deferred tax liability or asset shall not be apportioned among interim
periods through an adjustment of the annual effective tax rate.
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