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INTRODUCTION:
NAVIGATING THE
COMPLEXITIES OF
TAX ACCOUNTING

In the world of
corporate finance, few
disciplines are as
intricate and high-
stakes as tax
accounting. The rules
are constantly shifting,
regulatory bodies
demand ever-greater
transparency, and the
penalties for missteps
can be severe. For
finance leaders,
controllers, and tax
professionals, staying
compliant while
optimizing tax strategy

Downloaded from

www.everybodystreet.com
by Warren & Morris

is a balancing act that
requires more than just
a spreadsheet and a
calculator. It demands
a deep understanding
of evolving standards
and a reliable
framework for applying
them. This is where the
Kpmg Tax
Accounting Guide
steps in as an
indispensable
resource. Published by
one of the world's
leading professional
services firms, this
guide offers a
structured,
authoritative pathway
through the maze of
tax provisions,
deferred tax assets,
uncertain tax positions,
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and income tax
disclosures. Whether
you are preparing for
an audit, closing the
books for a quarter, or
simply seeking to
deepen your technical
knowledge,
understanding the
principles within the
KPMG Tax Accounting
Guide is essential for
accurate financial
reporting and strategic
decision-making.

WHAT IS THE
KPMG TAX
ACCOUNTING
GUIDE?

The Kpmg Tax
Accounting Guide is
a comprehensive
reference document

designed to help
organizations apply the
principles of

accounting for income
taxes under both U.S.
GAAP (specifically ASC
740) and IFRS (IAS 12).
While many resources

exist on this topic,
KPMG’'s guide is
distinguished by its
practical orientation,
real-world examples,
and the depth of its
technical analysis. It is
not merely a textbook;
it is @ working manual
that tax departments,
audit teams, and
financial executives
use to navigate the
most common—and
the most obscure—tax
accounting issues.

The guide is updated
regularly to reflect
legislative changes,
new interpretive
guidance from the
Financial Accounting
Standards Board
(FASB), and emerging
practices in the field.
This commitment to
timeliness ensures that
professionals relying
on the Kpmg Tax
Accounting Guide
are working with the
most current thinking
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available. For
multinational

corporations, publicly
traded companies, and
private enterprises
alike, the guide serves
as a bridge between

complex tax law and

the practical
requirements of
financial statement

preparation.

Who
Benefits
from the

Guide?

The audience for this
guide is broad. It
includes:

e Corporate tax
directors and
managers who
need to ensure
their teams are

applying

consistent
methodologies.

e Financial
controllers and
CFOs who must
sign off on tax
provisions and
disclosures.

e External
auditors who
use the guide as
a benchmark for
evaluating a
client's tax
accounting
practices.

e Accounting
educators and
students
seeking a real-
world
perspective on
tax accounting.

e Consultants
and advisors
who help
companies
implement tax
strategies within
a compliant
framework.

Each of these groups



finds value in the
guide’s clear
explanations, detailed

checklists, and
illustrative case
studies. By

demystifying complex
topics, the Kpmg Tax
Accounting Guide
empowers
professionals to make
informed judgments
with confidence.

KEY COMPONENTS
OF THE KPMG TAX
ACCOUNTING
GUIDE

The guide is structured
to walk the reader
through the entire
lifecycle of accounting
for income taxes. While
the specific contents
may vary with each
edition, several core
components remain
constant and form the
backbone of the
resource.

Scope
and Core
Principles

The opening sections
of the guide establish
the fundamental
framework. This
includes the basic
premise that income
taxes are an expense
of doing business, not
a distribution of
earnings to a
government entity. The
Kpmg Tax
Accounting Guide
explains the asset and
liability method used
under GAAP, where
deferred tax assets
and liabilities are
recognized for the
future tax
consequences of
temporary differences
between the financial
statement carrying
amounts of assets and
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liabilities and their tax
bases. This conceptual
foundation is critical for

understanding

everything that follows.

Deferred

Tax
Assets
and

Liabilities
A major portion of the
guide is devoted to the

recognition and
measurement of
deferred taxes. Here,
the Kpmg Tax
Accounting Guide
provides granular
detail on:

e Identifying

temporary

differences,

including those

arising from

depreciation,
revenue
recognition, and
provisions.

The valuation
allowance—a
complex
judgment area
where companies
must assess
whether it is
more likely than
not that deferred
tax assets will be
realized.

Tax credits and
net operating
loss
carryforwards,
including their
impact on
deferred tax
calculations.

e The effect of

changes in tax
laws or rates on
existing deferred
tax balances.

Each of these topics is
accompanied by
numerical
that

examples

clarify the



and
common

mechanics
highlight
pitfalls.

Uncertain
Tax
Positions
(UTPs)

Few areas of tax
accounting generate as
much debate as
uncertain tax positions.
The Kpmg Tax
Accounting Guide
offers a  thorough
examination of ASC
740-10 (formerly FIN
48), which requires
companies to
recognize a tax benefit
only when it is more
likely than not that the
position will be
sustained upon
examination by tax
authorities. The guide
explains:

e How to evaluate
the technical
merits of a tax
position.

e The two-step
recognition and
measurement
process.

e How to classify
and disclose
liabilities for
unrecognized tax
benefits.

 Practical
strategies for
documenting and
supporting tax
positions in the
event of an
audit.

This section s
particularly valuable
for companies
operating in multiple
jurisdictions where tax
laws vary widely and
the risk of dispute is
elevated.
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Income

Disclosur

€S

Transparency is a
cornerstone of modern
financial reporting. The
Kpmg Tax
Accounting Guide
dedicates substantial
attention to the
disclosure
requirements
surrounding income
taxes. This includes the
reconciliation of the
statutory tax rate to
the effective tax rate,
the components of
deferred tax assets
and liabilities, and the
tabular reconciliation
of unrecognized tax

benefits. The guide
provides sample
disclosures and

commentary on what
preparers should
consider when drafting
their footnotes. For
companies subject to
SEC scrutiny, these
insights are invaluable.

WHY THE GUIDE
MATTERS FOR
BUSINESSES

Adopting the
methodologies outlined
in the Kpmg Tax
Accounting Guide is
not merely a matter of
best practice; it has
direct, tangible
benefits for
organizations of all
sizes.

Reducing
Error and
Restatem



ent Risk

Tax accounting errors
are among the most
common causes of

financial statement
restatements. The
complexity of

calculating deferred
taxes, combined with
the judgment required
for valuation
allowances and
uncertain positions,
creates a fertile ground
for mistakes. By
following a disciplined,
documented approach
grounded in the Kpmg
Tax Accounting
Guide, companies can
significantly reduce the
likelihood of errors. The
guide's checklists and
process maps serve as
guardrails, catching
common oversights
before they become
problems.

Enhancin
g Audit
Readines
S

External auditors
examine tax provisions
with extraordinary
care. When a company
can demonstrate that
its tax accounting
policies align with
those in the Kpmg Tax
Accounting Guide, it
sends a strong signal
of rigor and
professionalism.
Auditors are more
likely to accept well-
supported judgments,
reducing the time and
cost of the audit.
Furthermore, the
guide’'s emphasis on
documentation helps
companies build the
kind of defensible

8 Kpmg Tax Accounting Guide 2023-07-21



Kpmg Tax Accounting Guide 9

workpapers that
survive regulatory
scrutiny.

Supportin

9
Strategic

Decision-
Making

Tax accounting is not
just about compliance;
it has strategic
implications. The
effective tax rate (ETR)
is a key metric for
investors, and
understanding how
different transactions
affect the ETR is critical
for tax planning. The
Kpmg Tax
Accounting Guide
helps decision-makers
model the tax
consequences of
mergers, acquisitions,

restructurings, and
international

expansions. By
providing a clear link
between business
actions and tax

accounting outcomes,
the guide enables
more informed choices
that align with
corporate objectives.

HOW TO USE THE
KPMG TAX
ACCOUNTING
GUIDE
EFFECTIVELY

Owning the guide is
one thing; extracting
maximum value from it
is another. Here are
practical strategies for
integrating the Kpmg
Tax Accounting
Guide into your daily
workflow.

Start with



the

Glossa

nd

10

Frame

rk

Before diving into
specific technical
topics, familiarize

yourself with the
guide's terminology
and overarching
structure. The glossary
in the Kpmg Tax
Accounting Guide is
a quick reference for
definitions of key terms
such as "temporary
difference,”  "taxable
temporary difference,"
and "deductible
temporary difference."
Understanding these
core concepts will
make it easier to
navigate the more

detailed chapters.

Use the
aﬁide as
a Training
0
0ol

Many organizations use
the guide to train new
hires in their tax and
finance departments.
The clear writing style,
combined with
practical examples,
makes complex topics
accessible. Consider
assigning specific
chapters—such as the
section on the
valuation
allowance—as part of
onboarding materials.
The Kpmg Tax
Accounting Guide
can also be used for
lunch-and-learn
sessions where team
members review a
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topic together and
discuss its application
to the company's
specific circumstances.

Leverage
the
Examples
and
lllustratio
ns

The guide contains
numerous worked
examples that show
how to apply the rules
to realistic scenarios.
When you encounter a
transaction that is
similar to one of these
examples, use it as a
template. This not only
saves time but also
ensures consistency
with the methodology

11

endorsed in the Kpmg
Tax Accounting
Guide. Over time, you
can build a library of
precedent examples
tailored to your
organization.

Cross-
Referenc
e with
Other
Resource
S

While the guide is
comprehensive, it is
not the only resource
you should use. The
Kpmg Tax
Accounting Guide
should be
supplemented with the
text of the accounting
standards themselves,
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regulatory guidance
from the SEC and
FASB, and internal tax
planning memos. The
guide provides the
interpretation and the
practical application,
but the final authority
remains the codified
standards. Use the
guide as your map, but
keep the standards
close at hand as your
primary source.

COMMON
CHALLENGES IN
TAX ACCOUNTING
AND HOW THE
GUIDE HELPS

Even experienced
professionals
encounter situations
where the correct
treatment is unclear.
The Kpmg Tax
Accounting Guide
addresses several
persistent challenges
head-on.

Determini
ng the
Valuation
Allowanc
e

Perhaps no other
judgment in tax
accounting is as
subjective as the
valuation allowance.
The decision about
whether to recognize a
deferred tax
asset—and by how
much—requires a
careful assessment of
future taxable income,
tax planning strategies,
and the weight of
positive and negative
evidence. The Kpmg
Tax Accounting
Guide provides a
structured framework
for this analysis,

12 Kpmg Tax Accounting Guide 2023-07-21



Kpmg Tax Accounting Guide 13

including a list of
factors to consider and
a discussion of how to
weight them. For
companies with a
history of losses, the
guide offers guidance
on the level of
evidence required to
overcome the negative
presumption.

Accountin
g for Tax
Law

Changes

When tax legislation
changes, companies
must immediately
reassess their deferred
tax balances and
adjust their effective
tax rate. The Kpmg
Tax Accounting
Guide discusses how
to handle both enacted
and expected changes,

including the timing of
recognition and the
measurement of the
impact. The guide’s
examples of rate
changes in different
jurisdictions  help
illustrate the
mechanics of adjusting
deferred taxes.

Intercom

pany
Transacti
ons and
Transfer
Pricing

For multinational
corporations,
interco.mpany
transactions create
complex temporary

differences. The Kpmg
Tax Accounting

13



Guide explains how to
account for deferred
taxes on intercompany
profits that are
eliminated in
consolidation, as well
as the tax implications
of transfer pricing
adjustments. This
section is critical for
ensuring that global
tax provisions reflect
the economic reality of
the business.

THE ROLE OF THE
GUIDE IN
FINANCIAL
REPORTING

Ultimately, the Kpmg
Tax Accounting
Guide serves a single,
overarching purpose:
to help companies
present a true and fair
view of their tax
position in their
financial  statements.
This is not just a

14

technical exercise; it is
a fundamental
responsibility to
investors, lenders, and
other stakeholders who
rely on those
statements to make
decisions.

Connecti
ng Tax
Provision
to
Financial
Statemen
ts

The guide shows how
the tax provision flows
from the income
statement to the
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