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Summary and Questions for Respondents

Why Is the FASB Issuing This Proposed Accounting
Standards Update (Update)?

The Board is issuing the amendments in this proposed Update as part of the
disclosure framework project. The objective and primary focus of the disclosure
framework project are to improve the effectiveness of disclosures required by
generally accepted accounting principles (GAAP) in the notes to financial
statements by facilitating clear communication of information that is most
important to financial statement users. Achieving the objective of improving the
effectiveness of the notes to financial statements includes:

1. The development of a framework that promotes consistent decisions by
the Board about disclosure requirements
2. The appropriate exercise of discretion by reporting entities.

In March 2014, the Board issued proposed FASB Concepts Statement,
Conceptual Framework for Financial Reporting—Chapter 8: Notes to Financial
Statements. That proposed Concepts Statement is intended to identify a broad
range of possible information for the Board to consider when deciding on the
disclosure requirements for a particular Topic. From that intentionally broad set,
the Board would identify a more narrow set of disclosures about that Topic to be
required on the basis of an evaluation of whether the benefits of entities providing
the information justify the costs. The Concepts Statement, when finalized, would
be used by the Board as a basis for establishing disclosure requirements in
future accounting standards as well as for evaluating existing disclosure
requirements.

The Board decided to test the guidance in the proposed Concepts Statement and
improve the effectiveness of disclosure requirements by using that guidance to
propose amendments to disclosures on inventory, income taxes, fair value
measurements, and defined benefit pensions and other postretirement plans.
The amendments in this proposed Update are the result of the Board’s
consideration of the proposed Concepts Statement as they relate to income tax
disclosures.

In September 2015, the Board issued the proposed Accounting Standards
Update, Notes to Financial Statements (Topic 235): Assessing Whether
Disclosures Are Material (proposed Update on Topic 235), which would promote
a reporting entity’s use of discretion when evaluating disclosure requirements set
forth by the Board. Appropriate application of the amendments in the proposed
Update on Topic 235 would result in an entity providing material information while
also allowing the entity to exclude immaterial information. Those amendments
also would, among other things, clarify that a reporting entity may consider



materiality when assessing disclosure requirements for both quantitative and
qualitative information. The amendments in the proposed Update on Topic 235
have been considered by the Board in developing the amendments in this
proposed Update. That is, the amendments in this proposed Update:

1. State that an entity need not provide required disclosures if they are
immaterial

2. Eliminate phrases such as “an entity shall disclose at a minimum,”
which make it difficult to justify omitting immaterial disclosures

3. Refer readers to Topic 235, Notes to Financial Statements (as would be
amended by the guidance in the proposed Update on Topic 235), for
discussion of the appropriate exercise of discretion.

While included in this proposed Update, those specific amendments are subject
to redeliberations following the comment period for the proposed Update on
Topic 235.

The Board anticipates that entities would incur moderate costs as a result of the
amendments in this proposed Update while providing users with beneficial
information that would justify those costs. An entity’s decision to omit immaterial
disclosures (if it had not done so previously) may reduce the entity’s total cost of
complying with the disclosure requirements, although in certain cases there may
be costs incurred to assess whether a disclosure is immaterial.

Who Would Be Affected by the Amendments in This
Proposed Update?

The amendments in this proposed Update would apply to all entities that are
subject to income taxes.

Certain of the disclosures that would be required by the amendments in this
proposed Update would not be required for entities other than public business
entities.

What Are the Main Provisions?

The amendments in this proposed Update would replace the term public entity,
currently in Topic 740, Income Taxes, with the term public business entity as
defined in the Master Glossary of the Accounting Standards Codification.

The amendments in this proposed Update would modify the current disclosure
requirements for income taxes. The following additional disclosures would be
required by Topic 740 for all entities on the basis of the proposed Concepts
Statement, which includes cost and benefit considerations:



1. Description of an enacted change in tax law that is probable to have an
effect on the reporting entity in a future period

2. Income (or loss) from continuing operations before income tax expense
(or benefit) disaggregated between domestic and foreign

3. Income tax expense (or benefit) from continuing operations
disaggregated between domestic and foreign

4. Income taxes paid disaggregated between domestic and foreign, and
the amount of income taxes paid to any country that is significant to total
income taxes paid

5. An explanation of circumstances that caused a change in assertion
about the indefinite reinvestment of undistributed foreign earnings and
the corresponding amount of those earnings

6. The aggregate of cash, cash equivalents, and marketable securities
held by foreign subsidiaries.

The following disclosures would be required for public business entities by Topic
740 on the basis of the proposed Concepts Statement, which includes cost and
benefit considerations:

1. Within the reconciliation of the total amounts of unrecognized tax
benefits at the beginning and end of the period, settlements using
existing deferred tax assets separate from those that have been or will
be settled in cash.

2. The line items in the statement of financial position in which the
unrecognized tax benefits are presented and the related amounts of
such unrecognized tax benefits. If the unrecognized tax benefits are not
presented in the statement of financial position, those amounts should
be disclosed separately.

3. The amount and explanation of the valuation allowance recognized
and/or released during the reporting period.

4. The total amount of unrecognized tax benefits that offsets the deferred
tax assets for carryforwards.

The proposed Concepts Statement would limit disclosure of future-oriented
information to that which is used as inputs to measurements in the financial
statements or in the notes to financial statements. As a result, the amendments
in this proposed Update would eliminate the requirement for all entities to (1)
disclose the nature and estimate of the range of the reasonably possible change
in the unrecognized tax benefits balance in the next 12 months or (2) make a
statement that an estimate of the range cannot be made.

The amendments in this proposed Update would modify the existing rate
reconciliation requirement for public business entities to be consistent with U.S.
Securities and Exchange Commission (SEC) Regulation S-X 210.4-08(h), Rules
of General Application—General Notes to Financial Statements: Income Tax
Expense. That regulation requires separate disclosure for any reconciling item
that amounts to more than 5 percent of the amount computed by multiplying the



income before tax by the applicable statutory federal income tax rate. The
proposed amendments would further modify the requirement to explain the
changes in those reconciling items from year to year.

The amendments in this proposed Update would reduce diversity in practice by
explicitly requiring (1) a public business entity to disclose the amounts of federal,
state, and foreign carryforwards (not tax effected) by time period of expiration for
each of the first five years after the reporting date and a total for any remaining
years and (2) an entity other than a public business entity to disclose the total
amounts of federal, state, and foreign carryforwards (not tax effected) and their
expiration dates. In addition, a public business entity would be required to
disclose the amounts of deferred tax assets for federal, state, and foreign
carryforwards (tax effected) before the valuation allowance. Those amounts
would be further disaggregated by time period of expiration for each of the first
five years after the reporting date and a total for any remaining years.

The amendments in this proposed Update would require an entity to disclose the
description of a legally enforceable agreement with a government, including the
duration of the agreement and the commitments made with the government
under that agreement and the amount of benefit that reduces, or may reduce, its
income tax burden. Under those agreements, the government would determine
whether an entity will receive assistance and/or how much assistance an entity
will receive even if the entity meets applicable eligibility requirements. This
disclosure would not apply to circumstances in which the entity meets the
applicable eligibility requirements that are broadly available to tax payers without
specific agreement between the entity and the government.

The amendments in this proposed Update include language designed to promote
an entity’s use of discretion that reinforces that the entity can assess the
applicability of disclosure requirements on the basis of whether the resulting
information is material, thereby improving the effectiveness of the notes to
financial statements.

When Would the Amendments Be Effective?

The amendments in this proposed Update would be applied prospectively.

The effective date will be determined after the Board considers stakeholder
feedback on the proposed amendments.

Questions for Respondents

The Board invites individuals and organizations to comment on all matters in this
proposed Update, particularly on the issues and questions below. Comments are
requested from those who agree with the proposed guidance as well as from
those who do not agree. Comments are most helpful if they identify and clearly



explain the issue or question to which they relate. Those who disagree with the
proposed guidance are asked to describe their suggested alternatives, supported
by specific reasoning.

Question 1: Would the proposed amendments result in more effective, decision-
useful information about income taxes? Please explain why or why not. Would
the proposed amendments result in the elimination of decision-useful information
about income taxes? If yes, please explain why.

Question 2: Are the proposed disclosure requirements operable and auditable?
If not, which aspects pose operability or auditability issues and why?

Question 3: Would any of the proposed disclosures impose significant
incremental costs? If so, please describe the nature and extent of the additional
costs.

Question 4: The Board is proposing that reporting entities disclose income taxes
paid for any foreign country that is significant to total income taxes paid. The
Board also considered requiring disclosure by significant country of income (or
loss) from continuing operations before income tax expense (or benefit) and
income tax expense (or benefit) from continuing operations but decided that this
disclosure would be costly and potentially not beneficial in assessing prospects
for cash flows related to income taxes (see paragraph BC22 of this proposed
Update). Are there other costs or benefits that the Board should consider
regarding these potential disclosures? Are there other country-level disclosures
that the Board should consider that may be more cost beneficial?

Question 5: The Board considered several disclosures on indefinitely reinvested
foreign earnings (see paragraphs BC27-BC40 of this proposed Update). Is there
other information that the Board should consider regarding these potential
disclosures? Are there other disclosures about indefinitely reinvested foreign
earnings that would be more cost beneficial?

Question 6: The proposed amendments would apply to all entities, except for
the requirements in paragraphs 740-10-50-6A through 50-6B, 740-10-50-12, and
740-10-50-15A for which entities other than public business entities would be
exempt. Do you agree with the exemption for entities other than public business
entities? If not, please describe why and which disclosures should be required for
entities other than public business entities.

Question 7: Are there any other disclosures that should be required by Topic
740 on the basis of the proposed Concepts Statement or for other reasons?
Please explain why.

Question 8: Are there any other disclosure requirements retained following the
review of Topic 740 that should be removed on the basis of the proposed
Concepts Statement or for other reasons? Please explain why.
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[Note: To see how the Board applied the decision questions from the
proposed Concepts Statement to Topic 740, see Decision Questions
Considered in Establishing Disclosure Requirements on this project’s
summary page on the FASB’s website (www.fasb.org).]

Question 9: Should the proposed disclosures be required only for the reporting
year in which the requirements are effective and thereafter or should prior
periods be restated in the year in which the requirements are effective? Please
explain why.

Question 10: How much time would be needed to implement the proposed
amendments? Should the amount of time needed to implement the proposed
amendments by entities other than public business entities be different from the
amount of time needed by public business entities? Should early adoption be
permitted? If the answer is “yes” to either question, please explain why.

Public Roundtable Meetings

The Board plans to hold public roundtable meetings on this proposed Update in
conjunction with the overall disclosure framework project. The purpose of
roundtable meetings is to listen to the views of, and obtain information from,
interested stakeholders about this proposed Update.
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Amendments to the
FASB Accounting Standards Codification®

Introduction

1. The Accounting Standards Codification is amended as described in
paragraphs 2—6. In some cases, to put the change in context, not only are the
amended paragraphs shown but also the preceding and following paragraphs.
Terms from the Master Glossary are in bold type. Added text is underlined, and
deleted text is struck-out.

Amendments to Master Glossary

2. Supersede the following Master Glossary terms from Subtopic 740-10 as
follows:

Amendments to Subtopic 740-10



3.  Amend paragraphs 740-10-50-1, 740-10-50-3 through 50-16 and their
related headings, and 740-10-50-20 and add paragraphs 740-10-50-1A through
50-1B, 740-10-50-6A through 50-6B, 740-10-50-8A, 740-10-50-10A through 50-
10B, and 740-10-50-22 through 50-25 and the related heading, with a link to
transition paragraph 740-10-65-5, as follows:

Income Taxes—Overall

Disclosure

[Note: Paragraph 740-10-50-1 contains paragraph references from the
proposed Accounting Standards Update, Notes to Financial Statements
(Topic 235): Assessing Whether Disclosures Are Material.]

740-10-50-1 This Section provides guidance on the financial statement
disclosure requirements relating to income taxes applicable to all entities. A
reporting entity does not need to provide disclosures required by this Subtopic if
the disclosures are immaterial. See paragraphs 235-10-50-7 through 50-9 for
additional guidance on determining whether disclosures are material.

740-10-50-1A The objective of the disclosure requirements in this Section is to
provide users of financial statements with information about the following:

a. Entity-specific factors, particularly the potential effects from changes in
tax laws and other circumstances, of which a user is not expected to be
aware

b. Explanation of how income taxes affect financial statement line items
and assumptions that an entity makes in determining those line items

c. The various components of income taxes that are measured differently
or could affect prospects for net cash flows differently

d. Causes of the changes in financial statement line items related to
income taxes

e. The difference between expectations based on statutory rates and the
effective rate

f.  Acceptable alternative accounting policies or methods

g. Current circumstances related to undistributed earnings that are

expected to affect the financial statements of the entity in the future.

740-10-50-1B For purposes of this Section, foreign income taxes or other foreign
tax-related items are those related to any country outside of the reporting entity’s

home country.
> Statement of Financial Position Related Disclosures

740-10-50-2 The components of the net deferred tax liability or asset
recognized in an entity’s statement of financial position shall be disclosed as
follows:



a. The total of all deferred tax liabilities measured in paragraph 740-10-30-
5(b)

b. The total of all deferred tax assets measured in paragraph 740-10-30-
5(c) through (d)

c. The total valuation allowance recognized for deferred tax assets
determined in paragraph 740-10-30-5(e).

The net change during the year in the total valuation allowance also shall be
disclosed.

740-10-50-3 An entity shall disclose beth-ef-the following:
a. Subparagraph superseded by Accounting Standards Update No. 2016-
XX Fhe-amounts—and-expiration-dates—of operatingtoss—and-tax—credd

b. Any portion of the valuation allowance for deferred tax assets for which
subsequently recognized tax benefits will be credited directly to
contributed capital (see paragraph 740-20-45-11).

740-10-50-4 In the event that a change in an entity’s tax status becomes
effective after year-end in Year 2 but before the financial statements for Year 1
are issued or are available to be issued (as discussed in Section 855-10-25), the
entity’s financial statements for Year 1 shall disclose the change in the entity’s
tax status for Year 2 and the effects of that change—f-material.

740-10-50-5 An entity’s temporary difference and carryforward information
requires additional disclosure. The additional disclosure differs for publiepublic
business entities and nenpublic-entities other than public business entities.

> > Public Business Entities

740-10-50-6 A publie—entitypublic business entity shall disclose the
approximate tax effect of each type of temporary difference and {add glossary
link}carryforward{add glossary link} that gives rise to a significant portion of
deferred tax liabilities and deferred tax assets (before allocation of valuation
allowances).

740-10-50-6A A public business entity shall disclose the following:

a. The amounts of federal, state, and foreign carryforwards (not tax
effected) by time period of expiration for each of the first five years after
the reporting date and a total for any remaining years.

b. The amounts of deferred tax assets for federal, state, and foreign

carryforwards (tax effected) before the valuation allowance. Those

amounts shall be further disaggregated by time period of expiration for
each of the first five years after the reporting date and a total for any
remaining years.

The total amount of unrecognized tax benefits that offsets the deferred

tax asset attributable to carryforwards.

|©




See paragraphs 740-10-55-218 through 55-220 (Example 31) for an illustration.

740-10-50-6B A public business entity shall disclose the amount and explanation
of the valuation allowance recognized or released during the reporting period.

740-10-50-7 See paragraph 740-10-50-16 for disclosure requirements applicable
to a public business entity that is not subject to income taxes.

> > Nonpublic-Entities Other Than Public Business Entities

740-10-50-8 A-nenpublic—entityAn entity other than a public business entity
shall disclose the types of significant temporary differences and carryforwards
but may omit disclosure of the tax effects of each type.

740-10-50-8A An entity other than a public business entity shall disclose the total
amounts of federal, state, and foreign carryforwards (not tax effected) and their
expiration dates. See paragraphs 740-10-55-218 through 55-219 and 740-10-55-
220A (Example 31).

> Income Statement Related Disclosures

740-10-50-9 The significant components of inceme—tax—expenseincome tax
expense (or benefit) attributable to continuing operations for each year
presented shall be disclosed in the financial statements or notes thereto. Those
components would include, for example:

a. Current tax expense (or benefit)

b. Deferred tax expense (or benefit) (exclusive of the effects of other
components listed below)

c. Investment tax credits

d. Subparagraph superseded by Accounting Standards Update No. 2016-

Xieeve#mqent—gmms—(te—the—extent—reee@%ed—as—a—redueuen—ef

e. The benefits of operating loss carryforwards

f.  Tax expense that results from allocating certain tax benefits directly to
contributed capital

g. Adjustments of a deferred tax liability or asset for enacted changes in
tax laws or rates or a change in the tax status of the entity

h. Adjustments of the beginning-of-the-year balance of a valuation
allowance because of a change in circumstances that causes a change
in judgment about the realizability of the related deferred tax asset in
future years. For example, any acquisition-date income tax benefits or
expenses recognized from changes in the acquirer's valuation
allowance for its previously existing deferred tax assets as a result of a
business combination (see paragraph 805-740-30-3).

740-10-50-10 The amount of {remove glossary link}income tax expense (or
benefit){remove glossary link} allocated to continuing operations and the
amounts separately allocated to other items (in accordance with the intraperiod

10



tax allocation provisions of paragraphs 740-20-45-2 through 45-14 and 852-740-
45-3) shall be disclosed for each year for which those items are presented.

740-10-50-10A Income (or loss) from continuing operations before income tax
expense (or benefit) disaggregated between domestic _and foreign shall be
disclosed.

740-10-50-10B Income tax expense (or benefit) from continuing operations
disaggregated between domestic and foreign shall be disclosed.

> Income Tax Expense Compared to Statutory Expectations

740-10-50-11 The reported amount of income tax expense may differ from an
expected amount based on statutory rates. The following guidance establishes
the disclosure requirements for such situations and differs for public business
entities and nenpublic-entities other than public business entities.

> > Public Business Entities

740-10-50-12 A public business entity shall disclose a reconciliation between the
amount of reported total income tax expense (or benefit) from continuing
operations and the amount computed by multiplying the income (or loss) before
tax by the applicable statutory federal income tax rate, showing the estimated
reporting currency amount of each of the underlying causes for the difference. In
situations in which the public business entity is a foreign entity, the income tax
rate_in that entity’s country of domicile shall normally be used in making the
above computation, but different rates shall not be used for subsidiaries or other
segments of a public business entity. When the rate used by a public business
entity is other than the U.S. federal corporate income tax rate, the public
business entity shall disclose the rate used and the basis for using that rate. If no
individual reconciling item _amounts to _more than 5 percent of the amount
computed by multiplying the income before tax by the applicable statutory federal
income tax rate and the total difference to be reconciled is less than 5 percent of
that computed amount, no reconciliation need be provided. Reconciling items
that are individually less than 5 percent of the computed amount may be
aggregated in the reconciliation. The reconciliation _may be presented in

percentages rather than in reportlnq currency amountsusmg—pereentages—er

#emeentmumgeperatren& The statutory tax rates shaII be the regular tax rates if
there are aIternatrve tax systems. Jhe—estrmated—ameunt—and—the—nature—ef—eaeh

- An explanation of the year-to-year
changes in those reconciling items also shall be disclosed.

> > Nenpublic-Entities Other Than Public Business Entities

11



740-10-50-13 A—nonpublicAn entity other than a public business entity shall
disclose the nature of significant reconciling items but may omit a numerical
reconciliation.

> > All Entities

740-10-50-14 If not otherwise evident from the disclosures required by this
Section, all-entitiesan entity shall disclose the nature and effect of any other
significant matters affecting comparability of information for all periods presented.

> Unrecognized Tax Benefit Related Disclosures

740-10-50-15 An entityAll-entities shall disclose a#-ef-the following at the end of
each annual reporting period presented:

a.

b.

Subparagraph superseded by Accounting Standards Update No. 2009-
06

Subparagraph superseded by Accounting Standards Update No. 2009-
06

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 position

Subparagraph superseded by Accounting Standards Update No. 2016-

XX.For—pesitions—for—which—itis—reasonably—possible—that thetotal

statement-that-an-estimate-of the range-cannotbe-made:
A description of tax years that remain subject to examination by major
tax jurisdictions.

740-10-50-15A Rublic—entitiesA public business entity shall disclose-beth-of-the
following at the end of each annual reporting period presented:

a.
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A tabularreconciliation of the total amounts of unrecognized tax benefits
at the beginning and end of the period, which shall include—at—a
minimom:

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

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

3. Fhe-amounts-of decreases-inthe-unrecoghized-tax-benefitsrelating

i i ities—Settlements using existing




deferred tax assets separate from those that have been or will be
settled in cash
4. Reductions to unrecognized tax benefits as a result of a lapse of
the applicable statute of limitations.
b. The total amount of unrecognized tax benefits that, if recognized, would
affect the effective tax rate.
The line items in the statement of financial position in which the
unrecognized tax benefits are presented and the related amounts of
such unrecognized tax benefits. If the unrecognized tax benefits are not
presented in the statement of financial position, disclose those amounts

separately.

See Example 30 (paragraph 740-10-55-217) for an illustration of disclosures
about uncertainty in income taxes.

[©

> Public Business Entities Not Subject to Income Taxes

740-10-50-16 A public business entity that is not subject to income taxes
because its income is taxed directly to its owners shall disclose that fact and the
net difference between the tax bases and the reported amounts of the entity’s
assets and liabilities.

> Entities with Separately Issued Financial Statements That Are Members
of a Consolidated Tax Return

740-10-50-17 An entity that is a member of a group that files a consolidated tax
return shall disclose in its separately issued financial statements:

a. The aggregate amount of current and deferred tax expense for each
statement of earnings presented and the amount of any tax-related
balances due to or from affiliates as of the date of each statement of
financial position presented

b. The principal provisions of the method by which the consolidated
amount of current and deferred tax expense is allocated to members of
the group and the nature and effect of any changes in that method (and
in determining related balances to or from affiliates) during the years for
which the above disclosures are presented.

> Policy Related Disclosures

740-10-50-18 Acceptable alternative policy choices available to an entity require
disclosure as follows in paragraphs 740-10-50-19 through 50-20.

> > Interest and Penalty Recognition Policies

740-10-50-19 An entity shall disclose its policy on classification of interest and
penalties in accordance with the alternatives permitted in paragraph 740-10-45-
25 in the notes to the financial statements.

> > Investment Tax Credit Recognition Policy

13



740-10-50-20 Paragraph 740-10-25-46 identifies the deferral method and the
flow-through method as acceptable methods of accounting for investment tax
credits. Whichever method of accounting for the investment credit is adopted, it is
essential that full disclosure be made of the method followed and amounts
involved--when-material.

> Other Disclosures

740-10-50-21 In addition to disclosures required by this Subtopic, disclosures
regarding estimates meeting certain criteria are established in paragraph 275-10-
50-8 for nongovernmental entities. See Example 31 (paragraph 740-10-55-218)
for an illustration of disclosure relating to the realizability of a deferred tax asset
under the requirements of Topic 275.

740-10-50-22 An entity shall describe an enacted change in tax law that is {add
glossary link to 2nd definition}probable{add glossary link to 2" definition}
to have an effect in a future period.

740-10-50-23 An entity shall disclose the description of a legally enforceable
agreement with a government, including the duration of the agreement and the
commitments made with the government under that agreement and the amount
of benefit that reduces, or may reduce, its income tax burden. Under those
agreements, the government determines whether an entity will receive
assistance or how much assistance an entity will receive even if the entity meets
applicable _eligibility requirements. This disclosure does not apply to
circumstances in which the entity meets the applicable eligibility requirements
that are broadly available to tax payers without specific agreement between the
entity and the government.

740-10-50-24 An entity shall disclose the aggregate of cash, cash equivalents,
and marketable securities held by foreign subsidiaries.

> Income Taxes Paid

740-10-50-25 An_entity shall disclose income taxes paid in_accordance with
paragraph 230-10-50-2. Those income taxes paid shall be disaggregated
between domestic and foreign. An entity shall disclose the amount of income
taxes paid to any country that is significant to total income taxes paid.

4.  Amend paragraphs 740-10-55-217 through 55-220 and the related heading
and add paragraph 740-10-55-220A, with a link to transition paragraph 740-10-
65-5, as follows:

14



Implementation Guidance and Illustrations
> |llustrations
> > Example 30: Disclosure Relating to Uncertainty in Income Taxes

740-10-55-217 This Example illustrates the guidance in paragraphparagraphs
740-10-50-15 through 50-15A for disclosures about uncertainty in income taxes.

The Company or one of its subsidiaries files income tax returns in the U.S.
federal jurisdiction, and various states and foreign jurisdictions. With few
exceptions, the Company is no longer subject to U.S. federal, state and
local, or non-U.S. income tax examinations by tax authorities for years
before 20X1. The Internal Revenue Service (IRS) commenced an
examination of the Company’s U.S. income tax returns for 20X2 through
20X4 in the first quarter of 20X7 that is anticipated to be completed by the

by—the—end—ef—zgx& A reconcmatlon of the beglnnlng and endlng amount 0

unrecognized tax benefits is as follows.

20X7 20X6 20X5
(in thousands)

Balance at January 1 $ 370,000 $ 380,000 $ 415,000
Additions based on tax positions related to the current year 10,000 5,000 10,000
Additions for tax positions of prior years 30,000 10,000 5,000
Reductions for tax positions of prior years (60,000) (20,000) (30,000)
Settlements that have been or will be settled in cash ——40:000) (15.000) —¢5.000) (2.000) —20,000) (5.000)

1ts using existing deferred tax assets (25,000) (3,000) (15,000)
Balance at December 31 $ 310,000 $ 370,000 $ 380,000

At December 31, the ending balance of unrecognized tax benefits presented
by statement of financial position line item is as follows.

20X7 20X6
(in thousands)

Taxes payable $ 30.000 $ 40,000
Deferred taxliability 120,000 180,000
Unrecognized tax benefits presented on the statement of
financial position 150,000 220,000
Unrecognized tax benefits not presented on the statement of
financial position 160,000 150,000

Total unrecognized tax benefits $ 310,000 $ 370.000

15



At December 31, 20X7, 20X6, and 20X5, there are $60, $55, and $40 million
of unrecognized tax benefits that if recognized would affect the annual
effective tax rate.

The Company recognizes interest accrued related to unrecognized tax
benefits in interest expense and penalties in operating expenses. During the
years ended December 31, 20X7, 20X6, and 20X5, the Company
recognized approximately $10, $11, and $12 million in interest and penalties.
The Company had approximately $60 and $50 million for the payment of
interest and penalties accrued at December 31, 20X7, and 20X6,
respectively.

> > Example 31: Disclosure Relating to Realizability Estimates of Deferred
Tax AssetAssets and Carryforwards

740-10-55-218 This Example illustrates the guidance in paragraph 275-10-50-8
for disclosure relating to the reali