Accounting for Income Taxes
4t Edition

Distributed by The CPE Store
www.cpestore.com, 1-800-910-2755



Table of Contents

Chapter 1 — OVerview Of ASC 740 ..........cccoeiiiiiiiiicerrrren s s s s s s s s s s s s s s s s s s s s s s s s s s s s s s s s s s s s s s s nnnnnnas 1
LArNiNg ODJECHVES .....eiiiiiiiiiiiii ittt e ettt e e e e e ettt e e e e e e e e a et e eeeeaaaeeaannnbeeeeeeaeeeaannrneeaaaaens 1
T a1 (oTo U1 i o] o 1SR 1
Objectives and BasiC APPrOGCK.......cciiiiiiieiicee e 1
Scope and SCOPE EXCEPLIONS .. .ciiiiiiiieeceece e 2
FUNAameENntalS Of INCOMIE TAX.....uuuuuuuuueiiiiieiiieeueieeeteeeeeeeeeeeeeeeeeeeeseeeeesseasseeesessessssssssssssssssssssssssssssssssnnnnns 4

Computation of Income Tax Expense or Benefit.........ccoooiiiiiiiiiiiiiicie e 4
The Asset and Liability Method ... 5
Current Standard Setting ACHVILY ......oouiiiiiiii e e e e e e e 6
Comprehensive lllustration: Computation of Income Tax EXPeNnSe........ccooeeveeiiiiiiiiiieeeee e 7
Tax POSItION ASSESSMENT ... ... et e e et e e e e e e e e ettt e e e e e e e eenea e e e eaeeennennnan 8
Basic ReCOgnition ThIreSNOIA. ... ....u ittt e e eneeeeeebeeenenee 8
TWO-SEEP PrOCESS ... 9
Comprehensive USTFAtiONS .......ccoiiieeeeeeee e 11
Recognition of @ Tax POSItION. .........o it e e e e e e e e e e e e e e nneeees 11
Measurement Of @ TaX POSItION.........uuuuuiiiiiiiiiiiiiieiieiiiieieieeeeeeeeeeeeeeeeaeeeaeeeeaeeeeeeeeesesssssesssesssssssssssnnes 12
REVIEW QUESTIONS ... vttt ettt ee e e e e s s s ettt ettt s s s s s s s s s s s s s s st s s s s ssessnnssnnnnnn 14
REVIEW ANSWETS ...ttt e oo oo et e ettt oo e e e e e e ettt e e e e eeeeetaan e e eeeeeentannaaeeeaeeennsnnnnaaaaaaaees 15

Chapter 2 — Temporary Differences...........ccooveeiiiiiiicicicc s 17
=TT g1 To IO o] [=Tex V=L SRR 17
g (e T 0T i o] o 1SR 17
Temporary Differences vs. Permanent DifferencCes..............eoiiiiiiiiiiiiiiiiie e 17

Determination of @ Temporary DifferenCe...........ooouueiiiiiii i 17
Determination of @ Permanent DiffEr&NCEe. ..........uuuuuuiiiiiiiiiiiiiiiiiiiiiiiiiieiiieaeeeeeeeeeeeeeeeeeeeee e eerreanee 24
The Reversal of Temporary Differ€nCes ............uueiiiiiiiii e 25
Comprehensive IUSTFAtioN........ccoooii e 29
REVIEW QUESTIONS ... vttt ettt ee e e e e s s s ettt ettt s s s s s s s s s s s s s s st s s s s ssessnnssnnnnnn 31
REVIEW ANSWET'S ...ttt oottt oo e et ettt oo oo e e e et ttta e e e e eeeeataan e e eaeeeentan e eeeaeeennsnnnaaaaaaaaees 33

Chapter 3 — Recognition and Measurement............cccoommmiiiiismrrr s snsses 35
[T g1 Lo IO o] [=Tex 1)Y= SRR 35
g (e T 0T i o] o 1SR 35
F o] o] Ter=1 o] L= IF= b ¥ | (= J PO 35

L= LT o 0] Y 35
AMT CONSIAEIALIONS ...eeviiiiiiiiiiieieee ettt e e e e e e e e e e e e e e e e e e et e e e e e e e e e e e e aaaaeaes 36
=]y @70 EY o [=T = 1T LTS PPPPPRPINt 36
Accounting fOr DEferred TaX@S.......oi ittt e ettt e e e e e e e e e e e e e e e e s annsbrneeaaaeas 37
Exceptions to the Recognition of Deferred TaXes .........cuuueiiiiiiiiiiiiee e 37
Deferred Tax Li@bilities ..........uuuuuuieeiiiiiiiiiiiiiiiiiiiiieiiieeeeeeeeeeaeeeeeeaeeeeeeeeeseeeesaesssssssssssssssssssesssssnnssssnnes 39
DEFEITEA TAX ASSELS ..vvuuuuuttititrttttteteueeuaeeeteeteeeeeeseeeeeeeeeseeesssssssssesesessssssssssssesssssssssssssssssssnsnssnnnnnsnnnns 40
A= 1T = i N Lo 1= o o TSRO 41
Sources of Taxable INCOME. ..o 41
More-Likely-Than-Not CrtErON .......... i e e e e e e e neeeees 44
Comprehensive USTFAtIONS ......cccoiieeeeeeeeee s 47
Deferred Tax Liability ..........o ettt e e e e e e et e e e e e e e e nneeeeas 47
Valuation of Deferred TaX ASSELS.........ccuiiiiiiiiiiiii e 48
REVIEW QUESTIONS ... uutteitiiiiieieiieiieeeteieate ettt et ee s e e e e s s sttt e s s s st s s s s s s s s st s s s s s s s s s sssssssssnnssnnnnnn 49
REVIEW ANSWETS ...ttt ettt e oo e et ettt oo e e e e e et ttta e e e e eeeeetaan e e eaeeaentann e eeeaeeennsnnnnaaaaaaaees 50

Chapter 4 — Acquired Temporary Differences...........ccccoeeeeiiiiiiciciii e 51
=TT a1 Lo IO o] [=Tex 1)Y= TP 51
g (e T 0T i o] o 1SR 51
Asset Acquisition or a Business Combination.............cccccvvviiiiii 51

INitial SCrE@NING TESE ... ettt e e e e e e sttt e e e e e e e e naeneaeeeaaeeeaannneees 51
Application Of FramEWOTK............ooviiiiiiieeeeece e 52
F Y= oo [ 11 (T o RO 53

BUSINESS COMDBINALIONS. ... ..o e e e e e e e 56



Table of Contents

L= T LT o 0] Y, 56
Change in Valuation AlIOWANCE ........c..iiaiiiiieiie ettt e ettt e e e e e e s e e e e e e e e s e anneeeeeaaaeeaaaanns 58
Comprehensive USTFAtIONS ......ccooiieceeeee s 59
Asset ACQUISITION OF BUSINESS ...ttt e e e e e ettt e e e e e e e e eeean e e e e e eeeenennnns 59
F Y= oo [ 1 -1 (o o PR 60
REVIEW QUESTIONS ... .ttt ettt e e e e e s s s sttt s et s s st s s st s s s s s s s s s s s s e st e s s s s ssssnnesnnnnnn 62
REVIEW ANSWETS ... ..ottt oo oottt e oo e e e et ttta e e e e e eeeeetaan e e eeaeeentannaeeeaeeennsnnnaaaaaaaees 63
Chapter 5 — Intraperiod Tax AllOCatioN ..........covviiiiiiiiiiiii e e e e e e e e e e e e e e neeeees 65
=TT a1 Lo IO o] [=Tex V=L SRR 65
g (e T 0T i o] o 1R 65
Allocation to ContinUING OPEIratioNS .........cciiiiiiiiiiiiiiiee ettt e et e e e e e e e e e re e e e e e e e s aannreeeeaaaaeas 65
Operating Loss Tax BeNefitS .........ueiiiiiiiiiiiiie e e e e e e e e 67
Items Charged or Credited Directly to Shareholders’ EQUItY ...........cooooiiiiiiiiiiiiiieeiieeeee e, 68
Comprehensive USTFAtIONS ......ccooiiiiecee e 68

Tax Allocation between Continuing Operations and Discontinued Operations without NOL
(O 14 (0] 41 (o TSR 68

Tax Allocation between Continuing Operations and Discontinued Operations with NOL

(O 14 (0] 41 (o TR 68
Income Taxes in INTeriM PeriOdS ........cooiiiiii e et e e e e ee e eas 69
L T=T LT o 0] Y 69
Changes in Tax Laws, Rates, OF StatUs........ccooiiiiiiiiiiccecccceee e 71
Changes in Tax Laws OF RAES ........ooiii ittt e e e e e e e e e e e e e e e anes 7
Change iN TaX SEATUS .....eeiieiiiiiie ettt e e e e e ettt e e e e e e e s e neeeeeeaaaeeaaaanbnaeeeaaaeaaanns 73
Multiple TaxX JURISAICHONS ...t e e e ettt e e e e e e e e et e e e e e aeeneennaaeaaaaaane 76
Comprehensive IUSTFAtioN.......cccoiieceee s 77
Change in Enacted Tax Rate ..........ooiiiiii e a e e e 77
REVIEW QUESTIONS ... .ttt ettt e e e e e s s s sttt s et s s st s s st s s s s s s s s s s s s e st e s s s s ssssnnesnnnnnn 78
REVIEW ANSWETS ...ttt ettt e e e e ettt e e e e e e et ttta e e e e e eeeeetaan e e e eaeeaentann e aeeaaeeennsnnnnaaaaaaaees 79
Chapter 6 — Financial Statement Presentation and Disclosure........ccccccccceeiiiiimimecncccnseeeeseeesseeees 81
=TT a1 Lo IO o] [=Tex 1)Y= TP 81
g (e T 0T i o o 1SR 81
T T T a Lot T =T PP PPPPPPPPPPPNS 81
L= T LT o 0] Y 81
Unrecognized Tax BeNEFitS .........coii it e e e e e e e e e enneeees 82
SPECIAI ATBAS ... ————— 83
INCOME STALEMIENT......ciiiiiiiieeeeeeeeee e e e e e e e e e e 84
ClaSSIfICATION ... ————— 84
L= T LT o 0] Y 84
Summary of Disclosure REQUIFEMENTS ............oiiiiiiiiiiiie ettt a e e e e e e e e aneeeeeas 85
Comprehensive IUSTFAtioN.......cccoiieceee s 86
Uncertain Tax POSIION ... ..ot e e ettt e e e e e e e eea e e e e e e enrenn e e eens 86
L@ L= Y= 1 (=] T 87
Transactions Directly between a Taxpayer and a Government ..............cooeeiiiiiiiiieiiee e 87
Separate Financial Statements of a Subsidiary ..............oooii i 87
TalCTgoT= g ToTo B IF= Ve A FoTo= o] o PR 88
Dividends on Restricted STOCK and OPtioNS.........uuuuuuuiiiiiiiiiiiiiiiiiiiiiiiiiieieieeeeeeeeeeeeeerresrrrrrerrrrrrr—.. 89
el oTT Y = V= TP PP PP P PP PPPPPPPPPPPPPPPPPNS 89
Accounting REQUINEIMENTS .......oiiiiiiiiiiiiii 89
Reporting REQUITEMENTS ... et e ettt e e e e e e e e et e e e e e e e eneean e e eeas 90
U.S. GAAP VS, IFRS ... iiiiiiiiiiiiiiiitttieeeieeeteteeeeee et aaeaeeaeesssesssseeeses e e e s s s ss s st s s s st s s s ss s s s s s s e sssessssssssenesnnnnnen 91
INCOME TaX DEFEITAIS.......ciiiiiiiiieeieeeeeeeeeee s 91
Intra-Entity Transfers of Assets (Other than INventory) ..............eoiiii i 92
REVIEW QUESTIONS ... tutvtiiiiiiiettiieeieeeeeeeaeb ettt ee e e s e s s sttt e st s s s st s s s s s s s s s st s s s s s s s s s s ssssnnennnnnnn 93
REVIEW ANSWETS ... ettt e e oo e e ettt oo oo e e e e e ettt e e e e aeeeetaan e e eaaeeentannaeeeaeeenssnnnnaaaaaaaees 94
LT o= 7 | 97
L T = 99

i



