
After many months of operating in an economic environment reshaped 
by a global pandemic, companies continue to adjust to the impact 
on their business and their people.  Finance and tax departments 
shifted gears swiftly to prepare (and timely file) financial statements 
while working from home when many states/countries issued stay-at-
home orders.  Even before the challenges of working remotely, Chief 
Tax Officers often faced difficulties getting the income tax provision 
right because of inherent tax accounting complexities.  Income taxes 
have consistently been one of the top reasons for financial statement 
restatements and frequently cited as a cause for material weaknesses.  
The risk of getting the income tax provision wrong has been amplified 
not only by economic conditions, but also by disruptions to the 
traditional ways people do their work.  Nevertheless, the accuracy of 
financial statements remains a priority, now balanced with unforeseen 
working environments.  While no one could have imagined what has 
transpired in 2020, it is amazing how companies and successful leaders 
have responded to the challenges of COVID-19 to help their business 
and their people adapt.

Operating in the current landscape
Pressure on timelines
Given the calculation of the income tax provision starts with pre-tax 
earnings, there is often a compressed timeline for calculating the provision 
and preparing financial statement disclosures.  Delays in finalizing pre-
tax amounts put pressure on timelines since commitments to announce 
financial results to the market may have little or no flexibility to change.  This 
can increase risks if the tax process is forced to absorb the delays.  Meeting 
timelines may become even more difficult in a COVID-19 environment as 
people close the books virtually.  Additional time will be needed to analyze 
new legislation, to calculate forecasts with many uncertain factors, and to 
work through issues, conclusions, and judgements with external auditors.  
Any one of these aspects could result in adjustments to pre-tax earnings 
and/or require further tax analysis and recalculations of the income tax 
provision.
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Working in a remote environment
As organizations continue to address the impact of a global pandemic on the business, the 
workforce has adapted to working from home.  Teams have developed and executed new 
processes that can be performed when some or all may be working remotely.  Teams have 
learned to coordinate and connect with colleagues when not everyone is down the hall.  They 
have recognized the challenge of balancing new household and family responsibilities with 
work responsibilities, and going forward it may require a new strategy in time management to 
complete time-sensitive tasks.

Companies have adjusted to closing the pre-tax books virtually, but tax departments may still 
face additional challenges.  Historically, tax departments depend on high volumes of data, 
and as logistics and infrastructure rapidly moved from on-site teaming to virtual interactions, 
many were forced to quickly adapt to their new environment.  Work-from-home models and 
new protocols were necessary to maintain quality and control of the tax processes.   Tax 
professionals may find less frequently performed tasks (e.g., certain year-end processes) 
warrant specific attention.  As a result, tax teams continue to focus on areas they have always 
focused on – data, process, people and technology – with a view through a new lens.

Data – Managing data efficiently is critical to success, especially to organizations facing challenges with new or evolving virtual close 
processes.  The ability to rely on systems and processes to obtain and use data in a tax accounting process is key to managing risk – and 
accessibility has been a challenge with work from home limitations.  For years, tax departments have found ways to harness the capability 
of systems, often not specially designed for tax calculations, to gather data at the appropriate level of detail.  But as a result of COVID-19, the 
focus is now on how to leverage and access these systems to retrieve, use, and share data remotely.  

Thoroughly reviewing the year end data flows, identifying potential risks to obtaining data timely or completely, and implementing changes 
to prevent data issues, should help tax leaders gain comfort they have planned their process as effectively as possible.  A plan focused on 
gathering data that is already tax-sensitized and at the right level, such that the need for manual manipulation is reduced, is not only more 
efficient, but also helps reduce the chance for errors.

Process – There should be clearly defined processes to manage and use data to calculate and report income taxes at interim and year-end.  
Even before the pandemic, tax departments were continually working through a list of needed process improvements.  Overnight, there was 
more concern over the operating effectiveness and reliability of existing processes, and likely, even greater gaps.  Tax leaders recognized 
the need to reexamine tax reporting processes, reprioritize tasks, leverage technology differently and adopt methodologies to avoid delays.  
In a remote environment, many companies experienced delays not only getting data but also in processing data.  Two areas that can be 
improved may not only be beneficial, but now be a necessity to offset delays - acceleration and tiering.  

 • Acceleration – There are potential opportunities involving acceleration.  First, identifying, analyzing, and concluding on tax accounting 
issues well in advance of the end of the period.  This might include concluding on the tax accounting impact of transactions or 
restructuring, finalizing return-to-provision adjustments, and reassessing uncertain tax positions and/or deferred tax asset realizability.  
Second, developing processes that accelerate income tax provision computations by using year to date amounts and an estimate for the 
last month in the reporting period.  This allows the traditional tax provision activities to occur weeks earlier to help avoid later delays.  
The normal process after the end of the period will include a true-up for the one month estimated. 

 • Tiering – Another approach to increase efficiency is tiering entities to prioritize time spent on those most significant legal entities (i.e., 
“Tier 1 entities”).  Using a risk-based approach, the appropriate focus can be given to legal entities which have a significant impact on the 
effective tax rate or contribution to the balance sheet.  This approach includes a high-level review of non-Tier 1 entities and documenting 
the basis for the conclusion that they could not materially impact the financial statements at period end.

It is important for companies to assess the risks in the new workplace environment and revisit their existing processes to make sure the right 
changes are implemented to address new risks and adapt processes in tandem with the evolving environment.

People – As organizations have adapted to a virtual workforce, the strain has taken a toll on current resources. Tax professionals with the 
appropriate level of expertise and competency are especially important for tax accounting – the right people in the right roles.  Companies 
may rely heavily on key individuals for this expertise.  In this environment, it can be extremely important to have a plan to accommodate 
the potentially changing needs of such key individuals – being able to respond quickly to a potential leave of absence, need for a reduced 
work schedule, or consideration for someone with less flexibility or accessibility is critical.  And how to effectively collaborate with other 
departments has never been more important.

Successful tax departments are implementing new ways to lead, motivate, recognize and manage teams as well as enhance communication 
protocols necessary to teleworking.  This also includes responding to issues caused by the feeling of isolation and being sensitive to the 
overall well-being of people as they adjust.  

Material weaknesses result 
from variety of issues:  poor 
processes, insufficiently 
trained talent, reliance on key 
personnel, technology issues.  

In 2019, more than 
80 material 
weaknesses 
involving income taxes 
were reported by SEC 
filers.



While the current work environment creates challenges from the traditional way of 
working and the historical structure and processes established, it opens the opportunity 
to cast a wider net in sourcing the right talent, as physical location may become less of 
a necessity.  Tax departments need to emerge from the COVID-19 pandemic with an 
efficient and flexible workforce of the future that may include alternative providers with 
the specific expertise needed.

Technology – Tax departments operate on a spectrum when it comes to technology and 
there is an array of technology and systems integration options. For example, companies 
may use a tax reporting solution straight out of the box, they may build their process 
into their enterprise system and/or consolidation reporting tools, or they may simply use 
spreadsheets as the main solution.  Those processes may have worked in the past, but 
with the increase in working remotely, tax departments were forced to accommodate 
work from home and the need to use technology differently.  This may be the right time for 
upgrading current technology solutions to meet the increasing demands of tax reporting.

There are also additional tools available for companies to leverage, including data 
analytic tools to visually show status or summarize key metrics.  Often decentralized tax 
departments utilize workflow and data sharing tools to have a clear picture of what is 
going on globally within an organization and manage version control which becomes of 
increased importance in a remote environment.  

Impact on internal controls
Given the importance of internal controls, it is critical existing controls be re-evaluated 
to consider the changes created by the pandemic.  Companies must think through how 

the operating effectiveness of existing controls will be evidenced when the books are closed virtually.  The traditional controls binder with 
handwritten notes and signatures may no longer be practical in a remote environment.  It also presents an opportunity for companies to take 
another look at the how their internal controls are designed.  

Working remotely has highlighted existing controls and activities may not operate as well when performed outside the office.  Even if control 
designs remain the same, adjusting or redefining activities may provide a safeguard that they operate as expected.  Key controls should be 
supported by detailed descriptions of activities, collaboration with other departments, and a defined owner with designated backup owners.  
Many are finding an increased need for standardization and making sure processes and documentation of activities are as robust as possible 
in their control framework. 

Technical matters
Financial statements provide important insights about a company’s income tax profile.  The reporting process needs to be both effective and 
sufficiently granular to provide a clear understanding of the tax profile.  The message in the disclosures and notes to the financial statements 
must be expressed with clarity requiring the accurate application of tax law as well as the accounting standards for financial reporting. Several 
income tax accounting issues may not be new but have been brought into the spotlight as a result of COVID-19.

Forecasts and projections
Both US GAAP and IFRS generally require companies to forecast their annual ordinary income or loss and related tax expense to determine 
an annual effective tax rate (AETR);  the AETR is used to calculate the income tax provision for interim reporting.  The pandemic created 
uncertainties with forecasts, which generated concern the AETR could be considered unreliable.  In addition, changes to projected pre-tax 
earnings and/or permanent differences can have a dramatic impact on calculations and may cause the effective tax rate to vary significantly 
from what was reported in previous periods. 

Realizability of deferred tax assets
Analyzing the realizability of deferred tax assets has historically been a key aspect of tax provision analysis.  Companies are finding this particularly 
difficult when the recognition of deferred tax assets (or amount of valuation needed) is dependent on future profitability. This is particularly so 
for businesses which may have been hit hard by COVID-19 and multiyear forecasts are uncertain. Tax professionals are now often analyzing the 
models of scenarios with different forecasted information and outcomes.  The need for consistency of tax models with other forecast analysis, 
such as those used for impairment testing, calls for increased teaming across the finance organization to work in concert. 

Tax law changes and guidance
Legislative changes with impact on the income tax provision regularly occur.  However, the volume of legislation introduced around the world in 
response to COVID-19 make it more important than ever companies have controls to track and analyze their potential impact.   Understanding 

Its not just a US Issue. 
Financial reporting for 
income taxes continues to 
be an area of regulatory 
scrutiny for IFRS filers 
across the globe.  
European Securities 
and Markets Authority 
and European enforcers 
continue to monitor 
the presentation of 
income taxes in financial 
statements.

Income tax was the 4th most 
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UK’s Financial Reporting Council  
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questions to companies 
under review, and it remains a 
priority for European enforcers. 



the technical aspect of the new law, computing the impact on income taxes, and assessing whether enacted (US GAAP) or substantively enacted 
(IFRS) are critical to determining what should be recorded or disclosed in the proper period.    Finally, recently legislated changes may be with 
respect to income taxes, or may be with respect to a non-income taxes, the determination of which may not be straightforward.  Care needs to 
be taken to ensure the appropriate accounting literature and financial statement classification is applied.

Uncertainties (uncertain tax positions and IFRIC 23)
It is important to consider the impact of COVID-19 on uncertain tax positions/treatments 
taken not only with respect to the new legislation and guidance regarding relief measures 
but also for previously identified complicated tax considerations.  For example, conclusions 
on the risk associated with nexus may be impacted. For example, some businesses have 
entities within their group structure where tax residence is determined by virtue of a central 
management and control test.  This test may have previously been met by an appropriate  
physical presence that has not been possible during the pandemic with many individuals 
stranded out of country. It is important to understand how authorities are responding to the 
situation and whether the changes put the tax residence of the entity at risk. 

Planning for cash 
Historically, multi-national companies may have asserted they are planning to indefinitely 
reinvest earnings/cash of their investment in foreign subsidiaries, joint ventures, etc. and 
otherwise met the criteria to not provide deferred taxes with respect to the repatriation 
of such earnings/cash.  However, the current global economic scenario may mean cash is 
needed higher up in the group structure, triggering withholding taxes and other taxes on 
repatriation in the current or future periods, therefore requiring the recognition of a deferred 
tax liability on the balance sheet for such cash needs. 

Communicating with stakeholders 
C-Suite   
The pandemic turned financial and operational confidence into overwhelming uncertainty 
as to how COVID-19 will impact organizations.  Many C-Suites,  acknowledging the critical 
importance of being nimble, have moved to real time discussions demanding insight from tax leaders into the sensitivity of changes in business 
operations to income taxes.  A deep understanding of the impact of global income mix and the effective tax rate drivers will enable tax leaders 
to better team with business decision makers.  Many of these leaders are turning to pairing members of their tax team with financial analysis 
teams as scenarios are considered to respond more quickly to the needs of C-Suite leaders. Analytics and dashboards are being developed to 
improve the tax leader’s ability to monitor income tax implications around the world.

Financial reporting and disclosures for shareholders and other stakeholders, including analysts, are critical.  The need to carefully craft the 
messages of COVID-19 business strategies is now more important than ever.  Successful tax leaders are prepared with needed information and 
are integrated team members drafting and delivering these messages.

Audit Committees 
Board members and, in particular, audit committee members, are focused on the COVID-19 business risk implications of the economic 
environment. Tax leaders should anticipate and prepare to quickly summarize recent changes to the tax impact on the financial statements.  A 
successful audit committee communication begins with remembering committee members start with the perspective of the last tax discussion.  
Connecting the dots and bringing their understanding forward by telling the “tax story” so audit committee members have a quick, yet complete 
understanding of the changes reflected as a result of COVID-19 is key.  Any topic in this whitepaper may be appropriate for such a presentation 
when the impact is significant to the financial statements or the management of risk. 

Communicating with external auditors
Preparing for the external auditor in this changed environment is going to be important. Companies should expect external auditors will be 
particularly interested in the company’s consideration of the current internal controls in a COVID-19 environment. Control narratives and/or 
flowcharts may need to be updated for COVID-19 considerations.  Being prepared to discuss the response to the changes faced by the tax 
department in the income tax provision process should be a priority.  When working in a remote environment, it may be even more critical to 
understand how audit teams will perform their procedures when not on-site.

Auditors focus on identifying the risks of material misstatement to the financial statements and assess the level of the risk based on evidence 
gathered.  The assessed level of risk determines the nature, timing, and extent of planned audit procedures.  There is a presumption that the 
current environment, driven by COVID-19, may change the risk profile of some organizations.  Current industry and market conditions could 
result in new or different audit evidence that may contradict other audit evidence obtained in previous years to support the identification and 
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assessment of risks of material misstatement.  The auditors will consider, with the required professional skepticism, whether there are any 
newly identified or modifications to existing risks of material misstatement in response to the remote working environment or other COVID-19 
implications.

Regulator expectations 
Income taxes have consistently been amongst key issues regulators across the globe 
have put questions to companies.  They are requesting companies to provide as much 
information as possible on how the COVID-19 crisis is affecting their operations and future 
outlook. In the COVID-19 environment, emphasis must be on not only ‘getting the numbers 
right’ but also on the qualitative narrative accompanying the financial statements telling the 
‘tax story’ and disclosures with emphasis on key sources of estimation and uncertainty, and 
critical accounting judgements.

Moving to a new normal 
COVID-19 and the implications on today’s work environment have indeed presented new 
challenges and risks beyond the economic conditions.  Tax professionals around the 
world are asked to do more, with less, faster and with more risk.  COVID-19 has amplified 
these risks and tax professionals are now presented with new demands with respect to 
the income tax provision.  Successful corporate tax departments, their advisors and 
stakeholders, should pause and reflect on these impacts.  Adjustments in data, people, 
processes, and technology may have a new call to action.  Timely communication, often with 
real time judgements, put even more pressure on tax leaders.  The successful tax leader 
embraces these challenges and plans to come out of the pandemic with improved process, 
a more talented team, and increased confidence of the C-suite. 

“High quality 
disclosures will not only 
provide benefits to investors 
and companies, it also will 
enhance valuable 
communications and 
coordination across our economy 
… as together we pursue the fight 
against COVID-19.”

SEC Chairman Jay 
Clayton in a public 
statement issued  
April 8, 2020
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