IFRIC Update April 2020

IFRIC Update is a summary of the decisions reached by the IFRS Interpretations Committee

(Committee) in its public meetings.
The Committee met on 29 April 2020, and discussed:

Iltems on the current agenda

= Supply Chain Financing Arrangements—Reverse
Factoring—Agenda Paper 3

Committee’s agenda decisions

= Multiple Tax Consequences of Recovering an Asset
(IAS 12 Income Taxes)—Agenda Paper 2

Other matters
= Committee Work in Progress—Agenda Paper 4
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Related information

Next scheduled IFRS
Interpretations Committee
meeting:

e 16-17 June 2020

Interpretations Committee
open items

For further information about
IFRS Interpretations
Committee activities including
how to receive past IFRIC
Updates follow the
Interpretations Committee

group page.


https://www.ifrs.org/news-and-events/calendar/2020/april/ifrs-interpretations-committee/?f1=2020&f2=April&f3=
https://www.ifrs.org/projects/interpretations-committee-open-items/
https://www.ifrs.org/projects/interpretations-committee-open-items/
https://www.ifrs.org/groups/ifrs-interpretations-committee/
https://www.ifrs.org/groups/ifrs-interpretations-committee/

ltems on the current agenda

Supply Chain Financing Arrangements—Reverse Factoring—Agenda Paper 3

The Committee received a summary of research and outreach on a request about supply chain
financing arrangements. The request asked in particular about the presentation and disclosure of
liabilities associated with reverse factoring arrangements.

Next steps

The Committee will continue its discussion at a future meeting.

Committee’s agenda decisions

The process for publishing an agenda decision might often result in explanatory material that
provides new information that was not otherwise available and could not otherwise reasonably
have been expected to be obtained. Because of this, an entity might determine that it needs to
change an accounting policy as a result of an agenda decision. The Board expects that an
entity would be entitled to sufficient time to make that determination and implement any change
(for example, an entity may need to obtain new information or adapt its systems to implement a
change).

The Committee discussed the following matter and decided not to add it to the Committee’s
standard-setting agenda.

Multiple Tax Consequences of Recovering an Asset (IAS 12 Income Taxes)—Agenda
Paper 2

The Committee received a request about deferred tax when the recovery of the carrying amount
of an asset gives rise to multiple tax consequences. In the fact pattern described in the request:

a. an entity acquires an intangible asset with a finite useful life (a licence) as part of a
business combination. The carrying amount of the licence at initial recognition is CU100.
The entity intends to recover the carrying amount of the licence through use, and the
expected residual value of the licence at expiry is nil.

b. the applicable tax law prescribes two tax regimes: an income tax regime and a capital
gains tax regime. Tax paid under both regimes meets the definition of income taxes in
IAS 12. Recovering the licence’s carrying amount has both of the following tax
consequences:

i. under the income tax regime—the entity pays income tax on the economic benefits it
receives from recovering the licence’s carrying amount through use, but receives no
tax deductions in respect of amortisation of the licence (taxable economic benefits
from use); and

ii. under the capital gains tax regime—the entity receives a tax deduction of CU100
when the licence expires (capital gain deduction).

c. the applicable tax law prohibits the entity from using the capital gain deduction to offset the
taxable economic benefits from use in determining taxable profit.
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The request asked how the entity determines the tax base of the asset and, consequently, how it
recognises and measures deferred tax.

The fundamental principle in IAS 12

The fundamental principle upon which IAS 12 is based (as stated in paragraph 10 of IAS 12) is
that ‘an entity shall, with certain limited exceptions, recognise a deferred tax liability (asset)
whenever recovery or settlement of the carrying amount of an asset or liability would make future
tax payments larger (smaller) than they would be if such recovery or settlement were to have no
tax consequences’.

Applying the fundamental principle to the fact pattern

The recovery of the asset’s carrying amount gives rise to two distinct tax consequences—it results
in taxable economic benefits from use and a capital gain deduction that cannot be offset in
determining taxable profit. Accordingly, applying the fundamental principle in IAS 12, an entity
reflects separately these distinct tax consequences of recovering the asset’s carrying amount.

An entity identifies temporary differences in a manner that reflects these distinct tax
consequences by comparing:

a. the portion of the asset’s carrying amount that will be recovered under one tax regime; to
b. the tax deductions the entity will receive under that same tax regime (which are reflected in
the asset’s tax base).

In the fact pattern described in the request, the Committee concluded that the entity identifies
both:

a. ataxable temporary difference of CU100—the entity will recover the licence’s carrying
amount (CU100) under the income tax regime, but will receive no tax deductions under
that regime (that is, none of the tax base relates to deductions under the income tax
regime); and

b. a deductible temporary difference of CU100—the entity will not recover any part of the
licence’s carrying amount under the capital gains tax regime, but will receive a deduction
of CU100 upon expiry of the licence (that is, all of the tax base relates to deductions under
the capital gains tax regime).

The entity then applies the requirements in IAS 12 considering the applicable tax law in
recognising and measuring deferred tax for the identified temporary differences.

The Committee concluded that the principles and requirements in IAS 12 provide an adequate
basis for an entity to recognise and measure deferred tax in the fact pattern described in the
request. Consequently, the Committee decided not to add the matter to its standard-setting
agenda.
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Other matters

Committee Work in Progress—Agenda Paper 4

The Committee received an update on the current status of open matters not discussed at its
meeting in April 2020.
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