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ABSTRACT: Some accounting academiclans strongly support dis-
~ llustrations counting deferred taxes because discounting has higher representa-
tional faithfulness than nondiscounting. But Statement of Financi
~ Choose Another Issue Accounting Standards (SFAS) No. 96, “Accounting for Income Taxes,”
S prohibits discounting. This case focuses on the FASB's decision to
e prohibit discounting. Students are asked to analyze and evaluate the

qualitative_characteristics of discounting versus nondiscounting

feee deferred taxes. The case has been used successfully in conjunction
Vol. 4 Issue 2 - Fallga with selected readings in an accounting policy course at the graduate
Vol. 4 Issue 1 - Spring89 level, but Is also appropriate for an undergraduate theory course.
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DISCOU'NTING deferred taxes
has been, and continues to be, a signif-
icant theoretical issue in the account-
ing literature. In Accounting Research
Study No. 9, “Interperiod Allocation of
Corporate Income Taxes,” Black [1966,
Pp. 83] recommended discounting if in-
terest is significant. Nurnberg (1972, p.
661] argued that discounting deferred
taxes, with separate disclosure of asso-
ciated interest expense, provides more
useful information because the time
value of money is reflected in financial
statements. More recently, Rayburn
[1987, p. 43] supported Nurnberg and
strengthened the argument for dis-
counting by noting that discounting is
consistent with other current generally
accepted accounting principles, such as

SFAS No. 13 (Accounting for Leases)
and SFAS No. 87 (Employers' Account-
ing for Pensions). Black, Nurnberg,
and Rayburn based their support for
discounting on the concept of repre-
sentational faithfulness, an aspect of
reliability.
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