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Abstract

As the goalof corporatedaxationcontradictssubstantialljthe accountingprinciplesof trueandfair view, distinctmeasuresf
incomeareusedin corporateandtax accounting This dichotomymay facilitate an opportunisticoehaviourof executiveso
managesarningupwardsin financial reportingandtaxableprofits downwardssimultaneously Aligning bothmeasuresnay
restrict the misbehaviourof managementhowever at cost of losing informativenessof accountinginformation The
deliberationon thelevel of booktax conformity arecomplicatedoy internationalcapitalmobility, which facilitate the cross
borderprofit shifting. Finally, theworldwide adoptionof IFRS challengeshe governmentso decide whetherto allow IFRS
to be a tax basefor corporatetaxation The growing number of opportunitiesto relocate profits to more favourable
jurisdiction constitutesisks but alsoopportunitiesfor governmentstrugglingto retaincontrol overtaxation Thedecision
may influenceboth the regulatoryframeworksandthe businesgracticesof companies The paperanalyseshe advantages
and disadvantagesf low/high booktax conformity. Our analysisrestson the review of respectiveliterature and it is
complementedby the classificationof real corporateandtax accountingsystemf the EU countriesafterthe IFRS adoption
The classificationcanbe employedin researctstudies whenthe controlfor differentaspecof gejure booktax conformity
is needed
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1. INTRODUCTION

Undermodelof
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Both studies although do not containany satisfactoryempirical evidence whether
doubleopportunisticbehaviourof firms is really a phenomenorexpandingover the
economy Somesupportiveargument®n dichotomyof accountingandtax profits are

shown by
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guality, as each systemassiststo completelydifferent purposes Ali and Hwang
(2000) doaument that value relevance of accounting earnings diminishes with
increasingBTC. The loss of earningsinformativenesgo the capital marketsunder
tight BTC usingthe explanatoryalueof earningsof US companiess documentedby
Hanlon and Shevlin (2005) Hanlon Laplante and Shevlin (2005) and Hanlon
Maydewand Shevlin(2008) Atwood, Drake and Myers (2010) apply an alternative
approachand different datasetbut with the sameconclusions Basedon worldwide
data they confirm that persistencef currentearningsdeclineswith increasingBTC.
In addition the associationof current earningsand future cash flows is moving
oppositelyto the developmentof BTC. Temporarybooktax differencesmay then
serveasa usefulsignal of earningspersistenc€Hanlon2005 Blaylock, Shevlinand
Wilson 2012) Finally, Blaylock, Gaertner and Shevlin (2015) uncover that
companieslocatedin countrieswith higher BTC exhibit higher rather than lower
levels of earningsmanagement The study containsevidenceon 34 countries thus
challengesstrikingly the argumentsof BTC proponentsappealingfor the higher
dependencbetweeraccountingandtaxationmeasuref profit.

Besidesthe negativeimpact of high BTC on the informativenessand quality of

accountingearnings the researchhas also identified that a proposedcloser link

betweenaccountingand taxationdoesnot work andit doesnot enhanceaccounting
quality of earnings Accordingto the studyof GuenthermandDanquingYoung (2000)

accountingearningsin the UK andthe US are moretightly relatedto real economic
activity thanaccountingearningsin Franceand Germany despitelatter two countries
incline toa higherlevel of BTC. Lang Lins andMaffett (2012) detectthat earnings
managemenis lower for firms domiciledin the countrieswith a weakerlink between
tax andfinancialreporting Thefindings of thesestudiesdeterioratehe argumentgor

linking accountingincome with taxableone Real dataindicatesthat higher BTC

resultsin lower earningspersistencend lower dependencyetweencurrentearnings
and expectedcashflows and providesthus additional argumentsin favour of the

independencyf accountingandtaxation

The findings of all previousstudiessupportan ideathat a high level of BTC hasan
adversesffecton accountingguality definedin termsof earningsnanagementimely
loss recognition and value relevanceof accountingamounts(Beaver1998 Barth
BeaverandLandsmarn2001, (Barth, Landsmarand Lang 2008) However thereare
two recentstudiesshowingan oppositepicture Tang (2015) investigatedinancial
statement®f companiesrom 32 countriesandfinds out that high BTC is associated
with less earningsmanagemenand lower tax avoidance Moreover an increasing
BTC curtailsearningsmanagementnorein codelaw countries but doesnot resultin
significant differencesbetweendevelopedand developingcapital markets Finally,
the IFRS adoptionhasnot affectedthe association The main weaknes®f this study
is the sample which employs consolidated financial statementsof analysed
companies In majority of codelaw countries corporateincometax is levied on a
separatdegal body, andthe tax calculationmust
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substantiallyextendor contractthe base which is subjectto taxation Theimpacton
tax revenueghen dependson the type of earningsmanagemenbehaviour Besides
the generalevidencein the previoussection additional streamof researchmethods
may be applied for the evaluation of the phenomenaof IFRS adoption
Methodologically the introductionof new accountingprinciplesfor determinationof
taxableprofit is equivalento the changesn othertax-relevantvariables

The impactof IFRS adoptionon tax collection may be estimatedby the findings of
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calculatedunder impairmenttesting (IAS 36) or disposingassetgIFRS5). In some
instancesmarketbasedfair valuesare not availableand haveto be estimated The
estimatebasedon projecteddiscounteccashflow canbe both necessarandsufficient
to inform usersof financial statementsbut it maylack sufficientobjectivity to become
subjectto taxation The principle of neutrality would be thenviolated if estimated
unrealisedgainsincludedin the financial reportingmeasureof earningswere taxed

There are also some concerns about deterioration of the effectivenessof tax

supervisiorunderlFRS model(Barbe Didelotand
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x arerequiredto preparetheir individual financial statementsn conformity
with local GAAP; or
x areallowedto optbetweenFRSandlocal GAAP.

Thethird level of classificationof corporateandtax accountingsystemgefersto the
link betweenseparatdinancial statementsandtax fillings, asfar asthe calculationof

taxableprofits concerns Dependingon whetheraccountingincome from statutory
accountss relevantfor thedeterminatiorof tax baseor not, the systemsnaybe sorted
outinto two extremegroups:

X systemswith zero booktax conformity (ie absolute independenceof
accountingand
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Figure 1 capturesthe classification of mutual relationship of corporateand tax
accountingegimesin the EuropeariJnion afterthe IFRS adoption The classification
follows the principlesoutlinedabove;eachcountryis assignto respectivegroupwith
referenceo (a) the analysisof legal actsregulatingfinancial reportingandtaxationin
given country? (b) studiesof EY (2014) PwC (2014a) PwC (2014b)and review of
jurisdiction profiles by (IASB 2014) Contraryto the model of Watrin, Ebert and
Thomsen
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governmentpnly dividendsaretaxableon distribution Othercountriesfollow amore
common approach under which accounting profit is somehow adjustedfor tax
purposes Financial standardsused in separatefinancial statementscan then
decisively determinethe tax base The largestgroup contains11 countries which
mandatdisted companiego preparenot only consolidatedbut alsoseparatdinancial
statementsn compliancewith IFRS. Majority of themallow calculatingtax profit
basedon statutoryincome which resultsin applicationof IFRS for taxation too tsee
ScenarioA2. The numberof adjustmentdiffers within the group; the association
betweenaccountingandtax profit may thusvary significantly. For exampleDanish
firms may expectthat their accountingincome will be (almost) equalto their tax
profit. On the otherhand a high numberof adjustmentsequiredeg by Croatiantax
rulesmay loosenthelinkage Despiteallowing IFRSto betax base the resultingtax
obligation could be effectively independenbn the figure reportedin IFRS income
statementn countrieswith high numberof adjustments® The CzechRepublicis the
only country not permitting IFRS for taxation despitelisted companiesnustprepare
both consolidatedand individual statementsaccordingto IFRS. For income tax
purposesCzechlisted companieshaveto firstly transformtheir statutoryaccounting
income (basedon IFRS) to accountingincomebasedon CzechGAAP; consequently
CzechGAAP incomeis adjusted(for relatively high numberof instances}o taxable
profit.

ClassB containssevenstates which havenot allowedthe usageof IFRS in statutory
accountsof listed companies Separatdinancial statementdiaveto be preparedin
accordancevith local GAAP. The startingpoint for tax fillings is statutoryincome
which is modified accordingto tax principles In thesecountries IFRS adoptionhas
not any materialimpact on traditional relationshipof corporateand tax accounting
and BTC hasremained(almost?) the same'* Finally, Group C is madeup by ten
countries(including the Netherlands)passingthe Article 5 (a) option on companies
Listed companiesmay decide whetherthey will maintain their statutory accounts
accordingto local GAAP or whetherthey switch to IFRS completelyfor both setsof
statements This companywide variability in financial reportinghasto be addressed
alsoin the tax area Six statespermit the useof IFRS in tax filling, althoughwith
relatively significantextentof adjustments The Netherlandshasan independentax
systemandthreecountriesdo not tied-up tax profit with statutoryaccountingncome
automatically Latvia and Portugaloblige the companiesif reportingunder IFRS
regime to calculateadditionallythe incomeaccordingto local GAAP, which is then
adaptedor tax fillings.™® Finally yetimportantly, Slovakpolicy-makerspermitlisted
companiesapplying IFRS in statutory accountsto calculate income tax either
accordingto the IFRS or SlovakGAAP rules For bothcasesmanyadjustmentfhave

9 The divergence between both profits may be magnified by the existence of special tax rules for listed
companies and other entities reporting under IFRS, as in case of Romania.

" There two exceptianresulting from the local GAAP reforms. Germany underwent quite substantial
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to be madein tax returns In addition specific provisionsare applicablein the first
fiscal period for which IFRSbasedtaxation was selected A complex set of tax
requirementsshould ensurethat tax expensepayablewould be the sameregardless
whichtype of financialreportind* andtax regime” will beadopted?

Inspiredby concernsaboutinappropriatenessf IFRS basedtaxation the researchers
attemptto evaluatepossibleeffects which may be elicited by switchingto this system
of taxation Eberhartingerand Klostermann(2007) survey confidentialtax data of
Austriancompaniego evaluatethe potentialimpactof IFRS on discountedax burden
underdifferentscenario®f taxationrules Takinginto accountrelativelyahugeBTC
in Austrig, they did not find any materialeffect on tax expensesurprisingly In two
scenariossometax advantage$or companiesareidentified; the last scenaricexhibits
only immaterial tax disadvantages Although IFRS are perceivedto be less
conservativeand thus tend to prematurerecognitionof profits, the assumptiorthat
IFRS-basedtaxationwould be higherthanlocal GAAP taxationwasnot confirmed*’
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enterpriseover a tenyear period; tax burdenis expresseds the differencebetween
the pretax value and the posttax value of the enterpriseat the end of simulation
period (Spengeland Oestreicher2012) The model can control for all relevanttax

rulesandit containsfundamentakax and accountingdatafor 27 EU Member States
plusthe USA and Switzerland Jacobset al (2005) Oestreicheand Spengel(2007)

Haveralg(2007)usethe ETA to testtheir hypotheseselatedto inducedchangesn tax

calculationafter potentialshift to IFRS. Becauseof the samemodeland underlying
data they derivedat similar resuts acrossboth countriesandindustries On average
the IFRS basedtax burdenis higher comparedto the tax expensecalculatedwith

referenceto local GAAP. The discrepancie$n depreciationandin measuremenof

inventory (finished and work-in-progress)are recognisedas the main factors of a
potentialhighertax burden A ratherdifferent methodologicabhpproachbut with the
sameresults was adoptedby Kager, Schanzand Niemann (2011) and Kager and
Niemann(2013) Reconstructingax balancesheetsof Austrian Germanand Dutch
companiesthey estimatethat the introductionof IFRS would boostthe tax burden

The main sourcesof increaseare intangible assetsand provisions; inventories
accountsreceivable and accountspayable do not have any material impact on

variationin taxation

Finally, De Simone(2013)investigateghe actualimpactof IFRS adoptionon income
tax-motivatedprofit shifting by multinationalentities which are allowed/requiredo
apply IFRS in their separatefinancial statenents Using dataon the EU separate
financial statementand ownershipover 2001to 201Q a significant16.2per centtax-
motivated changein reported pretax profits was identified following the IFRS
adoptionby multinationalentities relativeto no materialchangein opportunistictax
behaviourof norradopters This is the first study, which empirically challengeghe
prevailing argumentsand empirical evidence against the booktax conformity
analysedn Chapter2. It demonstratethattheintroductionof IFRS hasalleviatedthe
tax discipline Using data from separatefinancial statementsDe Simone (2013)
overcomesthe methodologicalshortcomingsof Tang (2015) and supplementshe
resultsof Watrin, Ebertand Thomsen(2014)"° The SDSHU TV
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4, CONCLUSION

The uncertaintyof future economicdevelopmat resultsin absenceof unequivocal
definition of income Consequently decisionspecific measuresof income are
required as solutions of distinct economic problems call for differentiated
characteristicof a | L U p&rformance The main goal of financial reportingis to
provideusersof financial statementsvith informationusefulin their decisionmaking
which coversvarious kinds
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regime This may be risk, but also opportunitiesfor small openeconomieswhich
struggleto retaincontrol overtaxation

The previousfindings highlight the needto examine whether
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