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In the present letter ICAC gives its view on the questions posed by EFRAG on some specific issues of IASB’s Exposures Draft ED/2009/2 on Income Tax. For the sake of clarity, we have included IASB questions to respondents and EFRAG response and question to constituents.
Our main are set out below, by answering those questions that ask for views on the related issues
IASB question 10 for respondents – Distributed or undistributed rate
IAS 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 with the proposals? 

Why or why not?
EFRAG’s response to question 10 

EFRAG members were divided on this issue. 

(a) Some EFRAG members support the proposal on the bases that they believe that a distribution may result in a temporary difference in which case a deferred liability will need to be recognised. These EFRAG members agree with the proposal on the basis that it better reflects the overall expected tax outflows. They recognise that it could be argued that the tax consequences arising from settling a liability cannot be recognised without the liability being recognised and that the event which actually triggers the income tax consequence is the distribution itself. However, in their view, the obligation event is the earning of the taxable income and that the rate is merely a measurement issue, with the expected rate being the realistic basis for the expected tax outflow.

(b) Other EFRAG members are less supportive of the proposal. These EFRAG members, share the views expressed in BC79 of the ED that the tax consequences arising from the settling of a liability cannot be recognised without the liability being recognised. The event that triggers the income tax consequence of the distribution is the distribution itself.

	Question to EFRAG’s constituents 

84 Which of the above two views do you support and why?




ICAC Answer:

As the IASB notes in its basis for conclusions, the consequences of this issue are limited only to some jurisdictions with higher or lower tax rates depending on whether profits are distributed or not. We therefore think it is not a prime issue within the standard, due to the number of jurisdictions that currently have this tax peculiarity.
That being said, we share the opinion that when registering tax assets or liabilities the tax rate is a measuring attribute. If the liability or the asset exists, the next step would be measuring it. For example in the case of a tax liability because income has been earned, it should be measured using management expectations about the settlement of the liability. These estimates include the tax rate. Therefore, we agree with IASB proposal to use the rate expected to apply when the tax asset or liability is realised or settled, including the effect of the entity’s expectations or future distributions.

IASB question 13 for respondents – Allocation of tax to components of comprehensive income and equity

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. IAS 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. 

The exposure draft also sets out an approach based on the IAS 12 requirements with some amendments.
Question 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?

EFRAG’s response to question 13C 
As previously mentioned, we prefer retaining backwards tracing because we believe it provides more useful information. However, we do not support the alternative approach because it retains the additional rules-based guidance in the ED to cover the ‘gaps‘ in IAS 12, which we expressed significant concerns with in our response to Question 13A. In our view, the requirements in the ED will result in an allocation method that is more difficult than we believe is necessary. For that reason, we favour retaining IAS 12‘s more principle based approach. 

Having said that, our view is that the proposal can be applied consistently in the tax jurisdictions with which we are familiar, albeit with a high degree of implementation cost for preparers.
	Question to EFRAG’s constituents

98 We would appreciate your views on whether you believe the alternative approach could be applied consistency, and, if it could do you think it would represent a better approach than the one in existing IAS 12, and if so why ?




ICAC Answer:

First of all, we must clarify that in this answer we keep to the subject of EFRAG question about the second alternative approach set in the exposure draft. Therefore, our answer refers solely to the possible improvements of this second alternative approach compared to the existing IAS-12

We do not oppose to detailed rules as long as they are helpful, not complex to implement and they add clarity to the general principle established in the standard. Backwards tracing, set in IAS-12 is a conceptually sound principle, but difficult to implement in some cases, as the ones mentioned in the exposure draft and in its basis for conclusions, and some clarification might be needed. IAS-12 probably falls short when tackling more complex cases under the general principle, and advice regarding recognition of specific cases might be helpful. In this sense IASB alternative approach set in paragraphs 29A to 34A, might improve IAS-12. Disclosure of the hypothesis and assumptions followed to allocate the tax expense in components of comprehensive income or in equity, should also improve financial reporting.
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