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Senior tax buyers name PwC as their first choice
provider for tax accounting services globally*
*These results are based on an independent
survey of 2,649 primary buyers of tax
accounting services globally, conducted
by research agency Jigsaw Research
(Q1–Q4 2016).

The Global tax accounting services newsletter is a
quarterly publication from PwC’s Global Tax
Accounting Services (TAS) group. In the
newsletter we highlight issues that may be of
interest to tax executives, finance directors, and
financial controllers.
In this issue, we provide an update on the 2016
annual conference of the American Institute of
CPAs, discuss the results of a PwC survey on the tax
reporting impacts of the new revenue and leasing
standards and comment on the IFRS Annual
Improvements Cycle.
We also draw your attention to some significant tax
law and tax rate changes that occurred around the
globe during the quarter ended March 2017.
Finally, we discuss some key tax accounting
considerations under IFRS and US GAAP in
relation to interim reporting. Many companies will
be preparing Q1 financial statements at this time so
we hope it will be a useful refresher.

This newsletter, tax accounting guides, and other
tax accounting publications are also available
online. You can also register and access
quarterly TAS webcasts for periodic updates on the
latest developments.
If you would like to discuss any of the items in this
newsletter, tax accounting issues affecting
businesses today, or general tax accounting
matters, please contact your local PwC team or the
relevant Tax Accounting Services network member
listed at the end of this document.
You should not rely on the information contained
within this newsletter without seeking professional
advice. For a thorough summary of developments,
please consult with your local PwC team.
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Accounting and reporting updates
This section offers insight into the most recent
developments in accounting standards,
financial reporting, and related matters, along
with the tax accounting implications.

Highlights of the 2016 American
Institute of CPAs (AICPA)
conference

auditors. It was noted that this is particularly
important where changes to risks, or to the planned
audit response to risks, are identified.

Overview

A second message to emerge was in connection
with identified control deficiencies. It is important
that management takes ownership of the issue as it
is responsible for evaluating the severity of the
deficiencies and for maintaining competent and
adequate accounting staff. Although the assistance
of outside consultants can be useful in the process,
the ultimate responsibility lies with management.

The 2016 AICPA National Conference on Current
SEC and PCAOB Developments was held in
December 2016 and included representatives
from regulatory and standard-setting bodies,
auditors, preparers and industry experts.
A key theme of this year’s conference, similar to
last year’s, was that management, auditors and
audit committees all share responsibility for
providing high-quality information to users of
financial statements. Communication among those
parties, the conference emphasised, is vital to
ensure that this is delivered.
The conference also discussed the importance of
internal controls over financial reporting and the
increasing use of non-GAAP financial measures.
FASB Accounting for Income Taxes
Projects placemat

Internal controls over financial reporting
The key themes to come out of the discussion of
internal controls included the importance of
communication between the various stakeholders –
principally management, audit committee and

Non-GAAP financial measures
The SEC staff noted that progress had been made
with respect to the appropriate use of non-GAAP
measures over the past year. Previously, the SEC
has expressed concern over the prominence of nonGAAP measures within financial statements. This
continues to be an area of focus. Speakers noted
that SEC staff comments increasingly ask
registrants to begin their non-GAAP reconciliation
with the GAAP measure so that investors can see
the adjustments that lead to the non-GAAP
amounts.
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The IASB indicated that they are also seeing a trend
of increased use of non-GAAP measures. IASB
Board members noted that international standard
setters and regulators share the SEC’s concerns
about the use of non-GAAP measures.

changes in valuation allowances and unrecognised
tax benefits, as well as the indefinite reinvestment
assertion. The staff was clear that failure to
improve disclosure in these areas will likely result
in comment letters.

improving the relevance of disclosures rather than
reducing the volume of disclosures. It may in fact
mean more disclosures, and this seems likely to be
the case in areas such as pension plans and fair
value measurement as well as income taxes.

SEC disclosure observations

Staff also indicated that various tax-related
disclosures should be addressed in Management
Discussion and Analysis, including reasons for
changes in statutory and effective tax rates, the
extent to which the future ETR is likely to vary
from the historic ETR, the effect of taxes on
liquidity and information about registrants’
uncertain tax positions.

A brief overview of recently issued standards and of
those to be issued in the near future was given. In
the short term these included guidance on the
definition of a business, and an update to the
FASB’s guidance on accounting for goodwill
impairment (which has now been published).
Future projects are expected to include a
clarification of guidance distinguishing liabilities
from equity, performance reporting, the accounting
for intangible assets (including R&D), and the
accounting for pension and other
post-retirement benefits.

The SEC highlighted two areas of focus for SEC
staff comment letters. The first was the aggregation
criteria for operating segments, and the staff issued
a reminder that qualitative characteristics as well
as quantitative ones should be considered in
determining segmental reporting.
The second was the lack of improvement in
previously announced areas of focus around
income taxes. These include the income tax rate
reconciliation and boilerplate disclosures related to

Standard setting update
The FASB Chairman, Russell Golden, noted that
the disclosure framework project has a focus on
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The IFRS Annual Improvements
Cycle update

or when the tax is a consequence of a
business combination.

Overview

Mechanism by which the Exposure Draft’s
aim is achieved

During the first quarter of 2017, the IASB released
Exposure Draft ED 2017/1. The Exposure Draft
covered a number of different topics, one of which
relates directly to tax.
The Exposure Draft sets out the proposed
amendment to IAS 12 addressing the income tax
consequences of payments on financial instruments
classified as equity.
We outline below the key points in the
Exposure Draft.
Key aim of the Exposure Draft
The Board’s intent is that the Exposure Draft
clarifies that the requirements in paragraph 52B of
IAS 12 apply to all income tax consequences of
dividends, not just in the circumstances described
in paragraph 52A.
Paragraph 52B currently sets out that the income
tax consequences of dividends are recognised in
profit or loss for the period except when the
transaction itself is recognised outside profit or loss

The Exposure Draft deletes paragraph 52B of IAS
12 and replaces it with a new paragraph 58A. The
new language removes the reference to paragraph
52A but otherwise retains the content of the
previous paragraph 52B. It reaffirms the guidance
that the income tax consequences of dividends
should be recognised when the liability to pay the
dividend is recognised.

The Board’s comments in the Exposure Draft note
that the change does not mean that an entity will
automatically recognise in profit or loss the income
tax consequences of all payments on financial
instruments classified as equity. They emphasise
that management should continue to exercise
judgment in assessing whether such payments are
distributions of profit or not. For payments that are
distributions of profits (i.e. dividends), the new
paragraph 58A set out in the Exposure Draft will
apply. For other payments on financial instruments
classified as equity, paragraph 61A of IAS 12 will
continue to govern the income tax consequences.

Further details

Timing

The IASB had previously received a request to
clarify whether the income tax consequences of
payments on financial instruments classified as
equity should be recognised in equity or in profit
and loss.

The effective date for the proposed amendments
will be determined after the exposure draft process
is completed.

The Board confirmed that the income tax
consequences of such a transaction should
generally be recorded in profit or loss unless the
transaction itself is recognised outside of profit
or loss.
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Changes to IFRS 15 and 16 – results
from PwC tax reporting survey
Overview
In an effort to identify the impact of announced
changes to IFRS 15 and 16 on income taxes, PwC
tax accounting service leaders from 36 territories
around the globe have completed a survey.
Participants were asked to elaborate on the
expected impact that the announced IFRS changes
will have on tax reporting in their respective
countries, considering both the direct and indirect
impact on current and deferred income taxes.
The vast majority of territories anticipate
significant changes as a result of the
new standards.
Background
New standards have previously been announced
dealing with revenue (IFRS 15, Revenues from
contracts with customers) and lease accounting
(IFRS 16). IFRS 15 is effective for annual reporting
periods beginning on or after 1 January 2017, with
early adoption permitted. The standard provides
similar guidance as the FASB’s new ASC 606 as it
was prepared as part of a joint project with the
FASB but there are a number of differences.

The core principle behind the new IFRS 15
standard is that entities should recognise revenue
from the sale of goods or services to customers in
an amount that reflects the payment expected to be
made to the company in exchange for those goods
or services. This may result in a revised revenue
recognition profile for many companies.
IFRS 16 is effective for annual reporting periods
beginning on or after 1 January 2019. Early adoption
is permitted only in conjunction with IFRS 15. The
new leasing standard was originally part of the
IASB’s convergence project with the FASB and the
FASB published Accounting Standards Update ASU
2016-02, Leases, at around the same time as IRFS
16. However, the Boards could not reach agreement
in some key areas so important distinctions between
the standards remain.
The new IFRS 16 standard will have a significant
impact on the accounting for leases. This is
particularly notable for lessees, as almost all leases,
including operating leases which are currently off
balance sheet, will now be recognised on the
balance sheet.
It is expected that both new standards potentially
impact current cash tax and deferred tax, (either
directly or indirectly). The impact is different in

each country as it depends on specific facts such as
which GAAP the tax returns are based on and the
tax law of the territory concerned. Many territories’
tax laws prescribe special rules for the recognition
of revenue for tax purposes, while leasing has been
an area where planning has taken place over the
years. As a result, significant and complex tax laws
have been implemented to govern the treatment of
payments and receipts under leasing contracts. The
interaction of these laws with the new standards
will in many cases be complex.
Key findings
•

The survey shows that the tax impact varies
significantly between countries, even within the
same regions. This applies to current taxes and
deferred taxes, and also whether the impact is
direct or indirect.

•

In 11% of the jurisdictions, tax law changes to
deal with the new standards are considered, or a
transitional method will apply.

•

In almost 20% of the countries, the impact of
the changes to IFRS 15 and IFRS 16 varies
(e.g. IFRS 15 has only a deferred tax impact
while IFRS 16 impacts both current and
deferred tax).
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•

Based on the various outcomes, a jurisdiction
by jurisdiction approach is likely to be
necessary to determine the overall impact on
tax resulting from the changes to IFRS 15
and 16.

Further information available
To facilitate more specific discussions on this
subject, a complete report on the outcomes of the
survey will be published during the second quarter
of 2017. This report will include detailed examples
of how the new standards can directly or indirectly
impact current and/or deferred taxes and what
companies should be aware of. The report will
include an overview of PwC specialists in various
territories to reach out to for additional
information.

We would therefore recommend that a country by
country approach is applied in determining the
impact. This will help ensure that companies’ tax
reporting implications are determined correctly
and in a timely manner.

Does the changes to IFRS 15 and
16 have the same type of tax
impact?
19%

Will deferred taxes in local financial
statements be impacted by changes in
IFRS 15 or IFRS 16?

81%
Yes

41%

46%

Will cash tax be directly impacted by
changes in IFRS 15 or IFRS 16?

13%0%
Yes, by both

No

Yes, by IFRS 15

Yes, by IFRS 16

No

24%
68%

Will cash tax be indirectly impacted by
changes in IFRS 15 or IFRS 16?
Yes, by both

8%
0%

Yes, by IFRS 15

Yes, by IFRS 16

No

Take away
When it comes to the impact of the new accounting
standards IFRS 15 and 16 on current and deferred
tax, outcomes will differ significantly around
the world.

46%

48%

3%
3%

Yes, by both

Yes, by IFRS 15

Yes, by IFRS 16

No
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The IFRS Interpretations
Committee update

Committee as to whether a project should be added
to the standard setting agenda to cover this issue.

Feedback on this tentative decision can be made in
the 60 day period following the meeting.

Overview

The Committee’s tentative decision was to not add
a project on interest and penalties to its agenda.
This is consistent with the recent outcome of the
IASB’s agenda consultation which determined that
IAS 12 is not a priority topic. However, the
Committee did resolve to remind preparers about
the disclosure requirements.

Recognition of deferred taxes when
acquiring a single-asset entity that is
not a business.

The IFRIC met in London on 14 and 15 March.
Among the topics of discussion were a tentative
agenda decision on interest and penalties related to
income taxes, and an agenda decision on deferred
taxes when acquiring single asset entities.
We summarise below the IFRIC’s discussions on
these issues. For more information see the IFRIC’s
update web page.
Interest and penalties related to
income taxes
The IFRS Standards do not specifically address the
accounting for interest and penalties related to
income tax, and as a result there is diversity in
practice.
In accounting for these amounts, entities generally
apply either IAS 12 or IAS 37 (Provisions,
Contingent Liabilities and Contingent Assets).
There are different measurement and disclosure
requirements depending on which standard is
applied. There was therefore some discussion in the

In particular, where interest and penalties are
accounted for under IAS 12, an entity should
consider whether interest and penalties are
material and if they should be disclosed as one of
the major components of tax expense.
In cases where amounts are accounted for under
IAS 37, a reconciliation of opening and closing
balances may be required if material.
IAS 1 Presentation of Financial Statements also
contains disclosure requirements that may apply
regarding the judgments made by management.
It may be possible for many companies to enhance
their disclosures in this area. We would expect that
companies will pay more attention to the issue as
a result of the highlighting of the area by
the Committee.

This issue was discussed in our Q3 2016
Newsletter. The tentative decision reached
then, which rejects recommending a project to
the standard setting agenda on this topic,
was confirmed.
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Recent and upcoming major tax law changes
This section focuses on major changes in the
tax law that may be of interest to multinational
companies and can be helpful in accounting
for income taxes. It is intended to increase
readers’ awareness of the main global tax law
changes during the quarter, but does not offer
a comprehensive list of tax law changes that
should be considered for financial statements.

Australia
During February 2017 the Australian government
introduced laws into Parliament that, when
enacted, are expected to have a significant impact
on large multinationals with a presence in
Australia. The key measures introduced by the
proposed laws are as follows:




Worldwide tax summaries

Australian Diverted Profits Tax (DPT). The
DPT, the biggest change in Australia’s general
anti-avoidance provisions since their
introduction 35 years ago, would impose a
penalty rate of tax (40%) in circumstances
where the amount of Australian tax paid is
reduced by diverting profits offshore through
related-party arrangements. It is extremely
broad and could apply to a significant number
of multinational groups.
Substantial increase in penalties for significant
global entities (SGEs). The amount of
administrative penalties that can apply to SGEs
for failure to provide certain filings or
documents on time or for making a false or
misleading statement about tax matters would
increase substantially (for example, an increase
from AUD $180 to AUD $105,000 for filing a

tax return one day late). The new measure
generally would apply effective 1 July 2017.


Amendments to transfer pricing guidelines.
The Australian transfer pricing rules would be
updated to include the Organisation for
Economic Cooperation and Development
(OECD) Base Erosion and Profit Shifting
(BEPS) amendments to the OECD Transfer
Pricing Guidelines for Multinational
Enterprises and Tax Administrations approved
by the OECD Council on 23 May 2016. The new
measure would apply to tax years starting on or
after 1 July 2016.

The DPT was previously proposed in the 2016-2017
Federal Budget which was delivered in the second
quarter of 2016. At that time, it was expected to be
based on the United Kingdom’s already introduced
DPT. However, the law as introduced into
Australian Parliament differs in significant respects
from the UK provisions.
According to an estimate in the Explanatory
Memorandum accompanying the law,
approximately 1,600 entities would need to
consider whether the DPT applies to them.
Furthermore, an estimated 130 taxpayers would
have a high risk of the DPT applying to them. Of
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Recent and upcoming major tax law changes
these high-risk taxpayers, 120 are expected to incur
AUD $500,000 to comply with the DPT and 10 are
anticipated to implement a new business model at
a cost of AUD $1 million per entity.

Canada
The Canadian government’s 2017 budget was
presented on 22 March 2017. A number of
measures were introduced in the budget, however
they will not be enacted or substantively enacted
for some time.
A number of measures were introduced
which would restrict tax planning using
private businesses.
Further measures were also introduced to address
the taxation of derivatives. One measure would
allow taxpayers to elect to “mark to market” eligible
derivatives. Where such derivatives were previously
subject to tax only on realisation, the recognition of
the gain or loss accrued up to the beginning of the
year in which the election is made would be
deferred until disposal or realisation of
the derivative.
A second measure would introduce an antiavoidance measure to address taxpayers who enter
into positions offsetting effects, yet attempts to

defer or prevent the taxation of any gain while
taking the benefit of a loss. The measure would
prevent the realisation of the loss until the gain is
realised. This would apply to positions entered into
after 21 March 2017.

intent to withdraw, unless there is unanimous
agreement to extend the negotiations. In the
meantime, EU laws will continue to apply to the
UK as they exist today until the date of
actual withdrawal.

The budget also proposed rules to treat expenses
related to drilling discovery wells in the oil and gas
industry as Canadian Development Expense, rather
than Canadian Exploration Expense. This would
slow down the deduction available for such
expenditures by applying a 30% declining balance
deduction rather than 100% in the year incurred.
The proposal would generally apply to expenses
incurred after 2018

Along with the many other aspects of European law
that would presumably cease to apply to the UK
upon withdrawal, unless other agreements are
reached, various tax exemptions and reliefs on
intra-Europe undertakings presumably would also
no longer apply to dealings between UK entities
and entities domiciled in EU Member States. Areas
that may be affected by the eventual exit of the UK
from the EU, which may or may not be dealt with
in any withdrawal agreement, include the rates of
withholding tax that should be taken into account
when assessing the tax required to be provided or
disclosed on unremitted earnings that would be
received by or pass through the UK. At the end of
the two year period, the Interest and Royalties
Directive and the Parent Subsidiary Directive,
which together eliminate withholding taxes on
many payments of interest, royalties and dividends
within the EU, are expected to cease to apply to the
UK. It remains to be seen if or how this may be
addressed upon the UK exit.

European Union
Brexit
The United Kingdom (UK) government on 29
March 2017 invoked Article 50 of the Lisbon
Treaty, marking the start of the two year
process of the UK exiting the EU (which has
been referred to as Brexit). Written notification
triggers the opening of withdrawal negotiations
between the UK and the EU. Withdrawal takes
effect either when a withdrawal agreement enters
into force, or two years after notifying the EU of the

Continued

Global tax accounting services newsletter
Introduction

In this issue

Home Subscription

Accounting and
reporting updates

Recent and upcoming
major tax law changes

Tax accounting refresher

Contacts and
primary authors

Recent and upcoming major tax law changes
Written notification of withdrawal is simply the
beginning of withdrawal negotiations. It does not
change the application of existing tax laws, nor
establish a clear framework for what the ultimate
outcome of the negotiations and legislative process
will be. It is the commencement, not the
culmination, of a complex, multi-territory,
multifaceted legislative process.
We believe in light of the uncertainties, entities that
may be materially affected by the UK’s withdrawal
from the EU should provide clear and transparent
disclosure of the status of the UK’s withdrawal
efforts and the potential tax effects of an eventual
withdrawal. Such disclosure should include a
description of the withdrawal event, the nature of
the entity’s activities that could be affected, and the
potential financial statement effects.
Companies preparing financial statements should
consider discussing the position with their auditors
to agree the nature and extent of these disclosures
and ensure they are in line with local regulatory
requirements.
Please refer to the two publications linked at the
start of this section for further guidance on
this issue.

Hybrids
The 28 Finance Ministers of the EU member states
met on 21 February 2017 and reached agreement
on a general approach to hybrid mismatches. The
approach is based on the OECD’s BEPS Action 2
report.
The next steps are for the proposals to be formally
adopted, which is expected to happen after the
European Parliament issues its opinion on the
proposals in late April 2017. Following their formal
adoption, the proposed rules will be required to be
incorporated into the laws of member states by 31
December 2019 and to take effect from 1 January
2020. A number of member states may be expected
to move forward on an accelerated timetable and
we will address the specifics of the rules as they are
adopted (see for example our comments on the
UK’s proposed rules later on in this newsletter).

been set up to examine the Hong Kong tax regime’s
international competitiveness and consider the
introduction of new rules that will encourage
development and thereby help grow the tax base.
Considerations could include enhanced deductions
for innovation and technology spend.

India

Hong Kong

India’s general anti-avoidance rules (GAAR) take
effect from 1 April 2017. The Indian Central Board
of Direct Taxes (CBDT) has issued a circular
providing its views on the application and
implementation of the GAAR. The Circular
provides clarification on certain issues related to
the applicability of the GAAR provisions. It sets out
strict protocols to ensure that the GAAR is invoked
only in rare cases of highly aggressive and artificial
schemes, involving two stages of vetting, first by an
official of the CBDT and then by an “Approving
Panel” headed by a High Court judge.

In February Hong Kong announced its 2017-18
budget. There were few surprises in the budget,
with the tax rate for companies remaining
unchanged at 16.5%. New concessions were
introduced to promote aircraft leasing and
financing. In addition, a new tax policy unit has

The Indian government also presented its 2017
budget during the quarter. There are a number of
significant proposals in the budget. The budget
proposes amendments to clarify that India’s
taxation of indirect transfers would not apply to
investments held by non-residents in Category I
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(government, sovereign funds, etc.) or Category II
(broad based funds, funds regulated in overseas
jurisdictions, etc.) Foreign Portfolio Investors
(FPIs). This is proposed to apply retroactively back
to 1 April 2012.
A number of other changes to capital gains taxation
are proposed. These include amendments to the
exemption from long term capital gains tax on
transfers of listed securities. With the proposed
amendment, the transfer would generally only be
exempt if Securities Transaction Tax (STT) was
paid both on the transfer and on the acquisition of
the securities by the vendor.
With another proposed change, fair market value
would be deemed to be consideration received
when the actual consideration on a disposal is less
than fair market value (from 1 April 2017). This
would apply to all transfers of shares other than
quoted shares, regardless of whether the parties are
related or not.
The budget proposes a clarification of the rules
around non-resident capital gains tax on the sale of
Indian private limited companies. In 2013, the
non-resident long-term capital gains tax rate on the
sale of “unlisted securities” was reduced to 10%,

plus applicable surcharges. Because the provisions’
wording was unclear, taxpayers were uncertain
whether the beneficial rate would apply to the
transfer of shares of Indian private limited
companies. Last year’s budget addressed this
ambiguity by clarifying that the lower rate also
would apply to shares of an Indian private limited
company. This year’s budget would, if enacted,
clarify that the beneficial rate of 10% would apply
retroactively from April 1, 2012. This could create
an opportunity for taxpayers to claim a refund if
taxes were paid at a higher rate in earlier years.
The budget also makes a number of proposals as a
consequence of the BEPS initiatives.
The first is the introduction of thin capitalisation
rules and related interest deductibility restrictions.
Under current provisions, interest paid by an
Indian company to any non-resident associated
enterprise is allowable as a deduction without limit,
provided the interest satisfies the arm’s length test
under the Indian transfer pricing regulations. The
budget proposes specific thin capitalisation rules in
line with those seen in other territories.
It also introduces interest restrictions in line with
the BEPS Action 4 proposals. Any interest paid for

the year under consideration in excess of 30% of
the taxpayer’s earnings before interest, taxes,
depreciation and amortisation (EBITDA) would be
treated as excess interest. Excess interest
disallowed in a year could be carried forward up to
eight years, subject to the aforementioned limits.
This is proposed to take effect from 1 April 2017.
A second BEPS related initiative is the introduction
of secondary adjustments. These seek to give an
economic effect to the primary transfer pricing
adjustment as if the underlying transaction had
actually taken place at arm’s length. Many other
jurisdictions, including the US, Germany, France,
and Netherlands, provide for secondary
adjustments. The Indian provisions require the
repatriation of the excess amount paid or otherwise
transferred to the associated enterprise back to
India. If the excess amount is not repatriated
within the prescribed time limit, it would be
considered as an advance made by the taxpayer to
the associated enterprise, and interest would be
computed on the amount. Further clarification is
expected as to when these rules would enter into
force and to what extent they would apply to
periods prior to 1 April 2017.
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A final announcement in the budget was of a plan
to reduce the timeframe for audits. In a phased
approach, tax audit timelines would be reduced to
24 months from the end of the relevant tax year,
with an additional 12 months available in the case
of transfer pricing audits.

Germany
On 25 January 2017, the German Federal Cabinet
agreed on a draft bill that would restrict the ability
to deduct royalty payments made to related parties
in situations where the royalty income is taxed
under a patent box regime that does not apply the
nexus approach.
The German authorities have for many years voiced
concerns over the proliferation of patent box
regimes and Germany was a strong proponent of
making nexus the preferred approach under the
BEPS process. The German government has
indicated that although the OECD has adopted the
nexus approach, it has concerns with the
grandfathering of existing preferential tax
treatments previously allowed by the OECD. As
such, Germany is proposing further counter
measures to protect its position.

The draft bill represents a very early stage in the
legislative process, and we will continue to monitor
the position and provide updates should the bill
progress. In the meantime, taxpayers may consider
reviewing the treatment of royalties paid by
Germany in the hands of the recipient to determine
the proposed corresponding German tax treatment
should the legislation be enacted.

Mexico
On 18 January 2017 Mexico approved a Decree
providing for a short term reduced 8% tax rate on
repatriations of funds maintained outside Mexico.
The Decree took effect 19 January 2017, and
expires 19 July 2017. Mexican resident individuals
or companies and Mexican permanent
establishments (PEs) that generated revenues
through direct and indirect investments
maintained abroad as of 31 December 2016 can
repatriate these amounts at a reduced income tax
rate of 8%, without further penalties. The reduced
8% rate applies instead of the standard 30%
income tax rate for companies and PEs. The base of
the 8% tax may be reduced under the rules
published by the Mexican tax authority.

for the reduced rate, repatriated funds must be
invested for at least two years in fixed assets
located in Mexico, Mexican R&D, paying down
indebtedness, or financial instruments, such as
stock or debt, issued by Mexican entities.

Brazil
On 5 January 2017 Provisional Measure 766/2017
(PM 766) was published in the Official Gazette. PM
766 introduces a tax regularisation program
(PTR in Portuguese) to incentivise companies to
settle their federal tax debts in Brazil.
Entities may use the PTR to settle their tax
liabilities in a number of different ways. The
options are as follows:


Upfront payment of at least 20% of the total
outstanding liabilities, with the remaining
balance settled with tax losses (NOLs) or tax
credits;



Payment of at least 24% of the total
outstanding liabilities in 24 monthly
instalments, with the remaining balance settled
with tax losses or tax credits;

The purpose of this incentive is to boost
investments in the country. Accordingly, to qualify
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Upfront payment of 20% of the amount of the
total outstanding liabilities, with the remaining
balance to be settled in up to 96 monthly and
successive instalments; or

common. Therefore, it is important for taxpayers to
monitor developments related to PM 766/2017.
The legislature has not yet approved the measure
but has extended it for an additional 60 days.

Payment of the total outstanding liabilities in
up to 120 monthly and successive instalments
calculated based on certain percentage rates
applied to the total outstanding liabilities.

Multinational enterprises with Brazilian
subsidiaries that have past or present tax liabilities
should evaluate the PTR. The ability to use NOLs
could provide potential cashflow benefits, because
the PTR allows companies to settle tax liabilities
with reduced cash disbursements. It could also
allow companies to recognise the benefit of NOLs
that were previously not booked or had a valuation
allowance against them.

The key benefit of the PTR is that a taxpayer can
use NOLs generated by related group companies to
settle its liabilities, as well as its own NOLs. NOL
utilisation is subject to certain conditions,
including the requirement that the NOLs were
generated by 31 December 2015 and declared by 30
June 2016.
Entering into the PTR will not impact an entity’s
interest and penalty position.
Because the PTR was created through a provisional
measure, it is liable to change as it moves through
the process of approval by the legislature.
Provisional measures have the authority of law
until approval within a prescribed 60-day period,
plus an additional 60-day period, if extended.
Changes to provisional measures during the
process of conversion into law are relatively

Switzerland
On 12 February 2017 Swiss voters rejected the
proposed Corporate Tax Reform III (CTR III
or the Reform) package. The package had been
long in the works and its rejection by a significant
margin of 59.1% to 40.9% was notable.
The existing Swiss regime has been coming under
increasing pressure from other states and
international bodies, which see the privileges that it
grants to large multinationals as unacceptably
generous. The reform was intended to maintain
Switzerland’s attractiveness as a destination for

investment while better aligning the national tax
landscape with new international norms.
As the Reform was rejected, the current Swiss rules
will remain in place and taxpayers will not face any
immediate changes. However, the pressures that
led to the introduction of the rejected package are
likely to increase so the Swiss authorities are
expected to quickly develop a new proposal. It is
anticipated that any new proposal will follow
similar broad principles to CTR III, but will
attempt to address the issues raised by opponents.

United Kingdom
The UK budget for 2017 was announced on 8
March 2017. The budget contained few surprises,
but reaffirmed a number of previously announced
changes to the UK tax regime that will now be
taken forward into law.
No changes were made to tax rates so the
previously enacted schedule of rate reductions (to
19% from 1 April 2017 and to 17% from 1 April
2020) remains on track.
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There were a number of small changes to the draft
interest restriction legislation. This is unlikely to be
enacted before the summer, but would take effect
from 1 April 2017. It would limit interest
deductions to 30% of tax EBITDA (subject to a £2
million de minimis). These provisions can be
overridden in certain circumstances such as
situations where a company is a member of a group
which is more highly leveraged than the statutory
30% (in which case the higher group ratio could
apply), or when UK net interest is higher than the
group’s net interest expense (this provision broadly
replaces the previous UK debt cap rules). Further
details can be found here.

in any period, subject to a £5 million de minimis on
a group-wide basis. At present no such restrictions
exist, so carryforward NOLs can be used to
eliminate all of a company’s taxable profits for a
period. To counterbalance the new restrictions, the
rules would also increase the flexibility with which
newly generated losses could be used, allowing
more freedom to offset profits of one type against
losses of another. Taken together, the loss relief
changes would require companies to reassess their
expectations as to how deferred tax assets related
to NOLs would be realised and consider whether
any changes are required to their assumptions
about the scheduling of reversals.

New loss relief rules are also expected to be enacted
in the summer but would take effect from 1 April
2017. The loss relief rules would mean that only
50% of profits could be offset by loss carryforwards

Following consultation, minor revisions will be
made to the legislation simplifying application of
the Substantial Shareholdings Exemption (SSE) to
provide additional clarity and certainty. The SSE

allows for disposals of holdings in shares in certain
circumstances to be disposed of without giving rise
to taxable gain or loss. As a reminder, application
of the SSE will be simplified for disposals occurring
on or after 1 April 2017. With the revisions, the
requirement for the investing company to be a
trading company or a member of a trading group
will be removed and a more comprehensive
exemption for companies owned by qualifying
institutional investors will be introduced. This
change is notable as this is an area which has
caused uncertainty for many groups in the past.
There were no changes in the budget to the antihybrid rules that were enacted in 2016 and came
into effect on 1 January 2017.
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In this section we discuss key tax
accounting considerations under IFRS and
US GAAP in relation to accounting for
income taxes during interim periods.

Accounting for income taxes in
interim reporting
Background
Many groups are required to publish financial
information for periods shorter than their full
reporting period, typically either quarterly or semiannually. Interim financials may also be required
when companies undertake certain transactions.
Under both IFRS and US GAAP, specific guidance
exists which outlines the principles and
methodologies companies should apply in
preparing financial statements. For many groups,
there may also be additional requirements as a
result of local regulations.
The financial information published at interim
periods is often much less extensive than that
provided in annual financial statements. However,
the nature of this reporting present some unique
challenges, and this is particularly true for the field
of tax accounting.

The Total Tax Contribution
Framework

Tax is typically assessed by taxing authorities based
on annual results, and as a result under both US
GAAP and IFRS the tax charge for the interim
period is based on making an estimate of the

annual effective tax rate for the year and applying it
to the results of the interim period, with
adjustments for discrete items. However, there are
a number of complications to this general model
and the approach under the two different
frameworks does not always coincide.
Below we discuss IFRS and US GAAP
considerations for interim reporting and highlight
some of the key areas that cause difficulty
for preparers.
Basic approach
Although both IAS 34 (the interim reporting
standard under IFRS) and US GAAP require
companies preparing interim reports to generally
use an estimated annual effective tax rate (AETR)
and apply that rate to the profit or loss for the
interim period, there are some differences in the
mechanics of the calculation. Under US GAAP, the
interim tax provision is generally calculated by
applying an estimated worldwide AETR to the
worldwide pretax profit or loss for the interim
period. With a slightly different approach, IFRS
requires a company to determine a separate
estimated annual effective tax rate for each
material jurisdiction, and apply that rate to the
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income or loss of the jurisdiction for the period.
Where there are different tax rates applicable to
different categories of income, the rate applicable
to a particular category of income should
be applied.
IAS 34 does acknowledge that it may not always be
practicable for groups to prepare their provision to
this level of detail. If this is the case, then using a
weighted average of rates across jurisdictions or
categories is acceptable. However, this should not
be seen by preparers as giving blanket permission
to use a weighted average approach; it should only
be used where it is genuinely not practicable to
produce jurisdiction specific calculations.
Discrete Items
A number of events require companies to look
beyond the AETR approach. Typically these are
one-off or discrete events.
As the basic model applies the AETR to ordinary
income, consideration must also be given to how to
deal with items excluded from ordinary income.
Ordinary income is defined under US GAAP as
income from continuing operations excluding
significant unusual or infrequently occurring items.
Discontinued operations and the cumulative effects

of changes in accounting principles are also
excluded. IAS 34 is less specific but makes clear
that tax related to a one-time event should be
recognised in the interim period.
The US GAAP definition is such that relatively few
items will be excluded from the definition of
ordinary items. Items excluded are highly
abnormal and clearly unrelated to or only
incidentally related to the ordinary activities of the
entity. They should also not recur frequently. For
example, insurance groups that insure against
catastrophic events such as hurricanes may need to
consider carefully whether large pay-outs for such
events, even if they occur relatively infrequently,
are sufficiently far removed from their ordinary
activities to be excluded from ordinary income. We
would expect a similar approach in general to be
taken by IFRS preparers.
Prior period adjustments
Discrete items include prior period year
adjustments (i.e. changes to or true-ups of a prior
year estimate). These are common as tax provisions
are often prepared in a short period of time when
information can be limited. In situations where a
group has an under- or over-provision of tax

relating to a prior period, it will need to book an
adjustment to correct the previous estimate.
In accounting for an adjustment of a prior period
tax provision, companies and their auditors will
first need to consider whether the prior period
adjustment reflects a change in estimate or whether
it is the correction of an error. To the extent that it
is determined to be a change in estimate, it is
accounted for in the period in which it is identified.
Because the adjustment does not relate to current
period income it should not be included in the
calculation of the estimated annual effective tax
rate (AETR), but should be reflected as a discrete
item in the interim period in which it arises.
Change in tax rate
When an entity prepares quarterly provisions, it
should update its estimated AETR at each quarter.
Provided that the change is the result of a change in
estimate rather than an error, it should not restate
previous periods even if the change in the AETR is
significant. However disclosure should be made in
the notes as to the nature and impact of a
significant change of estimate.
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Enacted tax rates may also change during interim
periods. The newly enacted or substantively
enacted rate should be used for the periods to
which it applies. It should also be applied to
deferred tax balances (this may require scheduling
if different rates apply at different times in the
future).
Under IFRS, there are divergent approaches in
practice as to how to deal with the re-measurement
of deferred tax balances. The first approach is to
exclude the impact of remeasuring deferred tax
balances from the AETR and recognise the impact
in full in the period in which the change in tax rate
occurs. The alternative approach is to include the
effect in the AETR; this results in the impact being
spread across the remaining periods of the year.
US GAAP requires that the impact is reflected in
full in the period in which the change in tax rate
is enacted.
Deferred tax asset recognition or derecognition/change in valuation
allowance assessment
When companies assess the recoverability of
deferred tax assets, which should occur at each
interim period, they may change their prior

conclusion and either recognise assets that were
previously de-recognised or vice-versa (under
IFRS) or increase or decrease their valuation
allowance (under US GAAP).
When a company concludes that it should no
longer recognise a deferred tax asset that is on its
books, under IFRS we believe that the asset should
be de-recognised immediately, so that the full
impact is taken through the interim period
provision. In practice, we see some companies
spreading the impact through the incorporation of
the de-recognition adjustment into the calculation
of the AETR. This is also an acceptable approach as
IAS 34 does not require one treatment over the
other.
In a situation where an entity recognises a deferred
tax asset that was not previously recognised, a
number of acceptable alternative approaches are
seen in practice.




The first is to spread the impact of the
recognition adjustment over the full year
through its incorporation into the calculation
of the AETR.
The second is to spread the impact of items
that are expected to reverse in the current year

through inclusion in the AETR, and to record
the impact of the remaining items in full in the
interim period.


The third is to recognise the full effect of the
change in deferred tax assets in the interim
period. This option should be strongly
considered if the change in estimate is the
result of a one-off event in the interim period.

Under US GAAP, a change in a valuation allowance
as a result of a change in expectations about future
earnings should be treated as a discrete item. If the
change is the result of a change in the estimate of
current year income or reversing deductible
temporary differences, then the impact should be
built into the AETR.
Other discrete items
In addition to the points outlined above, some of
the more common discrete items include the
following:


Recognition, derecognition or change in the
measurement of an uncertain tax position for a
prior period (this can be thought of as a
subcategory of prior period adjustment);
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The impact of changes in tax law;



The impact of a change in the tax status of an
entity; or



Changes in judgment regarding
unremitted foreign earnings or other outside
basis differences.

Common challenges
Although the principle is relatively clear, it is often
difficult for groups to forecast their AETR
effectively. Forecasting the AETR requires that
groups forecast both their pretax income and the
tax adjustments expected for the year.
It is important that the assumptions used in
preparing the AETR are consistent with those used
in the rest of the financial statements. For example,
when considering valuation allowance assessments,
groups should ensure that they align their
assumptions about future income with those used
in any goodwill impairment testing.
For business combinations, under IFRS companies
should only reflect the impact of the acquisition
when the acquisition is complete. US GAAP
generally shares this approach but includes further

guidance as to acceptable methods by which the
acquisition’s impact may be reflected.
Companies can include the effect of the business
combination in the AETR from the acquisition date
based on the expected results for the year including
the results of the acquitted business. The AETR
would be applied to the consolidated year to date
income or loss to determine the interim tax to
be reported.
Alternatively, the company can divide the year into
pre- and post-acquisition periods and determine a
separate AETR for each period. With this approach,
the total tax provision for an interim period is
calculated by adding the pre-acquisition tax
provision to the tax provision calculated for the
post-acquisition.
Exceptions to the basic model
There are some cases where the use of an estimated
AETR may be inappropriate.
One example is a scenario where a reliable estimate
cannot be made for a particular jurisdiction. Based
on an exception under US GAAP, companies may
utilise a discrete approach in calculating its interim
provision when it is not able to reasonably forecast

earnings. This exception is also considered at times
in situations where a company is marginally profitor loss-making, and has significant permanent
differences. In many cases, small changes in the
assumptions about profits or permanent
differences used in the calculation of the AETR can
significantly impact the AETR and the calculation
of the interim provision. Companies that believe
the inherent volatility in the AETR prevent its
ability to prepare a reliable estimate should be in a
position to demonstrate it through the use of
sensitivity analysis, for example. In situations
where a jurisdiction is excluded from the overall
AETR calculation, prominent disclosure should be
made.
Another issue that often needs to be considered is
the treatment of post balance sheet events. If, for
example, a major new contract is signed or a fire
takes place for which a company’s insurance is
insufficient, the expected full year income may be
different than previously projected. Companies
need to consider whether the new information
impacts AETR in the calculation of their interim
results. This is an area where there is some
divergence in practice under US GAAP.
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Some companies conclude that the estimated AETR
should be revised to reflect the entity’s best current
estimate. They would adjust their AETR up to the
date of issuance of the financial statements to
reflect all material information available.
Others believe that post balance sheet events
should not result in the adjustment of the financial
statements. The two approaches are both
reasonable. However, a company must be
consistent and once it has adopted one approach
any change would represent a change of accounting
policy.

combinations which typically give rise to many tax
and non-tax complexities.
Conclusion
The basic model of accounting for income taxes in
interim periods under both US GAAP and IFRS is
relatively straight forward. However, there are
numerous complexities which require deeper
analysis. US GAAP preparers benefit from a wider
range of detailed guidance issued by the regulators,
while those preparing interim financial statements
under IFRS must apply the general principles set
out in the standards to their scenarios.

There is less specific guidance in IAS 34 on this
point, with the result that there is similar
divergence in practice amongst IFRS preparers. As
with US GAAP, companies should be consistent
with the approach that they adopt to this issue.
Other issues
Companies preparing interim tax provisions will
need to give some thought to a number of other
issues which can complicate the required
calculations. These include areas such as
withholding taxes, naked credits, and branch
accounting, as well as issues such as business
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Over the years we have covered a
number of technical topics in the tax
accounting refresher section of this
newsletter. Here we present a summary
of the most recent topics and links to the
relevant newsletters. We would love
your input on what topics you would like
us to cover in future newsletters. If you
have any feedback, please feel free to
reach out to any of the primary authors
listed below.

Tax accounting refresher topics
Topic

Newsletter

IFRS and US GAAP: similarities and differences

Q1 2014

When to account for tax law changes

Q1 2014

Importance of technology for tax function effectiveness

Q2 2014

Tax accounting and reporting considerations in relation to transfer pricing

Q3 2014

Key tax accounting hot topics and year-end reminders

Q4 2014

Taxes based on income, taxes not based on income and 'hybrid' taxes

Q1 2015

Accounting for income taxes associated with foreign branch operations

Q2 2015

Accounting for income taxes associated with partnerships and other 'flow-through'
entities

Q3 2015

Key tax accounting areas for preparation of 2015 year-end financial statements

Q4 2015

Tax provisions for carve-out financial statements

Q1 2016

Foreign currency tax accounting

Q2 2016

Outside basis difference

Q3 2016

Key tax accounting areas for preparation of 2016 year-end financial statements

Q4 2016

Global tax accounting services newsletter
Introduction

In this issue

Home Subscription

Accounting and
reporting updates

Recent and upcoming
major tax law changes

Tax accounting refresher

Contacts and
primary authors

Contacts
For more information on the topics discussed
in this newsletter or for other tax accounting
questions, contact your local PwC engagement
team or your Tax Accounting Services network
member listed here.

Global and regional tax accounting leaders
Global and United Kingdom
Andrew Wiggins
Global and UK Tax Accounting
Services Leader
+44 (0) 121 232 2065
andrew.wiggins@pwc.com
EMEA
Kenneth Shives
EMEA Tax Accounting
Services Leader
+32 (2) 710 4812
kenneth.shives@be.pwc.com

Asia Pacific
Dervis Pajo
Asia Pacific Tax Accounting
Services Leader
+86 21 2323 1577
dervis.pajo@cn.pwc.com
Latin America
Marjorie Dhunjishah
Latin America Tax Accounting
Services Leader
+1 (703) 918 3608
marjorie.l.dhunjishah@pwc.com
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Tax accounting leaders in major countries
Country

Name

Telephone

Email

Australia

Ronen Vexler

+61 (2) 8266 0320

ronen.vexler@au.pwc.com

Belgium

Koen De Grave

+32 (3) 259 3184

koen.de.grave@be.pwc.com

Brazil

Manuel Marinho

+55 (11) 3674 3404

manuel.marinho@br.pwc.com

Canada

Spence McDonnell

+1 (416) 869 2328

spence.n.mcdonnell@ca.pwc.com

China

Dervis Pajo

+86 (21) 2323 1577

dervis.dp.pajo@cn.pwc..com

Finland

Iain McCarthy

+358 (0) 20 787 7975

iain.mccarthy@fi.pwc.com

France

Marine Gril-Gadonneix

+33 (1) 56 57 43 16

marine.gril-gadonneix@fr.landwellglobal.com

Germany

Heiko Schäfer

+49 (69) 9585 6227

heiko.schaefer@de.pwc.com

Hungary

David Williams

+36 (1) 461 9354

david.williams@hu.pwc.com

India

Pallavi Singhal

+91 (80) 4079 6032

pallavi.singhal@in.pwc.com

Italy

Marco Meulepas

+39 (02) 9160 5501

marco.meulepas@it.pwc.com

Japan

Nobuko Yamashita

+81 (3) 5251 2340

nobuko.yamashita@jp.pwc.com

Mexico

Fausto Cantu

+52 (81) 8152 2052

fausto.cantu@mx.pwc.com

Mario Alfredo Arteaga

+52 (999) 948 2957

mario.alfredo.arteaga@mx.pwc.com

Netherlands

Tjeerd van den Berg

+31 (0)88 792 10 19

tjeerd.van.den.berg@nl.pwc.com

Poland

Jan Waclawek

+48 (22) 746 4898

jan.waclawek@pl.pwc.com

Singapore

Paul Cornelius

+65 6236 3718

paul.cornelius@sg.pwc.com

Spain

Alberto Vila

+34 (915) 685 782

alberto.vila@es.pwc.com

Switzerland

Reto Inauen

+41 (58) 792 4216

Reto.inauen@ch.pwc.com

Gil Walser

+41 (58) 792 6781

Gil.walser@ch.pwc.com

United Kingdom

Andrew Wiggins

+44 (0) 121 232 2065

andrew.wiggins@pwc.com

United States

Rick Levin

+1 (312) 298 3539

richard.c.levin@pwc.com
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