
 

 CAQ Alert #2007-2 – February 14, 2007 

DEAR CENTER MEMBERS

SEC Regulations Committee Issues Revised Discussion Document on FIN 48, Accounting for 
Uncertainty in Income Taxes

On November 21, 2006 the SEC Regulations Committee (Committee) issued a discussion document 
addressing specific questions regarding the implementation by public companies of the Financial Accounting 
Standards Board (FASB) Interpretation No. 48, Accounting for Uncertainty in Income Taxes (FIN 48). This 
was communicated to you in CPCAF Alert #138.

Subsequently, the SEC staff has requested that the Committee revise the discussion document to clarify the 
SEC staff’s position regarding the financial statement presentation and disclosure when a registrant changes 
its accounting principle regarding the income statement classification of interest and penalties on uncertain 
income tax positions.

Therefore, the Committee amended the discussion document on February 6, 2007 to clarify the SEC staff’s 
position, and is issuing a revised document that supersedes the previous Appendix A- Disclosures under FIN 
48 in Form 10-Q in the Period of Adoption, from the September 26, 2006 joint meeting between the SEC staff 
and the Committee.

The revised discussion document can be accessed by clicking on the following link:

Appendix A – Disclosures under FASB Interpretation No. 48 in Form 10-Q in the Period of Adoption  (revised 
as of February 6, 2007) 

The revised discussion document also is included below in its entirety.

 

 

CAQ Alert #2007-2

Page 1

http://thecaq.aicpa.org/
http://thecaq.aicpa.org/UI/ASPX/Login/SendUserToExternalSite.aspx?URL=http%3a%2f%2fwww.aicpa.org%2fcaq%2fdownload%2fAppendixA_FIN48_092606_revised.pdf&siteCode=2


Background

On July 13, 2006 FASB issued FIN 48, which is effective for fiscal years beginning after December 15, 2006. 
At its September 26, 2006 joint meeting with the SEC staff, the SEC Regulations Committee presented a 
discussion document addressing two specific questions regarding the implementation of FIN 48 by public 
companies:

1.  Financial statement disclosures in the quarter that FIN 48 is adopted.

2.  Other implementation issues, specifically the application of the SEC rules regarding preferability 
letters for changes in accounting principles related to the classification of income tax-related 
interest and penalties. 

The following revised discussion document describes the two questions, the Committee’s recommendations 
and the SEC staff’s positions.

Appendix A- Disclosures under FIN 48 in Form 10-Q in the Period of Adoption (Revised as of February 
6, 2007) 

To facilitate your review of the revised discussion document, the revisions have been highlighted in 
yellow to indicate the significant changes that were made. 

Disclosures under FASB Interpretation No. 48 in Form 10-Q in the Period of Adoption

Historically, the SEC staff has required that interim period financial statements filed on Form 10-Q that include 
the adoption of a new accounting standards in that interim period present all the disclosures required by the 
new standard. In addition, the SEC Staff has previously required that those disclosures continue to be 
provided in interim period financial statements filed on Form 10-Q subsequent to the quarter of adoption until 
the first annual financial statements are filed on Form 10-K after adoption that contain the required 
disclosures. (See, for example, Discussion Document E from the June 20, 2006 meeting.) FASB 
Interpretation No. 48, Accounting for Uncertainty in Income Taxes, is effective in the first interim period for 
fiscal years beginning after December 15, 2006. Paragraphs 20 and 21 of FIN 48 establish a number of 
disclosures that are required on an annual basis. However, FIN 48 does not require (or permit) retrospective 
application. Accordingly, when a company first adopts FIN 48 in a quarter, it is unclear how to approach the 
initial disclosure of information that relates to annual periods.

Issue/Question:

What disclosures should be made by a public company in its Form 10-Q in the period of adoption?

The following is a list of the disclosure requirements under FIN 48. For each disclosure requirement please 
indicate if the disclosure is required (1) as of the date of adoption (i.e., those which must be included in all 
interim financial statements in the year of adoption), and (2) in interim periods post adoption, which would 
address interim balances or activity during the current and year-to-date interim periods. The Committee’s 
recommendations are provided in the table below. 
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FIN 48 Disclosures Disclosure as of 
date of adoption1

Disclosure as to 
interim periods 
post adoption2

20. An enterprise shall disclose its policy on 
classification of interest and penalties in accordance 
with paragraph 19 of this Interpretation in the 
footnotes to the financial statements. 

Yes
4 Disclose any 

change in 
classification

21. An enterprise shall disclose the following at the 
end of each annual reporting period presented: 

  

a. A tabular reconciliation of the total amounts of 
unrecognized tax benefits at the beginning and end 
of the period, which shall include at a minimum: 

Total amount of 
unrecognized tax 

benefits as of date 
of adoption

Tabular 
reconciliation not 

required for interim 
periods

(1) The gross amounts of the increases and 
decreases in unrecognized tax benefits as a result 
of tax positions taken during a prior period 

N/A Disclose any 
material changes 

(2) The gross amounts of increases and decreases 
in unrecognized tax benefits as a result of tax 
positions taken during the current period 

N/A Disclose any 
material changes3

(3) The amounts of decreases in the unrecognized 
tax benefits relating to settlements with taxing 
authorities 

N/A Disclose any 
material changes3

(4) Reductions to unrecognized tax benefits as a 
result of a lapse of the applicable statute of 
limitations 

N/A Disclose any 
material changes3

b. The total amount of unrecognized tax benefits 
that, if recognized, would affect the effective tax rate 

Yes, amount of as 
of date of adoption 

Disclose any 
material changes 

c. The total amounts of interest and penalties 
recognized in the statement of operations and the 
total amounts of interest and penalties recognized in 
the statement of financial position4

Total amount of 
accrued interest 

and penalties as of 
date of adoption

Disclose any 
material changes4

d. For positions for which it is reasonably possible 
that the total amounts of unrecognized tax benefits 
will significantly increase or decrease within 12 
months of the reporting date: 

Yes, amount of as 
of date of adoption 

Disclose any 
material changes5

(1) The nature of the uncertainty Yes, as of date of 
adoption 

Disclose any 
material changes 
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(2) The nature of the event that could occur in the 
next 12 months that would cause the change 

Yes, as of date of 
adoption 

Disclose any 
material changes 

(3) An estimate of the range of the reasonably 
possible change or a statement that an estimate of 
the range cannot be made 

Yes, estimate of as 
of date of adoption 

Disclose any 
material changes 

e. A description of tax years that remain subject to 
examination by major tax jurisdictions. 

Yes, as of date of 
adoption 

Disclose any 
material changes 

SEC Staff Position: The SEC staff agrees that this approach to disclosures is reasonable.

In addition, registrants should consider the following disclosures regarding the classification of 
interest and penalties under paragraphs 20 and 21(c) of FIN 48. 

Change in classification upon adoption : 
If upon adoption of FIN 48, a registrant adopts a new financial statement classification of interest 
and penalties, it should disclose that it has adopted a new accounting principle and disclose its new 
policy for classification of interest and penalties. Because FIN 48 transition does not allow any form 
of retroactive application, financial statements for periods presented prior to adoption of FIN 48 
should not be retroactively restated or reclassified to conform to the newly adopted accounting 
principle. However, a registrant should disclose its policy for the classification of interest and 
penalties for prior periods. Also, see “Other Implementation Questions” below regarding 
preferability. 

Change in classification subsequent to adoption:
If subsequent to the first quarter of the year of adoption of FIN 48, a registrant changes its financial 
statement classification of interest and penalties, it should provide the disclosures specified by 
paragraphs 17 and 18 of FASB Statement No. 154, Accounting Changes and Error Corrections, a 
replacement of APB Opinion No. 20 and FASB Statement No. 3 (FAS 154) and file a preferability 
letter (post adoption). This change in accounting principle would be retrospectively applied 
beginning with the first interim period in which FIN 48 was applied. Periods prior to the adoption of 
FIN 48 should not be retroactively restated or reclassified, because FIN 48 transition does not allow 
retroactive application. 

Additional disclosures for such changes in classification : 
If a registrant has changed its classification policy, the SEC staff believes the registrant should 
disclose, in annual financial statements that include any period prior to the adoption of FIN 48, both 
the classification and amount of interest and penalties on uncertain income tax positions reflected 
in each income statement.  In those circumstances, if the registrant cannot determine the amount of 
interest and penalties for periods prior to the adoption of FIN 48 due to its inability to disaggregate 
the interest or penalties portion of the accrual from the underlying tax exposure, it should disclose 
that fact. 

1Disclose in all interim financial statements in the year of adoption
2Regarding interim balances or activity during the current and year-to-date interim periods
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3If material amounts are recognized during the quarter, disclosure in management's discussion and analysis may be 
recquired.
4See SEC Staff Position below regarding supplemental disclosures for interest and penalties in pre-adoption periods. 
5If material amounts are updated during the quarter disclosure in management’s discussion and analysis may be 
required and critical accounting policies may need to be updated.

Other Implementation Questions

Income statement classification of interest and penalties for income tax deficiencies under FASB 
Interpretation No. 48

Item 601(b)(18) of Regulation S-K requires a preferability letter for changes in accounting principles, except 
when the change is the result of the application of a new standard. Neither FASB Statement No. 109, 
Accounting for Income Taxes, nor FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes, 
specifies how interest and penalties on income tax deficiencies should be classified. However, FIN 48 states 
that classification of these items is an accounting policy that requires disclosure.

Issues/Questions:

1.  If a registrant changes its income statement classification of interest and/or penalties in 
connection with the adoption of FIN 48, is a preferability letter required? 

Committee Recommendation: No. While technically such a change might represent an 
accounting change for which FAS 154 would require a registrant to establish preferability, the 
recognition and measurement attributes of tax positions (and possibly the related interest and 
penalties) may significantly differ under FIN 48 (resulting in potentially larger amounts of interest 
and penalties). Accordingly, the Committee believes it appropriate for a registrant to have a one-
time “safe harbor” upon the adoption of FIN 48 to change its classification policy without 
establishing preferability.

SEC Staff Position: The SEC staff noted that acceptable alternatives to the income 
statement classification of interest and/or penalties on income tax contingencies existed 
prior to FIN 48 and continue to exist after FIN 48. However, after further consideration, 
because the accounting model for tax contingencies and interest has fundamentally 
changed, the SEC staff would not require justification of the change pursuant to paragraph 
13 of Statement 154 or a preferability letter upon adoption of FIN 48.

2.  If a registrant changes its income statement classification of interest and/or penalties after the 
adoption of FIN 48, is a preferability letter required? 

Committee Recommendation: Yes 

SEC Staff Position: After the adoption of FIN 48, the SEC staff agreed that a preferability 
letter is required for a material change in a registrant's accounting policy regarding the 
classification of interest and/or penalties on income tax contingencies.  
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SEC Regulations Committee

The SEC Regulations Committee meets periodically with the staff of the SEC to discuss emerging 
technical accounting and reporting issues relating to SEC rules and regulations. The purpose of the 
joint meeting highlights is to summarize the issues discussed at the meetings (between the SEC staff 
and the members of the SEC Regulations Committee). The highlights of these meetings have not 
been considered and acted on by senior technical committees of the AICPA, by the Financial 
Accounting Standards Board, SEC or the Public Company Accounting Oversight Board and do not 
represent an official position of any of these organizations. In addition, these highlights are not 
authoritative positions or interpretations issued by the SEC or its staff. The highlights were not 
transcribed by the SEC and have not been considered or acted upon by the SEC or its staff. 
Accordingly, the highlights do not constitute an official statement of the views of the Commission or of 
the staff of the Commission.

Back to top

Stay Informed

As a member of the Center, your firm will receive periodic updates on important developments related 
to the PCAOB and the SEC, as well as the activities of the Center, particularly with respect to the 
submission of comment letters on PCAOB and SEC proposals. To stay abreast of these and other 
relevant events in public company audit practice, please visit the Center Web site at theCAQ.aicpa.
org. Also, we welcome any suggestions or questions - please send them by email at center@aicpa.
org.

Sincerely, 

Lillian Ceynowa, CPA
Center for Audit Quality
Director of Professional Practice & Member Relations
(201) 938-3759
lceynowa@aicpa.org

Jeanne Parsons, CPA
Senior Technical Manager
Professional Practice &
Member Relations
(201) 938-3099
jparsons@aicpa.org 

Annette Schumacher Barr, CPA
Technical Manager
Professional Practice & 
Member Relations  
(202) 609-8062
aschumacher@aicpa.org
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Kellie Sclafani, CPA
Technical Manager
Professional Practice & 
Member Relations  
(201) 938-3605
ksclafani@aicpa.org

Glynis Jones
Project Manager
Professional Practice & 
Member Relations  
(201) 938-3035
gjones@aicpa.org

 

Your email address is part of the Center For Audit Quality mailing list. To unsubscribe to future Center For Audit Quality 
emails, forward this message to The_CAQ_remove@email.aicpa.org .

If you need an updated address change, please include your old email address, new email address, and AICPA member 
ID (if applicable) to center@aicpa.org.

AICPA 
1211 Avenue of the Americas 
New York, NY 10036
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