
kpmg accounting for income taxes guide

kpmg accounting for income taxes guide serves as a comprehensive resource for professionals navigating
the complexities of income tax accounting under various regulatory frameworks. This guide provides
detailed insights into the principles, methodologies, and best practices recognized by KPMG, a global leader
in professional services. It covers key topics such as deferred tax assets and liabilities, uncertain tax positions,
and the impact of tax reforms on financial statements. Readers will gain an understanding of how to apply
accounting standards like ASC 740 and IAS 12 effectively, ensuring accurate financial reporting and
compliance. Additionally, the guide highlights practical approaches to tax provision calculations, disclosures,
and audit considerations. The following sections will explore these areas in depth, offering clarity on both
technical and strategic aspects of income tax accounting.

Fundamentals of Accounting for Income Taxes

Deferred Tax Assets and Liabilities

Uncertain Tax Positions and Their Accounting

Tax Provision Process and Methodologies

Disclosure Requirements and Reporting

Impact of Tax Reforms and Updates

Fundamentals of Accounting for Income Taxes
The foundation of the kpmg accounting for income taxes guide is built upon understanding the core
principles of income tax accounting. This involves recognizing the differences between taxable income and
accounting income, which arise due to temporary and permanent differences. Temporary differences
create deferred tax assets or liabilities, while permanent differences affect the effective tax rate without
generating deferred tax balances.

Accounting for income taxes requires adherence to relevant accounting standards, including the Financial
Accounting Standards Board’s ASC 740 in the United States and the International Accounting Standards
Board’s IAS 12 internationally. These standards prescribe the treatment of current and deferred taxes,
measurement criteria, and presentation in financial statements.



Key Concepts in Income Tax Accounting
Several essential concepts underpin the kpmg accounting for income taxes guide:

Current Tax: Taxes payable or refundable for the current year based on taxable income.

Deferred Tax: Taxes recognized for temporary differences that will reverse in future periods.

Temporary Differences: Differences between the carrying amount of assets and liabilities for financial
reporting and their tax bases.

Permanent Differences: Items that affect either pretax financial income or taxable income but not
both.

Deferred Tax Assets and Liabilities
Deferred tax assets and liabilities constitute a critical area in the kpmg accounting for income taxes guide.
They represent future tax consequences attributable to temporary differences and carryforwards. Proper
recognition and measurement of these balances are essential for accurate financial reporting and tax
planning.

Deferred tax liabilities generally arise when taxable income is less than accounting income temporarily,
while deferred tax assets occur when taxable income exceeds accounting income. The guide emphasizes
evaluating the likelihood of realizing deferred tax assets, which may require valuation allowances if it is
more likely than not that some portion will not be realized.

Recognition and Measurement
Recognition criteria require that deferred tax assets and liabilities be recorded for all temporary differences,
except those related to goodwill or initial recognition of assets and liabilities in non-business combinations.
Measurement is based on enacted tax rates expected to apply when the asset is realized or liability settled.

Valuation Allowances
Deferred tax assets are subject to a valuation allowance when future taxable income is uncertain. The kpmg
accounting for income taxes guide details the assessment process, which includes consideration of:

Historical earnings and future projections



Tax planning strategies

Tax loss carryforwards and their expiration

Uncertain Tax Positions and Their Accounting
Addressing uncertain tax positions (UTPs) is a significant component of the kpmg accounting for income
taxes guide. UTPs arise when there is uncertainty about the tax treatment of certain positions taken on tax
returns. Proper accounting for these positions is vital to avoid understatement of tax liabilities and ensure
compliance with regulatory standards.

Under ASC 740-10, entities must evaluate each tax position to determine whether it is more likely than not
to be sustained upon examination. If this threshold is met, the tax benefit is recognized; otherwise, it is not
recorded or is partially recognized based on the probability of realization.

Measurement of Uncertain Tax Positions
The measurement of UTPs involves quantifying the largest amount of benefit that is more than 50% likely
to be realized. This process requires detailed analysis of relevant tax laws, interpretations, and facts specific
to the tax position.

Disclosure Requirements
Entities must disclose information about uncertain tax positions in their financial statements, including a
description of the positions, the amounts of unrecognized tax benefits, and potential changes within the
next 12 months. These disclosures enhance transparency and provide stakeholders with insights into tax
risk exposure.

Tax Provision Process and Methodologies
The kpmg accounting for income taxes guide outlines the tax provision process and methodologies
employed to ensure accurate tax expense reporting. The tax provision is the aggregate of current taxes
payable and deferred tax expense or benefit recognized in the financial statements.

Developing a reliable tax provision requires coordination among accounting, tax, and finance teams,
supported by robust data collection and documentation. The provision process typically involves calculating
taxable income, identifying temporary and permanent differences, and applying appropriate tax rates.



Step-by-Step Tax Provision Calculation

Determine pretax financial income from accounting records.1.

Identify permanent and temporary differences between accounting and taxable income.2.

Calculate current tax expense based on taxable income and enacted tax rates.3.

Measure deferred tax assets and liabilities for temporary differences.4.

Assess the need for valuation allowances on deferred tax assets.5.

Compile total tax expense (current plus deferred) for financial statement reporting.6.

Technology and Automation in Tax Provision
Modern tax provision methodologies leverage technology solutions to streamline calculations, maintain
audit trails, and ensure compliance. The kpmg accounting for income taxes guide highlights best practices
in employing tax software and automation tools to enhance accuracy and efficiency.

Disclosure Requirements and Reporting
Transparent and comprehensive disclosures are critical elements in the kpmg accounting for income taxes
guide. Accounting standards mandate specific disclosures related to income taxes to provide users of
financial statements with relevant information about tax positions, risks, and impacts.

These disclosures include details on current and deferred tax balances, reconciliation of effective tax rate,
uncertain tax positions, valuation allowances, and significant tax contingencies.

Effective Tax Rate Reconciliation
A reconciliation between the statutory tax rate and the effective tax rate is required to explain differences
caused by permanent differences, tax credits, and other items. This reconciliation enhances financial
statement clarity and aids in performance analysis.



Additional Required Disclosures

Details of significant temporary differences and carryforwards

Unrecognized tax benefits and related interest or penalties

Impact of changes in tax laws or rates

Description of tax-related contingencies and uncertainties

Impact of Tax Reforms and Updates
The kpmg accounting for income taxes guide emphasizes the importance of monitoring and adapting to
changes in tax legislation, which can significantly affect accounting for income taxes. Tax reforms may alter
tax rates, introduce new deductions or credits, or change the treatment of deferred taxes.

Entities must assess the impact of such reforms promptly, adjust deferred tax balances accordingly, and
update disclosures to reflect the new tax environment. This proactive approach ensures compliance and
accurate financial reporting.

Examples of Recent Tax Reform Impacts
Recent global tax reforms have necessitated adjustments in deferred tax accounting, including
remeasurement of deferred tax assets and liabilities and reassessment of valuation allowances. The kpmg
accounting for income taxes guide provides case studies and practical advice on navigating these changes
effectively.

Ongoing Compliance and Monitoring
Continuous monitoring of tax legislation and regulatory guidance is essential for maintaining compliance.
The guide recommends establishing processes for timely identification of tax law changes and incorporating
their effects into accounting policies and procedures.

Frequently Asked Questions



What is the KPMG Accounting for Income Taxes Guide?
The KPMG Accounting for Income Taxes Guide is a comprehensive resource that provides detailed
guidance on the application of accounting standards related to income taxes, including ASC 740 and IFRS
IAS 12.

How does the KPMG guide help with ASC 740 implementation?
The guide offers practical insights, examples, and interpretations to assist accounting professionals in
implementing ASC 740 requirements effectively, such as recognizing deferred tax assets and liabilities and
assessing valuation allowances.

Does the KPMG Accounting for Income Taxes Guide cover international
tax accounting standards?
Yes, the guide includes coverage of IFRS IAS 12 and provides comparative analysis with U.S. GAAP,
helping multinational companies navigate differences in income tax accounting across jurisdictions.

How frequently is the KPMG Accounting for Income Taxes Guide
updated?
KPMG updates the Accounting for Income Taxes Guide regularly to reflect new tax laws, accounting
standards updates, and emerging issues in tax accounting to ensure users have the latest information.

Can the KPMG guide assist with uncertain tax positions?
Yes, the guide provides detailed guidance on accounting for uncertain tax positions, including recognition,
measurement, and disclosure requirements under ASC 740.

Is the KPMG Accounting for Income Taxes Guide suitable for beginners?
While the guide is comprehensive and technical, it includes explanatory content and examples that can be
useful for both experienced professionals and those new to income tax accounting.

Additional Resources
1. KPMG’s Guide to Accounting for Income Taxes
This comprehensive guide by KPMG provides detailed insights into the principles and application of
accounting for income taxes under various accounting standards. It covers the latest regulations, tax
positions, and disclosures necessary for accurate financial reporting. The book is essential for tax
professionals, accountants, and auditors aiming to stay compliant and informed in a complex tax



environment.

2. International Accounting Standards for Income Taxes
This book explores the international accounting standards related to income taxes, focusing on IFRS and IAS
12. It provides practical examples and case studies to help readers understand deferred tax accounting,
recognition of tax assets and liabilities, and tax disclosures. It’s a valuable resource for professionals working
in multinational organizations or with cross-border tax issues.

3. Accounting for Income Taxes: Principles and Practice
A detailed exploration of the fundamental principles behind accounting for income taxes, this book offers
practical guidance on implementing tax accounting standards. It explains current tax accounting methods,
temporary differences, and tax planning strategies, making it useful for both students and practitioners in
accounting and finance.

4. Tax Accounting and Financial Reporting
This text bridges the gap between tax accounting and financial reporting, illustrating how tax laws impact
financial statements. It emphasizes the importance of accurate tax provisioning and disclosure requirements,
supporting accountants in preparing transparent and compliant reports. The book includes updated tax codes
and real-world applications.

5. Deferred Taxation: Concepts and Applications
Focused on deferred tax accounting, this book delves into the recognition, measurement, and reporting of
deferred tax assets and liabilities. It explains the timing differences that give rise to deferred taxes and how
to handle changes in tax rates or legislation. The clear explanations and examples make complex tax
concepts accessible to professionals.

6. Corporate Tax Accounting and Compliance
This guide addresses corporate tax accounting from both a compliance and strategic perspective. It covers
tax provision calculations, tax return preparation, and the impact of tax planning on financial statements.
Ideal for tax accountants and corporate finance teams, the book highlights best practices in managing
corporate tax obligations efficiently.

7. Income Tax Accounting Under US GAAP
Specifically tailored to US Generally Accepted Accounting Principles (GAAP), this book provides an in-
depth analysis of income tax accounting rules applicable in the United States. It discusses ASC 740 and
related pronouncements, offering practical advice for managing tax accounting complexities in US-based
companies.

8. Advanced Topics in Income Tax Accounting
This advanced-level book covers specialized and emerging issues in income tax accounting, such as
uncertain tax positions, tax contingencies, and international tax considerations. It is designed for experienced
tax professionals seeking to deepen their understanding of complex tax accounting challenges and
regulatory updates.



9. Financial Reporting and Income Taxes: A Comprehensive Approach
This book integrates financial reporting with income tax accounting, emphasizing how tax considerations
affect overall financial statements. It discusses tax-related disclosures, the impact of tax legislation changes,
and strategies for transparent reporting. The content is suitable for accountants, auditors, and financial
analysts aiming for comprehensive tax reporting knowledge.
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