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January 23, 2017 

by Katie LeBlanc, Jenna Summer, and Ashby Corum, Washington National Tax* 

This article summarizes certain comments about accounting for income taxes made by 
representatives of the U.S. Securities and Exchange Commission (“SEC”) and the Financial 
Accounting Standards Board (“FASB”) during the 2016 AICPA National Conference on 
Current SEC and PCAOB Developments.   

The 2016 AICPA National Conference on Current SEC and PCAOB Developments was held December 
5-7, 2016, in Washington, D.C. The conference addressed recent developments and initiatives at the 
SEC, Public Company Accounting Oversight Board (“PCAOB”), FASB, and International Accounting 
Standards Board (“IASB”), as well as other accounting, financial reporting, and audit topics. Speakers 
included representatives from regulators, standard setters, preparers, auditors, audit committee 
members, and financial statement users. 

KPMG’s Department of Professional Practice’s Issues & Trends: 2016 AICPA National Conference on 
Current SEC and PCAOB Developments provides highlights from the entire conference and can be 
shared with clients. This article summarizes certain highlights relevant to accounting for income taxes 
from the publication. 

  

                                                        
 
 
*     Katie LeBlanc is a senior manager in, Jenna Summer is a managing director in, and Ashby Corum is the partner-in-charge of 

the Accounting for Income Taxes group in Washington National Tax (“WNT”). 

 

http://www.kpmg-institutes.com/content/dam/kpmg/financialreportingnetwork/pdf/2016/2016-issues-trends-aicpa-sec.pdf
http://www.kpmg-institutes.com/content/dam/kpmg/financialreportingnetwork/pdf/2016/2016-issues-trends-aicpa-sec.pdf
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SEC’s Division of Corporation Finance Comments  

The SEC’s Division of Corporation Finance (“DCF”) commented on observations from filing reviews.   
The DCF staff reminded companies that management’s discussion and analysis of financial condition 
and results of operations (“MD&A”) has disclosure requirements related to income taxes, which are 
especially important for multinational companies operating in jurisdictions with various tax regimes, 
risks, and uncertainties. The DCF staff said that income tax disclosures have improved, but it expects to 
issue more comments if continuous improvement is not seen in future Form 10-K annual report 
disclosures. According to the DCF, current disclosures often do not provide adequate insight into the 
big picture tax situation for a company. 

 
 

The DCF staff also discussed situations in which a company released a valuation allowance without 
providing any insightful information to investors to explain the reason for the change. The DCF staff 
expects to see robust disclosure about future sources of taxable income and uncertainties upon the 
release of a valuation allowance. 

Further, the DCF staff noted that similar to U.S. generally accepted accounting principles, frequent 
IFRS comment areas include income taxes. 

Panel on Management Discussion & Analysis  

A panel of preparers, auditors, users, and securities counsel discussed topics including the importance 
of external communications, disclosure effectiveness, and SEC comment letter trends on MD&A. 

One area related to MD&A with frequent comment by the DCF staff was offshore cash balances and 
boilerplate disclosures for critical accounting policies not tailored to the registrant’s business.  

  

DCF staff recommended required income tax disclosures  

The reasons for historical changes in the effective tax rate 

The reasons for changes in the reconciling items between the statutory
tax rate and the effective tax rate 

Insight into the extent to which the past effective tax rate is indicative of
the future 

Uncertainties related to a company’s tax positions 

The effect of taxes on liquidity 

Information about trends and uncertainties and changes in unrecognized
tax benefits, including cash in foreign jurisdictions that is subject to the
indefinite reinvestment assertion 

The trends in income tax expense and cash taxes paid 
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The panel also discussed how registrants are streamlining MD&A disclosures so they can provide 
clearer and more useful information to investors. These methods include removing stale or outdated 
information and replacing lengthy disclosures with tables, charts, or graphics. 

SEC Office of Chief Accountant Comments  

The SEC Office of Chief Accountant (“OCA”) noted that it continues to consult with DCF staff in 
evaluating certain judgments companies have applied in accounting for income taxes. The OCA staff 
gave an example of consultations related to the recognition of deferred taxes on undistributed earnings 
of a registrant’s foreign subsidiary. The DCF staff has questioned registrants when disclosures made 
outside of the audited financial statements (for instance, MD&A) call into question or contradict 
assumptions relied upon in accounting for undistributed earnings of foreign subsidiaries. The OCA staff 
highlighted that in at least one instance it had objected to a registrant’s assertion that remittance of a 
foreign subsidiary’s earnings would be postponed indefinitely.  

The OCA staff noted that the judgments applied in accounting for income taxes may require 
coordination among multiple business functions within a company’s global organization, including 
accounting, treasury, and other business functions. 

FASB Comments  

Representatives of the FASB highlighted the ongoing disclosure framework project. It was emphasized 
that the objective of this project was to improve the relevance of disclosure requirements and was not to 
reduce the volume of required disclosures. The FASB has undertaken a thorough process to solicit 
input and feedback from both preparers and users of the financial statements in an effort to achieve this 
objective. A proposed ASU1 on “Changes to the Disclosure Requirement for Income Taxes” was 
recently issued with the comment period concluded on September 30, 2016, and is currently in the re-
deliberations stage.   

SEC Enforcement  

The Director and Chief Accountant of the SEC’s Division of Enforcement discussed recent trends in 
enforcement actions, including a number of findings related to financial reporting and auditor violations. 

The Chief Accountant highlighted cases that involved improper conduct around revenue and expense 
recognition, valuation and impairment decisions, recognition of accrued liabilities, management of 
earnings and other financial targets, evaluation of internal control deficiencies, and disclosure matters. 

Enforcement also brought cases against auditors for various violations, including lack of professional 
skepticism and independence and over-reliance on management representations. 

  

                                                        
 
 
1     Proposed ASU: Disclosure Framework – Changes to the Disclosure Requirements for Income Taxes at www.fasb.org.  
 

http://fasb.org/jsp/FASB/Document_C/DocumentPage?cid=1176168335332&acceptedDisclaimer=true
http://www.fasb.org/
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One notable case was an action against a company, its vice president of tax and senior manager of tax, 
for fraudulently inflating net income, earnings per share, effective tax rate and other key financial 
information, and for not maintaining sufficient internal accounting controls to identify and properly 
account for income taxes.2 In addition, an action related to this matter was brought against the audit 
and tax partners on the engagement for lack of due professional care and professional skepticism.3 

Summary 

In summary, comments delivered at the 2016 AICPA National Conference on Current SEC and PCAOB 
Developments provide insights into past results and potential future focus areas from the SEC, PCAOB, 
FASB, IASB, Center for Audit Quality, AICPA, preparers, and auditors. Accounting for income taxes 
continues to be an area of focus, and continued improvement is expected to provide relevant and 
robust disclosures to investors. 
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The information contained in this article is of a general nature and based on authorities that are subject to change. Applicability of 

the information to specific situations should be determined through consultation with your tax adviser. This article represents the 

views of the author or authors only, and does not necessarily represent the views or professional advice of KPMG LLP. 

                                                        
 
 
2     SEC Release Nos. 10221 and 78944, September 27, 2016, available at www.sec.gov. 
3     SEC Release No. 79109, October 18, 2016, available at www.sec.gov. 

https://www.sec.gov/litigation/admin/2016/33-10221.pdf
http://www.sec.gov/
https://www.sec.gov/litigation/admin/2016/34-79109.pdf
http://www.sec.gov/
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