Geller& Con If

TAXV IEW ON POINT WITH VISION HomE | PRINT AS PDF | ﬁ FALL 2005

CORPORATE
Avoiding Conflicts Under FAS 109

Il

The closing paragraph of a recent articl&te Tax Adviser, the journal of the American Institute of CertifiEublic Accounts, states t|
issue succinctly: “An auditor’s use of the ‘tax sjadist’ for tax matters is more important than elefore,” author Katherine D. Morri
CPA, writes in the May 2005 issue. “Clear guidaondax services is needed to satisfy audit firmisO8, CFOs and audit committee:

Prompting Morris’ avowal regarding the need foriaficms to tap the expertise of tax specialistthis accounting industry’s ongoing
discussion regarding the impact of the SarbanesyOXtt of 2002 on audit firms’ responsibilities wrd-inancial Accounting Standar
Board Statement (FAS) No. 109 and the potentiaflicts of interest it can create for both auditiigns and their clients.

A Closer Look at FAS 109

Issued in February 1992, FAS 109’s stated purpoeiiecognize the amount of taxes payable or dsfiole for the current year and tl
deferred tax liabilities and assets for the futabeconsequences of events that have been recdgniaecorporation’s financial
statements or tax returns. In short, FAS 109 regydublic companies to disclose a reconciliatiothefreported amount of income ta
expense that would result from applying domestitefal statutory rates to pretax financial income.

The focus of FAS 109, which applies only to pulyliolvned companies, is the treatment of deferreésaets and liabilities, which arise when the teatment of an item is
temporarily or permanently different from its firaal accounting treatment. For example, generatepted accounting principles (GAAP) might allo$20,000 expense for a
particular item where the Internal Revenue Codenadljust a $9,000 deduction. The temporary diffeeegrises if the Code also allows for the remaiihgy,000 to be deducted in
subsequent years.

Sarbanes-Oxley Brings FAS 109 Into Focus

With the passage of Sarbanes-Oxley three yearsdg® 109 went from being a thorny and sometimegestilse accounting issue to one that also involssses of corporate ethics,
accountability and potential conflicts of interestkey question concerns which types of tax ses/mediting firms can provide to public clients vathh compromising their
independence and, as a result, the viability cdéhmompanies’ audit statements.

The lack of a “bright line” rule governing tax pliing and advice has been a source of concern tg madit firms, but proposed guidance identifying $arvices that pose and do
not pose unacceptable threats to auditor indepeed®ay help clarify the situation. In December 2084 Public Company Accounting Oversight Board AR®) voted
unanimously to propose rules that would prohilgiseered public accounting firms from providing teém tax services to public company audit clieptsyviding any tax services to
officers in a financial reporting oversight positiand receiving contingent fees for such tax ses/from public company audit clients.

Ensuring Accuracy

The issue of verifiable auditor independence isipalarly important as it relates to FAS 109 beeadsferred tax liabilities can offer significantvadtages to companies. A big one is
the time-value of money that results from a defeérrpaying taxes. Sarbanes-Oxley requires puldinpganies to have adequate, auditable internalasritr place for accounting
decisions of this type, and it requires auditorattest to the accuracy of those reports. Sinc®@®ROB standards clearly indicate that an audit fiannot function as part of a client
company’s system of internal controls, there iséasing demand for the services of independerggagialists such as Geller & Company to perfornowarservices including FAS
109 accounting.

For more information, please contact Lynn Ellenteatigllenberg@gellerco.com
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