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Dear Sir David
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ICAEW is pleased to respond to your request for comments on the Exposure Draft Deferred Tax: Recovery of Underlying Assets - Proposed amendments to IAS 12.
Please contact me should you wish to discuss any of the points raised in the attached response.
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ED/2010/10 LEASES TAX: RECOVERY OF UNDERLYING ASSETS – PROPOSED AMENDMENTS TO IAS 12 
Memorandum of comment submitted in November 2010 by ICAEW, in response to the IASB’s Exposure Draft Tax: Recovery of Underlying Assets - Proposed amendments to IAS 12 published in September 2010.
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INTRODUCTION

1. ICAEW welcomes the opportunity to comment on the consultation paper Leases published by the International Accounting Standards Board (IASB).
WHO WE ARE

2. ICAEW operates under a Royal Charter, working in the public interest. Its regulation of its members, in particular its responsibilities in respect of auditors, is overseen by the Financial Reporting Council. As a world leading professional accountancy body, we provide leadership and practical support to over 134,000 members in more than 160 countries, working with governments, regulators and industry in order to ensure the highest standards are maintained. We are a founding member of the Global Accounting Alliance, which has over 775,000 members worldwide.

3. Our members provide financial knowledge and guidance based on the highest technical and ethical standards.  They are trained to challenge people and organisations to think and act differently, to provide clarity and rigour, and so help create and sustain prosperity. We ensure that these skills are constantly developed, recognised and valued.

MAJOR POINTS

Overall
4. We do not support the proposals. The only rationale for the proposed changes appears to be that applying the existing standard can sometimes be difficult. We do not believe that simplicity should be favoured over good financial reporting. Other standards can be equally, if not more, difficult to apply, but no relief is offered purely on this basis.
5. We accept that judgement has to be applied in many cases when determining the manner in which an entity expects to recover or settle the carrying amounts of assets or liabilities. We would prefer explicit disclosure of how management has applied its judgement rather than the proposed exception to the underlying principle. The solution proposed replaces principles and judgement with what is effectively a rule and we therefore see it as a backwards step.Moreover, in many cases the resulting deferred tax balances will not represent future cash flows and as such may be considered meaningless.

RESPONSES TO SPECIFIC QUESTIONS

Question 1
Do you agree that this exception should apply when the specified underlying assets are remeasured or revalued at fair value? Why or why not?
6. We appreciate that an issue can arise in some jurisdictions when applying the principle set out in paragraph 51 of IAS 12. However, we do not support the proposed exception to this principle.
7. We accept that applying the current requirements can be difficult or subjective. However, the current approach remains preferable to one that would presume recovery through sale as in many cases this would result in deferred tax balances being recognised that bear no resemblance to the eventual cash flows.

8. The proposals offer a simple solution that would improve consistency and the resulting deferred tax balances would be supported by a more objective calculation. There is some attraction in this. However, we believe that the easy solution is not always the best and that it is better that management continue to apply judgement in determining the manner in which they expect to recover or settle the carrying amounts of assets or liabilities as this is more likely to result in a more accurate, albeit more subjective, calculation of their deferred tax balances.
Question 2
Do you agree with the underlying assets included within the scope of the proposed exception? Why or why not? If not, what changes to the scope do you propose and why?

9. As noted above, we do not agree with the proposed exception. However, if an exception were to be given, we believe it should only apply where it is difficult to determine the manner in which an entity expects to recover or settle the carrying amounts of assets or liabilities. Where there is no difficulty applying the existing model there is no clear reason why it should be amended.
10. Arguably, any exception should be limited to investment properties although we would accept its application to other revalued PPE and intangibles. We agree that the scope of the amendment should not be extended to other items measured at fair value or on a revaluation basis.
Question 3
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?
11. We do not agree with the rebuttable presumption as it may result in meaningless deferred tax balances being disclosed. For example, take an entity that has a clear strategy to use an asset for the next five years and then sell it. Although some of the asset’s carrying amount will be recovered by use and some by sale, there should be no difficulties in calculating the deferred tax balance. It therefore seems illogical to require it to presume that the whole carrying amount will be recovered through sale. But this appears to be the only option under the proposals, as the presumption can only be rebutted where there is clear evidence that the entity will consume all the asset’s economic benefits throughout its life.
12. While the proposals aim to reduce subjectivity, all they achieve is to shift the focus of this subjectivity away from the manner in which the asset will be recovered and onto what constitutes ‘clear evidence’ that the presumption can be rebutted. Because of this, the desired consistency may not be achieved in practice.
Question 4
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?

13. If the changes were to be applied, we agree that they should be applied retrospectively. However, further clarification is needed on any adjustments in relation to past business combinations eg, will this result in a restatement of goodwill?
Question 5 
Do you have any other comments on the proposals?

14. No.
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