
Reproduced with permission from Daily Tax Report, 101 DTR G-6, 5/26/17. Copyright � 2017 by The Bureau of
National Affairs, Inc. (800-372-1033) http://www.bna.com

Accounting

U.S. Accounting Rulemakers Urged to Mull
GOP Tax Reform Impacts

A prominent business group said that U.S. account-
ing rulemakers should start to informally engage
with companies about the implications of potential

U.S. tax law changes.
Starting early can mitigate possible impacts, an ex-

ecutive group whose member companies represent
about $6.5 trillion in market capitalization said.

‘‘The potential for tax reform is real, and the impact
of a fundamental change to the tax system would have
a dramatic impact on how companies report their finan-
cial information going forward,’’ Erik Bradbury, Finan-
cial Executive International’s professional accounting
fellow, said. ‘‘And what’s more important is that corpo-
rations need sufficient time to be able to get things in
order.’’

If the Financial Accounting Standards Board hasn’t
thought about how a fundamental change in the tax
system would be addressed and what the unintended
consequences are, then ‘‘we could be well behind the
eight ball in terms of being able to accommodate a new
system under existing accounting standards,’’ Bradbury
said.

Looking Ahead to Possible Implications Two technical
FEI committees said in a recent letter to FASB that they
already see the implications to income tax accounting
from changes Congress and the Trump Administration
are considering—if those changes are enacted.

The current income tax accounting rules under ASC
740 aren’t equipped to deal with potential fundamental
changes to the tax system being floated by Congress
and the Administration, a FEI representative told
Bloomberg BNA May 25.

Congressional Republicans and the Trump adminis-
tration have said they want to see a tax reform bill
signed into law this year, but a timeline for the tax-
writing committees to mark up legislation remains un-
clear. House Ways and Means Committee Chairman
Kevin Brady, (R-Texas), and Treasury Secretary Steven
Mnuchin have said they are collaborating to release leg-
islation that has the political support to pass both the
House and Senate, though there are still several broad
policy issues like the House GOP’s controversial
border-adjusted tax proposal, to be resolved before a
bill could be introduced.

ASC 740 Has Provisions in Place for Change If there are
changes, the current rules under ASC 740 do address
how to account for changes in tax legislation, practitio-
ners told Bloomberg BNA.

‘‘If there is a change in tax law such as reform, there
are very specific rules on accounting for those changes
in the period in which that law is enacted,’’ Al Capel-
loni, partner at RSM, said. ‘‘So if tax reform is enacted
in September or November this year, you would do
whatever accounting is necessary.’’

The rules, for example, would require that if those
tax law changes are prospective in nature, the company
would determine what impact those changes have on
existing deferred tax assets and liabilities on the bal-
ance sheet, Capelloni said.

If it is retroactive, the company would book whatever
effect in the quarter in which it is enacted. ‘‘So the cur-
rent accounting rules have some pretty clear guidelines
on how you deal with the change in tax law,’’ he said.

Start on Classification Issues FEI, in its April 27 letter,
said FASB’s early dialogue about what is already
floated by the administration would bring companies
more clarity about the topic. Under the House Republi-
can’s tax reform blueprint released June 2016, the U.S.
may consider fundamental reforms of the tax system to
a consumption tax that is a hybrid of an income tax and
a value added tax (VAT). The plan’s border adjustabil-
ity provision would tax import but exempt exports, and
might be much closer to a VAT than to a corporate in-
come tax, the FEI said.

‘‘Part of the issue is that VAT taxes in other jurisdic-
tions don’t hit the income tax line item—that is—they
often hit the income statement ‘above the line’ and
there isn’t consistent treatment across jurisdictions,’’
Bradbury said. ‘‘So if the U.S. moves to a VAT-like or
hybrid tax system, where would those taxes go and
should the distinction between true income tax and a
VAT-like tax be maintained?’’

Other questions arise, said Bradbury, such as ‘‘what
is the guidance around how companies should deal with
those—whether they’re VAT like or some sort of hybrid
system’’—types of taxes that the current income tax ac-
counting standard doesn’t address.

Should Be Part of Dialogue Some practitioners told
Bloomberg BNA they agree with FEI’s suggestion that
the board engage early because—though reform might
be ‘iffy’ the financial reporting implications could be an
important part of dialogue presented for consideration
to legislators.
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‘‘Even though on the surface one might think it is pre-
mature for FASB to begin informal efforts to consider
the accounting implications of fundamental tax reform
proposals, the real possibility for fundamental change
and the potential speed with which legislation could be
passed and effective, clearly supports the FEI’s request
now,’’ said Peter Vinci, a consultant at Resources
Global Professionals (RGP), the operating subsidiary of
Resources Connection, Inc., a multinational profes-
sional services firm that helps business leaders execu-
tive internal initiatives.

‘‘I agree that financial reporting implications could be
an important part of dialogue presented for consider-
ation to legislators,’’ he said.

Waiting to React Would Be Too Late Other issues FEI
raised relate to additional challenges, given that compa-
nies would have to make estimates and judgments
based on what’s been enacted in law under today’s sys-
tem.

Complicating the situation is the fact that any change
in tax law is likely to be done through the budget recon-
ciliation process given the votes needed to pass a more

permanent change in law, said Bradbury. As a result,
those changes would likely only be temporary. The
FASB would therefore need to think through the im-
pacts, including what accommodations could be given
to deal with some of the uncertainty that would exist if
a new system were in play on a temporary basis.

‘‘There are so many complexities to the tax system
and what’s being proposed that simply waiting for
something to be enacted before we react will mean that
we’re too late and multinational organizations that are
complex would not have enough time to deal with the
changes,’’ he said.

For now, FASB is still monitoring the issue. ‘‘The
FASB continually monitors legislation that could affect
Generally Accepted Accounting Principles, including
stakeholder perspectives on its potential impact, before
determining whether it’s appropriate to take action,’’ a
FASB spokesperson told Bloomberg BNA.
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