
        

 

        Mexico City, September 30, 2015 

 
Prahalad Halgeri 

Technical Manager 

International Accounting Standards Board  

30 Cannon Street  

London EC4M 6XH 

United Kingdom 

 

Dear Prahalad: 

In our response to your email sent on June 2 regarding topics addressed in IAS 12, Income 
Taxes, we mentioned that in Mexico the majority of the entities that pay their taxes in a 
currency that is not their functional currency and publish financial information under IFRS, 
determine their deferred taxes pursuant to paragraph 41 of IAS 12; however, there are 
some entities that issue financial information under local standards and follow an alternative 
treatment which is established in US-GAAP. 
 
For you to better understand, we would like expand on the alternative treatment:  
 
The Mexican economic environment occasionally is unstable and, consequently, so is its 
currency, the Mexican peso (the “peso”). In Mexico, many entities have a U.S. dollar (the 
“dollar”) functional currency and the peso-dollar exchange rate continually fluctuates: in 
some periods significant exchange losses are generated, and in subsequent periods there 
often can be a recovery of the exchange rate that generates exchange gains; in other 
words, there is no clear trend in the exchange rate. 
 
Particularly with respect to noncurrent items, not all exchange effects impact cash flows; 
i.e., in one period certain exchange effects are generated that subsequently reverse. 
Nevertheless, from period to period this phenomenon creates significant volatility in profit or 
loss.  
 
Since the peso is the currency in which taxes are paid in Mexico, entities that operate with a 
functional currency other than the peso, for example the dollar, determine exchange rate 
fluctuations that create temporary differences related to nonmonetary assets and, 
consequently, result in deferred taxes. As we previously stated, these effects are very 
inconsistent and, therefore, create significant volatility in the effective tax rate. 
 



In the opinion of some issuers, the aforementioned volatility of the effective tax rate distorts 
their financial statements, as they believe that the effective tax rate determined in a 
particular period is not representative of the income taxes that will ultimately be incurred, 
precisely because the effects of exchange rate fluctuations subsequently reverse. 
 
Consequently, entities in these circumstances believe that IAS 12 should include an 
exception to its paragraph 41 that allows entities that operate in unstable economic 
environments to not recognize the deferred taxes resulting from exchange rate fluctuations 
associated with nonmonetary assets. In that way, the exchange effects would only impact 
current taxes upon realization. Such treatment is established in US-GAAP. 
 
Currently, some Mexican entities that do not issue financial information under IFRS use the 
criteria of US-GAAP as an alternative treatment (to which we referred in our prior letter) or 
supplement to local standards, which do not contemplate this issue. 

 
Additionally, we wish to mention that CINIF has initiated an investigation of this issue 
among the countries within GLASS; as of this date we can tell you that various countries 
are experiencing the same problem as Mexico and apparently also use the alternative 
treatment of US-GAAP. We will inform you the final results of investigation. 
 
Finally, we suggest that the IASB explore the possibility of including in IAS 12 the same 
exception contemplated in US-GAAP in order to solve this significant problem for Latin 
American companies that operate in unstable economic environments. 
 
We have attached the comments of a company that issues financial information under IFRS 
and currently is in the aforementioned situation.  

 
We would greatly appreciate your comments on this issue, as we believe that this matter is 
becoming pervasive, especially in emerging economies. 

 
Should you require additional information on our comments listed above, please contact 
Elsa B. García at (52) 55 5596 5633 ext. 108 or me at (52) 55 5596 5633 ext. 103 or by e-
mail at egarcia@cinif.org.mx or fperezcervantes@cinif.org.mx, respectively. 
 
 

Kind regards, 

 

C.P.C. Felipe Perez Cervantes 

President of the Mexican Financial Reporting Standards Board 

Consejo Mexicano de Normas de Información Financiera (CINIF) 

 

 

cc: Amaro Gomes 

cc: Denise Durant 

mailto:egarcia@cinif.org.mx
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September 30, 2015. 

 

 

Mexican Board for the Research and Development of Financial 

Reporting Standards (CINIF)  

C. P. C. Felipe Pérez Cervantes  

Chairman of the Issuer Board of CINIF 

Bosque de Ciruelos 186, Piso 11 

Col. Bosques de las Lomas, 

C. P. 11700, México, D. F. 

Teléfono: (55) 55-96-56-33 

Fax: (55) 55-96-56-34 

Email: contacto.cinif@cinif.org.mx 

 

 

 

PROPOSED ACCOUNTING TREATMENT FOR RECOGNITION OF DEFERRED 

TAXES FOR THE EFFECT OF EXCHANGE RATE CHANGES ON THE TAX BASIS 

OF NON-CURRENT ASSETS 

 

The issue: 

 

International Accounting Standard (IAS) 12, Income Taxes, is clear that when the tax base of a 

non-monetary asset is determined in a different currency from the functional currency of the 

entity, temporary differences will arise and deferred tax should be calculated. When exchange 

rates change, the amount of local currency needed to recover the cost of assets recorded in the 

functional currency also changes, but the local currency tax bases of those assets do not change. 

Therefore, foreign exchange gains and losses can affect the amount of temporary difference 

between the carrying amount basis in local currency and the underlying tax basis of an entity’s 

assets and liabilities. 

 

Further, when the tax law for a particular foreign jurisdiction, such as Mexico, permits or 

requires the taxpayer to adjust the tax base of an asset or a liability to take into account the 

effects of inflation, an entity is required to recognize the resulting deferred tax liability or asset 

as appropriate in its financial statements through profit or loss (except to the extent that the tax 

arises from a transaction or event which is recognized outside profit or loss). 

 

Paragraph 41 of IAS 12 states that:  

 

“The non-monetary assets and liabilities of an entity are measured in its functional currency 

(see IAS 21, The Effects of Changes in Foreign Exchange Rates). If the entity's taxable profit 

or tax loss (and, hence, the tax base of its non-monetary assets and liabilities) is determined 

in a different currency, changes in the exchange rate give rise to temporary differences that 

result in a recognized deferred tax liability or (subject to paragraph 24) asset. The resulting 

deferred tax is charged or credited to profit or loss (see paragraph 58).” 

 

 

As a practical matter, the effects of recognizing such temporary differences can have significant 

impact in the statement of profit or loss of entities with a functional currency different from the 

currency in which its tax basis are denominated. This is particularly true for entities in industries 

with a high capital requirements (i.e., with large amounts of non-current assets), where the 

temporary difference might reverse over very long term periods (e.g., the life of the asset or 

even upon its sale) and where exchange fluctuations might even reverse (with the corresponding 

reversal of the temporary difference) in short periods of time. 

 



We believe these types of situations are more frequent in countries where local currency is less 

stable and inflation rates are higher, such as ours and others in Latin America. It is in such 

countries where the impact of such approach to recognition of deferred taxes has more impact. 

We request you to particularly have such environments in mind in your consideration of this 

proposed accounting treatment. 

 

By way of example, a 10% devaluation/revaluation of our local currency against our functional 

currency (a “reasonably possible change”, as determined in accordance with IFRS 7, Financial 

Instruments: Disclosures -Application guidance, paragraph B19) at a 30% income tax rate 

would yield a US$70 million impact on our profit or loss for the period (representing 36% of 

our Profit before tax) on our US$2.5 billion base of long term assets. We have researched and 

noted other companies throughout Latin America with similar material impacts in their financial 

statements due to exchange rate fluctuations on assets basis taxed in a local currency different 

from their functional currency. 

 

We note that the above impacts will either reverse through changes in the exchange rate in the 

future (therefore not materializing in an actual taxable or deductible item) or over the assets life 

(in our case, up to 45 years), while having significant impacts on our profit or loss every 

quarter. Also, indexation of tax bases theoretically will recover the effects of exchange rate 

changes over such long periods of time, in which case, the profit or loss impact in one period 

will be offset by recognition of inflation on the assets´ tax basis over future periods (note that 

should we recognized the effects of inflation . Finally, the deferred tax gain or loss represents a 

non cash item. 

 

Achieving hedge accounting for such a reporting exchange rate risk is overly complex or not 

viable. 

 

We understand that the International Accounting Standards Board (IASB) has identified the 

income tax topics where it does not plan to issue a discussion or research document within the 

next few years. Also, we acknowledge that the IASB and Financial Accounting Standards Board 

(FASB) did not succeed in developing a converged and simplified Standard on income taxes 

and that you consider that a fundamental review of income tax accounting would be a 

significant project. However, previously the IASB has made narrow scope amendments to IAS 

12 to address issues that had been occurring in practice. 

 

Under USGAAP, for instance, when the functional currency of an entity differs from the local 

currency (in our scenario, the tax currency), recording deferred taxes on temporary differences 

in nonmonetary assets and liabilities that result from either (1) exchange rate changes on 

remeasurement or (2) adjustments to the tax base from indexing, is prohibited. In particular, 

ASC 740-10-25-3(f) prohibits “recognition of a deferred tax liability or asset for differences 

related to assets and liabilities that, under Subtopic 830-10 are remeasured from the local 

currency into the functional currency using historical exchange rates and that result from 

changes in exchange rates or indexing for tax purposes.”  We understand that some of the 

arguments provided by US GAAP to such an exception are similar to those presented by us in 

this letter. 
 

Proposed accounting treatment 

 

We conceptually agree with the IASB´s statement that in the situations described above, 

changes in the exchange rate (or inflation adjustments) give rise to temporary differences that 

result in a recognized deferred tax liability or asset. However, as a practical matter, this 

accounting treatment can result in significant impacts to profit or loss particularly in countries 

where local currency is less stable and inflation rates are higher and under current global 

economic conditions. Considering arguments similar to those presented under US GAAP, we 

would request you to consider amending the standard to provide for an exemption to 

recognizing deferred taxes for the effects of changes in exchange rates and inflation on the tax 

versus book basis of non-monetary assets. 

 



 

 

Submitted by: 

Name: Carlos Ruíz Sacristán. 

Organization: Infraestructura Energética Nova, S.A.B. de C.V. 

Address: Av. Paseo de la Reforma Number 342 int. 24, Delegación Cuauhtémoc, México, 

D.F. 

Telephone: 52 (55) 91 38 01 73. 

















 
 
 
 
 
 
 
 

Deloitte Touche Tohmatsu Limited 
2 New Street Square 
London 
EC4A 3BZ 
United Kingdom 

 
 
 
 

Wayne Upton 
Chairman 
IFRS  Interpretations Committee 
30 Cannon Street 
London 
United Kingdom 
EC4M 6XH 

Tel: +44 (OJ 20 7936 3000 
Fax: +44 (OJ 20 7583 1198 
www.deloltte.com 

Direct: +44 20 7007 0884 
Direct fax:+44 20 7007 0158 
vepoole@deloltte.co.uk 

 
 

25 September 2015 
 
 

Dear Mr Upton 
 
 

Tentative agenda decision - IAS 12 Income Taxes: Recognition through profit or loss of deferred 
taxes for temporary differences arising from the effect of exchange rate changes on the tax bases 
of non-current assets 

Deloitte Touche Tohmatsu Limited is pleased to respond to the IFRS Interpretations Committee's 
publication in the July IFRIC Update of the tentative decision not to take onto the Committee's agenda the 
issue of presentation of deferred taxes arising due to the effect of exchange rate changes on the tax   
bases of non-current assets which are determined in a currency other than the entity's functional 
currency. 

 
We agree with the IFRS Interpretations Committee's decision not to add this item onto its agenda for the 
reasons set out in the tentative agenda decision. 

 
If you have any questions concerning our comments, please contact Veronica Poole in London at +44 (0) 
20 7007 0884. 

 
Yours sincerely 

 
 

 
 
 
 

Veronica Poole 
Global IFRS Leader 
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