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Grant Thornton International Ltd is pleased to comment on the International Accounting 
Standards Board's (the Board) Exposure Draft Deferred Tax: Recovery of Underlying Assets - 
Proposed amendments to IAS 12 (the ED). We have considered the ED as well as the 
accompanying draft Basis for Conclusions, and set out our main comments below. Our 
responses to the questions in the ED's Invitation to Comment are set out in the Appendix.  

While we welcome the Board's efforts to engage with its constituents, and seek ways to make 
IFRS easier to apply, we do not support the proposals in the ED. We believe that IAS 12's 
principle that the measurement of deferred tax liabilities and deferred tax assets should reflect 
the manner in which an entity expects to recover or settle the carrying amount of its assets 
and liabilities is clear, appropriate and does not warrant an exception.  

We accept that, in some jurisdictions and circumstances, applying this principle can be 
challenging. In our experience this is generally because an entity's intentions for a specific 
asset may be to use it for a period then sell it (mixed use), calling for a blended approach to 
deferred tax measurement. However, the usage period, timing of sale and sale proceeds are all 
uncertain and subject to change. Accordingly, application of the measurement principle 
requires the use of estimates and reasoned management judgement. However, in our view 
this is an inherent feature of a principle-based system and we are not convinced that the 
challenges are notably onerous in comparison to many other IFRS principles for which no 
exception is available.          

We also disagree with the proposed scope of the amendment being limited to assets 
measured using the fair value models of IASs 16, 38 or 40. The Board reasons that using fair 
value implies recovery of an asset's carrying value though sale, and that the cost model 
implies recovery through use. We find this analysis unconvincing, given that the measurement 
model in these IASs is an accounting policy choice. Having said this, we do acknowledge that 
fair value measurement itself may lead to more significant temporary differences.        

If, notwithstanding the above,  the Board is to create an exception to IAS 12's general 
principle, we recommend that its scope is based only on the asset types most commonly 
subject to "dual rate" (or dual tax base) regimes, without reference to measurement basis. In 
our experience these asset categories are investment properties and own use land and 
buildings.  
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If you have any questions on our response, or wish us to amplify our comments, please 
contact our Executive Director of International Financial Reporting, Andrew Watchman 
(andrew.watchman@uk.gt.com or telephone + 44 207 391 9510). 

Yours sincerely, 

 

Kenneth C Sharp 
Global Leader - Assurance Services 
Grant Thornton International Ltd 
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Invitation to comment questions 

 

Question 1 – Exception to the measurement principle 

The Board proposes an exception to the principle in IAS 12 that the measurement of 
deferred tax liabilities and deferred tax assets should reflect the tax consequences that 
would follow from the manner in which the entity expects to recover or settle the 
carrying amount of its assets and liabilities. The proposed exception would apply 
when specified underlying assets are remeasured or revalued at fair value. 

Do you agree that this exception should apply when the specified underlying assets 
are remeasured or revalued at fair value? 

Why or why not? 

We are aware that, in some jurisdictions, recovery of an asset through use or through sale has 
different tax consequences. The manner of recovery may affect the tax rate, tax base or both.  
These tax regimes create challenges in applying IAS 12's principle that the measurement of 
deferred tax should reflect the expected manner of recovery. In our view the primary sources 
of difficulty are that assets are often "mixed use" (ie recovery will be partly by use and partly 
by sale), and that intentions may be unclear, undecided and subject to change.  

Nonetheless, we do not support the proposed measurement exception (or its proposed scope 
- see our response to Question 2). We believe that IAS 12's principle that the measurement of 
deferred tax should reflect the expected manner of recovery of the underlying asset is clear 
and representationally faithful. Although applying this principle can involve judgement and 
estimation uncertainty, we suggest that the degree of difficulty so caused is no greater than 
many other areas of IFRS.  Furthermore, application of the proposed changes would involve 
reporting deferred tax figures containing poorer quality information about the entity's future 
net cash inflows, contrary to paragraphs OB2 and 3 of the recently finalised Conceptual 
Framework chapter. 

Question 2 – Scope of the exception 

The Board identified that the expected manner of recovery of some underlying assets 
that are remeasured or revalued at fair value may be difficult and subjective to 
determine when deferred tax liabilities or deferred tax assets arise from: 

(a) investment property that is measured using the fair value model in IAS 40; 

(b) property, plant and equipment or intangible assets measured using the revaluation 
model in IAS 16 or IAS 38; 

(c) investment property, property, plant and equipment or intangible assets initially 
measured at fair value in a business combination if the entity uses the fair value or 
revaluation model when subsequently measuring the underlying asset; and 

(d) other underlying assets or liabilities that are measured at fair value or on a 
revaluation basis. 

The Board proposes that the scope of the exception should include the underlying 
assets described in (a), (b) and (c), but not those assets or liabilities described in (d). 

Do you agree with the underlying assets included within the scope of the proposed 
exception? 
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Why or why not? If not, what changes to the scope do you propose and why? 

As noted in our answer to Question 1, we do not agree that an exception should be made.  
However, if the Board is minded to make one,  we would prefer that any exception made is 
tightly focused on the asset categories that are most commonly subject to "dual rate" (or dual 
tax base) regimes, without reference to measurement basis. In our experience these asset 
categories are investment properties and own-use real estate (land and buildings).  

As noted in our covering letter, we are not convinced that there is a robust basis to link an 
entity's choice of measurement model with its expected manner of recovery.  

Accordingly, we suggest that the scope of any amendment be limited to investment property 
and other real estate assets, irrespective of measurement model. At the same time, the 
guidance included in SIC Interpretation 21 'Income Taxes - Recovery of Revalued Non-
Depreciable Assets' could be incorporated into IAS 12.  

Question 3 – Measurement basis used in the exception 

The Board proposes that, when the exception applies, deferred tax liabilities and 
deferred tax assets should be measured by applying a rebuttable presumption that the 
carrying amount of the underlying asset will be recovered entirely through sale. This 
presumption would be rebutted only when an entity has clear evidence that it will 
consume the asset’s economic benefits throughout its economic life. 

Do you agree with the rebuttable presumption that the carrying amount of the 
underlying asset will be recovered entirely by sale when the exception applies?  

Why or why not? If not, what measurement basis do you propose and why? 

Should the Board decide to introduce the exception, we agree with the use of a rebuttable 
presumption that the carrying amount of the underlying asset will be recovered entirely by 
sale. This would offer a pragmatic simplification without eliminating the possibility of 
applying an expected manner of recovery approach when there is clear evidence that the 
asset's economic benefits will be recovered through use.  

Notwithstanding our comment above, we have some concern that the requirement for clear 
evidence (a phrase that is not widely used elsewhere in IFRS) may be interpreted differently. 
Moreover, we suggest that entities that rebut the presumption will to some extent be self-
selecting (as entities need not attempt to collect the necessary evidence to make the rebuttal). 

Question 4 – Transition 

The Board proposes that the amendments should apply retrospectively. This 
requirement includes retrospective restatement of all deferred tax liabilities or 
deferred tax assets within the scope of the proposed amendments, including those 
that were initially recognised in a business combination. 

Do you agree with the retrospective application of the proposed amendments to IAS 
12 to all deferred tax liabilities or deferred tax assets, including those that were 
recognised in a business combination? 

Why or why not? If not, what transition method do you propose and why? 

Should the amendments be made we support retrospective application subject to the 
following comment. For deferred tax assets and liabilities relating to assets acquired in a 
business combination, retrospective restatement would lead to restatement of goodwill. This 
may in turn require re-performance of past impairment tests.  
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This leads us to question whether the  additional complexity of retrospective restatement is 
justified on cost-benefit grounds. An alternative would be to adjust retained earnings rather 
than goodwill in these circumstances. 

Question 5 – Other comments 

Do you have any other comments on the proposals? 

We have no other comments.  

 


