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ABSTRACT

This research is focused on corporate income tax and the authors examine theoretically the
relationship between accounting and fiscal standards. Although the international accounting
system is very well developed, some difficulties appear as a result of the particulanties of
the different taxation systems of each country. Thus, those aspects that influence more the
corporate income tax system are the result of the multinational phenomenon that firms face
in a global society.

The authors present and discuss the fact that corporate income tax that is not defined in the
same way in all the European Union (EU) member states, in spite of being calculated in
agreement with the generally accepted accounting principles, and that this affects what
appears in financial reports. Also, there exist among the EU member states significant
differences in application: for example amortization methods, different fiscal incentives to
promote investment in specific geographical areas, and several treatments of revenue and
capital expenses.

The adoption of accounting standards among the EU member states revolves around
accounting harmonization. However, the authors argue that, in the same measure, several
legislations that regulate corporate income tax could equally be utilised to facilitate fiscal
harmonization.

Key Words: Corporate Income Tax, Accounting context, Fiscal context, European Union,
Topic: TAX — Taxation and Accounting.

Category: Non-Empirical: Analytical.

JEL Classification: H20 — Taxation general; M40 — Accounting general.

1. Introduction

This research analyzes inside the international framework of the European Union (EU) the
relationship in the professional level between accounting and fiscal standards, centering in
those aspects that influence more the corporate income tax system. Among the efforts
developed to establish a group of international standards that guide the preparation and
presentation of financial statements in the different countries, stands out the work
developed by the EU and the International Standard Accounting Board (IASB)' [Jarne et
al. (1997) and Pereira (2002)]. Besides the previous ones, Lopez (1997) include the
International Organization of Securities Commissions (IOSCO) as a cooperation
organization among the world stock markets.

Indeed, the growing of the firms operations, including the multinational phenomenon in
that firms operating in the global marketplace, increased the search of financial

' About this entity, its organization, functions and international accounting standards emitted up to 1997 see
Gonzalo & Tua (1997). For a more recent vision see Knorr & Ebbers (2001), and the chapter 1 of the Epstein
& Mirza (2002) book’s.
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information, elevating this need of the local to the international level. Tua (1983 263)
states that:
The markets globalization and the growth at the same level of the investment
processes generated a similar evolution in the needs of information presented by
the economic institutions, in such way that can be spoken about the existence of an
international interest in relation to the users of a certain and only information
source.

Thus, one of the main concerns inside the EU is to get the accounting harmonization with
the objective that the economic and financial information presented by firms of the EU
member states must be comparable. A European accounting harmonization is associated to
a very significant number of European firms that have values listed in several markets and
for that have to present its financial report in agreement with different normative systems.

Effectively, the harmonization permitted a common performance among everybody
implied in the financial information, constituting an unquestionable support for who
elaborates it, for the different users and for the professionals that verify it (Cafiibano ef al.,
1985). However, the most serious practical barrier to accounting and fiscal harmonization
is the widespread cultural differences that exist internationally: in language, differences in
law and in governments’ priorities. The fiscal harmonization, especially at the direct taxes
level, still has a long course to travel, therefore the high number of reports and directives
proposed are an obstacle to the materialization of the same, either in the European or
international level.

Following this introduction, section 2 of this paper presents a brief discussion of the
accounting context. The course from accounting context to fiscal context is discussed in
section 3. Section 4 described the European member states reality in Corporate Income
Tax. Finally, the authors summarize and discuss the paper in the fifth and last section.

2, The Accounting Context

Actually, the EU decides added its efforts to developed by the IASB and the IOSCO to get
a wider harmonization of the accounting standards. Since in 1995, these entities celebrated
an agreement in that JOSCO recognized the importance of IASB in the domain of the
global accounting harmonization, with view to obtain a coherent core of standards that
could be used internationally in the preparation and presentation of financial statements of
the listed companies. Indeed, Epstein & Mirza (2002) consider that the development of
IASB in three stages: the first, between 1975-1988, created a common core of standards;
the second, between 1989-1995, implemented the project of the financial statements
comparability; and the third, between 1995 until today, with the accomplishment of the
agreement with IOSCO, completed a comprehensive core set of standards.

In this context, the international accounting harmonization, to get a reduction on the
accounting practical at a international level, represents the only alternative to United States
power - Generally Accepted Accounting Principles (US-GAAP), jointly with the
satisfaction of the investors’ needs, when facilitating the work of the multinationals and

© David & Gallego (2007)
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when sharing accounting experiences among the different issuing organisms (Amat &
Blake, 1996).

However, Fernandez (2002) defends that one cannot forget the need of a fiscal
harmonization once in the community market the taking of economic decisions one doesn’t
see conditioned. Thus, a double harmonization, accounting and fiscal, is demanded, so that
in EU the markets work in an efficient way. Nevertheless, Thorell & Whittington (1994)
state that:
a process of internal harmonization which increased differences between EU
members and the rest of the world might be damaging to the EU's economic
competitiveness in the world economy and might also seem to be contrary to the
Jree trade principles upon which the EU was founded.

According to Tay & Parker (1990) and Van der Tas (1988; 1992a; 1992b), harmonization
can be understood as formal or material. The:

- formal harmonization refers to harmony or uniformity of accounting regulations

{which may be contained in the law and/or professional accounting standards).

- material harmonization refers to the actual practices of firms.
However, for Herrmann & Thomas (1995), this notion ignores the possibility that firms
can be subject to different facts that justify the use of different accountinf methods. In the
perspective of Archer er al. (1996) this implies an alternative notion of international
harmony. A state of international harmony exists when, other things being equal, the odds
of selecting a given accounting method are identical in each country.

This suggests that, with the European harmonization we tried to reach two objectives, on
one side, that the information went “formally comparable”, that the financial statements of
firms presents an identical structure in all the EU member states. On the other hand, that
the information went “comparable materially”, that not only used the same models, but
also that the information contained in each models had the same meaning, for having been
elaborated following the same standards {Lucas, 1996).

In fact, we cannot confuse “harmonization” with “normalization”. Harmonization can
understand each other as the reconciliation of different point of view, with the objective of
homogenizing the accounting practical of different countries to obtain the financial
statements comparability. Normalization supposes uniformity in the standards of all the
countries that share the effort [Carvalho (1990), Giner & Mora (1999; 2001)], any that the
sector activity, being characterized by a nomenclature of accounts, for a precise definition
of the content of the same ones and for the definition of financial statements models
(Rousse, 1992). Following this, harmonization and normalization do not mean the same
thing, before they can understand each other as realities that are complemented in one
transnational context.

Between the EU member states exists some differences that are reflected, consequently, in
different objectives, in the accounting standards and in the financial statements
presentation. They exist, in general, two fundamental conceptions of accounting
normalization: the anglosaxon and the continental.

© David & Gallego (2007)
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Table 1 presents the principal elements of the accounting diversity of the EU member
states. Schroeder ef al. (2001) argue that the accounting diversity is the result of the
environmental influence, and because the countries have values, cultures, political and
economic systems different, for besides they present different levels of economic
development. To the first group of countries classified as Anglosaxon Influence belong, for
example, United Kingdom, Ireland, United States, Canada, Australia and New Zealan
(Nobes & Parker, 2002). While Portugal jointly with Germany, Spain, France, Italy,
Holland and Japan belongs to the countries group of continental influence or of Roman law
(Nobes & Parker, 2002), as well as Ausiria, Belgium, Denmark, Finland, Greece,

Luxembourg and Sweden.

Table 1. Accountmg diversity elements of the EU member states

~—_ Topic|  Anglasaten Effueace - || ConfincatdRinflucnce
ﬁhmh - rEs e
Re:ponsnbllm for the The standards are elaborated by The standards have government
standards emission private associations of source and they base on the
accoundting professionals Roman Law

Degree of standards detail

The standards only indicate the
general accounting principies

The standards arec more detailed

Obligatority and foundations
in the standards application

The standards application bases
on the general acceptance

The standards application bases
on the legal imposition

The standards are of voluntary
application

The standards are of obligatonn
application

More common firms in the

Prevalence of the capital firmis

Prevalence of the small and

corporate structure medium-sized enterprises
Separation between the direction | Non separation between the
| and the property direction and the property
Main investors of the firms | Capital markets more developed | Capital markets minus
developed
| The resource to the capital The financing is channeled
{ markets is frequent throueh the bank sector
Users of the accounting Mainly the shareholders Firstlv the State. following by
informacién the creditors in general
Relation between acconnting | Separation among the Influence of the fiscal standards
and tax accounting and fiscal standards | in the accountung standards
The accounting information The accounting information
prepared for the shareholders prepared for the shareholders
and for the State is different and for the State is coincident

Source: Adapted of Ferreira (1999: 792).

As Gallego (2004: 796) defined:
The first group settled the question of the independence of both kinds of rules some
Yyears ago, stating that firms should prepare their financial statements without
laking into account any possible divergence between accounting and taxation
criteria. The second group of countries has allowed the influence of taxation on
reporting financial information for many years; however, the situation has been
changing in recent years, to a new situation of autonomy and independence
between tax and accounting rules.

The existence of only standards in the breast of the UE will allow the harmonization of
financial information, assure the effective comparability of the same, facilitate the

© David & Gallego (2007)
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circulation of capitals and the access to new markets, and contrnibute to its transparency
(Cravo, 2002). As pointed out by Turner (1983), the comparability of international
financial information would eliminate the current misunderstandings about the reliability
of “foreign” financial statements and would remove one of the most important
impediments to the free flow of international investment.

In this sense, the European Parliament and the Council approved the Regulation (EC) n°
1606/2002 of 19 July 2002 for adoption and use of international accounting standards
(IAS) in the Community with a view to harmonising the financial information presented by
the firms in order to ensure a high degree of transparency and comparability of financial
statements and hence an efficient functioning of the Community capital market and of the
internal market (EC, 2002a). Previously, El-Gazzar et al. (1999), Street et al. (1999), and
Taylor & Ann-Jones (1999) accomplished studies about the adoption of the IAS in
European multinationals firms, evaluating the execution of these standards.

Additionally, the European Commission approved the Regulation (EC) n° 1725/2003 of 29
September 2003 adopting the international accounting standards in existence on 14
September 2002 (IAS 1 to IAS 41 and related interpretations) in accordance with
Regulation (EC) n® 1606/2002 (EC, 2003), except in the cases of IAS 32 - Financial
instruments: disclosure and presentation, 1AS 39 - Financial instruments: recognition and
measurement and a small number of interpretations related to these standards, SIC 5 -
Classification of financial instruments - Contingent settlement provisions, SIC 16 - Share
capital - reacquired own equity instruments (treasury shares) and SIC 17 - Equity - Costs
of an equity transaction®.

More recently, European Commission, through the adoption of International Financial
Reporting Standard (IFRS) that modify or substitute the existent IAS, approved the IFRS
presented in Table 2.

Table 2. International Financial Reporting Standard

: - Date
e 3 e _ _ Publication Effective.
1 | Fisst-time Adoption of Internatioual Financial Reporting 2004 01-01-2003
Standards (EC. 2004a)
2 | Share-based Payment (EC. 2005a) - 2003 01-01-2005
3 | Business Combinations (EC. 2004b) 2004 01-01-2003
4 1 Insurance Countracts (EC. 2004b) 2004 01-01-2005
5 Noni-current  Assets Held for Sale and Discontinved 2004 01-01-2005
Opesations (EC. 2004b)
6 | Exploration for and Evaluation of Mineral Assets (EC. 2005b) | 2005 01-01-2006
7 Financial Instruments: Disclosures {EC. 2006) [ 2006 01-01-2007

In general, the accounting harmonization should promote in all EU member states freedom
of establishment for firms by providing an equivalent level of protection for members
(shareholders and employees) and other persons as creditors (Van Hulle & Van der Tas,
2001); also should facilitate trade within the EU as well as cross-border transactions and
help to bring about a European capital market.

? See IASB (2002).

© David & Gallego (2007)
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Thus, although the international accounting system is very well developed, some
difficulties appear as a result of the particularities of the different taxation systems of each
country.

3. From Accounting Context to Fiscal Context

Riahi-Belkaoui (2000) states that exists a legal and tax relativism that affect the
determination of accounting standards, whereby accounting concepts in any given country
rest on the legal and base concept of that country. In relation to the coordination of tax
European policies, the fiscal harmonization not has interest as independent area in itself,
but as support or consequence of another community politics. The EU considers fiscal
harmonization as an approach of the fiscal legislations of each country to the supranacional
level with view to the accomplishment of certain objectives (Grau & Herrera, 2002).

Nevertheless, the fiscal harmonization meets express in several goods of the Treaty
establishing the European Community. Through the article 93 the European Council adopt
provisions for the harmonisation of legisiation concerning turnover taxes, excise duties and
other forms of indirect taxation to the extent that such harmonisation is necessary to ensure
the establishment and the functioning of the internal market (EC, 2002b). In this sense, the
harmonization of the direct taxation was always underlying to the European politics, being
due its scarce development to the fact of constituting an instrument in favor of the
integration, and not an end in itself (Alonso ef al., 1997).

As stages of the fiscal harmonization of the corporate income tax, already existe some
Community directives:

- Directive 77/799/EEC of 19 December 1977, concerning mutual assistance by the
competent authorities of the EU member states in the field of direct taxation
(EEC, 1977);

- Directive 88/361/EEC of 24 June 1988, concerning full liberalisation of capital
movements between EU member states with effect from 1 July 1990 (EEC,
1988);

- Directive 90/434/EEC of 23 July 1990, concerning common system of taxation
applicable to mergers, divisions, transfers of assets and exchanges of shares
concerning companies of different EU member states (EEC, 1990a);

- Directive 90/435/EEC of 23 July 1990, concerning common system of taxation
applicable in the case of parent companies and subsidiaries of different EU
member states (EEC, 1990b).

Following this, the fiscal harmonization results politically acceptable it is also important
that is drawn in such a way that doesn’t harm any EU member state in the process
(Izquierdo, 1997). In addition, a great probability exist that the taxation differences among
the EU member states originate the investors’ deslocalization to the countries with less tax
rate (Aparicio, 1996). However, the authors defend that the taxation cannot be a condition
of the investment decision.

© David & Gallego (2007)
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In this sense, the Regulation (EC) n° 1606/2002 of 19 July 2002 originated consequences
starting from 1 January 2005 in the accounting law from each EU member states, as well
as in the taxation law. The IAS/IFRS can serve as reference point of the fiscal
harmonization, through the development of a common base of the taxation, as for example
of the corporate income tax.

Although the international accounting regimes coincide to registration the accounting
incidences of the corporate income tax, the same don’t guarantee the homogeneity in
relation to corresponding quantification of the different fiscal departures existent (as the
deferred taxes). However, the adoption of accounting standards among the EU member
states revolves around accounting harmonization. In the same measure, several legisiations
that regulate corporate income tax could equally be utilised to facilitate fiscal
harmonization. Thus, the authors recommend the reduction of the differences among
accounting and taxation.

4. The Corporate Income Tax

An important issue in the debate over the accounting for income taxes has been the nature
of income taxes: understands as an expense of doing business or distribution of income.
Kissinger (1986: 91) defends that:
If income taxes are an expense, then presumably the maiching principle applies
and the reported amount should follow pretax accounting income. If. however,
income taxes are a distribution of income (e.g., similar to dividends), then the
matching principle does not apply and the reported amount should follow taxable
income.

While the current practice defines the corporate income tax as an expense (Hill, 1957),
Barton (1973) states that income taxes do not have any of the above characteristics of
expenses - they are not incurred by management in anticipation of future benefits, and they
are not costs of facilities used up to earn the period’s revenue.

Nevertheless, the corporate income tax as an expense is unanimously defended by the EU
member states with larger accounting tradition (Giner & Mora, 1991). The corporate
income tax is not defined in the same way in all the EU member states, in spite of being
calculated in agreement with the generally accepted accounting principles, and that this
affects what appears in financial reports. Effectively, several standards in accounting for
income taxes devoted attention to this area after the 1960s and particularly Levy (1981: 97)
who argues:

One indication of the level of difficulty in accounting for income taxes is the

number of authorities pronouncements and other writings on the subject....

The objectives of accounting for income taxes are to recognize the amount of taxes payable
or refundable for the current year and to recognize the fiture tax consequences of
temporary differences as well as net operating losses and unused tax credits (Schroeder &
Clark, 1998). In this sense, differences may exist between the treatment of certain
transactions in the annual accounts and their treatment in the tax report. Underlying to this
is the principle of the true and fair view (Cooke et al., 2001). In the European setting, frue

7
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and fair view is used as an “override”, which means that it is intended to be the governing
criterion by which financial statements are to be judged (Alexander, 1999). Following
perhaps the implications of the all-embracing “Anglo-Saxen” idea, it is commonly implied
or stated that true and fair view and fair presentation, are alternative terms for what is
basically the same notion (Alexander & Archer, 2000).

In relation to the differences in the recognition and measurement of transactions, Pais
(2000), as well as Silva (2002), refers that those differences results from the existence of
several objectives, specifically because accounting intends that financial statements present
a true and fair view of the firm while taxation is concerned with obtaining revenues and
meeting political and economic cobjectives.

Those differences can be classified as temporary differences and permanent differences.
Also the IAS 12 — Income taxes — of IASB (revised 2000) considers that the principal issue
in accounting for income taxes is how to account for the current and future tax
consequences of. the future recovery (settlement) of the camrying amount of assets
(liabilities) that are recognized in an firm’s Balance sheet; and transactions and other
events of the current period that are recognized in an firm’s financial statements (EC,
2003).

Following this, the IAS 12 states that:
1t is inherent in the recognition of an asset or liability that the reporting enterprise
expects o recover or seftle the carrying amount of that asset or liability. If it is
probable that recovery or settiement of that carrying amount will make future tax
payments larger (smaller) than they would be if such recovery or settlement were to
have no tax consequences, this Standard requires an enterprise to recognise a
deferred tax liability (deferred tax asset) (EC, 2003: 66).

Schroeder & Clark (1998: 537) consider that:

- Temporary differences between pretax financial accounting income and taxable
income affect two or more accounting periods and, thus, are the focus of the
income tax allocation issue.

- Permanent differences do not have income tax allocation consequences.

Deferred taxes normally relate to temporary differences only (Van Hulle & Van der Tas,
2001).

On the other hand, the paragraph 5 of IAS 12 reinforces that temporary differences are
differences between the carrying amount of an asset or liability in the balance sheet and its
tax base. Temporary differences may be either:
(a) taxable temporary differences, which are temporary differences that will result
in taxable amounts in determining taxable profit (tax loss) of future periods when
the carrying amount of the asset or liability is recovered or settled; or
(b) deductible temporary differences, which are temporary differences that will
result in amounts that are deductible in determining taxable profit (tax loss) of
Juture periods when the carrying amount of the asset or liability is recovered or
settled (EC, 2003: 67).

© David & Gallego (2007)
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Additionally, the IAS 12 recognizes current tax liabilities and current tax assets. The
paragraph 12 of IAS 12 states that current tax for current and prior periods should, to the
extent unpaid, is recognised as a liability, and as an asset the excess between the amount
already paid and the amount due (EC, 2003).

In this context, the accounting for income taxes is a coniroversial them of financial

accounting and of very difficult normalization (Garcia-Olmedo, 1998). In a study,

Hoogendoorn (1996) analised the deferred versus the liability method, or the

comprehensive method versus the partial recognition method in 13 European countries

(Portugal and Spain are not included). He provides some examples of important situations

which may give rise to temporary differences in each of the countries in analysis:

depreciation (in all the countries);

valuation of inventory (in Denmark, Germany, Norway, Sweden);

long-term construction contracts (in The Netherlands, Norway, Sweden});

unrealised losses on securities (in Norway);,

bad debt provisions (in Denmark, Ireland, Norway, Poland, UK);

provision for maintenance, warranties, restructuring (Finland, Germany, ltaly, The

Netherlands, Norway, Poland, Sweden, UK);

e pension costs and other post-retirement benefits {(in France, Germany, Ireland,
Norway, UK);

e interest expenses (in Ireland, Poland, UK); and

e research and development costs (in Ireland, UK).

In Portugal as well as in Spain, some operations causing positive temporary differences
(deferred tax assets) are: depreciation of tangible fixed assets; depreciation of intangible
fixed assets; and provisions. Among the operations that bring about negative temporary
differences (deferred tax liabilities), we may highlight: freedom of depreciation;
accelerated depreciation; and exemption for reinvestment.

In relation to Spain, Gallego (2004) also states that the operations that give rise to positive
permanent differences are: income tax expense, fines and sanctions; disallowable
expenses, accounting expenses with consideration of concessions; and. provision for
pensions, provision for tax, and other provisions. Operations that occasion negative
permanent differences could be: donations and other tax-deductible contributions;
monetary correction, welfare schemes; exemption for reinvestment, and the recovery,
utilisation and application of funds.

Following this, there exist among the EU member states significant differences: for
example amortization methods, different fiscal incentives to promote investment in
specific geographical areas, and several treatments of revenue and capital expenses.

Already the Fourth Directive 78/660/EEC (EEC, 1978) argues in article 43 (10) that the
notes on the accounts must set out information in respect of the extent to which the
calculation of the profit or loss for the financial year has been affected by a valuation of the
items which was made in the financial year in question or in an earlier financial year with a
view to obtaining tax relief. Where the influence of such a valuation on future tax charges
is material, details must be disclosed. Additionally, the article 43 (11) states that the

9
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difference between the tax charged for the financial year and for earlier financial years and
the amount of tax payable in respect of those years, provided that this difference is material
for purposes of future taxation. This amount may also be disclosed in the balance sheet as a
cumulative amount under a separate item with an appropriate heading.

More recently, the modifications to incorporate in the normative of each EU member state,
in consequence of the Regulation (EC) n°® 1606/2002 of 19 July 2002 to execute the date of
2005 and for adoption and use international accounting standards in the Community, will
force the European firms to familiarize with aspects as, for example, a new concept of
“income” that forces them to apply different approaches from the current ones to quantify
its benefits (Mallo & Pulido, 2004).

A form of eliminating the divergences among the different European countries could be the
common definition of the taxable amount (Bond et al, 2002), although each country
maintains its corporate income tax, and the tax rates fixation. The harmonization of the
different types of tax rates could be obtained through the establishment of a tax rate or
interval of tax rate, as suggested Ruding in 1992 (EEC, 1992).

Also known as the Committee of Independent Experts on Company Taxation, the Ruding
Committee played an important role: chaired by Onno Ruding, which was set up by the
Commission of the FEuropean Communities in December 1990, following its
communication ‘Guidelines on company taxation’ of 20 April 1990, to evaluate the need
for greater harmonization of business taxation within the Buropean Community (CEC,
1992: 106). Following this, the harmonization of taxable amount definition should follow
four steps: harmonize the deductible expenses; harmonize the allowable deductions and the
gains and other add back items; define the treatment of the revenues obtained in other EU
countries; and harmonize the tax law in the relations between the EU countries (David &
Abreu, 2005).

Face to the existence of three positions in the relationship among accounting and taxation,
specifically domain of accounting on the taxation standards, prevalence of the taxation
standards, and autonomy of both slopes, AECA (1992) considers the last as the more logic,
although constitutes a problem harmonizing some aspects of accounting and taxation
firms’. This harmonization is a priority (Moreno & Rodriguez, 1989).

5. Discussion

The conceptual framework of the accounting normative sugest that a significant
improvement exists actually, in relation to the international comparability of practices as
well as in relation to the largest level of purification of the concepts used in the accounting
system. According to Regulation (EC) n° 1606/2002 of 19 July 2002, the EU member
states altered its understanding of the accounting system and consequently of the fiscal
system, with the main objective of satisfy the users’ needs, for opposition to the
preparation and presentation of the annual accounts to Fiscal Administration.

However, the differences in the taxation bases of each EU member state exist and, they
will probably continue to exist, owing the solution pass for the approach, the fastest

10
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possible, to the taxation harmonization imposed by the EU directives, to the likeness than
happened with the accounting harmonization.

The Fourth Directive of EEC was one of the instruments used to sum up the approach
among the accounting normative of the EU member states, besides existing in most of the
European countries a strong connection among accounting and taxation, tends in attention
that the taxation was influenced strongly by the accounting, which is modifying face
considerably to the autonomy among accounting and taxation. Thus, the application of IAS
12, Income Taxes, that has as objective to prescribe the accounting treatment for income
taxes, has accounting and taxation consequences, approaching the normative of all EU
member states.

For a correct delimitation of the functions of accounting and taxation, it is important that,
on one side, of the fiscal standards do not result impositions that interfere in the essential
function of financial information and, on the other hand, of the accounting standards do not
result distortions to the principle of equality treatment, putting in risk the normal
competition of the firms, nor increases the inherent expenses uselessly to the preparation
and presentation of financial statements firms’.

The divergences among accounting and taxation imply corrections to the accounting
income, to obtain the taxable income. Consequently, the accountancy of the deferred taxes,
as well as the accountancy of the expenses and losses and the profits and gains, finds its
justification in the need of executing the generally accepted accounting principles with the
objective that the financial statements presents a true and fair view of the financial report
and the results of the accomplished transactions.

Acknowledgements

The authors are grateful to David Crowther and Rute Abreu for comments of this research. Ideas
expressed in the article are those of the authors and should not be attributed to any organization.
Please, do not quote in any publication without permission of the authors.

References

Alexander, D. & Archer, S. (2000). On the Myth of “Anglo-Saxon™ Financial Accounting. The
International Journal of Accounting, 35 (4), 539-557.

Alexander, D. (1999). A benchmark for the adequacy of published financial statements. Accounting
and Business Research, 29 (3), 239-253.

Alonso, L.M., Corona, JF. & Valera, F. (1997). La Armonizacién Fiscal en la Unién Europea.
Barcelona: Cedecs Editorial.

Amat, O. & Blake, ). (1996). Contabilidad Europea. Madrid: Asociacion Espafiola de Contabilidad
y Administracion de Empresas.

Aparicio, A. (1996). La aplicacién del derecho comunitario europeo en materia de fiscalidad en
Espafia. Noticias de la Union Europea, 132, 27-39.

Archer, S., Delvaille, P. & McLeay, S. (1996). A Statistical Model of International Accounting
Harmonization. Abacus, 32 (1), 1-29.

Barton, A.D. (1970). Company Income Tax and Interperiod Allocation. Abacus, 7 (1), 3-24.

11

© David & Gallego (2007)



Corporate Income Tax: A Furopean Conlext

Bond, S., Chennells, L., Deveraux, M., Gammie, M. & Troup, E. (2002). Armonizacién de los
Impuestos sobre Sociedades en Europa: Guia para un debate. Noticias de la Unién Europea, 18
(208), 21-27.

Caiiibano, L., Tua, J. & Lépez, J.L. (1985). Naturaleza y Filosofia de los Principios Contables.
Madrid: Asociacion Espariola de Contabilidad v Administracién de Empresas.

Carvalho, A.J. (1990). Analise das Demonstragdes Financeiras do POC no Ambito da
Harmonizagio Contabilistica. Ciéncia e Técnica Fiscal, 357, 19-39.

Commission of the European Communities (CEC, 1992). Report of the Ruding Committee:
conclusions and recommendations of the Committee of Independent Experts on Company
Taxation. European Taxation, 32 (4/5), Apri/May, 105-122Cooke, T.E., Choudhury, M. &
Wallace, R.S.0. (2001). United Kingdom: Individual Accounts. /n: Ordelheide, D. (ed).
Transnational Accounting (TRANSACC). 2.7 ed. New Cork: Palgrave Publishers, 22571-2716.

Cravo, D.J. (2002). Orientagdes Europeias em Matérias Contabilisticas. 2° Acgdo de Formagdo de
2002 da Cdmara dos Técnicos Oficiais de Contas, Guarda, June.

David, F. & Abreu, R. (2005). Portuguese Corporate Income Tax: An Exploratory Model.
Contabilidade e Gestdo, 1 (1), 113-135.

El-Gazzar, SM.,, Finn, PM. & Jacob, R. (1999). An Empirical Investigation of Multinational
Firms’ Compliance with International Accounting Standards. The International Journal of
Accounting, 34 (2), 239-248,

Epstein, B.J. & Mirza, A A. (2002). 248 2002: Iterpretation and Application of International
Accounting Standards. New York: John Wiley & Sons.

European Community (EC, 2002a). Regulation (EC) n° 1606/2002 of the European Parliament and
of the Council of 19 July 2002 on the application of international accounting standards. Official
Journal L 243, 11/09/2002, 1-4.

European Community (EC, 2002b). Treaty establishing the European Community, Official Journal,
L 325, 24/12/2002, 33-159.

European Community (EC, 2003). Commission Regulation (EC) n® 1725/2003 of 29 September
2003 adopting certain international accounting standards in accordance with Regulation (EC)
No 1606/2002 of the European Parliament and of the Council. Official Journal, L 261,
13/10/2003, 1-420.

European Community (EC, 2004a). Commission Regulation (EC) n® 707/2004 of 6 April 2004
amending Regulation (EC) n° 1725/2003 adopting certain international accounting standards in
accordance with Regulation (EC) n°® 1606/2002 of the European Parliament and of the Council.
Official Journal, L 111, 17/04/2004, 3-17.

European Community (EC, 2004b). Commission Regulation (EC) No 2236/2004 of 29 December
2004 amending Reguiation (EC) No 1725/2003 adopting certain international accounting
standards in accordance with Regulation (EC) No 1606/2002 of the European Parliament and
of the Council as regards International Financial Reporting Standards (IFRSs) Nos 1, 3 to 5,
International Accounting Standards (IASs) Nos 1, 10, 12, 14, 16 t0 19, 22, 27, 28, 31 to 41 and
the interpretations by the Standard Interpretation Committee (SIC) Nos 9, 22, 28 and 32.
Official Journal, L. 392, 31/12/2004, 1-145.

European Community (EC, 2005a). Commission Regulation (EC) n® 211/2005 of 4 February 2005
amending Regulation (EC) n® 1725/2003 adopting certain international accounting standards in
accordance with Regulation (EC) n® 1606/2002 of the European Parliament and of the Council
as regards International Financial Reporting Standards (IFRS) 1 and 2 and International
Accounting Standards (IASs) n° 12, 16, 19, 32, 33, 38 and 39. Official Journal, L 41,
11/02/2005, 1-27.

European Community (EC, 2005b). Commission Regulation {EC) No 1910/2005 of 8 November
2005 amending Regulation (EC) No 1725/2003 adopting certain international accounting
standards 1n accordance with Regulation (EC) No 1606/2002 of the European Parliament and
of the Council, as regards International Financial Reporting Standard 1 and 6, IASs 1, 16, 19,

12

© David & Gallego (2007)



Corporate Income Tax: A European Context

24, 38, and 39, International Financial Reporting Interpretations Committee’s Interpretations 4
and 5. Official Journal, 1. 305, 24/11/2005, 4-29.

European Community (EC, 2006). Commission Regulation (EC) n° 108/2006 of 11 January 2006
amending Regulation (EC) n° 1725/2003 adopting certain international accounting standards in
accordance with Regulation (EC) o® 1606/2002 of the European Parliament and of the Council
as regards International Financial Reporting Standards (IFRS) 1, 4, 6 and 7, International
Accounting Standards (IAS) 1, 14, 17, 32, 33, and 39, International Financial Reporting
Interpretations Committee's (IFRIC) Interpretation 6. Official Journal, L 24, 27/01/2006, 1-36.

European Economic Community (EEC, 1977). Council Directive 77/799/EEC of 19 December
1977 conceming mutual assistance by the competent authorities of the Member States in the
field of direct taxation. Official Journal, L 336, 27/12/1977, 15-20.

European Economic Community (EEC, 1978). Fourth Council Directive 78/660/EEC of 25 July
1978 based on Article 54 (3) (g) of the Treaty on the annuval accounts of certain types of
companies. Official Journal, L. 222, 14/08/1978, 11-31.

European Economic Commumity (EEC, 1988). Council Directive 88/361/EEC for the
implementation of Article 67 of the Treaty. Official Journal, L. 178, 08/07/1988, 5-18.

European Economic Community (EEC, 1990a). Council Directive 90/434/EEC of 23 July 1990 on
the common system of taxation applicable to mergers, divisions, transfers of assets and
exchanges of shares concerning companies of different Member States. Official Journal, 1. 225,
20/08/1990, 1-5.

European Economic Community (EEC, 1990b). Council Directive 90/435/EEC of 23 July 1990 on
the common system of taxation applicable in the case of parent companies and subsidiaries of
different Member States. Official Journal, L 225, 20/08/1990, 6-9.

Eurcpean Economic Community (EEC, 1992). Report of the Ruding Commitiee: conclusions and
recommendations of the Committee of Independent Experts on Company Taxation. European
Taxation, 32 (4/5), April/May, 105-122,

Ferreira, L.F. (1999). Normas de Contabilidade na Uniio Europeia. Revista de Contabilidade e
Comércio, 220, 787-816.

Gallego, 1. (2004). The Accounting and Taxation Relationship in Spanish Listed Firms. Managerial
Auditing Journal, 19 (6}, 796-819.

Garcia-Olmedo, R. (1998). El IASC revisa la contabilizacion del Impuesto sobre Beneficios,
Boletin AECA, 46, 32-35.

Giner, B. & Mora, A. (1991). La Contabilizacion del Impuesto sobre Beneficios: El Marco Teérico.
Técnica Contable, 43 (514), 547-562.

Giner, B. & Mora, A. (1999). El Proceso de Armonizacion Contable en la UE. Situacion Actual y
Estrategia de Futuro. X Congreso de la Asociacion Espariola de Contabilidad y Administracion
de Empresas, Zaragoza, September.

Giner, B. & Mora, A. (2001). El proceso de armonizacion contable en Europa: Anilisis de la
relacién entre la investigacién contable y Ia evolucion de la realidad econdmica. Revista
Espariola de Financiacion y Contabilidad, 30 (107), 103-128.

Gonzalo, J.A. & Tua, J. (1997). Introduccién: Normas Internacionales de Contabilidad. /n: Instituto
de Auditores Censores Jurados de Cuentas de Espafia (ed). Normas Internacionales de
Contabilidad. 4" ed. Madrid: Instituto de Auditores Censores Jurados de Cuentas de Espafia.

Grau, MA. & Herrera, P.M. (2002). La armonizacién fiscal: limites y altemativas. Impuestos, 18
(10), 12-32.

Herrmann, D. & Thomas, W. (1995). Harmonisation of Accounting Measurement Practices in the
European Community. Accouniing and Business Research, 25 (100), 253-265.

Hill, TM. (1957). Some Arguments Against the Inter-period Allocation of Income Taxes. The
Accounting Review, 32 (3), July, 357-361.

Hoogendoorn, M. (1996). Accounting and taxation in Europe: a comparative overview. The
European Accounting Review, 5 (Supplement), 783-794.

13

© David & Gallego (2007)



Corporate Income Tax: 4 European Context

International Accounting Standards Board (IASB, 2002). International Accounting Standards
2002. London: TASB.

1zquierdo, G. (1997). La fiscalidad directa ante la Unién Monetaria. Partida Doble, 80, 34-39.

Jamne, 11, Lainez, J.A. & Callao, 8. (1997). La Opcionalidad de las Normativas Nacionales v su
Repercusion en la Armonizacién Internacional. In: Asociacion Espaifiola de Contabilidad y
Administracion de Empresas (ed). IX Congreso de la Asociacion Espafiola de Contabilidad y
Administracion de Empresas, Salamanca, September, 1997, Salamanca: Asociacion Espafiola
de Contabilidad y Administracién de Empresas, 243-265.

Kissinger, J.N. (1986). In Defense of Interperiod Income Tax Allocation. Journal of Accounting,
Auditing and Finance, 1 (2), Spring, 90-101.

Knorr, L. & Ebbers, G. (2001). IASC: Individual Accounts. In: QOrdelheide, D. (ed). Transnational
Accounting (TRANSACC). 2.® ed. New Cork: Palgrave Publishers, 1451-1594.

Levy, G.M. (1981). Accounting for income taxes. Journal of Accountancy, 151 (6), June, 97-104.

Lopez, J.L. (1997). Necesidad de la Implantacién Generalizada de las Normas Intemacionales de
Contabilidad. /n. Asociacién Espafiola de Contabilidad v Administracion de Empresas (ed). ZX
Congreso de la Asociacion Espafiola de Contabilidad y Administracion de Empresas,
Salamanca, September, 1997. Salamanca: Asociacién Espafiola de¢ Contabilidad y
Administracién de Empresas, 609-629,

Lucas, M. (1996). La Contabilidad en ¢l Marco de la Armonizaciéon del Derecho Europeo de
Sociedades. Comentarios Criticos en Torno a la 4.* Directiva del Derecho de Sociedades.
Revista de Derecho Financiero y Hacienda Piblica, 242, 913-973.

Mallo, C. & Pulido, A. (2004). La Reforma Contable y la Contabilidad Directiva: Influencias
cruzadas. Partida Doble, 158, Septiembre, 16-29.

Moreno, J. & Rodriguez, P. (1989). Problematica de la Contabilizacién del Impuesto de
Sociedades. Técnica Contable, 41 (491), 497-504,

Nobes, C. & Parker, R. (2002). Comparative International Accounting. 7° ed. Harlow: Prentice
Halli.

Pais, C. (2000). Impostos sobre os Lucros: A contabilizagdo dos Impostos Diferido., Lisboa: Arcas
Editora.

Pereira, A.A.C. (2002). Harmonizagio da Informagio Contabilistica: A Evolugio do Processo
Harmonizador Europeu. XIV Encontro Nacional da Associagéo de Docentes de Contabilidade
do Ensino Superior, Esposende, Mayo.

Riahi-Belkaoui, A. (2000). Accounting Theory. 4.° ed. London: Thomson Learning.

Rousse, F. (1992). Normalizacion contable. Principios y practicas. Luxemburgo: Oficina de
Publicaciones Oficiales de las Comunidades Europeas.

Schroeder, R.G. & Clark, M.W. (1998). Accounting Theory: Text and Readings. 6. ed. New York:
John Wiley & Sons.

Schroeder, R.G., Clark, M.W. & Cathey, J.M. (2001). Financial Accounting Theory and Analysis.
7. ed. New York: John Wiley & Sons.

Silva, JM.T. (2002). A problematica dos Impostos Diferidos, Revisores & Empresas, 5 (19); 8-23.

Street, D.L., Gray, S.J. & Bryant, SM. (1999). Acceptance and Observance of International
Accounting Standards: An Empirical Study of Companies Claiming to Comply with IASs. The
International Journal of Accounting, 34 (1), 11-48.

Tay, J.S.W. & Parker, R H. (1990). Measuring International Harmonization and Standardization.
Abacus, 26 (1), 71-88.

Taylor, ME. & Anp-Jones, R. (1999). The Use of International Accounting Standards
Terminology, a Survey of IAS Compliance Disclosure. The International Journal of
Accounting, 34 (4), 557-570.

Thorell, P. & Whittington, G. (1994). The harmonization of accounting within the EU. Problems,
perspectives and strategics. The European Accounting Review, 3 (2), 215-239.

Tua, J. (1983). Principios y Normas de Contabilidad, Madrid: Instituto de Planificacion Contable.

14

© David & Gallego (2007)



Corporate Income Tax: A European Context

Turner, J.N. (1983). International Harmonization: A Professional Goal. Journal of Accountancy,
January, 58-66.

Van der Tas, L.G. (1988). Measuring Harmonisation of Financial Reporting Practice. Accounting
and Business Research, 18 (70), 157-169.

Van der Tas, L.G. (1992a). Evidence of EC financial reporting practice harmonization: The case of
deferred taxation. The European Accounting Review, 1 (1), 69-104.

Van der Tas, L.G. (1992b). Measuring International Harmonization and Standardization: A
Comment. Abacus, 28 (2), 211-216.

Van Hulle, K. & Van der Tas, L. (2001). European Union: Individual Accounts. /n: Ordelheide, D.
(ed). Transnational Accounting (TRANSACC). 2.® ed. New Cork: Palgrave Publishers, 771-877.

15

© David & Gallego (2007)



Content: Estudos e Documentos de Trabalho da ESTG or Studies and Working Papers of
ESTG publish papers that promote the dissemination of knowledge developed by researchers
in the ESTG and in other higher education institutions. Also, EDT Series provide a means of
pre-publishing paper that is being or will be submitted as one or more journal articles and to
publish detailed material and reports that have intrinsic merit but, at this moment, it is in
progress The Editorial Board of Estudos e Documentos de Trabalho da ESTG strive to
promote critical discussion and consideration of fields of inquiry that are pertinent to our
professional, intellectual and contemporary global concerns.

Submission Process: Authors must send the manuscript to director.estg@ipe.pt and then
we will start the review process of Estudos e Documentos de Trabalho da ESTG. The
manuscript sent for publication should not exceed, in general, 15.000 words, and the abstract
must include 250-300 words.

Format: All articles must follow the Harvad style and carefully checked for completeness,
accuracy and consistency. Please consult these and review the paper carefully prior to
submission. All citations must be fully listed as references at the end of the paper, and all
references listed must be cited in the text.

Review Process: Estudos e Documentos de Trabalho da ESTG uses a blind editorial
process, which means that all papers are read anonymously by the Editorial Board and
Scientific Committees of different entities. The Editorial Board is responsible for suggesting,
reviewing and approving contributions for the EDT Series. The overall responsibility for the
development of the Estudos e Documentos de Trabalho da ESTG lies with the ESTG Board.
Depending on their recommendations, one of the following will happen:

1. we will reach a decision to publish the piece as is,

2. we will reach a decision to publish the piece on the condition that the author make the

necessary changes as described by our readers,
3. we will decide not to publish your paper.

Regardless of our decision, and provided your paper meets our minimum requirements, we
will send you extensive feedback that will provide you with constructive comments from
your colleagues. They will write an assessment of the sophistication of the language of the
paper, the embeddedness and relevance of your argument, the articulation of your thesis
statement, additional secondary sources you may want to review, and include other thoughtful
suggestions and critiques for you to take into account as you revise your work. It is vital that
authors be prepared to revise their papers according to the comments made by our readers in a
timely fashion. We make every effort to provide our readers and authors with sufficient time
to conduct evaluations and revisions. For the editorial process to function well, we require
that our researchers comply with our deadlines. We will not accept submissions that do not
meet these requirements.

Pédgina |1



Escola Superior de Tecnologia e Gestdo da Guarda

Niamero
Ano 2002
01402
02/02
03/02

04/02

05/02

06/02

Ano 2003

01/03

02/03

03/03

Ano 2004

01/04

02/04

03/04

Ano 2005

0105

02/05

Ano 2006
01/06

02/06

03/06

04/06

05/06

06/06

Serie

ESTUDOS E DOCUMENTOS DE TRABALHO

Autor

Crowther, David
Crowther, David
Crowther, David

Crowther, David
Crowther, David
Crowther, David

David, Fatima
Abreu, Rute
Marques, Pedro
Abreu, Rute
David, Féitima

Rei, Constantino

David, Fatima
Abreu, Rute
Abreu, Rute
David, Fatima
David, Fatima
Abreu, Rute

Crowther, David
Abreu, Rute
David, Fatima
Abreu, Rute

David, Fatima

Abreu Rute
David, Fdtima
Abreu, Rute

David, Fatima

Carreira, Francisco Alegria
Guedes, Maria do Amparo

Aleixo, Maria da Conceigéo

David, Fatima

Abreu, Rute

Oliveira, Ermelinda

Titulo

No accounting for fashion: the flawed quest for shareholder value

The poetics of corporate reporting: evidence from the UK water industry
Three bites of the cherry? Performance measurement in the UK electricity
industry and the effects of industry structure

A semiology of corporate reporting

The importance of Corporate Social Responsibility

The theology of managerial superodinancy

Income Tax: an overview of the Portuguese situation

The Corporate Social Responsibility: Exploration inside the Experiences and

Practices in EU Level
Causal evidence on the *Productivity Paradox™: Portugal, 1980-2000

Responsabilidade Social: Seu Impacto na Competitividade das Organizagies

Empirical Evidence of Corporate Social Responsibility in Portugal

Social Responsibility: Reality and Tllusion?

The Myth of Corporate Social Responsibility

Corporate Social Responsibility in Health Care

Accounting for Health Care: Corporate Social Responsibility

Valoracion de empresas: un modelo alternativo

Impuesto sobre beneficios: Contextualizacion

Ethics and Professional Deontology as a course in the Accounting and
Finance degree: Na Empirical Study

Fiscal Fraud and Evasion: Social Responsibility Perspective

Comunicacio Organizacional: Instrumento de Gestdo



Escola Superior de Tecnologia e Gestdo da Guarda
Série

ESTUDOS E DOCUMENTOS DE TRABALHO

Niimero Autor Titulo
Ano 2007
01/07 Abreu Rute
David, Fatima Accounting for Higher Education Institution: The Impact of Corporate
Martins, Nélia Social Responsibility

Rei, Constantino
02/07 David, Fatima

Corporate Income Tax: A European context
Gallego, Isabel



Escola Superior de Tecnologia e Gestao

I, \\ Instituto Politécnico da G_uarda
ESI Av. Dr. Francisco Sa Carneiro, 50
6300-559 Guarda

mm ﬂﬁﬁlﬂrunfnﬁmcu:?:um EmE P 0 rtu g al

Tel. + 351 271 220 120 | Fax + 351 271 220 150



