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1. Introduction 

 
1.1. The Association of Accounting Technicians (AAT) is pleased to have the opportunity to 

respond to the Draft IFRIC Interpretation DI 2015/1 Uncertainty over Income Tax 
Treatments (Draft Interpretation), released in October 2015. 

 
1.2. AAT is submitting this response on behalf of our membership and from the wider public 

benefit perspective of achieving sound and effective administration of taxes and 
encouraging high quality financial reporting. 

 
1.3. AAT has added comment in order to add value or highlight aspects that need to be 

considered further.   
 
 
2. Executive summary 

 
2.1. AAT agrees that the International Financial Reporting Interpretations Committee (IFRIC) 

should deal with this issue in an interpretation given that there is diversity of approach in 
practice.  The Draft Interpretation provides useful guidance and helps to bridge the gap 
between the principles in IAS 12 and IAS 37 in a helpful and informative way.  

 
2.2. AAT nevertheless queries whether in all circumstances it will be right to reflect changes 

in facts or circumstances in the period of the change, particularly in circumstances where 
there has been an error as to the application of tax law, for example when a court 
overturns widely-accepted legal advice as to the acceptability of a tax treatment.  Users 
of accounts may wish to see the relevant tax income and expenses allocated to the 
period in which the relevant losses and profits arose, and this could arise from the 
normal application of IAS 8 as regards errors and IAS 10 as regards subsequent events. 

 
2.3. AAT also considers that of the two measurement options suggested, the ‘most-likely 

outcome’ approach is likely to provide the most useful information to users of accounts, 
even in a situation where there is a portfolio of homogenous tax positions, because of the 
binary nature of the outcome of a tax challenge – either all the tax positions will be 
accepted or none will if they are truly homogenous. AAT does not necessarily advocate 
removing the option, but believes that this situation differs from a portfolio of warranties, 
given as an example of the probability-weighted approach in paragraph 39 of IAS 37, 
where the question is the likelihood of a number of warranties being claimed due to 
defects, usually based on historical experience. 
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3. AAT response to the Draft Interpretation DI2015/1 Uncertainty over Income Tax 
Treatments. 

 
3.1. The following paragraphs outline AAT’s response to the proposals outlined in the Draft 

Interpretation.   
 

 
Question 1 – Scope of the draft interpretation 
 
Do you agree with the proposed scope of the draft Interpretation? If not, why and 
what alternative do you propose? 

 
3.2. AAT agrees with the scope of the draft interpretation. There is undoubtedly diversity in 

practice and so it is appropriate to address this issue. However, AAT cautions that, due 
to differences in law and judicial process as regards tax in every country, there are 
bound to be variations in timing and recognition of tax provisions in situations of 
uncertainty. While this makes a consistent approach to accounting decisions all the more 
important, investors need to appreciate that different outcomes will still arise in practice. 

 
 
Question 2 – When and how the effect of uncertainty over income tax treatments 
should be included in determination of taxable profit (tax loss), tax bases, unused 
tax losses, unused tax credits and tax rates. 

 
3.3. AAT broadly agrees with the proposals in the Draft Interpretation as they are consistent 

with IAS 12 and IAS 37 and provide useful guidance.  
 

3.3.1. AAT agrees that if the entity assesses that it is probable that the tax authority 
will accept a treatment as filed with the authority, it should account for its tax 
position based on the filings it has or intends to make to the tax authority. 
 

3.3.2. Where the entity assesses that the tax authority is not likely to accept the 
treatment, then AAT concurs it should recognise a liability (as well as other 
consequential reporting) on an appropriate measurement basis. 

 
3.4. The following detailed comments may assist the IFRIC in refining the proposals: 

 
3.4.1. The Draft Interpretation gives a choice of measurement bases, consistent with 

the approach to measurement in IAS 37. It may not be in the IFRIC’s power to 
close down or narrow the measurement bases available under the general 
provisions standard in this case. However, the nature of these types of tax 
positions means that a ‘most likely outcome’ approach will be more appropriate 
in the vast majority of cases. As outlined in the difference between Example 1 
and Example 2 in the Draft Interpretation, the IFRIC seems to expect a 
‘probability-weighted approach’ to be used for a portfolio; however, if the tax 
outcome is binary and the tax positions are truly homogenous, a ‘most likely 
outcome’ approach will probably be more useful to users of financial 
statements even where there is such a group of homogeneous transactions. 

 
3.4.2. The practical issue that most entities will face is the difficulty of assessing 

probability in such binary situations. It may be helpful to point out that in 
particularly complex, multi-faceted cases, the probability assessment should be 
broken down over the various arguments put forward in support of a tax 
position.  

 
3.4.3. Undoubtedly many entities will be sensitive to situations in which, on the one 

hand, they argue in their tax filings that they should obtain some tax benefit, but 
on the other hand indicate in their financial statements that it is unlikely they will 
ultimately receive it. Investors, however, should be kept informed of this 
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approach to tax issues so they can understand both the potential outcome for 
the entity in each case and how this links to its overall tax strategy. 

 
3.4.4. In the UK, companies and individuals are now subject to Accelerated Payment 

Notices, which require payment of tax upfront to the tax authority on certain 
identified tax positions where the outcome is uncertain, pending final 
determination. UK entities therefore have additional complexity in their financial 
reporting, reflecting the need to account for the cash payment in the context of 
their assessment of the probability of ultimately successfully arguing their case 
with the tax (and relevant judicial) authorities. AAT considers that it may be 
appropriate for IFRIC to deal with this type of situation by making clear that 
such requirements for advance payments do not create a liability for an entity, 
nor do they necessarily provide evidence as to the probability of the tax 
authority accepting or not accepting the related tax treatments. 

 
 
Question 3 – Whether uncertain tax treatments should be considered collectively. 

 
3.5. AAT broadly agrees with this approach, specifically that it is a matter of judgement that 

should be applied by entities to suit their situation in practice.  In principle, this should not 
necessarily have to be stated, given that entities aiming for faithful representation should 
be able to distinguish when tax issues are sufficiently similar and connected for them to 
be considered together. 
   

3.6. AAT’s view is that this is part of a wider issue about how (and using what criteria) the unit 
of account is determined in financial reporting. If there is uncertainty in this case, there 
will be in others where such issues arise.  

 
3.7. AAT would hope that the Conceptual Framework might deal with this question on a more 

comprehensive basis.  AAT’s reservations are noted at 3.6 above as to whether, even if 
uncertain tax treatments should be considered together, this leads to use of a 
‘probability-weighted approach’ as a measurement basis when a liability should be 
recognised. 

 
Question 4 – Assumptions for taxation authorities’ examinations and the effect of 
changes in facts and circumstances. 

 
3.8. AAT agrees that it should be assumed that the tax authorities will have the ability to, and 

will, examine all relevant information; accounting for taxation is required under IAS 12 to 
be based on application of current tax law and approach in the Draft Interpretation is 
consistent with that. 
  

3.9. The guidance found in Appendix A is helpful in this respect and should certainly make 
clear that whether misapplication of the law is detected by the tax authority or not is 
irrelevant. This could be stated more directly in the final Interpretation.  Although the 
principle is noted in paragraph 3, its consequences are not stated clearly. This is an 
example of one of the problems with IAS 37, which does not deal with the fact that an 
entity may know it has breached a law while no-one external to the entity is aware of the 
fact, and therefore the question of provision of an appropriate liability becomes a self-
fulfilling prophesy. 
 

3.10. AAT considers that there may be some situations where changes in the assessment of 
probability or facts should be recognised in the period in which the transactions were 
recorded that gave rise to the relevant tax, and it would seem logical to allow the change 
to be taken back into the accounts for the relevant period if appropriate.  

 
3.11. AAT therefore believes that, in relation to when changes should be recognised, the usual 

rules in IAS 8 (for errors) and IAS 10 (for post balance sheet events) should be allowed 
to apply. It will not always be the case that new information or reassessments should be 
recognised in the period in which the change came to light and users would presumably 
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welcome tax effects to be shown in the results of the period giving rise to the tax where 
appropriate. 

 
Question 5 – Other proposals. 

 
3.12. AAT agrees with the transitional arrangements. 

  
3.13. In general AAT prefers that the offering of options is avoided, however, it seems 

reasonable to do so in this case given that issues of hindsight would prevent the proper 
use of full retrospective application. 

 
3.14. As regards disclosure, AAT is aware of the current international debate around the 

payment of taxes by business and would therefore in any case, in light of public interest 
and scrutiny, expect companies to be making significant efforts to improve tax 
disclosures, including their tax strategies.  

 
3.15. Furthermore, AAT expects companies to join up their financial reporting tax disclosures 

with any narrative discussion on tax strategy, and dealing with uncertain tax treatments 
would be a significant part of that. 

 
 

4. Conclusion 
 

4.1. The issue of corporate taxes is currently politically sensitive and it should be very helpful 
to preparing entities, as well as the users of their accounts, that there will be more 
specific guidance on what can be a very difficult area because of the need to use 
judgement. However, while the IFRIC approach will help in some cases to reduce 
differences in practice, the range of legal and regulatory basis of taxation across 
countries will mean that it would be unreasonable to expect this guidance to lead to 
uniformity of outcome. Investors will still need to understand how each entity has 
reached its decisions on major tax issues in the context of local tax law, and strong 
linkages between that disclosure and entities’ tax strategy in their narrative reporting will 
remain key to full understanding of an entity’s tax situation. 

 
 
5. About AAT 
 

5.1. AAT is a professional accountancy body with over 49,700 full and fellow members
1
 and 

85,500 student and affiliate members worldwide. Of the full and fellow members, there 
are over 4,200 members in practice who provide accountancy and taxation services to 
individuals, not-for-profit organisations and the full range of business types. 

 
5.2. AAT is a registered charity whose objectives are to advance public education and 

promote the study of the practice, theory and techniques of accountancy and the 
prevention of crime and promotion of the sound administration of the law. 

 
  

                                                      
1
 Figures correct as at 31 Dec 2015 
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6. Further information 
 

If you have any questions or would like to discuss any of the points in more detail then please 
contact AAT at: 

 
email: consultation@aat.org.uk and aat@palmerco.co.uk 

 
telephone: 020 7397 3088  

 
Aleem Islan 
Association of Accounting Technicians 
140 Aldersgate Street 
London 
EC1A 4HY  

 
 

mailto:consultation@aat.org.uk
mailto:aat@palmerco.co.uk

