
 
The IR
asked 
regard
and cl
of "rec
"line it
FAQs 
related
positio
operat
carryf
report
related
accoun
disclos
Schedu
releas

RS updated fre
 questions (FA
ding Schedule
larified the def
cord a reserve
tem on a retur
also addresse
d to uncertain
ons embedded
ting losses or 
forwards as w
ting requirem
d to purchase 
nting. The gen
sure requirem
ule UTP as pr
ed remain una

equently 
AQs) 
e UTP 
finitions 

e" and 
rn." The 

ed issues 
n tax 
d in net 
 credit 

well as 
ments 

 
neral 

ments of 
reviously 
altered. 

www.pwc.c

 

 

PC
Privat
  

IRS

The IRS on
to some fre
(FAQs) tha
taxpayers 
respect to 
regarding 
(UTPs). Th
March 23, 
in a previo
on April 22
primary is
UTP repor
a reserve,"
on a return
NOL or cre
Purchase A

The genera
Schedule U
the IRS rem
taxpayer m
requireme
positions o
following t
the corpor
on its U.S.
the curren
(2) either t
party, has 
respect to 
income tax

com/pcs 

CS T
te Compa

S upda

n July 19 rele
equently aske
at have been r
and practition
 the final Sche
 uncertain tax
he release sup
 2011, FAQs (

ous PCS Tax I
2, 2011) and a
sues with res

rting: (1) Defi
" (2) Definitio
n," (3) UTP em
edit carryforw
Accounting. 

al disclosure r
UTP as origin
main unchan

meeting all oth
ents is require
on Schedule U
two condition
ration has tak
 federal incom

nt or for a prio
the corporatio
 recorded a re
 that position 
x in audited fi

Tax
any Serv

ates Sch

ased response
ed questions 
raised by 
ners with 
edule UTP 
x positions 
pplements the
(discussed her
nsight release
addresses fou
pect to Sched
nition of "rec

on of "line item
mbedded in a
ward, and (4) 

requirements
nally released 

ged. A corpor
her filing 
ed to disclose 
UTP if the 
ns are met: (1)
ken a tax posit
me tax return
or tax year, an
on, or a relate
eserve with 
 for U.S. feder
inancial 

x In
vices Pub

hedule

es 

e 
re 
ed 

ur 
dule 
cord 
m 
an 
 

s of 
 by 
rate 

 tax 

) 
tion 

n for 
nd 
ed 

ral 

stat
for t
exp
guid
taxp

The
guid
and

De
res
The
rese
reco
pos
any
par
foot
and
type

Som
ente
the 
incr
liab
pen
curr
inco

nsig
blication

e UTP 

tements or did
the position b
ects to litigate
dance clarifie
payers' concer

e FAQs on Sch
dance are pos

d can be viewe

efinition 
serve" 
e FAQs define
erve" as follow
orded when a
ition or a FIN

ywhere in a co
rty's financial
tnotes and an
d may be indic
es of account

me of the type
ered alone or
 recording of 
rease in a cur
bility for incom
nalties payabl
rent or non-c
ome taxes and

ght
n 

July

 FAQs

d not record a
because the co
e the position
s and explain
rns and comm

hedule UTP an
sted on the IR
ed here. 

 of "reco

e the term "rec
ws: "A reserve
an uncertain t
N 48 liability 
orporation's o
l statements, 
ny other discl
cated by any 

ting journal e

es of entries th
r in tandem, in
f a reserve are
rrent or non-c
me taxes, inte
le, or a reduc
current receiv
d/or interest 

 

t 

y 25, 2011 

 

a reserve 
orporation 

n. The new 
ns many 
ments. 

nd related 
RS website 

rd a 

cord a 
e is 
 tax 
 is stated 
 or related 
 including 
osures, 
 of several 
ntries. 

hat, 
ndicate 
e: (1) an 
current 
erest or 
tion of a 

vable for 
 with 

http://www.pwc.com/pcs
http://www.pwc.com/us/en/washington-national-tax/newsletters/private-company-services-tax-insight-archive.jhtml
http://www.irs.gov/businesses/article/0,,id=237538,00.html


 

PwC Private Company Services Tax Insight 2 
 

 

respect to the tax position, or (2) a 
reduction in a deferred tax asset or an 
increase in a deferred tax liability with 
respect to the tax position."  

Observation 

By referencing the footnotes, other 
financial statement disclosures, and 
adjustments to deferred tax assets 
and/or liabilities, the IRS definition is 
generally consistent with the financial 
reporting definition of uncertain tax 
positions. This definition presupposes 
the disclosure of reserves related to 
both temporary and permanent UTPs 
in the year the items are reserved for 
financial statement purposes.  

Definition of "line item 
on a return" 
The final instructions to Schedule UTP 
stated that a tax position taken on a tax 
return means a tax position that would 
result in an adjustment to a line item on 
that tax return. After the release of the 
final instructions, there remained 
uncertainty whether this definition 
described line items affecting the 
calculation of taxable income and/or 
the calculation of income tax or 
whether the definition also included 
adjustments to informational reporting 
such as Form 5471, Informational 
Return of U.S. Persons with Respect to 
Certain Foreign Corporations. The 
FAQs emphasize the original IRS 
definition of "a tax position taken in a 
tax return" to include informational 
reporting. 

Observation 

Given this definition, it is possible that 
some UTPs will be required to be 
disclosed prior to the period in which 
the uncertainty would affect the 
taxpayer's calculation of U.S. federal 
taxable income or tax liability.  

UTPs embedded in an 
NOL or credit 
carryforward 
The guidance issued by the IRS 
provides a significant clarification 
related to UTPs taken in the 2010 and 
post-2010 tax years that are embedded 
in a net operating loss (NOL) or credit 
carryforward. A UTP that creates or 
increases an NOL or credit 
carryforward and for which a financial 
accounting reserve is recorded must be 
reported on Schedule UTP. When the 
corporation subsequently uses the NOL 
or credit carryforward, disclosure is 
NOT required on Schedule UTP so long 
as the UTP has been previously 
reported on Schedule UTP.  

Observation  

The uncertainty related to the UTP 
reporting of these carryforward 
attributes originally arose from 
Example 9 of the final instructions to 
Schedule UTP and appears to be 
removed as a result of the FAQ. 
Further, this result is consistent with an 
FAQ released March 23 related to the 
interplay between UTPs embedded in 
an NOL or carryforward attribute and 
the transition rule.  

Purchase accounting 
The original instructions to Schedule 
UTP were largely silent on reporting 
requirements related to purchase 
accounting issues. The IRS responded 
by providing some Schedule UTP 
disclosure requirements in a 
straightforward business combination 
accomplished via a merger. The FAQ 
indicates that a reserve recorded by a 
surviving company in a straight merger 
transaction that relates to the merged 
entity must be disclosed on Schedule 
UTP. If the reserve is recorded in an 
audited financial statement of the 
surviving company prior to the merged 
entity filing its final tax return, the 
merged entity should include the UTP 
on its tax return. If the reserve is not 
recorded in an audited financial 
statement prior to the filing of the final 
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tax return for the merged entity, then 
the UTP must be reported by the 
surviving entity on its tax return. 

Observation 

More guidance from the IRS likely will 
be required to address the Schedule 
UTP reporting of more complex 
business combination issues involving 
consolidated tax return filings. 

How PwC can help 
Complying with the UTP reporting 
requirements will be a significant 
undertaking for many private 
companies. The insertion of this 
unprecedented level of transparency 
into the income tax compliance and 
examination cycle could lead to 
elevated risk for many taxpayers.  In 
order to manage this enhanced risk, it 

will be important for private companies 
to begin planning for UTP reporting as 
soon as possible.   
 
PwC can assist private companies in 
planning for UTP reporting and 
managing the inherent reporting risk.  
PwC's multi-disciplinary UTP 
Reporting Services Team, comprised of 
specialists from the Tax Management 
and Accounting Services group, 
supported by professionals from the 
Tax Controversy and Dispute 
Resolution Services group, as well as 
the specialty tax practices, can assist 
private companies in planning for, 
complying with, and managing the risk 
of the Schedule UTP. 
 

 

For more information, please do not hesitate to contact: 
 
 
Brian Meighan (202) 414-1790  brian.meighan@us.pwc.com  
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