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Abstracts

A Review of Accounting Standards for Tax Effect
Accounting

Jung, Moon-hyun *+ Roh, Hyun-sub

In this. article, we perform an international overview of accounting
standards for tax effect accounting(or income taxes). Specially, we compare
accounting standards for tax effect accounting of U.S. and International
Accounting Standards. The principal component of U.S. accounting standards
for tax effect accounting is as follow.

Statement of Financial Accounting Standards No. 109, Accounting for
Income Taxes (SFAS No. 109) represents the culmination of a multi-year
process in which Financial Accounting Standards Board (FASB) reviewed
and subsequently modified the requirements for accounting for income taxes.
SFAS No. 109 requires an "asset and liability” approach for the accounting
for income taxes. That is, deferred income taxes are viewed as assets and
liabilities of the firm, and deferred tax expenses id determined by the
current-year change in the firm’s deferred 'tax liabilities and assets.
Previously, Accounting Principles Board Opinion No. 11, Accounting for
Income Taxes (APB No. 11) required a "deferral” approach to accounting for
income taxes. The primary intent of the deferral approach was to match tax
expense with corresponding revenues and expenses for the year in which
the revenues and expenses were recognized in the financial statement.
Unlike the SFAS No. 109, APB No. 11 did not require firms to adjust
deferr(_ed tax balances for subsequent events such as changes in tax rates or
laws. '

And, the principal deference between SFAS No. 109 and the previous
statement on accounting for income taxes, SFAS No. 96, is that SFAS No.
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109 requires firms to recognize deferred tax assets for the tax benefits of
tax credit or operating loss carryforwards, no matter how likely the firm
was to realize these benefits, and this was one of the reasons for its

demise.



