Running head: ACCOUNTING PRINCIPLES		1
ACCOUNTING PRINCIPLES		2






Accounting Principles in Tax Cut Loss Scenario
Name
Institution
Course Information














Accounting Principles in Tax Cut Loss Scenario
Accounting rules may not always have the expected effect on the bottom line. This was a lesson learned by General Motors following a $5 billion loss reported by the company despite being handed a tax cut by the government. In an article appearing for Bloomberg titled “How a tax cut handed GM a $5 billion loss”, Megan McArdle examines how accounting principles may not always guarantee profitability or avoidance of loss making. The writer notes that the company reported a good last quarter in 2017 and had improved sales of its SUVs which then led to bigger gross margins (McArdle, 2018). The company expected strong earnings in 2018 and this was to be supplemented by a healthy tax cut provided by the Trump administration and Congress. Despite these seemingly favorable conditions, the company reported a loss of $5.15 for the quarter. McArdle states that it is a natural occurrence in accounting even though the returns and estimates were in sharp contrast (McArdle, 2018). By lowering the corporate taxes of GM, the government made the company less capable of finding value in avoided taxes. 
The article states that similar losses after government assistance had been reported by the company in 2008 following the financial recession. It is notable that these losses created a net operating loss (NOL) carry-forward for GM. The NOL carry-forward is a tax asset that arises from these types of losses and creates the possibility of paying lower income tax from profits made in future. According to federal tax law, a company can use a carry-forward to offset losses against income made in future years or to offset losses against income made in past years (McArdle, 2018). The article highlights how the enormous losses reported by GM created a huge future benefit which will allow the company to earn income without paying taxes on the income. That future benefit will be carried as an asset on the company books by the accounting team but will cease to be applicable when the tax rate goes down. In this case, the asset will have to be written down because it will be a charge against net income. These are the strange aspects of accounting that the writer aims to highlight in the article. It is strange that lower taxes can appear as a negative on the company books and future profits can incur minimal or no income taxes because of past losses. The writer states that generally accepted accounting principles do not offer a complete picture of the net worth and earnings prospects of a company because of the complexities involved in accounting (McArdle, 2018). 
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