By Xander Jones



Globalizationis great—except.. maybe for tax directors, sometimes. That's
because the morejurisdictions your company operatesin, the more taxlaws
and taxtreaties you have to stay ontop of—it's an ever-evolving compliance
ecosystem. And every bit of it affects the vital day-to-dayissues you face: tax
strategy, transfer pricing, and the crucial tax provision calculation upon which
your effective taxrate (ETR)—and so much else—depends.

There’s an extrawrinkle to the provision process that’s easy to overlook:
dueling accounting standards. Companies with subsidiaries around the world
must generally follow either US GAAP (generally accepted accounting
principles) or IFRS (international financial reporting standards) when preparing
theirrespective financial statements. While these two standards are similarin
many respects, they also have important differences that canreally complicate
the tax provision process. Those differences, we should note, are also equally
material for companies contemplating cross-border transactions.

The tax provision, simply put, is the amount of taxes a company declares it
expectsto payorreceive in a given period, asreported onits consolidated
financial statements. That numberreflects the differences between the
company’s book and taxaccounting, including the anticipated deferred tax
liabilities or assets resulting from those differences. It's also the source of a
highly strategic metric—the ETR.






Both standards require companies to recognize the current and deferred tax
consequences of events thathave beenrecognizedin financial statements—and
to use the asset and liability method to account for current and deferred taxes.
Both alsorequire companies to use the taxrates that are expectedto applyinthe
periods when those deferred tax assets and liabilities are expected to be settled.

Despite the basic similarities, the
fundamental philosophical
differences between GAAP and
IFRS—rules-based, vs.
principles-based—canand dolead
to numerous, significant areas of
divergence when thereporting
wheels hit theroad. These areas will
affect how companies calculate their
taxable income and tax provision, so
grasping themisvitallyimportant to
any organization with global
operations.

GAAP is arules-based system: it provides specific
guidelines and rules for how to account for different
transactions. IFRS, on the other hand, is a
principles-based system: it gives companies some
leeway in how to apply those principles—so long as
the economic substance of fransactions is properly
addressed.



deferredtax assets and liabilities are recorded based on the taxrates and laws
enacted, or substantively enacted, at the reporting date. While GAAP requires gross
presentation where deferred tax assets are recognized with a valuation allowance
furtherrecognizedifitis not more likely than not that the deferred tax assets willbe
realized, IFRS requires net presentation where deferred tax assets are recognized
only to the extentit's probable that they will be realized. Exceptions to recording
deferred tax assets and liabilities also differ between GAAP and IFRS. The point

Example: AUS company with multiple foreign subsidiaries has decided to adopt IFRS
asitsunified standard to provide consistency inits financial reporting. It’s carrying a
deferredtaxliability of $100,000. Under GAAP, that deferred taxliability is
recognizedin the financial statements, and impacts the tax provision and ETR.
However, upon transitioning to the new standard, the company reassesses its
deferred taxliability, based on IFRS requirements. Let's assume that reassessment
resultsin alower deferred taxliability of $80,000, atemporary difference. This
reductionin deferred taxliability would directly impact the tax provision calculation
and lower the deferred tax expenserecognized under IFRS. As aresult, the
company's new ETR would decrease, compared to where it wasunder GAAP.



company’s effective taxrate.

Under GAAP, R&D expenses are generally expensed as they are incurred, while
underIFRS, development costs can be capitalized if certain criteria are met,
allowing for theirrecognition as assets on the balance sheet. The differencein
treatment canleadto discrepanciesintiming and taxable income, and thus the tax
provision.



provision calculation, by influencing how investors and stakeholders interpret
and understand the financial statements.

Naturally, these are not the only areas of significant divergence between the
two reporting frameworks that touch on the provision process. Important
businessissues like the way goodwill and fair-value adjustments are treatedin
business combinations, and the way intracompany foreign currency
transactions are handled in financial statements must also be considered. Ditto
forthe differences in guidance on uncertain tax positions, valuation
allowances, and investment tax credits.






1. Accuracy and planning. Being able to
frace the source of any number ensures
the provision is based on accurate data
and accurate calculations—a necessity
for compliance purposes, and a basis for
making informed business decisions.

2. Catching mistakes before they hurt.
Traceability allows for easier identification
of errors or discrepancies in the provision
calculation. If there's a mistake or
inconsistency somewhere, having a clear
record of where those humbers came
from can help zero in on and correct the
issue more quickly.

3. Audit defense. Under audit, timing and
accuracy are cruciall Having a clear
record of the source of the numbers used
in your provision calculations can help you
defend against potential challenges, and
avoid costly delays.



When it comes to tax provision, the differences between GAAP and IFRS can
have arealimpact onyour effective taxrate and your company's financial
well-being. Remember, mistakes can be costly. Being a savvy tax director
means understanding and navigating these divergences—and
communicating theirimpact onthe company's financial statements to key
stakeholders, including management, investors, and regulatory bodies.

By stayinginformed and alighing your tax planning and reporting strategies
with the specific requirements of both accounting standards, you'llnot only
save yourself future headaches— you’llbe able to unlock the full potential of
available taxincentives and credits. So, arm yourself with knowledge, be
proactive, and steer your company towards tax provision success. You'llbe a
taxhero!

At Exactera, we believe that tax compliance is more than just obligatory
documentation. Approached strategically, compliance can be an ongoing
toolthatreveals valuable insights about a business’ performance. Our
Al-driven transfer pricing software, revolutionary income tax provision
solution, and R&D tax credit services empower tax professionals to go
beyond mere data gathering and number crunching. Our analytics homein on
how a company’s tax positionimpacts the bottomline. Tax departments that
embrace ourtechnology become avalue-add part of the business. At
Exactera, we turn tax datainto businessintelligence. Unleash the power of
compliance. See how at exactera.com.
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