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Dear Ms Lloyd 

Tentative agenda decision: IAS 12 – Interest and penalties related to income 
taxes 

We appreciate the opportunity to comment on the IFRS Interpretations Committee’s 
(the Committee) tentative agenda decision IAS 12 Income Taxes – Interest and 
penalties related to income taxes (IFRIC Update March 2017). We have consulted with, 
and this letter represents the views of, the KPMG network.  

We support the Committee’s decision not to add this issue to its agenda as a separate 
project, because the IASB and the Committee have other competing priorities at 
present. However, we have significant concerns about the drafting of the tentative 
agenda decision.  

The current wording of the tentative agenda decision could be read as requiring an 
entity, as a first step, to determine if interest or penalty related to an income tax is itself 
an income tax in the scope of IAS 12. We are concerned that this requirement may 
pose significant challenges in practice because:  

― interest and penalties are not explicitly included in the scope of IAS 12, as 
acknowledged by the Committee in its discussions; 

― the definition of income tax – i.e. a tax which is based on taxable profit – does 
not refer to interest or penalties; and 

― it is not clear how one could apply the principle of ‘net amount’ that is implied 
from the definition of an income tax in paragraph 5 of IAS 12 (see IFRIC Update 
– May 2009) to interest and penalties, which are themselves are generally 
‘gross’ amounts. 
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In addition we note that in practice, when dealing with uncertain tax treatments, it may 
be challenging to distinguish between the amount of tax and the amount of interest if 
the amount payable (receivable) to (from) a taxation authority is negotiated as a single 
amount without stating which portion relates to interest or to penalties. 

If it was the Committee’s intention to require determining whether interest or penalties 
related to an income tax are themselves income taxes in the scope of IAS 12, then we 
believe that the agenda decision should clarify how to apply the definition of income tax 
to interest and penalties and how to analyse this in practice.  

If finalised as drafted, the decision would set new requirements and we believe that the 
Committee would need to provide guidance on how to implement this agenda decision 
in the financial statements. This is because agenda decisions usually interpret the 
existing requirements and so have immediate effect, therefore they do not envisage 
transitional provisions. To the extent applying the agenda decision is a change in 
practice, it usually is applied on a retrospective basis. This could be particularly 
problematic if the agenda decision is finalised at the June 2017 IFRIC meeting – which 
is close to a reporting date. It may be impracticable to apply this specific decision 
without further guidance.  

Conversely, if it was not the Committee’s intention to require determining whether 
interest or penalties related to an income tax are themselves income taxes in the scope 
of IAS 12, then we suggest deleting the first observation in the tentative agenda 
decision (i.e. the first bullet point) and instead simply acknowledge the existing diversity 
in practice regarding the standard applied to interests and penalties related to income 
tax. 

Please contact Mark Vaessen +44 (0)20 7694 8871 or Sanel Tomlinson + 85 221 43 
8694 if you wish to discuss any of the issues raised in this letter. 

Yours sincerely 
 

 
 
KPMG IFRG Limited 
 

cc Reinhard Dotzlaw 
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