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1.  The IASB published ED/2009/2 Income Tax in March 2009 (see Agenda paper
11A). The comment deadline was 31 July. At this breakout session, the staff
will present an overview of the main aspects of the ED. The staff would then

like to explore delegates’ views on the following questions in the ED.

Question 1 - Definitions of tax basis and temporary difference and Question 9 —

Sale rate or use rate

Ql The exposure draft proposes changes to the definition of tax basis so that
the tax basis does not depend on management’s intentions relating to the
recovery or settlement of an asset or liability. It 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 you agree with the proposals? Why or why not?

Q9  When different rates apply to different ways in which an entity may
recover the carrying amount of an asset, IAS 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 shall use the sale rate. If the same deductions

are also available on using the asset, the entity shall use the rate consistent with
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the expected manner of recovery of the asset. (See paragraphs BC70—BC76 of

the Basis for Conclusions.)

Do you agree with the proposals? Why or why not?

Question 3 - Initial recognition exception

The exposure draft proposes eliminating the initial recognition exception in IAS
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 are disaggregated 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? Why or why not?
Question 4 - Investments in subsidiaries, branches, associates and joint ventures

IAS 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
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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 IAS 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 would often not be possible to measure
reliably the deferred tax asset or liability arising from such temporary

differences. (See paragraphs BC39—BC47 of the Basis for Conclusions.)

Do you agree with the proposals? Why 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?
Question 7 — Uncertain tax positions

IAS 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 BC60—BC66 of the

Basis for Conclusions.)
Do you agree with the proposals? Why or why not?
Question 13 — Allocation of tax to components of comprehensive income and

equity
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IAS 12 and SFAS 109 require the tax effects of items recognised outside
continuing operations during the current year to be allocated outside continuing
operations. IAS 12 and SFAS 109 differ, however, with respect to the
allocation of tax related to an item that was recognised outside continuing
operations in a prior 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. TAS 12 requires the allocation of such tax
outside continuing operations, whereas SFAS 109 requires allocation to
continuing operations, with specified exceptions. The IAS 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 BC93—BC99 of the Basis for Conclusions.)
13A: Do you agree with the proposed approach? Why or why not?

The exposure draft 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.

13B: Would those paragraphs produce results that are materially different from
those produced under the SFAS 109 requirements? If so, would the results
provide more or less useful information than that produced under SFAS 109?

Why?

The exposure draft also sets out an approach based on the IAS 12 requirements

with some amendments. (See paragraph BC100 of the Basis for Conclusions.)

13C: Do you think such an approach would give more useful information than
the approach proposed in paragraphs 29-34? Can it be applied consistently in

the tax jurisdictions with which you are familiar? Why or why not?
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13D: Would the proposed additions to the approach based on the IAS 12
requirements help achieve a more consistent application of that approach? Why

or why not?
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