Deloitte

Dbriefs U presents: _ _
International financial reporting standards

Nathan Andrews
Jodie Beining



Agenda

*IFRS background and development
— What is IFRS?
— The global move towards IFRS

* Key tax considerations

*|IFRS impact on key components of tax
— U.S. tax compliance
— Income tax accounting
— Global tax and treasury
— Tax department operations

Copyright © 2010 Deloitte Development LLC. All rights reserved.



What is IFRS?

IFRS currently contains about 2,500 pages of literature while U.S.
GAAP has been estimated to reach about 18,000 pages.

Is IFRS 7 times simpler than U.S. GAAP?
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The global move towards IFRS (listed companies)
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Key tax considerations

Global tax and
treasury planning

4 Copyright © 2010 Deloitte Development LLC. All rights reserved.



IFRS impact on U.S. tax compliance

» Generally, book income is the starting point for calculating taxable income (with
no specific rule that U.S. GAAP be the starting point). Some tax rules depend
directly on U.S. GAAP.

— When the starting point of the tax return changes, it is possible that tax accounting
methods, or the computation of book tax differences will also change

Pre-tax Book Income +/- Book Tax Differences = Taxable Income

Financial Will this number
statements change?

Will the new method result Is an accounting method
in higher or lower cash change request required by
taxes? taxing authorities?

Is the method permissible
under local tax law?
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LIFO example

| Taxliability on LIFO Tax liability on FIFO

CY Income $5,000,000 $6,000,000
Tax Rate 40% 40%
Tax liability $2,000,000 $2,400,000
Y4 of LIFO recap No recapture required $1,250,000
Tax rate 40%
Tax liability $500,000
Total tax liability $2,000,000 $2,900,000

The company would pay $900,000 in additional tax in the current year
due to the change from LIFO to FIFO caused by the conversion to IFRS.
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What is the tax provision?

The way we reflect the effects of income taxes that result from an
enterprise’s activities during the current and preceding years in the
financial statements.

Book income before tax )

+/- Book tax differences

Taxable income
NOLs

X

Tax rate

Current tax liability
Tax Credits

Net current tax liability

_/

Accounting
rules:

ASC 740/
IAS 12

Financial
statements
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ASC 740 and IAS 12

» Overall approach is the same. Both standards focus on:

— Matching principle

— Balance sheet approach

— Providing deferred taxes on temporary differences between book and tax
 Differences are in the details, for example:

— Intercompany taxable transfer of assets

— Share-based payments

— Uncertain tax positions
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IFRS impact on income tax accounting — Example

« ABC Corp prepares a tax provision for its operations in the UK

« ABC currently prepares its financial statements using U.S. GAAP but it
IS considering converting to IFRS

 On December 30th the UK Parliament passes a tax law change raising
the corporate rate from 39% to 40%

* The Queen signs the tax rate change on January 5th

What is the proper tax rate to use for the December 31st tax
provision under U.S. GAAP?

» 39% the law change is not fully enacted until the Queen signs it the
following year
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IFRS impact on income tax accounting — Example
(cont.)

What is the proper tax rate to use for the December 31st tax
provision under IFRS?

* 40%, IFRS requires a law change to be considered when it is
“substantially enacted”. Since the Queen has no authority to actually
change the law, her role is ceremonial, the tax law should be considered

once passed by Parliament.
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Global tax and treasury planning

* Implementing structures and undertaking exercises that often involve
multiple tax jurisdiction

» Key focus: the reduction of the overall global tax burden on the company
and moving cash around the organization to where it is needed in a tax
efficient manner
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IFRS impact on tax department operations example

IFRS has a significant impact on an organization. The tax department will
be impacted by changes to accounting systems, general ledgers and new
methods of accounting which will impact the way the tax department

operates.

General Ledger Tax Provision Tax Compliance

Software Software

IR
calculations
for Financial
Statements

Statements
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Poll question #1

How does IFRS differ from U.S. GAAP?

* More focused on objectives and principles and less reliant on
detailed rules

« Standards are promulgated by the London-based International
Accounting Standards Board (IASB)

* Focuses financial reporting on “transparency”
* Fewer specialized standards for specific industries
« All of the above
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Poll question #2

A conversion to IFRS will have what impact on U.S. taxable income?
* |ncrease taxable income

e Decrease taxable income
« Taxable income will not change due to a change in book accounting

* It depends on the company and the specific accounting differences and
existing tax accounting methods the company uses
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Poll question #3

ASC 740 and IAS 12 are:
e Identical in approach and detalils
* Identical in the details but the approach is different

« Same approach but different in certain detailed areas such as
share-based payments

o Completely different, there are no similarities in approach or details
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IFRS resources

IFRS Publications

All Deloitte POV documents including tax specific articles
http://www.deloitte.com/dtt/article/0,1002,cid%253D227626,00.html

IFRS Insights Newsletter

Periodic newsletter covering a spectrum of key issues for U.S. companies related to IFRS.
http://www.deloitte.com/dtt/article/0,1002,cid%253D214443,00.html

Deloitte IFRS Courses

IFRS e-learning modules, available online for free
http://www.iasplus.com/dttpubs/elearning.htm

IAS Plus Website

Leading online IFRS resource.
http://www.iasplus.com/index.htm

IFRS in your Pocket 2008

Details information about the IASB, use of IFRS around the world, summaries of IFRS standards
and other useful IASB information.
http://www.iasplus.com/dttpubs/pocket2008.pdf

Presentation and Disclosure
Checklist

Checklist incorporating all of the presentation and disclosure requirements of Standards.
http://www.iasplus.com/fs/2008checklist.pdf

Model Financial Statements

Model financial statements illustrating the presentation and disclosure requirements of IFRS.
http://www.iasplus.com/fs/2007modelfs.pdf

First-Time Adoption:
A Guide to IFRS 1

Application guidance for the “stable platform” standards effective in 2005.
http://www.iasplus.com/standard/ifrs01.htm

Share-Based Payment:
A Guide to IFRS 2

Guidance on applying IFRS 2 to many common share-based payment transactions.
http://www.iasplus.com/dttpubs/2007ifrs2quide.pdf

IFRS vs. US GAAP
Comparison Guide

Provides details some of the key differences between IFRSs and US GAAP pronouncements
http://www.iasplus.com/dttpubs/0809ifrsusgaap.pdf
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This presentation contains general information only and is based on
the experiences and research of Deloitte practitioners. Deloitte is
not, by means of this presentation, rendering business, financial,
Investment, or other professional advice or services. This
presentation is not a substitute for such professional advice or
services, nor should it be used as a basis for any decision or action
that may affect your business. Before making any decision or taking
any action that may affect your business, you should consult a
gualified professional advisor. Deloitte, its affiliates, and related
entities shall not be responsible for any loss sustained by any
person who relies on this presentation.
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