%

Universi:ctea 3abeg-Bolyai | Facultatea de Sti nie Econormice si Cestiinea Atacerilor

BABES-BOLYAI UNIVERSITY OF CLUJ-NAPOCA
FACULTY OF ECONOMIC SCIENCES AND BUSINESS ADMINISTRATION
Department of Accounting and Auditing

Doctoral School of Economics and Business Administration

THESIS ABSTRACT

ACCOUNTING AND TAXATION,
CONNECTION AND DISCONNECTION

Scientific coordinator,

Ph.D. Professor DUMBRAVA PARTENIE

PhD Student
Ec. IOAN POP

Cluj-Napoca
2014



CONTENT OF THE PhD THESIS’ SUMMARY

LLKEYWORDS ...t e e e e et e 3
2. THE CONTENT OF THE PhD THESIS ..ot 4
3. INTRODUCTION. ..., 7
4. MOTIVATION, RELEVANCE AND PURPOSE OF CONDUCTED

RESEARCH. ...ttt ettt seseseseseseseseseseasa st sasesesest st sesesesenssenens o s snee o oen 7
5. STAGE OF RESEARCH AT NATIONAL AND INTERNATIONAL LEVEL......9

6. THE RESEARCH METHODOLOGY USED.....cccc.ciniiiiiiiiiiiiiiiiiieen 12
7. BRIEF OVERVIEW OF THESIS CHAPTERS .......cccoooiiiiiicccecrcce e 17
8. GENERAL CONCLUSIONS, LIMITS AND PERSPECTIVE OF THE

RESEARCH. ...ttt sttt sese e seastsa st sesest sttt st e sesesesesenens « oo 21
9. SELECTIVE REFERENCES. ... ..o 27



1. KEY WORDS

Accounting, Taxation

Accounting systems, Fiscal systems

Accounting principles, Fiscal/tax principles

Accounting law, Fiscal/tax law

Account accountant, Fiscal account

Balance sheet, Fiscal balance/Tax balance sheet
Accounting treatments, Fiscal treatments

Accounting results, Fiscal results

Accounting recognition, Basis of assessment

Tax on profit, Income tax

Anticipated individualized tax solution, Advance pricing agreement
Transfer Pricing, Arm length principle

Connection - Disconnection, Harmonization - reconciliation

The relationship between accounting and taxation



2. THE CONTENT OF THE PhD THESIS

Introduction

Motivation, relevance and purpose of the research conducted
The research methodology used

Stage of research at national and international level

List of abbreviations
List of figures, graphs, tables

Chapter 1. THE RELATIONSHIP BETWEEN ACCOUNTING AND
TAXATION IN ROMANIA AND AT INTERNATIONAL LEVEL
1.1. The relevance and actual stage of research regarding the relationship between
accounting and taxation
1.2. General considerations regarding fiscal system in Romania and at international level
1.2.1. The clarification of concepts and notions regarding fiscal system
1.2.2. The evolution of fiscal system in Romania and at EU level
1.2.3. Types of compulsory levies
1.2.4. A tax law with principles
1.2.5. The optimization of a fiscal system on the public governance coordinates
1.2.6. Tax practices and the approach of adjusting or distortion of fiscal policies
1.3.1. The accounting as accounting law with principles and rules for registration
and evaluation
1.3.2. The continental and Anglo-Saxon systems of accounting
1.3.3. A comparison between these two accounting systems, similarities and differences
1.3. Appreciations and preliminary conclusions released from relationship between

accounting and taxation

Chapter II FINANCIAL REPORTING — THE REFLECTING OF ACCOUNTING
AND FISCAL PRINCIPLES
2.1. The connection of accounting to taxation

2.1.1. Accounting recognition of assets, liabilities and capital

2.1.2. The evaluation of balance sheet structures. Basis of assessment

2.2. Disconnect methods of accounting from taxation



2.2.1. The classification and the presentation assets, liabilities and equity on the
balance sheet
2.2.2. The definition and evaluation of assets, liabilities and capital in the Fiscal Code sense
2.3. Balance sheet and the tax balance sheet - a comparative analysis
2.4. Account accountant and fiscal account regarding the financial performance of the
economic entity

2.5. Appreciations and preliminary conclusions regarding accounting and tax principles

Chapter III TAX ON PROFIT AND INCOME TAX - THE CONNECTION
ELEMENT BETWEEN ACCOUNTING AND TAXATION
3.1. The international accounting normalization, tax on profit and income tax
3.2. The interference between accounting and fiscal principles in results taxation
3.3. Professional judgment liaison between accounting and taxation
3.4. Accounting and fiscal treatments regarding tax on profit

3.4.1 Accounting result vs fiscal result

3.4.2. Accounting and tax treatment of expenditure and revenue

3.4.3. Accounting and tax treatment of tangible and intangible assets

3.4.4. Accounting and tax treatment of adjustments, provisions and reserves
3.5. Accounting and tax treatment of income tax
3.6. The coordinates of the accounting and fiscal development regarding tax on profit
and income tax

3.7. Conclusions, suggestions and preliminary views regarding tax results

Chapter IV THE RECONCILIATION AND PERSPECTIVES IN RELATIONSHIP
BETWEEN ACCOUNTING AND TAXATION
4.1. Anticipated individualized tax solution — a Romanian legislative alternative
4.1.1. The presentation of anticipated individualized tax solution in Romania —

advantages and limits

4.1.2. AITX — Case Study
4.2. Fiscal results and transfer pricing

4.2.1. Transfer pricing — general presentation

4.2.2. Arm length principle — elimination standard of fiscal result manipulation

4.2.3. Determination methods for transfer pricing

4.2.4. Practical content of transfer pricing file. Case Study at Beta Society from Cluj-Napoca

5



4.3. Advance pricing agreements
4.3.1 APA — general presentation
4.3.2. Advance pricing agreement — case study
4.4. The harmonization and reconciliation in relationship between accounting and taxation
4.4.1. The report harmonization between accounting and taxation
4.4.2. Internationalization elements of accounting
4.4.3. Investigations in way of reflection of tax in accounting
4.4.4. Investigations in way of reflection of accounting in tax
4.4.5. The fiscal harmonization in international and EU context
4.4.5.1. The fiscal harmonization in international context
4.4.5.2. The fiscal harmonization in EU context
4.5. The evolution of Romanian tax in the context of EU tax harmonization
4.6. Conclusions and preliminary suggestions regarding the relationship between

accounting and taxation

Chapter V EMPIRICAL STUDY ON THE PERCEPTION OF CONNECTION
AND DISCONNECTION OF ACCOUNTING TO TAXATION

5.1. The literature records regarding the investigations of connection-disconnection of
accounting to taxation

5.2. Practical aspects regarding the research methodology

5.3. The analysis and interpretation of results regarding the principles of accounting
and taxation

5.4. The analysis and interpretation of results regarding the relationship between

accounting and taxation

Chapter VI GENERAL CONCLUSIONS, PROPOSALS AND INVESTIGATION
LIMITS

6.1. Conclusions, opinions and general suggestions resulting from the conducted
investigation

6.2. Limits and perspectives research on the report accounting-taxation

Selective references
The centralizer annexes

Annexes



3. INTRODUCTION

Talking about research in accounting and tax domain, specialists in the field
(Popper, 2002) asserted that "accounting is a science, and this science is not a system
of clear or well-defined statements and none which advances steadily towards a final
state. Our science is not knowledge: it can never claim to have arrived at the truth or even a
substitute for the truth, such as probability ". The study of this science in relation to taxation
is therefore a challenge.

A scientific approach on the interference between accounting principles and the fiscal
cannot be achieved without knowledge of concepts that define them without understanding
their evolution, as well as direct and indirect repercussions on the economic and financial

life specific to each economic entity.

4. MOTIVATION, RELEVANCE AND PURPOSE OF CONDUCTED
RESEARCH

Romanian accounting and taxation have been significant developments after 1990,
this being determined and then by the Romania integration in the European Union. In
the elaboration of this thesis I attempted for a scientific approach to highlight, on the
one hand, the evolutions in accounting and taxation, and on the other hand, the
connection and the disconnection of these two fields, based on principles and different
laws. The research was based on an extensive documentary material, including
national legislative evolutions and directives, regulations, recommendations and other
documents, international financial reporting standards and other works of reference.
Also, the research was based on the results of studies and assessments based on the
information provided by some European databases. Meanwhile, for the analysed field
were studied articles published on the websites of the European Union, the IASB. The
theme of this work is and will remain topical, given that, the two areas - accounting
and taxation - are in a relationship of connection, but also in a relation of
disconnection, being in a continuous process of improvement. It is a topic "evergreen"
because taxation had and will always have an impact on the socio-economic
environment. The actuality of this theme is emphasized by the frequent changes in the
tax impact and response to the financial and economic crisis manifested globally.

Faster developments in the accounting area will result in amendments to the

tax laws, in order to address the needs of the state and of the payers of taxes. Through
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its content, the paper follows the entire course of development of Romanian
accounting and the relationship between accounting and taxation.

If until 2000 we can say that Romania had an accounting system to provide
information primarily for tax purposes, after this year, certainly there is a strong
disconnect of accounting from taxation. This disconnect of accounting from taxation
was done by issuing tax legislation, which is no longer rely solely on the information
in accounting and became more obvious, together with issuing the Tax Code in 2004.
In the same time, accounting remains the main provider of information for tax
purposes, so there is a constant process of relationship between the two areas. Also in
the tax matter, similar to the accounting domain, national legislation taken over the
European directives in the field. The evolutions registered for the two studied domains
were determined by profound changes in the Romanian economy, since 1990, in
particular because of the increasing demand by relevant and reliable information from
investors and other categories of users (e.g., lenders and creditors). Also, during this
period, were laid the foundations and was developed the organised market of capital,
which has boosted the necessary conditions for obtaining and the publication of
transparent, neutral and understandable accounting information for stakeholders. The
improvements of the accounting legislation, were aimed even the introducing of
stipulations regarding the liability of persons which prepare and publish the financial
statements. That responsibility lies with the management of each entity responsible
for the consistent application of accounting policies developed under accounting
regulations and for the fair view presented in the financial statements, but also to the
accounting experts and auditors.

After the financial scandals that rocked several states, was proceeded to the
strengthening of the requirements and exigencies regarding the accounting
information provided. As regards the taxation in Romania, due to the significant
presence of foreign investors and Romania's accession to the European Union, it is
harmonized with the EU member countries. Under present conditions, the Romania is
a country, member of EU, national legislation in general, and accounting and tax
legislation in particular, cannot be conceived than evolving in the European context,
"national element" is increasingly less present, aspect with positive consequences in
the relationship between accounting and taxation.

Based on these realities, this paper proposes that, based on extensive research
in detail on the available documentation and the factual findings, to emphasize the

convergences and divergences between accounting and taxation. In the context of



Romania's integration in the European Union since 2007, the connection and
disconnection of accounting from taxation is a topic of great interest. For the stock
market to evolve closely with the economy, requires determining a dimension of
indicators, which objectively the result of entity's activity, in terms of the interest of
potential investors, without neglecting the utility of these to the fiscal needs of the
state.

Another motivation for choosing this research theme is the interface between
accounting and taxation in general over time, especially now.

Besides, the dynamics of modification of tax laws, economic, social is an
argument in the choosing of this research theme. The harmonization of financial law,
tax and accounting with communautaire AQ is a topical issue, fixed on two areas
(accounting and taxation). In addition, the need to ensure the qualitative
characteristics of accounting information in financial statements and accounting
synthesis documents as a base of management decisions for economic entities,

represent an interesting scientific approach based on multiple interdisciplinary studies.

5. STAGE OF RESEARCH AT NATIONAL AND INTERNATIONAL LEVEL

International tax research is that (according to Lamb & Lymer, 1999: 750)
deals with taxation, in the functional context of accounting practices, financial
reporting, auditing, management accounting, financial management and tax
accounting. Also includes fiscal research which helps to improve tax literature, by
measuring and reporting accounting information, managerial and organizational
function of the economic entity, the interaction between accounting information and
the markets behaviour, during the individual decision-making process. The authors
points out also that fiscal research is done in the accounting domain and is similar to
the accounting research, could be both normativity and positivist.

Achieving the taxonomy of clusters found in fiscal research of the accounting
domain, clusters which delimits the areas of independent research, the same authors
have identified, inside of the research from the Great Britain, eight clusters. It has
reviewed seven of the most important journals in Great Britain for a period of four
years (1995-1999). During of this study, we could conclude that a relatively small
number of articles, incorporating as the dominant research direction, the tax issue in
accounting (only 19 articles from 893 articles included in the study) being identified

the following research areas:



* Reporting of costs associated with taxation in the financial statements;
* Influence the financial reporting and tax compliance level;

* Comparative international studies which address various tax bases and the
consequences of the decision-making processes;

* Economic consequences implied;

* The relationship between accounting and taxation;

* Implications of tax laws;

* The organization and the management of tax practices;

* The tax planning and tax compliance;

* The fiscal education;

* The influence of taxation on corporate and individual behavior.

As regards the fiscal research in the US, these are directed to: the impact of
taxation on investors, financial markets, financial reporting, case studies prepared by
professional accountants in these two areas, fiscal education, taxation history.

According to Cuzdriorean (2014), also from the US is coming the three studies
considered as introductory, which interfering with accounting taxation, representing in
the same time a reference material for this area. Therefore remind studies conducted
by Shevlin (2007), Maydew (2001), respectively Shackelford & Shevlin (2001).
These studies approach the American literature of the last 20 years.

Taxation in Europe was recently studied by Eberhartinger & Klostermann
(2007), the authors which try to create scenarios and to test whether the information
provided under IFRS may be tax base in terms of taxation (notably, the authors
approaches the taxation of terms of their country of origin, namely, Austria). They
conclude that the data may be [FRS-based accounting and tax bases.

Are relevant the empirical studies conducted in this area and in Central and
Eastern European countries and Romania. Thus, Bosnydk (2003) examined the
economic environment in Hungary under the spectre of factors influence which
hovers on the decisions from the accounting policies of companies in Hungary. In this
sense, the decisions taken by companies / accountants are based on fiscal influence, in
the proportion of 26.17% for SMEs (the most significant factor) and 15.08% at levels
higher entities (being the second factor that is more significant).

Based on this study, in Romania, the influence factors of accounting policy

decisions were studied by Fekete et al. (2010). The authors conclude that in Romania,
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the secondary influence factor is fiscal reason, explaining 9.54% of the choices made
by specialists in accounting policies and treatments.

Another study, in which the authors attempt to quantify the influence of
taxation on of accounting, has been realized by Fekete et al. (2009) and Cuzdriorean
et al. (2010). The authors conclude that the impact of the tax varies both in time (they
took into account, in the study, more years) as well as the size of entities (small,
medium, large).

The author Cuzdriorean (2011 and 2014) identifies the main factors that
influence through which the tax influence in accounting can be "captured", such as the
depreciation problem (method, duration), the provisioning (where and what is the type
and the purpose of the provision), depreciation / impairment, revaluation of property,
stocks (input and output), treatment of expenses (donations, sponsorships,
entertainment, interest, research and development, pensions), changing accounting
policies and correcting errors. The author analyses the accounting and tax treatment of
these, differentially, depending on the size of entities, showing through statistical
tools that, in general, small and medium-sized entities which pursuing "fiscal rule" in
disadvantage of "accounting rule", whilst at large entities the situation is reversed,
there, the "rule book" prevails.

There are also several studies which regulatory approaches to tax problem in
accounting. We briefly present some of them.

Berinde (2005) analysed the possibility of disconnection of accounting from
taxation by introducing deferred tax in the Romanian legislation. The major problem
that Sorin Berinde noticed in the studies which he was involving (Berinde, 2005),
(Berinde & Rachisan, 2005), (Berinde, 2006), and which he considered to be the
origin of the tax influence in accounting, is the fact that the state is the primary user of
accounting information, in particular at SMEs level.

Petre & Lazar (2006) analyzes the difference between the accounting regle-
mentation and accounting practice in Romania. They conclude that accounting rules
are not affected by the fiscal one, proof that there are two laws (and norms of their
applications) completely different, independents. The fact that in the practical
application of these laws, the accountants use tax referential instead of the accounting
one is exclusively by their choices, not rules. A similar view is also sustained by
Cotlet & Megan (2007).

Stet (2008) studying the relationship between accounting and taxation says

that it is extremely difficult to determine the priority of one against the other, because
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they are interdependent - perfect and real aspect, looked through the practitioner. On
one hand, the accounting is the basis of work in setting taxes and dues, while taxation
is influencing the accounting through special regulations.

An interesting idea we find at Bunget & Dumitrescu (2008), which consider
that the relationship between accounting and taxation is rather a set of converging and
diverging views, a debate on tolerance and intolerance theme, an ongoing dispute on
the quality of accounting information, which is manifested through everyday activities
of Romanian accountant.

Neamtiu (2008) approaching, from the international perspective, the relation-
ship between accounting and taxation, makes differentiation between Anglo-Saxon
vision and the Continental European vision. While, the first accounting system is seen
as being less fiscal affected compared to the last, the author argues that given this fact,
the accounting information has more quality. Thus, in the author's opinion, the
influence of taxation on accounting leads to distortion of accounting information.

In conclusion, we can say that there are many concerns, both nationally and
internationally, as the study of taxation and the relationship between accounting and
taxation. This relationship tends to be analysed empirically, especially through the the

methodologies of impact studies.

6. THE RESEARCH METHODOLOGY USED

The research conducted through this study involves accents under mutual
agreement, and critical overtones or disagreements. If it is necessary to characterize
the scientific approach, we use only words: agree, disagree, chance, searches, because
the subject matter cannot be compared as the historical development of certain aspects
of the field of accounting or taxation.

The boundaries of demarcation between accounting and taxation cannot be
made because these two research areas extremely large, involves multiple meanings

Aiming, primarily, a review of the literature interfering reference these fields,
we used a deductive method, showing both general principles governing accounting
and taxation, as well as interference between them. Qualitative research is a priority,
making use of the comparative method in evolutionary presentation of the principles
studied.

Literature review was conducted through longitudinal analysis, using as

documentation the specialist books and the articles found in the literature own for
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these two research areas. The current research identified is the positivist current, but

the study also involves interpretative accents. Taking into account the conclusions of

the study, the favorable aspects, the limits and perspectives of research, we believe

that some researchers consider accounting research as closely with other research

disciplines. Even if some experts dispute this view, there are several arguments in

support of these claims, namely:

* Accounting research is done both on accounting theory as well as on other
theories  specific economics, finance, sociology, psychology and
organizational behaviour;

* Research methods are not all specific to accounting, some of them are
borrowed from the social and natural sciences;

* Specific instruments accounting are also some borrowed or adapted from the
organizational behaviour literature (sometimes is more easily adapted and

refined than accounting).

In order to better understand the way in which is conducted the research activity in

general and the research in accounting, in particular, is necessary to identify

secondary targets, which consist in:

* Identification of general problems on the contemporary research in the field
of accounting, out of which can be selected and defined research ideas, for
which will be established the solving methods;

» Establishing several alternative methods of research, out of which be selected
the most appropriate method to solve the particular problem of research;

* Indication of existing information in the domain of comparative accounting
research and the presentation of some argued opinions;

* Indication of constraints, encountered in accounting research.

In this regard we can identify four levels of research in this activity (Berinde,

2005: 6):

- The description - consists in the collection and the centralization of data

evolution from the past to present, including parallelisms regarding the evolutionary

stages;

- The classification - which has some descriptive influences, but it helps in

the process of centralization, highlighting the similarities and differences through

grouping and selection according to specific criteria;
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- The explanation - which consists in the attempt through highlight the
observations sense by highlighting the relationships established, by settings causal
relationships based on some theories;

- The prediction - involves overcoming stages of description and explanation,
through showing some views on possible future developments, of the event based on
credible arguments.

The research activity, for establish theories and verification of their
implementation can be classified, in general, depending on the reference point in two
categories (Chelcea, 2007):

- Deductive research (from theory to practice);

- Inductive research (from practice to theory).

The inductive research is based on practical observations and specific practical data,
from which it attempts the formulation of a theory. Even if exist of diversified base of
observations and practical data, combined with repeated testing to verify viability, can
be generated significant theoretical views regarding the improvement of accounting
research. This approach involves the analysis of accounting practice, of the way it is
reflected in accounting terms a particular economic event when rules are deficient or
missing. Therefore, on this basis, it summarizes the best solutions underlying the
assessment of new accounting rules that will influence practice and "accounting
theory based on inductive research is not a coherent theory, but a synthesis of best

practices "(Matis et al., 2010).

However, this accounting research of inductive type is open to the following
criticisms:

- The risk that accounting research is not based on accounting objectives to meet the
needs of all users, and the generalization have as a source some particular cases (e.g.,
some users in some special cases);

- The generalizations provided from observations of some particular cases can not
correspond only the needs from who left this generalization;

- Where practical cases appear, new updated rules are very difficult.

Accounting inductivism can be represented schematically as follows:
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Figure no 1. Accounting inductivism

Particular The elaboration or enrich- Generalization
The knowledge ment of: -enrichment of accounting
of accounting -accounting postulates and theory;
practice —%| principles — | -improvement of accounting
-accounting norms practice.

Source: (Berinde, 2005: 7)

The generalization of the theory based on inductive system, starting from

practical observations has a high degree of certainty, because the accounting practice
is evolving, being able to occur a contradictory hypothesis and cancel such theory.
A concrete example mentioned by specialists (which involves accounting
inductivism) is accounting plan because "its establishment is based on the observation
of accounting practices and is formed a set of practical answers to a set of particular
needs. A chart of accounts as normative theory does not explicitly indicate neither
accounting objectives and neither of accounting normalization "(Oprean et al., 2003).
Using a chart of accounts involves the connecting of accounting to taxation, the
primary user of financial information are the state institutions.

The connection between accounting inductivism and connection of accounting
to taxation (Fig. 2) may be summarized as follows:

Figure no 2. The connection between accounting inductivism and accounting

connection to taxation

Accounting General The conection The preferential user
inductivism accounting of accounting of accounting
> lan »| to taxation o informations
p " |(state institutions)

Source: (Berinde, 2005: 7)

Compared to inductive research, the deductive theory is based on and has as purpose
the implementation of that prediction. Each time, the theoretical basis will be checked
on each practical case. In recent decades, accounting research is based on deductive
research, accounting theory is based on an approach that meets the needs of all users,
from certain practical situations. So "deductive approach starts with establishing and

defining the objectives of accounting to the needs of different categories of users and
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continues its explanation for postulates and principles, based on which it develop rules
and procedures to generate new accounting practices" (Matis et al., 2010).

Accounting deductivism is represented schematically in Figure 3.

Figure no 3. Accounting deductivism

The objectives and the Particular
principles of accounting
(accounting theory)

Acoounting norms > Improving the
accounting practice

A 4

Source: (Berinde, 2005: 7)

The main objective for the accounting research of deductive type is recording and
disclosure of the entity's performance, sizing fiscal outcome is based on use of
deductive research method. In the present study, it is used both deductive approaches
in normative theoretical debate (see Chapters 2, 3 and 4) and inductive approaches (in
Chapter 5 on empirical study). Theorizing prevalent in case of developing a
conceptual framework can be evidenced by the development scheme (Ionascu, 1997)

of an accounting theory (Figure no 4):

Figure no 4. The evolution of accounting theory

The enunciation of accounting postulates
(resulting from logical study of the environment)

l

The establishment of accounting principles
(Elements of a general nature and constant action)

l

The elaboration of accounting normes
(rules which represent a guide in particular problems)

Source: (Ionascu, 1997: 86)

If the research is based on the deductive theory we can conclude the following aspects:
- Investors and creditors are privileged users of accounting information (the

production of accounting information is geared towards their needs);
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- The economic aspect of accounting information takes precedence, being used
in decision making;
- The focus is on provisional accounting information (the preference users of
accounting information are interested in the future monetary flows, by
provisional information regarding economic profitability.
Accounting system based on these characteristics defines an accounting disconnected
by taxation. So the link between accounting deductivism and the disconnection of
accounting from taxation, starting from the development of a conceptual framework is

shown in Fig. 5:

Figure no S. The link between accountant deductivism and disconnection of

accounting from taxation

Accountant Conceptual Disconnection Preferential users of
and fiscal framework of accounting accounting information
deductivism from taxation (investors and lenders)

v

A 4

v

Source: author projection

The research, which consist of combination of deductive trend with the
inductive trend is referred to in the the scientific literature as composite research
(Mihu, 1992). The premise underlying this type of research is that combining
deduction with induction involves a constant interaction between theory and practice,

which we consider especially important for the future of science in accounting.

7. BRIEF OVERVIEW OF THESIS CHAPTERS

In the first chapter of the thesis, it is realized a presentation of the
fundamental principles and norms of accounting, their evolution in different
countries (including Romania), on the background of presentation the advisory
opinions of Romanian and foreign specialists in the field, on the issues brought into
question. Subsequently, we revealed the accounting principles for valuation and their
interconnection with accounting principles.

Also, in the first chapter, it is presented the principles of tax law, and
afterwards we explain and reveal the principles of taxation, based on documented

specifications of the specialists. Fiscal-budgetary responsibility, then, brought in the
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foreground the importance of budgetary principles and their relationship with
accounting principles, based of great influence on accounting policy specific to the
economic entities.

We present, further, the tax system and the accounting system at international
level, then turn our attention and customize on the example of Romania. Summarily
analysis of the relations between accounting and taxation in major European countries
highlights the diversity of fiscal rules on accounting, as well as the need for
reconciliation between the two interests, often opposable (the one accountant with the
fiscal one). Regardless of the conflict state of accounting interest with the fiscal one, it
is important to address both to the entity interest entity and to the state one. The
relations determined by the relationship between accounting and taxation can be
grouped into two categories: integrated reports and neutral relationships.
Integrated reports are relations of connection between accounting and taxation,
leading to differences between fiscal and accounting interest. These differences on
taxation of profits will be treated in Chapters 2 and 3. Neutral reports are ratios that
do not generate problems regarding the harmonization of both interests, but they are
exciting for fiscal management of the entity, which must behave inscribed on axis of
fiscal effectiveness.

In our scientific approach, we started from the idea of reconciling the interests
of the taxation with those of the accounting. Reality has shown that the impact of
taxation on accounting is very strong in our country, and from the fact that the
principles, rules, laws and regulations of the two components are not congruent in all
cases, and will not be.

In order to achieve its purpose, we structured the work so that theoretical
concepts converge and complement their own research. In the second chapter,
starting from common characteristics or those that distinguish the recognition and
valuation of balance sheet elements and profit and loss account and the tax treatment
of their connection and disconnection to address accounting and taxation, was
revealed the similarities and the discrepancies in the recognition of assets and
liabilities, income and expenses, in terms of concepts and definitions set out in the
General Framework for the preparation and presentation of financial statements and
the stipulations included in national accounting. Regarding the valuation of balance
sheet elements, in addition to valuation rules contained in IFRS accounting
regulations, were analysed the concepts reviewed in the International Valuation
Standards. Also, were analysed the assets and liabilities in terms of concepts and

definitions included in tax legislation, putting into evidence the situation in which the
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assets and liabilities are defined differently in accounting and taxation. Also, were
highlighted were the connections and differences between account accountant and
fiscal account regarding the performance of entity.

In a market economy, the state's interests in the economic, social and cultural
domain are achieved through economic and financial levers of which the the most
important is system of taxes and duties imposed on businesses and individuals. Tax
liabilities of entities are of great diversity and even unbearable in the current
economy, materialized in a variety of direct and indirect taxes. They represent a
means of incorporation of state revenues over the economic sphere - social. The tax,
generally, represents a permanent compulsory sampling, free of direct and immediate
consideration of the state established by law. He represents one of the main sources of
financing public expenditure, so the effect of taxes and duties, ultimately, benefits all
citizens of a country.

The role of taxes on economic and social plan is manifest and by the fact that
the imposition and collection of the state of these determines a significant
redistribution of GDP. In the contemporary financial practice is stands out on increase
of role for taxes on economic plan, these being used as lever of economic policy
through the way they are set and perceived, being able to manifest as brake tools or
for stimulation of the activity, domains and areas, the consumption of certain products
and / or services. Considering these aspects, in Chapter 3 of the thesis, based on
principles and professional judgment is analyses comparative, tax and accounting, the
treatment of financial statements structures (fixed assets, current assets, liabilities,
provisions, adjustments, equity, income, expenses ).

In Chapter 4, taking into consideration that reconciliation demarche of
accounting with taxation, we have presented the anticipated individualized tax
solution, which wants to be the company opportunity to better manage tax risk, in the
case of a legislative vacuum, due to specific circumstances. Inside of fiscal solution,
the company shall submit their arguments regarding the situation which will create
and propose solution, which reflect the reality of the facts.

Subsequently, we revealed the modalities of reconciliation between the
interests of multinationals and tax administrations. Handling tax result through
transfer pricing grew with increasing transactions between affiliates. The methods of
calculating transfer prices are viable tools for reconciling the interests of tax

administrations and multinational companies. The interest of tax administrations is to
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collect taxes at actual size on which they are entitled, and companies have an interest
in making transactions at fair prices, to calculate the effectiveness of each office in
each country, an particularly and delicate issue between taxpayers and tax
administrations, but not without solutions in terms of financial and economic culture.

Advance pricing agreements are another way to manage tax risk by
multinationals. As well as the anticipated tax solution, advance pricing agreement
represents binding administrative acts.

Integrated relationships between accounting and taxation are for connection or
enrolment, being determined by the intersection between accounting interests and
taxation one. In these reports appear differences between the tax and accounting
principles; therefore they must be reconciled or harmonized. In the area of these
relationships is enrolling mainly three problems: taxation of income, amortization of
property and accounting evaluation of the heritage. The amortization problem is
subject to the taxation of profits. As is known, amortization together with the net
result defines the self-financing capacity of entity and any movement in the
amortization level generates backfire to income tax. It is known that the fiscal rule
establishes the expenses which are deducted from income to determine the tax base
for corporate income tax.

In practice, countries where accounting is connected to the taxation, are
deductible, primarily, depreciation expense which corresponding to real depreciation,
economically justified, being imposed by accounting rules. Taxation is used to
stimulate the businesses to productive investment, as a result of economic policy. In
this case, entities are able to account for depreciation that does not correspond to an
economically depreciation of justified fixed capital, as asset. The accounting
investigation by tax rule has a double disadvantage: on the one hand an under
evaluation of net book value of the investment material in relation to its use, and
secondly an oversized depreciation expense for operating activities. Implications of
the fiscal rule leading to some intermediate administration balances unreal that
contradict the objective true image of financial statements.

Finally, we conclude that between accounting and taxation should be only
neutral reports, accounting information released by accounting is fiscal unpolluted.
This accounting information to be useful to all stakeholders, including the state, so
that differences could be resolved extra-accounting, holding separate records for tax
purposes, evidence that can be used in the entity's financial reporting (tax values could

be presented in explanatory notes).
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Chapter 5 is dedicated entirely of the empirical study on the connection-
disconnection of accounting to taxation. Considering the recent studies in the field
(e.g. Cuzdriorean, 2011 and 2014) on this occasion we tried to enter in the "mind" of
specialists’ practitioners, through an analysis of perception (behavioural analysis). We
identify the main factors according to experts interviewed, represents the vectors of
fiscal influence over accounting. Also, we measured on Likert scale, the degree of this
influence in the perception of individuals from the sample, being tested four
hypotheses regarding the relationship between accounting and taxation.

The last chapter of the thesis is dedicated as is customary, to academic
conclusions, proposals, opinions and suggestions of general research, the main
obstacles encountered, limitations of the study and future prospects, releasing the

usefulness, relevance and need for further investigation in this field.

8. GENERAL CONCLUSIONS, LIMITS AND PERSPECTIVE OF THE
RESEARCH

Conclusions, opinions and general suggestions resulting from the conducted
investigation

The first chapter of the thesis presents the history and evolution of the tax
system in different countries, with special reference to the tax systems of European
Union member states (Romania, implicit). The role of taxation in the economy of each
country is crucial, both in the collection of funds to the state and its role in economic
and financial leverage to influence the conduct of particular economic and social life.
Taxation of member countries of the European Union is neither currently fully
harmonized, although great strides have been made in this regard, which creates
problems both to the tax administrations and to the companies. The last ones open
their new offices in countries, which have had a more favourable tax regime.

The relationship between accounting and taxation at global level determined
the existence of two major accounting systems: the continental and Anglo-Saxon
model. In the continental model, each country has its own tax rules on accounting.
Hence results and the need for reconciliation, so that, both the state and the entities,
the requirements are satisfied. The reality and the analysis of the relationship between
accounting and taxation demonstrate that the principles, rules and regulations of the

two components are not convergent in all cases.
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In the Anglo-Saxon model, the principle of true image is paramount.
Financing arrangements of entities belonging to two large accounting models are
different. In the continental model accounting, the entities shall provide financial
resources which they need to conduct their business through banks, unlike an entity
which applied the Anglo-Saxon rules, which shall provide financial resources from
the capital markets, which are very sensitive to accounting information. In this case,
transparency of information is essential. In the case of continental accounting are not
settled equally all information interests, taxation is not subordinated to the true image,
and in case of disagreement with accounting, taxation impose.

The next chapter of the thesis presents the relationship connection -
disconnection of accounting by taxation, from accounting perspective. Originally, the
connection of accounting to taxation should be seen in terms of symmetries or
similarities in the recognition and valuation of assets and liabilities, income and
expenses. The General Framework for the preparation and presentation of financial
statements, the financial statements present the financial results of transactions and
other events, grouping them into broad categories called "structures of Financial
Statements". Criteria for recognition in the financial statements of an element
structures are likely that any future economic benefit associated to enter or leave and
the item has a cost or value that can be measured reliably. Accounting regulations
compliant with Directive IV of the European Economic Communities, approved by
Order of the Minister of Public Finance no. 1752/2005, 3055/2009 OMPF and OMPF
1898/2013, took over the definitions of assets, liabilities, equity, income and expenses
and their recognition criteria from the General Framework for the preparation and
presentation of financial statements.

Regarding the evaluation of balance sheet structures and the profit and loss
account, this represent the process through which are determined the values on which
the structures of the financial statements are recognized in "Balance sheet" and "Profit
and Loss Account", through which are highlighted the similarities in recognition of
the assets, liabilities, income and expenses.

Subsequently, the disconnection of accounting from taxation should be seen in
terms of asymmetries or gaps in the recognition and measurement provisions,
liabilities, expenses and revenues. The differences between the accounting balance
sheet and fiscal balance sheet, between fiscal account and account accountant
regarding the entity's financial performance through the tax declaration come to

emphasize the need of disconnection between accounting and taxation in countries

22



with continental accounting model, but to provoke controversy questions over the
true, in countries which applied Anglophone accounting model.

The demarches of Chapter 3 present aspects regarding connection and
disconnection of accounting to taxation from the perspective of tax. This is realized
on the coordinates of harmonization and convergence of national accounting
conceptual framework with the European one and the international one, at the base on
which should stay the understanding and the application of fundamental accounting
principles and the development of professional judgment both in the accounting
environment and in the tax one.

From the study undertaken in this chapter we see that the accounting
normalization for income taxes is well-founded and documented. We observe that
from the existence of well-developed concepts (see chapter 3.4) and using them at
international level proves the high degree of acceptance by institutions and
professional bodies as well as their stability over time (there were few changes to IAS
12 compared with other standards in the field).

Currently, Romanian legislation is consistent with the requirements of IFRS.

1 Through the OMFP 1286/2012 (with effect from 01.01.2013) was introduced the
obligation of application of IFRS in individual financial reporting, by the entities
whose securities are admitted to trading on a regulated market. So, it was introduced
in accounting the concept for current and deferred taxes, and their accounting
techniques: current tax is recognized in current liabilities (account 4411 "Current
income tax") and corporate tax, which according to IAS 12, is recognized in other
comprehensive income, as defined according to IFRS, is recorded in the account 1034
"Current income tax and deferred tax recognized in equity account”, distinctive
pursuing the current income tax and deferred tax. In this account is highlights the
deferred tax properly to legal reserves and other reserves provided by the Tax Code
(OMPF 1286/2012, art. 124 ~ 1).

We believe that it is necessary for entities listed on RASDAQ that also are public

interest entities, to have the obligation to report under IFRS.

2 In the fiscal domain, we believe that the major change was made by GEO 125/2011
(with effect as of 01.01.2012). The concept was introduced both deferred tax
concept, as well as the techniques for calculating and reporting their - a summary on

these regulations see in chapter 4.4.4
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Chapter 4 of the thesis presents the solutions for harmonization of accounting
and taxation. In the first part of this chapter we have presented anticipated
individualized tax solution, which wants to be the company opportunity to better
manage tax risk, in the case of a legislative vacuum, due to specific circumstances.
Inside of fiscal solution, the company shall submit their arguments regarding the
situation which will create and propose solution, which reflect the reality of the facts.

In part two of this chapter, we revealed the modalities of reconciliation between
the interests of multinationals and tax administrations. Handling tax result through
transfer pricing grew with increasing transactions between affiliates. The methods of
calculating transfer prices are viable tools for reconciling the interests of tax
administrations and multinational companies. The interest of tax administrations is to
collect taxes at actual size on which they are entitled, and companies have an interest
in making transactions at fair prices, to calculate the effectiveness of each office in
each country. Advance pricing agreements are another way to manage tax risk by
multinationals. Integrated relationships between accounting and taxation are for
connection or enrolment, being determined by the intersection between accounting
interests and taxation one; therefore they must be reconciled or harmonized.

In the area of these relationships is enrolling mainly three problems: taxation
of income, amortization of property and accounting evaluation of the heritage. It
is known that the fiscal rule establishes the expenses which are deducted from income
to determine the tax base for corporate income tax.

In practice, countries where accounting is connected to the taxation, are
deductible, primarily, depreciation expense which corresponding to real depreciation,
economically justified, being imposed by accounting rules; an analysis of vulnera-
bility for the concept of amortization to be seen at Bunea (2014).. Taxation is used to
stimulate the businesses to productive investment, as a result of economic policy. In
this case, entities are able to account for depreciation that does not correspond to an
economically depreciation of justified fixed capital, as asset. Taxation is used to
stimulate the businesses to productive investment, as a result of economic policy. In
this case, entities are able to account for depreciation that does not correspond to an
economically depreciation of justified fixed capital, as asset. The accounting
investigation by tax rule has a double disadvantage: on the one hand an under
evaluation of net book value of the investment material in relation to its use, and
secondly an oversized depreciation expense for operating activities. Implications of
the fiscal rule leading to some intermediate administration balances unreal that

contradict the objective true image of financial statements.
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Within this chapter we have discussed about the way to reflection of taxation in
accounting, according to IAS 12 and OMFP 1286/2012, as well as the method of
reflection of accounting in taxation (Fiscal Code updated by Ordinance 125/2011).
Taking into consideration that the concepts deferred tax were adopted, respectively it
were introduced rules regarding the distinction between fiscal base and the accounting
one; we believe that the current Romanian rules are in line with IFRS requirements.

In the end, we concluded that, between accounting and taxation should be only
neutral reports, the released accounting information is fiscal unpolluted. This
accounting information to be useful to all stakeholders, including the state, and the
differences could be resolved extra-accounting.

Chapter 5 is devoted to empirical studies. Being a chapter "whole", I
dedicated space, both to literature review, as well as methodological aspects of the
empirical data collection and processing. We analysed separately the principles of
accounting and taxation, i.e. the theoretical foundation and relationship between
accounting and taxation. Specifically, we analysed the opinion of specialists
practitioners vis-a-vis these issues by measuring the degree of agreement with
statements, through which we tried to capture either the suppliers understanding,
interpretation and application of concepts (principles of accounting and taxation), or
either the perception factors of fiscal-accounting influence.

Four hypotheses were tested, two of which were accepted as valid, as follows:
HI1: The primary user of accounting information, in the perception of Romanian
specialists is shareholder / partner entity. Hypothesis was rejected, so practical
perception of accounting professionals does not confirm the theory.

H2: The perception of Romanian specialists regarding the fair view concept is
affected by tax considerations. The hypothesis was accepted because the factor "tax
law" is not excluded from accounting judgments on the true image.

H3: Accounting decisions (decisions made by accountants in their practice) are more
influenced by tax considerations, than accounting. Although apparently the hypothesis
is true, however, based on data received from the respondents, it can be concluded
that the accounting impact is greater, so the hypothesis was rejected.

H4: The influence of taxation on accounting is inversely proportional to the size of
entities. This hypothesis was supported. Moreover, the fiscal impact has a reverse
action with accounting one: at the factors where fiscal influence decreases toghther
with the size of the entities, accounting influence increases, and vice versa, where the

influence of the tax increase, the influence of accounting drops.
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The results confirm that through the responses received from practitioners,
from different socio-professional categories, exists clear tax influences over some
decisions that are made in the accounting. So, we can say that through this behavior
study we contribute to other evidence regarding the fiscal influence on accounting

practice in Romania.

Limits and perspectives research on the report accounting-taxation

Due to the complexity of the subject, we consider that is necessary to clarify
some limitations and opportunities in this field.

In analyzing the relationship between accounting and taxation in the present
thesis we focused on direct taxes on profits, which have direct impact on accounting.
Thus, it can be said that indirect taxes and those on property were treated superficially
(on consumption), which although important, have less impact on accounting
judgment.

In terms of geographical area, primarily in Romania were targeted problems
and presented studies and articles from foreign literature. Taxation is specific to each
state, so that we deal with a particular tax system (national) with a harmonized
accounting system (international). This can create a problem of methodological nature
and therefore, it was attempted the reference to national, European and international.

Regarding the empirical study are two significant limitations. Taking into
consideration that the possibilities / the resources of the author, data collection was
performed in Cluj County, so that it can call into question the representativeness of
the study nationwide. For this reason, no statistical tests were used (and hence here,
limit for two) to test the significance of equality or medium (between different
professional categories, sizes entities etc.) They lead us to ways of refining for our
undertaken study.

Other opportunities for future research are the inclusion of other issues and
factors in the study, questioning the causes, reasons for choosing a certain alternative
practitioners. After our experience at questions like "explain why", respondents leave
blank, we did not allocated time for this answers. We believe that these data
qualitative research (interviews) are more suitable.

We believe that this area is very generous in theoretical studies. For example,
studies would be necessary to present the impact of taxes on consumption and

property in accounting; new possibilities in practice disconnection of this two areas
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for users of information. In our opinion, major importance in treatment the

disconnection between accounting and taxation has the culture (economic, accounting,

financial and fiscal culture), both at the entity level and categories of professions, as

well as European and international level.
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