
1 

 

 

 

31 July 2009 

International Accounting Standards Board 

30 Cannon Street 

LONDON EC4M 6XH 

United Kingdom 

Email: CommentLetters@iasb.org 

 

Dear Sir/Madam 

LONG-TERM INSURANCE PROJECT GROUP SUBMISSION ON EXPOSURE 

DRAFT ON INCOME TAX 

In response to your request for comments on the IASB’s exposure draft on Income Tax, 

attached is the comment letter prepared by the Long-Term Insurance Project Group (LTIPG) 

of the South African Institute of Chartered Accountants (SAICA). 

We thank you for the opportunity to provide comments on this document. 

 

Please do not hesitate to contact us should you wish to discuss any of our comments. 

 

Yours sincerely 

 

 

Jeff Hubbard                 Yusuf Dukander 

Chairman – SAICA Long-term Project Director: Financial Services 

Insurance Project Group     SAICA 

Tel: (011) 408 4023     Tel: (011) 621 6635 

Fax: (011) 408 1236     Fax: (011) 621 6764 

Email: jeff.hubbard@liberty.co.za   Email: yusufd@saica.co.za 

PO Box 59875                                                             PO Box 59875 

Kengray                                                                       Kengray 

2100                                                            2100 
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Long-term Insurance Project Group Draft Comment Letter on Exposure Draft 

ED/2009/2 Income Tax  

 

GENERAL COMMENTS  

 

The insurance industry in South Africa is particularly concerned that the exposure draft does 

not satisfactorily address the current IAS 12 interpretations of accounting for temporary 

differences on revaluation of assets. It is likely the current situation of effectively double 

adjusting use taxation on the revaluation amount will continue to apply if the asset is 

recovered through use. Refer to our comments on Question 9, attachment 4a, as well as our 

previous submission to the project group dated 1 September 2005. 

 

RESPONSES TO SPECIFIC QUESTIONS 

 

Question 1 - Definitions of tax basis and temporary difference 

 

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? 

 

Yes, we agree with the proposal regarding the changes in the definition of the tax basis. We 

believe that comparing the financial position based on an accounting point of view with that 

based on a tax point of view is the correct way to identify any potential differences. If the 

recovery or settlement of the asset or liability would never affect taxable profit, then no 

deferred tax should be raised as there would never be a tax payment or receipt subsequently 

arising on that asset or liability. This will ensure that the deferred tax assets and liabilities 

recognised will be reflective of the eventual current tax cash flow that will occur on the 

reversal of the timing differences, which will provide decision-useful information to users of 

the financial statements. In our opinion, this is a very important aspect as financial statements 

should reflect the economic reality of transactions.  

 

We acknowledge this definition is to determine if there should be a deferred tax adjustment, 

and does not determine the calculation of the amount of deferred tax to be adjusted. We 

however note below that the tax rate used for measurement of deferred tax in instances of 

revaluations should be aligned with the calculation of the tax basis in the interest of 

consistency, i.e. should also be based on the tax rate that will apply on sale of assets.  

 

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? 
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It is implied in the definitions that all investment tax credits are part of tax credits, which may 

lead to inconsistent application. Investment tax credits are proposed to be scoped out of the 

standard, except for the possible temporary differences that may arise. We question why it is 

necessary to scope these credits out of the standard. If any tax credit results in a reduction of 

taxation, then we submit that this should be accounted for as part of the taxation charge. 

 

We agree that temporary differences that arise be accounted for under the proposed standard.  

 

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?  

 

We assume that from: ‘outside a business combination’ refers to disaggregated (b). Assuming 

this, our comments are as follows: 

 

We agree with the principle that deferred tax should apply to all temporary differences on 

initial recognition of an asset or liability. We also agree that any adjusted temporary 

differences that arise on a business combination should reduce goodwill. While in principle 

we agree that entity specific tax effects should be accounted for outside a business 

combination through comprehensive income, we are not sure how one would practically 

calculate differences between an entity specific tax advantage and market participants. We 

recommend that one avoids any necessity for comparison between market participants and 

rather apply the tax rates applicable to the specific entity, i.e. do not try to separate an entity 

specific tax advantage or disadvantage.  

 

We believe there would be many practical difficulties in calculating the amount of an entity 

specific tax advantage against market participants, i.e. uncertainty with regard to who the 

market participants should be – e.g. would it be the majority of market participants, a 

weighted average or the highest rate applicable to any market participant or the average rate 

applicable to similar industry participants.   

 

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 
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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 Accounting 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 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–BC44 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? 

 

In principle we agree that exemptions should be removed and deferred tax provided on all 

investments in joint ventures, subsidiaries, branches and associates. We disagree with 

excluding foreign subsidiaries and branches as it would result in inconsistent accounting 

treatment within a specific entity as well as between different entities. The financial position 

of entities with a varying level of exposure to foreign operations will thus not be comparable, 

especially between entities operating in a single tax territory and multi-national corporations. 

We also do not agree that it is often not possible to measure reliably the deferred tax asset or 

liability arising from such temporary differences relating to foreign operations. However, if 

there is difficulty in applying the applicable tax, then disclosure should be made of that fact, 

including details of temporary differences and possible tax ranges.  

 

Question 5 – Valuation allowances 

 

The exposure draft proposes a change to the approach to the recognition of deferred tax 

assets. IAS 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 taxable 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? Why or why not? 

 

Conceptually, we do not agree with the proposed approach of recognising the deferred tax 

asset in full and offsetting the valuation allowance. This argument is based on the recognition 

of a deferred tax asset that will not derive “future economic benefits” resulting in a deviation 
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from the Framework.  We believe that the current approach for recognising the deferred tax 

asset to the extent that its realisation is probable is more appropriate and conceptually sound 

than the proposed exposure draft. We are also of the view that the proposals are arbitrary and 

that the Board has not provided clear explanations of the benefits that the proposed approach 

would have as opposed to the current accounting in IAS 12.  

Question 5B  

 

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? Why or why not? 

 

Whilst we do not agree with the proposed accounting for recognising a valuation allowance, 

in the instance that the Board proceeds with this method, we believe that the ‘most likely than 

not’ approach is appropriate.  

Question 6 – Assessing the need for a valuation allowance 

 

Question 6A 

 

The exposure draft incorporates guidance from SFAS 109 on assessing the need for a 

valuation allowance. (See paragraph BC56 of the Basis for Conclusions.)  

 

Do you agree with the proposed guidance? Why or why not? 

 

Whilst we do not agree with the proposed accounting for recognising a valuation allowance, 

in the instance that the Board proceeds with this method, we believe that this guidance will 

ensure that the deferred tax asset reflects the highest amount that is more likely than not to be 

realisable against taxable profit at each reporting date.  

Question 6B 

 

The 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? Why or why not? 

 

We agree with the proposals to add a requirement that the cost of implementing a tax strategy 

should be considered in the recognition of a deferred tax asset.  

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 BC57–BC63 of the Basis 

for Conclusions.) 
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Do you agree with the proposals? Why or why not? 

 

Yes, we agree as this is in line with the principles applied in the measurement of insurance 

contracts and the revised IAS 37. In our opinion, this is more reflective of the economic 

effects than alternative methods e.g. the ‘more than likely’ approach.  

 

We, however, do not agree with the proposal in paragraph 26 that changes in the probability-

weighted average amount of all possible outcomes shall only be based on new information 

and not new interpretations of previously available information. Developments over time, e.g. 

new interpretations of tax laws by external parties, legal advice, etc., may result in a valid 

change in an entity’s own interpretations, which would be a valid reason for changing 

estimates. It will often be difficult to distinguish between ‘pure’ new interpretations and new 

interpretations resulting from new information, which would make application of the 

requirement onerous.  Allowing changes in interpretations will be consistent with allowing 

changes in assumptions and estimates in the measurement of insurance contracts and the 

revised IAS 37.  

 

We also recommend that the statement in the Basis of Conclusion – BC63 – be included in 

the IFRS and not only in the Basis of Conclusion. 

 

Question 8 – Enacted or substantively enacted rate 

 

IAS 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 with the proposals. However, the reference to “in the US tax jurisdictions, 

substantive enactment is achieved only on enactment” is arbitrary and should be removed.  

Question 9 – Sale rate or use rate 

 

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, i.e. 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 recovery of the asset. (See paragraphs BC67–BC73 of the Basis for Conclusions.)  

 

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

 

In South Africa the tax base on an acquired asset for use in the production of income is 

generally allowed as a deduction over the period of use. Therefore we agree the use rate is 

more relevant to apply than the effective sale rate. However, when an asset is revalued, for 
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example, in the case of investment property, the revaluation takes into account the expected 

after taxation impact of future estimated cash flows. In effect, as acknowledged in B14, using 

the tax consequences of recovering as would be used by market participants.  

 

If the recovery of the investment property is through use and would be depreciated under IAS 

16 (Refer B30 (b)), our interpretation is that the use rate would apply to the temporary 

difference arising on the revaluation portion.  

 

We strongly disagree with this result as it often will effectively double count taxation implicit 

in the valuation (refer attachment 4a “Accounting for the Surplus arising from revaluing 

investment properties, in particular the taxation consequences” submitted to Sir David 

Tweedie, Bob Garnett and Warren McGregor at the joint meeting of the APB, APC and 

ECSAFA in Johannesburg, 7 April 2009, for further details). 

 

We submit that the standard should be revised as follows:  

 

“If an asset is revalued, then the sale rate should apply to the portion of the temporary 

difference attributable to the revaluation adjustment that is not allowable for future taxation 

deductions” (or alternatively, “does not adjust the tax basis of the asset”).This follows the 

principle that the revaluation portion does not result in additional taxation deductions. This 

would also ensure consistency between the calculation of the tax basis of the assets (based on 

sale) and the tax rate used (also based on sale). 

 

In addition, we submit that the application of the use rate on temporary differences on certain 

assets arising on application of IFRS 3 Business Combinations would effectively also result 

in double counting of taxation. For example, a customer contract intangible recognising the 

fair value of a legal contract would discount the after tax cash flows inherent in the fulfilment 

of the contract. On initial recognition a temporary difference arises between the carrying 

value and tax basis (as the tax basis is nil). As the recovery is through use while the contract 

terms are satisfied, the use rate appears to be the proposed rate to be applied. We strongly 

submit that the principle is incorrect as this effectively double counts the use taxation effects. 

We submit that in these circumstances the application of the sale rate is appropriate.  

 

The recommendation therefore is to include a principle that for any temporary difference on 

assets or liabilities initially arising on a business combination that may be recovered or settled 

through use, but which has an initial tax basis of nil, the sale rate should be applied.  

 

Question 10 – 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.) 
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Do you agree with the proposals? Why or why not? 

 

No, we disagree with the proposals. Distributions are generally influenced by future 

profitability and applied distribution policies and therefore contingent on future, uncertain 

economic activity.  

 

We would support recognising the taxation applicable on any declared distribution relating to 

the past financial periods’ profits not yet paid at the reporting date.  

 

Question 11 – Deductions that do not form part of a tax basis 

 

An entity may expect to receive tax deductions in the future that do not form part of a tax 

basis. SFAS 109 gives examples of ‘special deductions’ available in the US and requires 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. IAS 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 requirements do you propose, and why? 

 

Yes, we agree that the exposure draft be silent on the treatment of tax deductions that do not 

form part of a tax basis.  

Question 12 – Tax based on two or more systems 

 

In some jurisdictions, an entity may be required to pay tax based on one of two or more tax 

systems, for example, when an entity is required 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? Why or why not? 

 

Yes, we agree with the proposals that an entity consider any interaction between tax systems 

when measuring deferred tax assets and liabilities as the resulting deferred tax 

assets/liabilities should be reflective of the eventual current tax cash flows that will occur. 

This ensures that the economic reality of transactions is reflected in the financial statements, 

which will provide decision-useful information to users of the financial statements. 

 

Question 13 – 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 



9 

 

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. (See paragraphs BC90–BC96 of the Basis for Conclusions.) 

 

Question 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.  

 

We do not agree with the proposed approach insofar as it prohibits “backward tracing”. If the 

adjustment is easily identifiable and allocated to the components of comprehensive income 

and equity, this should be performed. Insofar as an allocation is not practicable, the 

adjustment should then be recognised in continuing operations. 

Question 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 BC97 of 

the Basis for Conclusions.) 

 

No comment.  

 

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?  

 

We believe that subsequent changes allocated (on a practicable basis) to the same component 

as the original tax expense improves the understanding of applied taxation and previous 

reliability of estimates or charges. This can be applied consistently in the South African tax 

jurisdiction.  

 

Question 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?  

 

Yes, refer to 13A and 13C above.  
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Question 14 – Allocation of current and deferred taxes within a group that files a 

consolidated tax return 

 

IAS 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 with the proposals? Why or why not? 

 

Yes, as this would assist in the applicability and improve the usefulness of separate financial 

statements of group entities – it follows that the systematic approach adopted should be 

described in the accounting policies adopted by the group entities. 

 

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 BC101 and BC102 of the Basis for Conclusions.) 

 

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

 

We do not support the proposal to classify the deferred tax assets and liabilities as current or 

non-current, particularly based on the underlying asset or liability. We believe that the 

existing IAS 12 treatment provides sufficient information in terms of disclosure to provide 

users to evaluate this information as necessary. 

Question 16 – Classification of interest and penalties 

 

IAS 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. (See paragraph 

BC103 of the Basis for Conclusions.)  

 

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

 

We agree with the requirement of an accounting policy for penalties and interest. The 

disclosure thereof will provide increased comparability amongst entities.  

 

We suggest the accounting policy relating to interest should apply consistent principles to 

accounting policies relating to other interest. Any additional charges that are intended to be 

punitive (non economic) in nature should ideally be treated in accordance with the accounting 

policy on penalties/fines.  
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Question 17 – Disclosures 

 

The exposure draft proposes additional disclosures to make financial statements more 

informative. (See paragraphs BC104–BC109 of the Basis for Conclusions.) Do you agree 

with the proposals? Why 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 

BC110 of the Basis of Conclusions.) Do you have any specific suggestions for useful 

incremental disclosures on this matter? If so, please provide them. 

 

We agree with the proposal in general, apart from paragraph 41(b) – refer below. We do not 

propose any further disclosures. We believe that the additional disclosures that would be 

required by IAS 1 – Presentation of Financial Statements, would suffice. We, however, note 

that the disclosure requirements are affected by our comments in this document, e.g. removal 

of the valuation adjustment will also result in the removal of the disclosure relating thereto. 

We strongly recommend that the disclosure requirement in paragraph 41(b) be removed. We 

are in full agreement with allowing for the impact of a possible review by the tax authorities 

in the measurement of taxation, but it will still be based on management’s interpretation.  The 

disclosure surrounding this allowance in paragraph 41(b) may highly prejudice an entity and 

may draw undue attention from the revenue authorities and a much higher cost of 

compliance. 

The intention of the disclosures under paragraph 41(d) is unclear and is envisaged that this 

disclosure would be arbitrary and not useful to the users of financial statements. 

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 BC111–BC120 of the Basis for Conclusions.)  

 

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

 

We agree with the proposals. We further recommend that the entities are provided with the 

option to early adopt the proposals and/or restate comparative amounts, particularly where 

the differences between the two comparative periods are significant.   
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