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Dear Bruce
AI\SB Exposure Draft ED 178 Income Tax
Grant Thornton Australia Limited (Grant Thornton) is pleased to provide the t\ustralian
Accounting Standards Board with its comments on ED 178 which is a re-badged copy of
the International Accounting Standards Board's Exposure Draft Income Tax ED /2009 /2
(the ED).
Grant Thornton's response reflects our position as auditors and business advisers both to
listed companies and privately held companies and businesses, and this submission has
benefited with some initial input from our clients, Grant Thornton International which is
working on a global submission to the lASB, and discussions with key constituents.
The views expressed here are preliminary in nature, and a more detailed submission will be
provided to the [\ASB as Grant Thornton's global submission is finalised by the lASE's due
date of 31 July 2009.

In summary, we do not support the introduction of an IFRS along the lines proposed in the
ED. \X7e are not com·inced that the proposals, taken as a whole, represent an overall
imprm'ement on It\S 12. \'{'e also believe that the proposals will fail to achieve the goals set
by the Board.
Main comments
Need for a fundamental review of deferred tax accounting principles
\X:'e recognise that the Board does not view this project as the time for a fundamental review
of deferred tax accounting principles. Nonetheless \ve believe that such a review is
necessary. \v'e consider that the existing temporary difference model:
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results in information that is of questionable decision-usefulness
is (and, based on the proposals, will remain) difficult to apply and poorly understood
by many constituents.

j\ more fundamental review should aim to improve the decision-usefulness of the
information in financial statements on the future tax effects of past transactions. \X!e believe
that this may require substantjve changes to the existing recognition and measurement
principles for deferred tax assets and liabilities.

\X!e do however believe there is also a case for making limited short-term improvements
pending a more comprehensive re-examination. However, we suggest that a short-term
project should focus on limited simplification and clarification. The ED's proposals go
beyond that.
No net improvement
\'i?e belie\'e the following aspects of the ED's proposals are an improvement on lAS 12:

@

a more logical structure

@

introduction of guidance on uncertain tax positions

@

the proposed clarification of 'substantively enacted' in a manner that perfunctory steps
that will not affect the outcome.

However, we suggest that the following proposals will not improve the usefulness of the
information provided and will, in some cases, increase complexity:
@

Ell

the requirement to determine the tax basis based on sale of an asset, irrespective of
whether the asset is expected to be recovered by sale
inconsistent principles regarding the expected manner of recovery or settlement and its
tax consequences

@

the replacement of the 'initial recognition exemption' with complex new rules

@

largely US GAAP based rules on allocation of income tax expense to components of
comprehensive income.

The other main changes seem likely to be neutral in their effect. Some changes will have
little practical effect (the new proposals of addressing recoverability of deferred tax assets by
way of valuation allowance for example).
Convergence with US Generally Accepted Accounting Practice (l:S Gj\J\P)
A cornerstone of this project is to achieve convergence (or near-convergence) with 1.'S
GAAP. Had the FASB decided to propose amendments to SFAS 109 along the lines of its
various tentative decisions, that goal might have been achieved (subject to the significant
exception of uncertain tax positions).
As it is, the ED is clearly directionally convergent but would leave some important issues
unconverged. \\1e note that FASB do now intend to expose the ED in some form, as
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explained in the Basis for Conclusions. However, this process seems one-sided and
somewhat unsatisfactory for the IASB's constituents.
In summary, we clo not believe the ED's proposals can be justified on convergence grounds
in view of the extent of remaining differences and the apparent absence of a commensurate
commitment by the FASB.
f\ppendix 1 contains our more detailed preliminary responses to both the IASB's and the
Ai\SB's questions.
If you require any further information or comment, please contact me.

Yours sincerely

GRANT THORNTON i\USTRAUA U\IITED

Keith Reilly
National Head of Professional Standards
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Appendix 1:
sponses to Exposure Draft Questions

Invitation to comment
QUestion 1

m

Definitions of tax basis and tell'nll'IOW'311'V difference

The exposure draft proposes changes to the definition of tax basis so that the tax basis does
not depend on rnanagement's intentions relating to the recovery or settlement of an asset or
liability. I t also proposes changes to the definition of a temporary difference to exclude
differences that are not expected to affect taxable profit. (See paragraphs BC17-BC23 of the
Basis for Conclusions.) Do \'ou agree with the proposals? \vhy or why not?

Definition of tax basis
The proposed definition at Appendix A itself is not helpful in isolation, and is very much
dependent on the more detailed guidance at paragraphs 14 to 16. Taken together, we note
that this proposed guidance would preserve what we regard as a flaw in the existing model namely that the model presumes that jurisdictional tax laws specify the measurement of
assets and liabilities recognised in IFRS financial statements. In fact, in most jurisdictions
tax law operates on a profit or loss basis not an asset-liability basis. Accordingly, applying an
asset-liability model for deferred tax is a hypothetical exercise \vith a questionable link to real
world economic phenomena.

Turning to the ED's proposals, the most substanti\'e change is determination of the tax
basis using a sale notion for assets and a settlement notion for liabilities. \ve do not agree
with this proposal. \'{!e acknowledge that, in certain cases, this would clarify the
determination of the tax basis. However, we consider that this approach may not reflect
economic reality if tax consequences differ depending on whether an asset or liability is
recovered (settled) by sale or by use.
\ve also note that determination of a tax basis on a sales notion will be hypothetical for
assets such as prepayments t11at are not sold outside a business combination.
\ve are also concerned that the ED's approach to management's intended use of assets and
liabilities is inconsistent (see comment below and our response to Question 9).
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Temporary differences that are not expected to affect taxable profit
The ED proposes an additional step in the determination of deferred tax, being that no
deferred arises if assets or liabilities will be recovered or settled with no effect on taxable
profit (paragraph 10). We note that this proposal will inherently require consideration of
how assets and liabilities will be recovered and is therefore at odds with the rationale for
eliminating this concept from the definition of tax basis.
However, we believe that the proposed drafting of paragraph may not reflect the Board's
intentions. Consider for example the following scenarios:
1/1

prepaid expenses are tax deductible on a cash basis. Accordingly no further deduction is
available on receipt of the goods or services. Paragraph 1O(a) seems to have the effect
that no deferred tax liability is recognised because no future tax deduction is available.
This outcome differs from lAS 12 and could also be vie\ved as leading to an income
statement mismatch.

1/1

an entity receives an upfront payment for goods or services (advance revenue). 111e
advance revenue is taxable on receipt. For the reasons noted in the preceding bullet, the
ED's proposal would prohibit recognition of a deferred tax asset in this situation.

These outcomes may reflect the Board's intention. However, we find them anomalous.
Perhaps the underlying question is how best to describe what is meant by a future effect on
taxable profit. Our suggestion is to amend the proposal along the lines that no deferred tax
arises if recovery or settlement is not expected to give rise to any difference between
accounting profit (or comprehensive income) and taxable profit.
Question 2 - Definitions of tax credit and investment tax credit
The exposure draft would introduce definitions of tax credit and investment tax credit. (See
paragraph BC24 of the Basis for Conclusions.) Do you agree with the proposed definitions?

Why or why not?

Tax credit
\,\le have SOlTl.e difficulty with the proposed definition on the grounds that an expense could

also meet the definition. \Ve suggest that the definition should be reworded along the lines:
"reduces income taxes that would otherwise be payable".
Investment tax credit
\\!e agree that, if investment tax credits (ITCs) arc to be excluded from the scope of an

IFRS on income taxes, then the term should be defined. \\!e are not however clear as to the
rationale for excluding one particular category of tax credit. \X'e recommend that this scope
exclusion is reconsidered, which could in turn remove the need to define ITCs. The
challenge in defming this term is to adequately distinguish ITCs from the tax basis of an
asset. \Ve consider that the proposed definition probably achieves this. Ilowe\'er it might be

useful to state explicitly' that deductions described as ITCs in tax law that also meet the
definition of tax basis are within the scope of the IFRS.
We are unclear as to why the proposed definition includes only depreciable assets. Why, for
example, should land be excluded?
Question 3 - Initial n"'G«J""n
The exposure draft proposes eliminating the initial recognition exception in Ii\S 12. Instead,
it introduces proposals for the initial measurement of assets and liabilities that have tax
bases different from their initial carrying amounts. Such assets and liabilities arc
dis aggregated into
a
an asset or liability excluding entity-specific tax effects and

b

any entity-specific tax advantage or disadvantage. The former is recognised in
accordance with applicable standards and a deferred tax asset or liability is recognised
for any temporary difference between the resulting carrying amount and the tax basis.
Outside a business combination or a transaction that affects accounting or taxable
profit, any difference between the consideration paid or received and the total amount
of the acquired assets and liabilities (including deferred tax) would be classified as an
allowance or premium and recognised in comprehensive income in proportion to
changes in the related deferred tax asset or liability. In a business combination,any
such difference would affect goodwill. (See paragraphs BC25-BC35 of the Basis for
Conclusions.) Do you agree with the proposals? \'{'hy or why not?

Response

\\fe have significant concerns with these proposals. In summary our concerns are that the

proposed approach:
II

lacks clarity

II

will increase complexity

II

will not provide more useful information

II

does not achieve US GAi\P convergence.

\\fe expand on these comments and offer some suggestions in the following paragraphs.
Lack of clarity

A number of aspects of the guidance in B 10 to B 13 rec]uire clarification and supporting
examples. \'\!e note the following:
II

II

the reference in B 1CJ to clisa&~regation implies that the asset or liabilin' is divided into the
nvo components, being those described in B 1O(a) and (b). ] t is howe\'er unclear whether
or not the 'entity-specific tax effect' referred to in B lO(b) is actualh- recognised. We
assume not but the lise of the word 'disaggregation' is unhelpful.
the approach described in BID involves determination of the tax basis that would be
available to market participants. To put this into practice it will be necessary to consider a
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notional transaction by market participants. This in turn will itwolve ascribing a
transaction price to that notional transaction. \'Ve assume that the notional price should
be the amount recorded by the reporting entity (cost or fair value in most cases) but this
is not specified by B10.
the guidance docs not specify how the disaggregation should be performed. BC 29
indicates that it should be on the basis of the difference be~veen the actual transaction
price and the price the entity \\'ould have paid (received) if the actual tax basis were the
same as a market participant would receive in a (same-price) transaction. This needs to be
clarified in the I FRS itself
Oil

Oil

@

B 11 is confusing in that the approach required will actually deviate from the requirements
of other lFRSs in many cases. For example, if an 1FRS specifies 'cost' on initial
recognition, the adjustment required by BlO would deviate from the basic measurement.
1t would be clearer to be explicit that this is an adjustment to the amount required by
other 1FRSs
in a business combination, when measuring items at fair value and including a tax
amortisation benefit, we have already reflected the tax basis for normal market
participant. TIle ED could usefully make this clear.
the use of the terms 'discount' and 'premium' in B13(c) is presumably intended to avoid
creating an impression that these debits and credits are assets or liabilities. The
terminology is unhelpful.

Although we do not support the approach proposed, we suggest an alternative and in our
view clearer way of describing it in Appendix 2.
Increased complexity
The Board asserts (at BC26 for example) that the approach proposed will be easier to
understand and apply compared to lAS 12', initial recognition exemption. \'Ve disagree. Our
main reasons are as follows:

• the disaggregation exercise would recluire entities both to obtain information about the
tax basis a\'ailable to normal market participants and to adjust the carrying amounts of
assets and liabilities. 1f an asset (say) is measured at cost on initial recognition, the entity
will be required to determine the cost of a notional asset (the asset it owns adjusted to
reflect the entity-specific tax advantage or disadvantage)
• BC 34 asserts that 'subsequent tracking' of the initial difference will be easier under the
proposals. That seems questionable. Preparers will still need to distinguish between the
initial amount of deferred tax and any amounts arising from subsequent differences such
as on a revaluation. This will be necessary because only the initial difference gives rise to a
possible allowance or premium
@

increasing the initial carrying amount of assets for which the entity's tax basis is less than
the basis for market participants may give rise to additional impairments and does not fit
it well with lAS 36's pre-tax approach to determination of recoverable amount.

Not useful
The effect of the proposed approach is that entities will sometimes record a deferred tax
asset and liability and an ec]ual and opposite 'allowance or premium'. Moreover, the adjusted
carrying amount has questionable information value.
Not US GAAP convergent
Given the FASB's decision not to propose corresponding amendments to SFAS 109 at this
time, this proposal would replace one GA1\P difference with another.
Question 4 - Investments in subsidiaries, branches, associates and joint
ventures

1£\S 12 includes an exception to the temporary difference approach for some investments in
subsidiaries, branches, associates and joint ventures based on whether an entity controls the
timing of the reversal of the temporary difference and the probability of it reversing in the
foreseeable future. The exposure draft would replace these requirements with the
requirements in SFAS 109 and APB Opinion 23 £\ccounting for Income Taxes-Special
Areas pertaining to the difference between the tax basis and the financial reporting carrying
amount for an investment in a foreign subsidiary or joint venture that is essentially
permanent in duration. Deferred tax assets and liabilities for temporary differences related
to such investments are not recognised. Temporary differences associated with branches
would be treated in the same way as temporary differences associated with investments in
subsidiaries. The exception in I£\S 12 relating to investments in associates would be
removed.
The Board proposes this exception from the temporary difference approach because the
Board understands that it ,vould often not be possible to measure reliably the deferred tax
asset or liability arising from such temporary differences. (See paragraphs BC39-BC44 of
the Basis for Conclusions.) Do you agree with the proposals? \\/hy or why not? Do you
agree that it is often not possible to measure reliably the deferred tax asset or liability arising
from temporary differences relating to an investment in a foreign subsidiary or joint venture
that is essentially permanent in duration? Should the Board select a different way to define
the type of investments for which this is the case? If so, how should it define them?

\'':/e are not convinced that the recognition of deferred tax for 'outside basis' temporary
differences is either conceptually justified or provides useful information in practice. These
requirements can lead to recognition of liabilities (or, less commonly, assets) in relation to
potential future transactions that the entity is not obliged to undertake, and may also be
argued to be inconsistent with consolidation principles. \1(/ e suggest that the Board should
reconsider the concephlal and practical justification for recognition of these amounts before
implementing changes to lAS 12's existing recognition requirements.
Should the Board consider that recognition is appropriate in certain circumstances, we
believe those circumstances should be clarified. In particular which tax effects are the
proposals intended to portray? For example, is the intention to present tax effects of
remitting earnings, of selling the investment or of management's intended manner of

recovery. \'{Ie note the tax consequences often differ. Remittance of earnings between a
parent and subsidiary in the same jurisdiction will typically have no tax consequences while
sale of the investment may have.
Turning to the specific proposals, we do not support the proposed adoption of the US
G,\AP 'essentially permanent' rule as expressed. \X1e accept the criticism in BC42 of the lack
of a conceptual basis for L\S 12's exception, being founded on the investor's ability to
control timing of reversal. The essentially permanent rule, however, amounts to a more
limited version of the same rule. The difference is that the investor must have evidence of
long-term postponement of any reversal. \Xie also note that the effect of this approach is
that the amount of tax recognised depends on the extent of documented plans and is
therefore elective to some extent.
Question 5 - Valuation allowances

The exposure draft proposes a change to the approach to the recognition of deferred tax
assets. lAS 12 requires a one-step recognition approach of recognising a deferred tax asset
to the extent that its realisation is probable. The exposure draft proposes instead that
deferred tax assets should be recognised in full and an offsetting valuation allowance
recognised so that the net carrying amount equals the highest amount that is more likely
than not to be realisable against ta.,able profit. (See paragraphs BC52-BC55 of the Basis for
Conclusions.)
Question 5A
Do you agree with the recognition of a deferred tax asset in full and an offsetting valuation
allowance? \X1hy or why not?
Response
\X1e support this proposal on the grounds that it is US C[\[\P co!wergent. \'<ie believe it to
be no better or worse in principle than the existing lAS 12 approach.
Question 58
Do you agree that the net amount to be recognised should be the highest amount that is
more likely than not to be realisable against future taxable profit? \X1hy or why not?

We agree with the expression of the basis of measurement. In our view, howe\'er, the
application guidance in B 16-25 sets a higher hurdle for evidence and thereby overwhelms
the proposed principle. This is not a new problem, the evidential threshold being an existing
feature of both lAS 12 and of US C;,-\AP. However, we would prefer that the measurement
principle is expressed consistently with the supporting guidance.
Question S Question SA

K;:'.::''''::'::'

the need for a valuation allowance

The exposure draft incorporates guidance from SF AS 109 on assessing the need for a
valuation allowance. (See paragraph BC56 of the Basis for Conclusions.) Do you agree with
the proposed guidance? \'V'h)' or why not?

10

See preceding comment.
Question 68
I11e exposure draft adds a requirement on the cost of implementing a tax strategy to realise
a deferred tax asset. (See paragraph BC56 of the Basis for Conclusions.) Do you agree with
the proposed requirement? \,{!hy or why not?

We agree.
Question 7 - Uncertain tax positions

lAS 12 is silent on how to account for uncertainty over whether the tax authority will accept
the amounts reported to it. The exposure draft proposes that current and deferred tax assets
and liabilities should be measured at the probability-weighted average of all possible
outcomes, assuming that the tax authority examines the amounts reported to it by the entity
and has full knowledge of all relevant information. (See paragraphs BC57-BC63 of the Basis
for Conclusions.) Do you agree \vith the proposals? \,{!hy or why not?
Response
\~\/e

agree that guidance on uncertain tax positions is important.

The approach proposed involves measuring all tax assets and liabilities (both current and
deferred) at the probability-weighted a\'erage of all possible outcomes, assuming detection.
In effect, this seems to take as the unit of account the entity's total tax position in dealing
with uncertainty. This approach therefore differs markedly from the equivalent US GAr\P
guidance, which to our understanding addresses discrete 'positions' rather dun the entity's
entire tax situation. Moreover, US GAAP includes a tilter to the effect that, in order for a
tax benefit arising from a tax position to be recognised, it must have a more likely than not
chance of being accepted.
We believe that the ED's proposed approach is sound in principle. However, we have a
concern that a strict application of a 'probability-weighted average of all possible outcomes'
model could be very burdensome. This is especially the case in view of the unit of account
approach referred to above, which seems to require consideration of eyery aspect of
uncertainty affecting tax. \X1e also note that this requirement is more specific and stricter
than the proposed guidance in other areas of tax uncertainty (such as recoverability of
deferred tax assets and incorporating the effects of expected future distributions).
\'\/e ad.no\vledge that the practical effect and workload will be driven by the extent and
nature of the uncertainties affecting each entity, but nonetheless suggest that specific fieldtesting should be considered in this area.
\'{!e also note that, although the presumption of detection is consistent with our
interpretation of lAS 12, it could be argued to lead to systematic (werstatement of tax
liabilities (ie tax in excess of setdement). This may not provide the most useful information.
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Question 8 - Enacted or substantively enacted rate

lAS 12 requires an entity to measure deferred tax assets and liabilities using the tax rates
enacted or substantively enacted by the reporting date. The exposure draft proposes to
clarify that substantive enactment is achieved when future events required by the enactment
process historically have not affected the outcome and are unlikely to do so. (See paragraphs
BC64-BC66 of the Basis for Conclusions.) Do you agree with the proposals? Why or why
not?

We agree. We believe the proposed guidance is useful and is an improvement on lAS 12 (at
least as lAS 12 has sometime been interpreted). The ED's proposals should help to avoid
the situation in which recognising the effects of changes in tax law is delayed pending the
outcome of legislative procedures that are more perfunctory or ceremonial than substantive.
Question 9 - Sale rate or use rate

\'Vhen different rates apply to different ways in which an entity may recover the carrying
amount of an asset, lAS 12 requires deferred tax assets and liabilities to be measured using
the rate that is consistent with the expected manner of recovery. The exposure draft
proposes that the rate should be consistent with the deductions that determine the tax basis,
ie the deductions that are available on sale of the asset. If those deductions are available only
on sale of the asset, then the entity should use the sale rate. If the same deductions are also
available on using the asset, the entity should use the rate consistent with the expected
manner of recover)' of the asset. (See paragraphs BC67-BC73 of the Basis for Conclusions.)
Do you agree with the proposals? \'I/hy or why not?
Response
\'(/e disagree and prefer lAS 12's existing approach. This proposal further illustrates the ED's
inconsistent approach to dealing \vith the effects of management intent for deferred tax
purposes. It also demonstrates the problems that stem from this inconsistency.

In particular, we see no justification for determining the tax rate on the basis of the
circumstances in which tax deductions are available. \'Ve believe the tax rate should be
determined on the basis of how the economic benefits inherent within an asset are expected
to be taxed. However, given that the tax basis is (inappropriately in our view) always
derived from the deductions on sale, it seems inconsistent to revert to a 'use' notion for the
tax rate in some cases.
The concept of the 'same deductions' also needs to be clarified. In some common scenarios
the amount of deductions may be the same for sale or use, but the rate at which they are
deductible may differ. In other cases some deductions may be available in both scenarios
but the amounts may differ.
These proposals also fail to address two problems that already exist in L\S 12:
flO
for investments, whether receipt of 'returns' such as di,<idends on shares or rentals on an
ilwestment property, fall into the category of use.
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how to deal with assets whose intended manner of recovery is part by use and part by
sale.

Question 10 - Distributed or undistributed rate
lAS 12 prohibits the recognition of tax effects of distributions before the distribution is

recognised. The exposure draft proposes that the measurement of tax assets and liabilities
should include the effect of expected future distributions, based on the entity's past
practices and expectations of future distributions. (See paragraphs BC74-BC81 of the Basis
for Conclusions.) Do you agree wid1 the proposals? Why or why not?

\Y/e support this proposal, noting that the existing lAS 12 rule is somewhat arbitrary and
may fail to reflect economic reality.
Question 11 - Deductions that do not form

of a tax basis

An entity may expect to receive tax deductions in the future that do not form part of a tax
basis. SFf\S 109 gives examples of 'special deductions' available in the US and reguires that
'the tax benefit of special deductions ordinarily is recognized no earlier than the year in
which those special deductions are deductible on the tax return'. SFAS 109 is silent on the
treatment of other deductions that do not form part of a tax basis. 1J\S 12 is silent on the
treatment of tax deductions that do not form part of a tax basis and the exposure draft
proposes no change. (See paragraphs BC82-BC88 of the Basis for Conclusions.) Do you
agree that the exposure draft should be silent on the treatment of tax deductions that do not
form part of a tax basis? If not, what reguirements do you propose, and \vhy?

\X' e agree that there is no need for new guidance in this area. This is partly on the grounds
that we are unclear as to how 'special deductions' and 'tax deductions that do not form part
of a tax basis' would be distinguished from 'tax credits'. The latter term is defined in the ED
and may give rise to deferred tax assets in accordance with paragraph 9.
Question 12 - Tax based on two or more ..,,"'.......,'"''

In some jurisdictions, an entity may be reguired to pay tax based on one of two or more tax
systems, for example, when an entity is reguired to pay the greater of the normal corporate
income tax and a minimum amount. The exposure draft proposes that an entity should
consider any interaction between tax systems when measuring deferred tax assets and
liabilities. (See paragraph BC89 of the Basis for Conclusions.) Do you agree with the
proposals? \\7h)' or Wh~i not?

\\'e agree with the substance of the proposal (that the interaction of the systems needs to be

considered) but suggest that the guidance in B33 is vague and inadequate. The most
common scenario is that an entity's tax rate \vill vary based on its level of taxable profits.
The main practical issue is then to determining the rate at which to recognise deferred tax,
which in turn depends on an assumed level of earnings. Should for example this rate be

determined based on past experience, the current reporting period, expectations of taxable
profits in the periods that temporary differences are expected to reverse?
\\1 e also find the reference to 'two or more sy'stems' unhelpful. There is normally only one

system but with progressive tax rates, minimum tax etc.
Question 13 - Allocation of tax to co-millO
and

of

income

lAS 12 and SPAS 109 require the tax effects of items recognised outside continuing
operations during the current year to be allocated outside continuing operations. lAS 12 and
SF AS 109 differ, however, with tespect to the allocation of tax related to an item that was
recognised outside continuing operations in a ptior year. Such items may arise from changes
in the effect of uncertainty over the amounts reported to the tax authorities, changes in
assessments of recovery of deferred tax assets or changes in tax rates, laws, or the taxable
status of the entity. lAS 12 requires the allocation of such tax outside continuing operations,
whereas SF AS 109 requites allocation to continuing operations, with specified exceptions.
The lAS 12 approach is sometimes described as requiring backwards tracing and the SFAS
109 approach as prohibiting backwards tracing. The exposure draft proposes adopting the
requirements in SFAS 109 on the allocation of tax to components of comprehensive income
and equity. (See paragraphs 13C90-13C96 of the Basis for Conclusions.)
Question 13A - Do you agree with the proposed approach? \XThy or why not? The exposure
dtaft deals with allocation of tax to components of comprehensive income and equity in
paragraphs 29-34. The Board intends those paragraphs to be consistent with the
requirements expressed in SFAS 109.
Response

The difficulty \vith allocation of tax expense among components of comprehensive income
(and eCluity) is that this does not or may not retlect the operation of the tax system in most
jurisdictions. This leads us to question whether it is really necessary to allocate tax expense
at all (or at least among components of comprehensive income). I\n alternative would be to
present an unallocated tax expense amount at the end of the statement of comprehensive
111come.

\\le also recognise, however, that a demand may exist among users for post-tax information
on continuing operations, discontinued operations and other comprehensive income. The
remainder of this response assumes that an any new Standard will continue to include
allocation requirements.
The principle in paragraph 29 (that an entity recognizes tax in the same component in which
it recognizes t11e transaction) is soune!. Beyond that, we various concerns on the detailed
approach proposed in this area, notwithstanding that fact that it is US GA1\P convergent
Paragraph 30 includes a 'rule' that is difficult to understand without reference to the
guidance in 1335. Taken together, these requirements have the effect that tax losses in
continuing operations can give rise to a tax benefit in that component even if those losses
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are utilized against taxable profits in other components (such as discontinued operations).
This seems reasonable although the wording of paragraph 30 could be clearer.
The prohibition on backwards tracing in paragraph 34 is more consistent with US GAAP
but not identical. It is difficult to see how this prohibition will lead to an improvement in
financial reporting in overall terms (BC91 - 92 acknowledge the mixed arguments). 111e
wording of paragraph 34 also needs to be clarified. For example, consider a property
reported using the lAS 16 revaluation model. On an upwards revaluation a deferred tax
liability would be recognized in other comprehensive income. The tax expense would also
be reported in OCl. \'V'hat happens if the property is then sold which would presumably
give rise to a current tax expense and a reversal of the deferred tax liability)? Which items
are regarded as 'subsequent changes in the amounts previously recognized as tax expense'?
Paragraph 34 is very confusing and, to the extent its meaning can be divined, appears
arbitrary. What is a 'loss item' for example? How does 34 (c)(ii) work? Would it be
preferable simply to require a reasonable and consistent allocation among components when
these circumstances apply?
Questiol1 1318
\'V'ould those paragraphs produce results that are materially different from those produced
under the SF/\S 109 requirements? If so, would the results provide more or less useful
information than that produced under SFAS 109? \X!hy? The exposure draft also sets out an
approach based on the lAS 12 requirements with some amendments. (See paragraph BC97
of the Basis for Conclusions.)
Response
\'{ie believe that the paragraphs in question should produce results that are generally

consistent . .vith SFAS 109.
Question 13C • Do you think such an approach would give more useful
information than the approach proposed in paragraphs 29-341 Can it be
applied consistently in the tax jurisdictions with which you are familiar?
Why or why not?

For the reasons set out under Question 13A, we prefer the alternative approach based on
the lAS 12 requirements with some amendments.
Question 13D • Would the
additions to the
lAS 12
help achieve a more consistent

based 011 the
of that

\'\/e agree with most of the additional guidance. However, consistent with our comments on
paragraph 34, we find the requirements in paragraph 341\ (on dealing with differences
between total tax expense ilnd the sum of the separate components) confusing and
unnecessarily complex. Our preference would be to replace .14:\ with it rec]uirement a
reasonable, pro rata allocation of any such difference.
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Question 14 - Allocation of current and deferred taxes within a group that
files a consolidated tax return
lAS 12 is silent on the allocation of income tax to entities within a group that files a

consolidated tax return. The exposure draft proposes that a systematic and rational
methodology should be used to allocate the portion of the current and deferred income tax
expense for the consolidated entity to the separate or individual financial statements of the
group members. (See paragraph BC100 of the Basis for Conclusions.) Do you agree \vith
the proposals? \X'hy or why not?

We agree.
Question 15 - Classification of deferred tax assets and liabilities

The exposure draft proposes the classification of deferred tax assets and liabilities as current
or non-current, based on the financial statement classification of the related non-tax asset or
liability. (See paragraphs BCI01 and BCI02 of the Basis for Conclusions.) Do you agree
with the proposals? Why or why not?

\)('e find the arguments quite finely balanced between the existing lAS 12 approach and the
proposal in the ED. We acknowledge that the lAS 12 requirement is somewhat arbitrary.
111e timing of when deferred tax assets and liabilities may affect future tax payments is
dependent on the operation of the tax system in the jurisdiction in question. r.loreover,
deferred tax assets and liabilities are not settled individually but, rather, may reverse and
affect future current tax liabilities. This makes a principles-based approach to classification
somewhat challenging to put into practice.
\v'e note that the ED's proposal adds complexity. "'{oreover, it docs not follO\v that the a
deferred tax liability is current or non-current in accordance with 1.\S 1's definitions simpI\'
because the related asset or liability is classified in that manner.
On balance we prefer the existing lAS 12 requirement. This approach is simpler to apply.
We also suggest that in many jurisdictions deferred tax assets and liabilities will not normally
result in a cash inflow or outflow within 12 months of the reporting date.
Question 16 - Classification of interest and

lAS 12 is silent on the classification of interest and penalties. The exposure draft proposes
that the classification of interest and penalties should be a matter of accounting policy
choice to be applied consistently and that the policy chosen should be disclosed. (Sec
paragraph BCI03 of the Basis for Conclusions.) Do YOll agree with the proposals? Why or
wll\' not?

\'(/e agree.
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Question 17 - Disclosures
ll1e exposure draft proposes additional disclosures to make financial statements more
informative. (See paragraphs BClO4-BCl09 of the Basis for Conclusions.) Do you agree
with the proposals? \X"hy or why not?

The Board also considered possible additional disclosures relating to unremitted foreign
earnings. It decided not to propose any additional disclosure requirements. (See paragraph
BC 11 0 of the Basis of Conclusions.) Do you have any specific suggestions for useful
incremental disclosures on this matter? If so, please provide them.

We support the disclosure principle in paragraph 40. Beyond that, we have a general
concern that the specific disclosures (both in the ED and in lAS 12) are excessive and
disproportionate. WI e believe the overall disclosure package should be reconsidered and
sU&2;est that the Board should consult with users and determine the specific information that
is most useful in practice.
In particular, we do not support the proposed numerical analysis of the change in deferred
tax assets and liabilities (paragraph 46(b)). I\loreover, \ve also question the practical
usefulness of the existing requirement to disclose a breakdown of those assets and liabilities
by type of temporary difference (paragraph 46(a)).
\XJe also have the following more specific comments:
II

til

\'\/e suggest that, in relation to paragraph 46, the Board should clarify the meaning of
'each type of temporary difference'.
Paragraph 48(g) seems a curious disclosure. It requires that an entitv not subject to tax
should disclose the difference between the tax bases of its assets and liabilities and
carrying values. \Xie are unclear as to how or why an entity not subject to tax would
calculate the tax bases of its assets and liabilities or whether those assets and liabilities
could even be considered to have tax bases.

Question 18 - Effective date and transition
Paragraphs 50-52 of the exposure draft set out the proposed transition for entities that use
IFRSs, and paragraph C2 sets out the proposed transition for first-time adopters. (See
paragraphs BClll-BC 120 of the Basis for Conclusions.) Do you agree with these
proposals? \'V'lw or why not?

Entities that use IFRS
\\/e mainly agree with the proposal, subject to suggesting that assets and liabilities to which

the existing lAS 12 initial recognition exemption has been applied should continue be
exempt.
First-time adopters
\,\ie agree.

We have the following suggestions on possible improvements to the drafting of the ED:
Paragraph 810-813 (initial recognition)
Clarity might be improved structuring along the lines:

@

@

@

<&

the entity should first consider \vhether the actual tax basis is the same as a market
participant would receive in a transaction to acquire or assume that individual asset or
liability in the applicable jurisdiction [note: you might also need to clarify the price
paid/received in this notional transaction];
if not, the entity should adjust the initial measurement of the asset or liability. The effect
of the adjustment should be to restate the initial carrying amount to the amount the entity
would expect to pay if the actual tax basis \vere the same as a market participant would
receive in a transaction to acquire or assume that individual asset or liability in the
applicable jurisdiction;
deferred tax should be recognized based on the difference bet\veen the adjusted carrying
amount and the actual tax basis
deferred tax arising on initial recognition is accounted for as follows:
in a business combination ....
outside a business combination:
" if the transaction affects accounting or taxable profit, any deferred tax arising
on initial recognition is recorded in the normal way
" if the transaction does not affect accounting or taxable profit etc

Paragraphs 23 and 26 (valuation allowance and measurement)
The ordering of these paragraphs is potentially confusing. As drafted the principles
expressed seem appear to be in conflict with each other. Paragraph 23 expresses a
measurement notion to the effect of recognise an deferred tax asset if more likely than not
to be realisable. Paragraph 26 expresses a measurement notion of weighted average
probability. We assume the intention is (i) calculate deferred tax assets using a probability
weighted average measure, and (ii) then evaluate whether the resulting asset is recoverable.
This is the sequence suggested in the flowchart contained in the LASB staff's Illustrative
Guidance on the lASB website.

Accordingly, we suggest that these paragraphs should be re-ordered to better reflect the
sequence of the measurement steps for deferred tax assets.
Need for illustrative examples
\ve note that the ED does not contain illustrative examples (and are also aware that
examples developed by the staff are available on the lASB's website we suggest that these
might usefully have been included in the ED itself). \X!e believe some examples should be
included in any final lFRS. 111is will in our view be necessary to promote consistent
interpretation and application of the proposed requirements, particularly in the following
areas:

@

determina60n of the tax basis
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@

assets and liabilities for which recovery or settlement does not affect taxable profit
(paragraph 10)
initial recognition (B 10-13)
Questions

i\ny issues that could arise from applying the proposals in this Exposure Draft to the
specific features of Australian income tax laws. Please include in your consideration
whether the proposals would resolve existing practice issues and the extent to which
the proposals could create new practice issues;

\\fe are not supportive of ED 178.

2

The implications that the proposals could have on J\ustralian Interpretations that
currently address Australian-specific income tax accounting issues, including
Interpretation 1039 Substantive Enactment of Major Tax Bills in Australia and
Interpretation 1052 Tax Consolidation J\ccounting, and your views on how those
implications should be dealt with;

Wre are not aware any significant implications for the tax Interpretations that have
been identified in ED 178.
3

\X'hether there are any regulatory issues or other issues arising in the Australian
environment that may affect the implementation of the proposals, particularly any
issues relating to:
a
b

not-for-profit entities; and
public sector entities.

For example, whether there are any issues associated with applying the proposals to
account for the obligations of public sector entities to pay 'income tax equivalents',
noting that paragraph Aus2.1 of AASB 112 currently includes income tax equivalents
within its scope;

\X1e are not supportive of ED 178.
4

whether, overall, the proposals would result in financial statements that would be
useful to users; and

We are not supportive of ED 178.
5

\X'hether the proposals are in the best interests of the Australian economy.
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We are not supportive of ED 178.

