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Introduction

IN1 This Standard ('TAS 12 (revised)') replaces IAS 12 Accounting for Taxes on Income ('the original
IAS 12'). IAS 12 (revised) is effective for accounting periods beginning on or after 1 January

1998. The major changes from the original IAS 12 are as follows.
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IN2 The original TAS 12 required an entity to account for deferred tax using either the deferral
method or a liability method which is sometimes known as the income statement liability

method. TAS 12 (revised) prohibits the deferral method and requires another liability method

which is sometimes known as the balance sheet liability method.

The income statement liability method focuses on timing differences, whereas the balance sheet
liability method focuses on temporary differences. Timing differences are differences between
taxable profit and accounting profit that originate in one period and reverse in one or more
subsequent periods. Temporary differences are differences between the tax base of an asset or
liability and its carrying amount in the balance sheet. The tax base of an asset or liability is the

amount attributed to that asset or liability for tax purposes.
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All timing differences are temporary differences. Temporary differences also arise in the
following circumstances, which do not give rise to timing differences, although the original IAS

12 treated them in the same way as transactions that do give rise to timing differences:
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(a) subsidiaries, associates or joint ventures have not distributed their entire profits to the

parent or investor;

(b) assets are revalued and no equivalent adjustment is made for tax purposes; and

(c) the cost of a business combination is allocated to the identifiable assets acquired and

liabilities assumed by reference to their fair values, but no equivalent adjustment is

made for tax purposes.
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Furthermore, there are some temporary differences which are not timing differences, for

example those temporary differences that arise when:

(a) the non-monetary assets and liabilities of an entity are measured in its functional

currency but the taxable profit or tax loss (and, hence, the tax base of its non-monetary

assets and liabilities) is determined in a different currency;

(b) non-monetary assets and liabilities are restated under IAS 29 Financial Reporting in

Hyperinflationary Economies; or

(c) the carrying amount of an asset or liability on initial recognition differs from its initial
tax base.
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IN3 The original IAS 12 permitted an entity not to recognise deferred tax assets and liabilities
where there was reasonable evidence that timing differences would not reverse for some
considerable period ahead. IAS 12 (revised) requires an entity to recognise a deferred tax
liability or (subject to certain conditions) asset for all temporary differences, with certain

exceptions noted below.
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IN4  The original IAS 12 required that:

(a) deferred tax assets arising from timing differences should be recognised when

there was a reasonable expectation of realisation; and

(b) deferred tax assets arising from tax losses should be recognised as an asset
only where there was assurance beyond any reasonable doubt that future
taxable income would be sufficient to allow the benefit of the loss to be
realised. The original IAS 12 permitted (but did not require) an entity to defer

recognition of the benefit of tax losses until the period of realisation.

IAS 12 (revised) requires that deferred tax assets should be recognised when it is
probable that taxable profits will be available against which the deferred tax asset can
be utilised. Where an entity has a history of tax losses, the entity recognises a
deferred tax asset only to the extent that the entity has sufficient taxable temporary
differences or there is convincing other evidence that sufficient taxable profit will be
available.
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IN5  As an exception to the general requirement set out in paragraph IN3 above, IAS 12
(revised) prohibits the recognition of deferred tax liabilities and deferred tax assets arising
from certain assets or liabilities whose carrying amount differs on initial recognition from
their initial tax base. Because such circumstances do not give rise to timing differences,
they did not result in deferred tax assets or liabilities under the original IAS 12.
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IN6 The original IAS 12 required that taxes payable on undistributed profits of subsidiaries and
associates should be recognised unless it was reasonable to assume that those profits will
not be distributed or that a distribution would not give rise to a tax liability. However, IAS
12 (revised) prohibits the recognition of such deferred tax liabilities (and those arising

from any related cumulative translation adjustment) to the extent that:

(a) the parent, investor or venturer is able to control the timing of the reversal of the

temporary difference; and

(b) it is probable that the temporary difference will not reverse in the foreseeable

future.
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Where this prohibition has the result that no deferred tax liabilities have been recognised,
IAS 12 (revised) requires an entity to disclose the aggregate amount of the temporary

differences concerned.
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IN7

The original IAS 12 did not refer explicitly to fair value adjustments made on a
business combination. Such adjustments give rise to temporary differences and
IAS 12 (revised) requires an entity to recognise the resulting deferred tax
liability or (subject to the probability criterion for recognition) deferred tax asset
with a corresponding effect on the determination of the amount of goodwill or
any excess of the acquirer's interest in the net fair value of the acquiree's
identifiable assets, liabilities and contingent liabilities over the cost of the
combination. However, IAS 12 (revised) prohibits the recognition of deferred tax

liabilities arising from the initial recognition of goodwill.
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IN8

The original IAS 12 permitted, but did not require, an entity to recognise a
deferred tax liability in respect of asset revaluations. IAS 12 (revised)
requires an entity to recognise a deferred tax liability in respect of asset

revaluations.

% [ 4

a <) IS
TNNIFVIVNUYY Glu‘Wﬁ%“UiiJﬂ“]ﬂJflllﬂ



TNNATFIUMSURE atud 56 509 MBRule

k4

9.  wanszMuMBTAmdsiumsldnduivaasyammuinfuasdunsndvianiauun
samsanaiuludnvazmslauslaminiamamse: wu
9.1 Turndsemaiicamlsmnamsnedunsnddamdlusandanilsmemd
9.2 snnuilEinmalannnedunindisnnumnnnhinnumdannmiisnmile
mmgmmsﬁ'nﬁaﬂ'uf?ﬁmumiﬁ'i’wQaﬂ'waqﬁuw%’wz‘fﬂ%awﬁﬁumﬁﬁulﬁiamﬁﬁmﬁmﬁ
MuHANTENUNNM BTIA AT UMEndInudnsasinamsmaiazldyacmmutydues
sunswdnaumunuiadnuamstssniay

IN9 The tax consequences of recovering the carrying amount of certain assets or

liabilities may depend on the manner of recovery or settlement, for example:

(a) in certain countries, capital gains are not taxed at the same rate as other

taxable income; and

(b) in some countries, the amount that is deducted for tax purposes on sale of

an asset is greater than the amount that may be deducted as depreciation.

The original IAS 12 gave no guidance on the measurement of deferred tax assets
and liabilities in such cases. IAS 12 (revised) requires that the measurement of
deferred tax liabilities and deferred tax assets should be based on the tax
consequences that would follow from the manner in which the entity expects to
recover or settle the carrying amount of its assets and liabilities.
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IN10 The original TAS 12 did not state explicitly whether deferred tax assets and

liabilities may be discounted. IAS 12 (revised) prohibits discounting of deferred

tax assets and liabilities. Paragraph B16(i) of IFRS 3 Business Combinations

prohibits discounting of deferred tax assets acquired and deferred tax liabilities

assumed in a business combination.
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IN11 The original IAS 12 did not specify whether an entity should classify deferred

tax balances as current assets and liabilities or as non-current assets and

liabilities. TAS 12 (revised) requires that an entity which makes the current/non-

current distinction should not classify deferred tax assets and liabilities as current
. eqege 1

assets and liabilities.

This requirement has been moved to paragraph 70 of IAS 1 Presentation of

Financial Statements.
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IN12 The original IAS 12 stated that debit and credit balances representing
deferred taxes may be offset. IAS 12 (revised) establishes more restrictive
conditions on offsetting, based largely on those for financial assets and

liabilities in IAS 32 Financial Instruments: Disclosure and Presentation.”

In 2005 the TASB amended IAS 32 as Financial Instruments: Presentation.
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IN13

IN14

The original IAS 12 required disclosure of an explanation of the relationship between tax

expense and accounting profit if not explained by the tax rates effective in the reporting

entity's country. IAS 12 (revised) requires this explanation to take either or both of the

following forms:

(a)

(b)

a numerical reconciliation between tax expense (income) and the product of

accounting profit multiplied by the applicable tax rate(s); or

a numerical reconciliation between the average effective tax rate and the

applicable tax rate.

IAS 12 (revised) also requires an explanation of changes in the applicable tax rate(s)

compared to the previous accounting period.

New disclosures required by IAS 12 (revised) include:

(a)

(b)

in respect of each type of temporary difference, unused tax losses and unused tax

credits:
6) the amount of deferred tax assets and liabilities recognised; and
(i1) the amount of the deferred tax income or expense recognised in the

income statement, if this is not apparent from the changes in the amounts

recognised in the balance sheet;
in respect of discontinued operations, the tax expense relating to:
@) the gain or loss on discontinuance; and

(i1) the profit or loss from the ordinary activities of the discontinued

operation; and
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the amount of a deferred tax asset and the nature of the evidence supporting its

recognition, when:

6 the utilisation of the deferred tax asset is dependent on future taxable
profits in excess of the profits arising from the reversal of existing taxable

temporary differences; and

(ii) the entity has suffered a loss in either the current or preceding period in

the tax jurisdiction to which the deferred tax asset relates.
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Objective

The objective of this Standard is to prescribe the accounting treatment for income taxes.
The principal issue in accounting for income taxes is how to account for the current and

future tax consequences of:

(a) the future recovery (settlement) of the carrying amount of assets (liabilities) that

are recognised in an entity's balance sheet; and

(b) transactions and other events of the current period that are recognised in an entity's

financial statements.
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It is inherent in the recognition of an asset or liability that the reporting entity expects to recover or settle
the carrying amount of that asset or liability. If it is probable that recovery or settlement of that carrying
amount will make future tax payments larger (smaller) than they would be if such recovery or settlement
were to have no tax consequences, this Standard requires an entity to recognise a deferred tax liability

(deferred tax asset), with certain limited exceptions.
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This Standard requires an entity to account for the tax consequences of transactions and other events in the same
way that it accounts for the transactions and other events themselves. Thus, for transactions and other events
recognised in profit or loss, any related tax effects are also recognised in profit or loss. For transactions and other
events recognised directly in equity, any related tax effects are also recognised directly in equity. Similarly, the
recognition of deferred tax assets and liabilities in a business combination affects the amount of goodwill arising
in that business combination or the amount of any excess of the acquirer's interest in the net fair value of the

acquiree's identifiable assets, liabilities and contingent liabilities over the cost of the combination.

This Standard also deals with the recognition of deferred tax assets arising from unused tax losses or unused tax
credits, the presentation of income taxes in the financial statements and the disclosure of information relating to
income taxes.
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1. snesgrumstiadaiuiilddamsumectule
1 This Standard shall be applied in accounting for income taxes.

2. mummgmmiﬂ’mﬁaﬂ’uﬁ madule vanads manauazasiamsnanaluuay
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2 For the purposes of this Standard, income taxes include all domestic and foreign taxes
which are based on taxable profits. Income taxes also include taxes, such as withholding
taxes, which are payable by a subsidiary, associate or joint venture on distributions to the
reporting entity.

3. (davihilldly)

3 [Deleted]

4. nespumstadatuilisvueismstaidmsutuganyuanigus (Qnasgiums
Uyd3eeRuaavyuaInSguIawasMsilawmedayannNuIemasueNizuIa) nIansae
MmEmsau adnlsnamnasgrunmstydatuiiimuaidnsiaidviumauaneis
HINTNINANNNRUYANYUNIDLATANMEM THNNUAINE

4 This Standard does not deal with the methods of accounting for government grants (see IAS 20
Accounting for Government Grants and Disclosure of Government Assistance) or investment tax

credits. However, this Standard does deal with the accounting for temporary differences that

may arise from such grants or investment tax credits.

AIUH

5.  edwinldlusnesprumstadaduiidenavinalasiaws aail

Definitions

5 The following terms are used in this Standard with the meanings specified:
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Accounting profit is

ils (zronu) NN L ERELE
Taxable profit (tax loss) is
mldie (51ele) MmiGula  naneds
Tax expense (tax income) is

o a v o =<
mEduledszan LGN
Current tax is
wilaumdtulasamsaaind  waneda
Deferred tax liabilities are
ANNINFNL YD
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ilsnsamenudmivne neuvnaldans
Qule

profit or loss for a period before deducting
tax expense.

ils (aanw) SMSUNAZIA UMD
waedadaAuiinnualagnirsnudaiun i
walddnnaunmddulaigastise (wialasu
Au)

the profit (loss) for a period, determined in
accordance with the rules established by the
taxation authorities, upon which income taxes

are payable (recoverable).
a‘immsammmﬁﬁuvlﬁlmmﬂﬁﬁ'u wazn
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the aggregate amount included in the
determination of profit or loss for the period in
respect of current tax and deferred tax.
numdsulafidasiseviaasnsovanule
TagdAnmaniils (1191U) MM BN

N30
the amount of income taxes payable (recoverable)
in respect of the taxable profit (tax loss) for a

period.
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the amounts of income taxes payable in future
periods in respect of taxable temporary

differences.
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Deferr are . .
eferred tax assets the amounts of income taxes recoverable in future

periods in respect of:
(a) deductible temporary differences;
(b) the carryforward of unused tax losses; and

(¢c) the carryforward of unused tax credits.
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Temporary differences are

v
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The tax base of an asset or is

liability

TNNATFIUMSURE atud 56 509 MBRule

v o tﬂyla =
ANV UIU QN NI1FIUNY)

a9

differences between the carrying amount of an
asset or liability in the balance sheet and its tax

base. Temporary differences may be either:

(a) taxable temporary differences, which are
temporary differences that will result in
taxable amounts in determining taxable profit
(tax loss) of future periods when the carrying
amount of the asset or liability is recovered or

settled; or

(b) deductible temporary differences, which are

temporary differences that will result in
amounts that are deductible in determining
taxable profit (tax loss) of future periods when
the carrying amount of the asset or liability is

recovered or settled.
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the amount attributed to that asset or liability

for tax purposes.
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6 Tax expense (tax income) comprises

current tax expense (current tax income) and

deferred tax expense (deferred tax income).
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Tax base

7 The tax base of an asset is the amount that will be deductible for tax purposes against any
taxable economic benefits that will flow to an entity when it recovers the carrying amount of the
asset. If those economic benefits will not be taxable, the tax base of the asset is equal to its

carrying amount.
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Examples

1 A machine cost 100. For tax purposes, depreciation of 30 has already been
deducted in the current and prior periods and the remaining cost will be deductible
in future periods, either as depreciation or through a deduction on disposal.
Revenue generated by using the machine is taxable, any gain on disposal of the
machine will be taxable and any loss on disposal will be deductible for tax

purposes. The tax base of the machine is 70.

2 Interest receivable has a carrying amount of 100. The related interest revenue will

be taxed on a cash basis. The tax base of the interest receivable is nil.

3 Trade receivables have a carrying amount of 100. The related revenue has already
been included in taxable profit (tax loss). The tax base of the trade receivables is

100.

4 Dividends receivable from a subsidiary have a carrying amount of 100. The
dividends are not taxable. In substance, the entire carrying amount of the asset is
deductible against the economic benefits. Consequently, the tax base of the

dividends receivable is 100."

S A loan receivable has a carrying amount of 100. The repayment of the loan will

have no tax consequences. The tax base of the loan is 100.

a Under this analysis, there is no taxable temporary difference. An alternative analysis is

that the accrued dividends receivable have a tax base of nil and that a tax rate of nil is

applied to the resulting taxable temporary difference of 100. Under both analyses,
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there is no deferred tax liability.

k4 v
v o
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8 The tax base of a liability is its carrying amount, less any amount that will be deductible
for tax purposes in respect of that liability in future periods. In the case of revenue which is
received in advance, the tax base of the resulting liability is its carrying amount, less any

amount of the revenue that will not be taxable in future periods.
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Examples

1

Current liabilities include accrued expenses with a carrying amount of 100. The related
expense will be deducted for tax purposes on a cash basis. The tax base of the accrued

expenses is nil.

Current liabilities include interest revenue received in advance, with a carrying amount
of 100. The related interest revenue was taxed on a cash basis. The tax base of the

interest received in advance is nil.

Current liabilities include accrued expenses with a carrying amount of 100. The related
expense has already been deducted for tax purposes. The tax base of the accrued

expenses is 100.

Current liabilities include accrued fines and penalties with a carrying amount of 100.
Fines and penalties are not deductible for tax purposes. The tax base of the accrued

fines and penalties is 100."

A loan payable has a carrying amount of 100. The repayment of the loan will have no

tax consequences. The tax base of the loan is 100.

Under this analysis, there is no deductible temporary difference. An alternative analysis is
that the accrued fines and penalties payable have a tax base of nil and that a tax rate of nil is
applied to the resulting deductible temporary difference of 100. Under both analyses, there

1s no deferred tax asset.
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Some items have a tax base but are not recognised as assets and liabilities in the balance
sheet. For example, research costs are recognised as an expense in determining accounting
profit in the period in which they are incurred but may not be permitted as a deduction in
determining taxable profit (tax loss) until a later period. The difference between the tax
base of the research costs, being the amount the taxation authorities will permit as a
deduction in future periods, and the carrying amount of nil is a deductible temporary

difference that results in a deferred tax asset.
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Where the tax base of an asset or liability is not immediately apparent, it is helpful to
consider the fundamental principle upon which this Standard is based: that an entity shall,
with certain limited exceptions, recognise a deferred tax liability (asset) whenever
recovery or settlement of the carrying amount of an asset or liability would make future
tax payments larger (smaller) than they would be if such recovery or settlement were to
have no tax consequences. Example C following paragraph 52 illustrates circumstances
when it may be helpful to consider this fundamental principle, for example, when the tax

base of an asset or liability depends on the expected manner of recovery or settlement.
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11 In consolidated financial statements, temporary differences are determined by comparing
the carrying amounts of assets and liabilities in the consolidated financial statements with
the appropriate tax base. The tax base is determined by reference to a consolidated tax
return in those jurisdictions in which such a return is filed. In other jurisdictions, the tax
base is determined by reference to the tax returns of each entity in the group.

” ¥ e o v = [ 4 o v [
ﬂ']ii‘l]gﬂuﬂuﬂ']‘l?lmulﬂLtﬂgﬂu‘ni‘wﬂﬂ']‘l?ll,ﬂulﬂﬂigﬁnﬁ'f]G’I

v Y 3

12.mﬁﬁu'lﬁ'ﬂszﬁwmz’im%’mmﬂfﬂ;ﬁ’mtammﬁshumﬁﬁ’qﬁ'wﬁﬁszﬁaﬁugmuwﬁﬁu

PPy o

ur;imna"mmmﬁﬁﬁﬁzlﬂué’ﬂmmﬂmﬁuuammﬁ HIUNININNIAN BN DITITLA34

PDIINIAIAINGN thmﬁuﬁ’u%%’uiﬁ]uﬁuw%’wﬁ

Recognition of current tax liabilities and current tax assets

12 Current tax for current and prior periods shall, to the extent unpaid, be recognised
as a liability. If the amount already paid in respect of current and prior periods
exceeds the amount due for those periods, the excess shall be recognised as an asset.
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13 The benefit relating to a tax loss that can be carried back to recover current tax of a
previous period shall be recognised as an asset.
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14 When a tax loss is used to recover current tax of a previous period, an entity recognises the
benefit as an asset in the period in which the tax loss occurs because it is probable that the

benefit will flow to the entity and the benefit can be reliably measured.
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Recognition of deferred tax liabilities and deferred tax assets

Taxable temporary differences

15 A deferred tax liability shall be recognised for all taxable temporary differences,

except to the extent that the deferred tax liability arises from:

(a) the initial recognition of goodwill; or

(b) the initial recognition of an asset or liability in a transaction which:
(i) is not a business combination; and

(ii) at the time of the transaction, affects neither accounting profit

nor taxable profit (tax loss).

However, for taxable temporary differences associated with investments in
subsidiaries, branches and associates, and interests in joint ventures, a deferred

tax liability shall be recognised in accordance with paragraph 39.
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It is inherent in the recognition of an asset that its carrying amount will be recovered in the
form of economic benefits that flow to the entity in future periods. When the carrying
amount of the asset exceeds its tax base, the amount of taxable economic benefits will
exceed the amount that will be allowed as a deduction for tax purposes. This difference is
a taxable temporary difference and the obligation to pay the resulting income taxes in
future periods is a deferred tax liability. As the entity recovers the carrying amount of the
asset, the taxable temporary difference will reverse and the entity will have taxable profit.
This makes it probable that economic benefits will flow from the entity in the form of tax
payments. Therefore, this Standard requires the recognition of all deferred tax liabilities,

except in certain circumstances described in paragraphs 15 and 39.
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Example

An asset which cost 150 has a carrying amount of 100. Cumulative depreciation for

tax purposes is 90 and the tax rate is 25%.

The tax base of the asset is 60 (cost of 150 less cumulative tax depreciation of 90).
To recover the carrying amount of 100, the entity must earn taxable income of 100,
but will only be able to deduct tax depreciation of 60. Consequently, the entity will
pay income taxes of 10 (40 at 25%) when it recovers the carrying amount of the
asset. The difference between the carrying amount of 100 and the tax base of 60 is a
taxable temporary difference of 40. Therefore, the entity recognises a deferred tax
liability of 10 (40 at 25%) representing the income taxes that it will pay when it

recovers the carrying amount of the asset.
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Some temporary differences arise when income or expense is included in
accounting profit in one period but is included in taxable profit in a different
period. Such temporary differences are often described as timing differences.
The following are examples of temporary differences of this kind which are
taxable temporary differences and which therefore result in deferred tax
liabilities:
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(a)  interest revenue is included in accounting profit on a time proportion
basis but may, in some jurisdictions, be included in taxable profit when
cash is collected. The tax base of any receivable recognised in the
balance sheet with respect to such revenues is nil because the revenues do

not affect taxable profit until cash is collected;
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depreciation used in determining taxable profit (tax loss) may differ from
that used in determining accounting profit. The temporary difference is
the difference between the carrying amount of the asset and its tax base
which is the original cost of the asset less all deductions in respect of that
asset permitted by the taxation authorities in determining taxable profit of
the current and prior periods. A taxable temporary difference arises, and
results in a deferred tax liability, when tax depreciation is accelerated (if

tax depreciation is less rapid than accounting depreciation, a deductible

temporary difference arises, and results in a deferred tax asset); and
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(c)
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development costs may be capitalised and amortised over future periods
in determining accounting profit but deducted in determining taxable

profit in the period in which they are incurred. Such development costs

have a tax base of nil as they have already been deducted from taxable
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profit. The temporary difference is the difference between the carrying

amount of the development costs and their tax base of nil.
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Temporary differences also arise when:
(a) the cost of a business combination is allocated by recognising the

identifiable assets acquired and liabilities assumed at their fair values, but

no equivalent adjustment is made for tax purposes (see paragraph 19);

(b) assets are revalued and no equivalent adjustment is made for tax purposes

(see paragraph 20);
(¢c)  goodwill arises in a business combination (see paragraphs 21 and 32);

(d)  the tax base of an asset or liability on initial recognition differs from its
initial carrying amount, for example when an entity benefits from non-

taxable government grants related to assets (see paragraphs 22 and 33); or

(e) the carrying amount of investments in subsidiaries, branches and
associates or interests in joint ventures becomes different from the tax

base of the investment or interest (see paragraphs 38—45).
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Business combinations

The cost of a business combination is allocated by recognising the identifiable assets
acquired and liabilities assumed at their fair values at the acquisition date. Temporary
differences arise when the tax bases of the identifiable assets acquired and liabilities
assumed are not affected by the business combination or are affected differently. For
example, when the carrying amount of an asset is increased to fair value but the tax base of
the asset remains at cost to the previous owner, a taxable temporary difference arises
which results in a deferred tax liability. The resulting deferred tax liability affects goodwill

(see paragraph 66).
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Assets carried at fair value

IFRSs permit or require certain assets to be carried at fair value or to be revalued
(see, for example, IAS 16 Property, Plant and Equipment, 1AS 38 Intangible
Assets, 1AS 39 Financial Instruments: Recognition and Measurement and 1AS
40 Investment Property). In some jurisdictions, the revaluation or other
restatement of an asset to fair value affects taxable profit (tax loss) for the
current period. As a result, the tax base of the asset is adjusted and no temporary
difference arises. In other jurisdictions, the revaluation or restatement of an asset
does not affect taxable profit in the period of the revaluation or restatement and,
consequently, the tax base of the asset is not adjusted. Nevertheless, the future
recovery of the carrying amount will result in a taxable flow of economic
benefits to the entity and the amount that will be deductible for tax purposes will
differ from the amount of those economic benefits. The difference between the
carrying amount of a revalued asset and its tax base is a temporary difference

and gives rise to a deferred tax liability or asset. This is true even if:
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(a) the entity does not intend to dispose of the asset. In such cases, the

revalued carrying amount of the asset will be recovered through use and
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this will generate taxable income which exceeds the depreciation that will
be allowable for tax purposes in future periods; or
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(b)  tax on capital gains is deferred if the proceeds of the disposal of the asset are
invested in similar assets. In such cases, the tax will ultimately become

payable on sale or use of the similar assets.
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Goodwill

Goodwill arising in a business combination is measured as the excess of the cost of the
combination over the acquirer's interest in the net fair value of the acquiree's identifiable assets,
liabilities and contingent liabilities. Many taxation authorities do not allow reductions in the
carrying amount of goodwill as a deductible expense in determining taxable profit. Moreover, in
such jurisdictions, the cost of goodwill is often not deductible when a subsidiary disposes of its
underlying business. In such jurisdictions, goodwill has a tax base of nil. Any difference
between the carrying amount of goodwill and its tax base of nil is a taxable temporary
difference. However, this Standard does not permit the recognition of the resulting deferred tax
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liability because goodwill is measured as a residual and the recognition of the deferred tax

liability would increase the carrying amount of goodwill.
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Subsequent reductions in a deferred tax liability that is unrecognised because it
arises from the initial recognition of goodwill are also regarded as arising from
the initial recognition of goodwill and are therefore not recognised under
paragraph 15(a). For example, if goodwill acquired in a business combination
has a cost of 100 but a tax base of nil, paragraph 15(a) prohibits the entity from
recognising the resulting deferred tax liability. If the entity subsequently
recognises an impairment loss of 20 for that goodwill, the amount of the taxable
temporary difference relating to the goodwill is reduced from 100 to 80, with a
resulting decrease in the value of the unrecognised deferred tax liability. That
decrease in the value of the unrecognised deferred tax liability is also regarded as
relating to the initial recognition of the goodwill and is therefore prohibited from

being recognised under paragraph 15(a).
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21B  Deferred tax liabilities for taxable temporary differences relating to goodwill are,
however, recognised to the extent they do not arise from the initial recognition of
goodwill. For example, if goodwill acquired in a business combination has a cost

of 100 that is deductible for tax purposes at a rate of 20 per cent per year starting

in the year of acquisition, the tax base of the goodwill is 100 on initial
recognition and 80 at the end of the year of acquisition. If the carrying amount of
goodwill at the end of the year of acquisition remains unchanged at 100, a
taxable temporary difference of 20 arises at the end of that year. Because that
taxable temporary difference does not relate to the initial recognition of the

goodwill, the resulting deferred tax liability is recognised.
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Initial recognition of an asset or liability

22 A temporary difference may arise on initial recognition of an asset or liability, for example
if part or all of the cost of an asset will not be deductible for tax purposes. The method of
accounting for such a temporary difference depends on the nature of the transaction which

led to the initial recognition of the asset or liability:
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(a) in a business combination, an entity recognises any deferred tax liability or asset
and this affects the amount of goodwill or the amount of any excess over the cost
of the combination of the acquirer's interest in the net fair value of the acquiree's
identifiable assets, liabilities and contingent liabilities (see paragraph 19);
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(b) if the transaction affects either accounting profit or taxable profit, an entity
recognises any deferred tax liability or asset and recognises the resulting deferred
tax expense or income in the income statement (see paragraph 59);
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(c) if the transaction is not a business combination, and affects neither accounting
profit nor taxable profit, an entity would, in the absence of the exemption provided
by paragraphs 15 and 24, recognise the resulting deferred tax liability or asset and
adjust the carrying amount of the asset or liability by the same amount. Such
adjustments would make the financial statements less transparent. Therefore, this
Standard does not permit an entity to recognise the resulting deferred tax liability
or asset, either on initial recognition or subsequently (see example below).
Furthermore, an entity does not recognise subsequent changes in the unrecognised

deferred tax liability or asset as the asset is depreciated.
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madlsznavdanin 22.3 (n)
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Example illustrating paragraph 22(c)

An entity intends to use an asset which cost 1,000 throughout its useful life of five years and
then dispose of it for a residual value of nil. The tax rate is 40%. Depreciation of the asset is
not deductible for tax purposes. On disposal, any capital gain would not be taxable and any

capital loss would not be deductible.

As it recovers the carrying amount of the asset, the entity will earn taxable income of 1,000
and pay tax of 400. The entity does not recognise the resulting deferred tax liability of 400

because it results from the initial recognition of the asset.

In the following year, the carrying amount of the asset is 800. In earning taxable income of
800, the entity will pay tax of 320. The entity does not recognise the deferred tax liability of

320 because it results from the initial recognition of the asset.
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In accordance with TAS 32 Financial Instruments: Presentation the issuer of a
compound financial instrument (for example, a convertible bond) classifies the
instrument's liability component as a liability and the equity component as equity. In
some jurisdictions, the tax base of the liability component on initial recognition is
equal to the initial carrying amount of the sum of the liability and equity components.
The resulting taxable temporary difference arises from the initial recognition of the
equity component separately from the liability component. Therefore, the exception
set out in paragraph 15(b) does not apply. Consequently, an entity recognises the
resulting deferred tax liability. In accordance with paragraph 61, the deferred tax is
charged directly to the carrying amount of the equity component. In accordance with
paragraph 58, subsequent changes in the deferred tax liability are recognised in the

income statement as deferred tax expense (income).
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Deductible temporary differences

24 A deferred tax asset shall be recognised for all deductible temporary differences to the
extent that it is probable that taxable profit will be available against which the deductible
temporary difference can be utilised, unless the deferred tax asset arises from the initial
recognition of an asset or liability in a transaction that:
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(a) is not a business combination; and
(b) at the time of the transaction, affects neither accounting profit nor taxable profit
(tax loss).
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However, for deductible temporary differences associated with investments in subsidiaries,
branches and associates, and interests in joint ventures, a deferred tax asset shall be

recognised in accordance with paragraph 44.
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25 It is inherent in the recognition of a liability that the carrying amount will be settled
in future periods through an outflow from the entity of resources embodying
economic benefits. When resources flow from the entity, part or all of their amounts
may be deductible in determining taxable profit of a period later than the period in
which the liability is recognised. In such cases, a temporary difference exists between
the carrying amount of the liability and its tax base. Accordingly, a deferred tax asset
arises in respect of the income taxes that will be recoverable in the future periods
when that part of the liability is allowed as a deduction in determining taxable profit.
Similarly, if the carrying amount of an asset is less than its tax base, the difference
gives rise to a deferred tax asset in respect of the income taxes that will be

recoverable in future periods.
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Example

An entity recognises a liability of 100 for accrued product warranty costs. For tax
purposes, the product warranty costs will not be deductible until the entity pays claims.

The tax rate is 25%.

The tax base of the liability is nil (carrying amount of 100, less the amount that will be
deductible for tax purposes in respect of that liability in future periods). In settling the
liability for its carrying amount, the entity will reduce its future taxable profit by an
amount of 100 and, consequently, reduce its future tax payments by 25 (100 at 25%,).
The difference between the carrying amount of 100 and the tax base of nil is a
deductible temporary difference of 100. Therefore, the entity recognises a deferred tax
asset of 25 (100 at 25%), provided that it is probable that the entity will earn sufficient

taxable profit in future periods to benefit from a reduction in tax payments.
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26 The following are examples of deductible temporary differences which result in deferred

tax assets:
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(a) retirement benefit costs may be deducted in determining accounting profit as
service is provided by the employee, but deducted in determining taxable
profit either when contributions are paid to a fund by the entity or when
retirement benefits are paid by the entity. A temporary difference exists
between the carrying amount of the liability and its tax base; the tax base of
the liability is usually nil. Such a deductible temporary difference results in a
deferred tax asset as economic benefits will flow to the entity in the form of a
deduction from taxable profits when contributions or retirement benefits are

paid;
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(b) research costs are recognised as an expense in determining accounting profit
in the period in which they are incurred but may not be permitted as a
deduction in determining taxable profit (tax loss) until a later period. The

difference between the tax base of the research costs, being the amount the

taxation authorities will permit as a deduction in future periods, and the
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carrying amount of nil is a deductible temporary difference that results in a

deferred tax asset;
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(c)

the cost of a business combination is allocated by recognising the identifiable
assets acquired and liabilities assumed at their fair values at the acquisition
date. When a liability assumed is recognised at the acquisition date but the
related costs are not deducted in determining taxable profits until a later
period, a deductible temporary difference arises which results in a deferred
tax asset. A deferred tax asset also arises when the fair value of an
identifiable asset acquired is less than its tax base. In both cases, the resulting

deferred tax asset affects goodwill (see paragraph 66); and
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(d)

certain assets may be carried at fair value, or may be revalued, without an
equivalent adjustment being made for tax purposes (see paragraph 20). A
deductible temporary difference arises if the tax base of the asset exceeds its

carrying amount.
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The reversal of deductible temporary differences results in deductions in determining taxable
profits of future periods. However, economic benefits in the form of reductions in tax payments
will flow to the entity only if it earns sufficient taxable profits against which the deductions can
be offset. Therefore, an entity recognises deferred tax assets only when it is probable that taxable
profits will be available against which the deductible temporary differences can be utilised.
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It is probable that taxable profit will be available against which a deductible temporary
difference can be utilised when there are sufficient taxable temporary differences relating to the

same taxation authority and the same taxable entity which are expected to reverse:

(a) in the same period as the expected reversal of the deductible temporary difference; or
(b) in periods into which a tax loss arising from the deferred tax asset can be carried back
or forward.

In such circumstances, the deferred tax asset is recognised in the period in which the deductible

temporary differences arise.
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29 When there are insufficient taxable temporary differences relating to the same taxation

authority and the same taxable entity, the deferred tax asset is recognised to the extent that:

(a)

29.1

(b)
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it is probable that the entity will have sufficient taxable profit relating to the same
taxation authority and the same taxable entity in the same period as the reversal of
the deductible temporary difference (or in the periods into which a tax loss arising
from the deferred tax asset can be carried back or forward). In evaluating whether
it will have sufficient taxable profit in future periods, an entity ignores taxable
amounts arising from deductible temporary differences that are expected to
originate in future periods, because the deferred tax asset arising from these
deductible temporary differences will itself require future taxable profit in order to

be utilised; or
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tax planning opportunities are available to the entity that will create taxable profit

in appropriate periods.
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Tax planning opportunities are actions that the entity would take in order to create or increase
taxable income in a particular period before the expiry of a tax loss or tax credit carryforward.

For example, in some jurisdictions, taxable profit may be created or increased by:

(a) electing to have interest income taxed on either a received or receivable basis;
(b) deferring the claim for certain deductions from taxable profit;
(c) selling, and perhaps leasing back, assets that have appreciated but for which the tax

base has not been adjusted to reflect such appreciation; and

(d) selling an asset that generates non-taxable income (such as, in some jurisdictions, a
government bond) in order to purchase another investment that generates taxable

income.
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Where tax planning opportunities advance taxable profit from a later period to an earlier period,
the utilisation of a tax loss or tax credit carryforward still depends on the existence of future

taxable profit from sources other than future originating temporary differences.
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When an entity has a history of recent losses, the entity considers the guidance in paragraphs 35

and 36.
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Initial recognition of an asset or liability

One case when a deferred tax asset arises on initial recognition of an asset is when a non-taxable
government grant related to an asset is deducted in arriving at the carrying amount of the asset
but, for tax purposes, is not deducted from the asset's depreciable amount (in other words its tax
base); the carrying amount of the asset is less than its tax base and this gives rise to a deductible
temporary difference. Government grants may also be set up as deferred income in which case
the difference between the deferred income and its tax base of nil is a deductible temporary
difference. Whichever method of presentation an entity adopts, the entity does not recognise the

resulting deferred tax asset, for the reason given in paragraph 22.
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Unused tax losses and unused tax credits
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A deferred tax asset shall be recognised for the carryforward of unused tax losses
and unused tax credits to the extent that it is probable that future taxable profit will
be available against which the unused tax losses and unused tax credits can be

utilised.
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The criteria for recognising deferred tax assets arising from the carryforward of unused tax

losses and tax credits are the same as the criteria for recognising deferred tax assets arising from

deductible temporary differences. However, the existence of unused tax losses is strong evidence that

future taxable profit may not be available. Therefore, when an entity has a history of recent losses, the

entity recognises a deferred tax asset arising from unused tax losses or tax credits only to the extent that

the entity has sufficient taxable temporary differences or there is convincing other evidence that

sufficient taxable profit will be available against which the unused tax losses or unused tax credits can be

utilised by the entity. In such circumstances, paragraph 82 requires
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An entity considers the following criteria in assessing the probability that taxable
profit will be available against which the unused tax losses or unused tax credits can

be utilised:
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(a) whether the entity has sufficient taxable temporary differences relating to the
same taxation authority and the same taxable entity, which will result in
taxable amounts against which the unused tax losses or unused tax credits can

be utilised before they expire;

[

36.2  wasanniamsienuidulylanazimlsmenmdnauninamanumendnds
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(b) whether it is probable that the entity will have taxable profits before the

unused tax losses or unused tax credits expire;
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(c) whether the unused tax losses result from identifiable causes which are

unlikely to recur; and
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(d) whether tax planning opportunities (see paragraph 30) are available to the

entity that will create taxable profit in the period in which the unused tax

losses or unused tax credits can be utilised.
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To the extent that it is not probable that taxable profit will be available against which
the unused tax losses or unused tax credits can be utilised, the deferred tax asset is not
recognised.
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Re-assessment of unrecognised deferred tax assets

At each balance sheet date, an entity re-assesses unrecognised deferred tax assets. The
entity recognises a previously unrecognised deferred tax asset to the extent that it has
become probable that future taxable profit will allow the deferred tax asset to be
recovered. For example, an improvement in trading conditions may make it more probable
that the entity will be able to generate sufficient taxable profit in the future for the deferred
tax asset to meet the recognition criteria set out in paragraph 24 or 34. Another example is
when an entity re-assesses deferred tax assets at the date of a business combination or

subsequently (see paragraphs 67 and 68).
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Investments in subsidiaries, branches and associates and
interests in joint ventures

Temporary differences arise when the carrying amount of investments in subsidiaries,
branches and associates or interests in joint ventures (namely the parent or investor's share
of the net assets of the subsidiary, branch, associate or investee, including the carrying
amount of goodwill) becomes different from the tax base (which is often cost) of the
investment or interest. Such differences may arise in a number of different circumstances,

for example:
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(a) the existence of undistributed profits of subsidiaries, branches, associates and joint

ventures;

£

38.2 msldsuudasluaasuanildsuRuanadsand nsainusenlvajuazuiun
daanvagnuazlssina
(b) changes in foreign exchange rates when a parent and its subsidiary are based in

different countries; and
38.3 mIanyammuUydrasduasmuluuisnhslivhiuyanazlasuau

(c) a reduction in the carrying amount of an investment in an associate to its

recoverable amount.
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e lud
In consolidated financial statements, the temporary difference may be different from the
temporary difference associated with that investment in the parent's separate financial
statements if the parent carries the investment in its separate financial statements at cost or

revalued amount.
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An entity shall recognise a deferred tax liability for all taxable temporary differences associated
with investments in subsidiaries, branches and associates, and interests in joint ventures, except

to the extent that both of the following conditions are satisfied:

(a) the parent, investor or venturer is able to control the timing of the reversal of the

temporary difference; and

(b) it is probable that the temporary difference will not reverse in the foreseeable future.
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As a parent controls the dividend policy of its subsidiary, it is able to control the timing of
the reversal of temporary differences associated with that investment (including the
temporary differences arising not only from undistributed profits but also from any foreign
exchange translation differences). Furthermore, it would often be impracticable to
determine the amount of income taxes that would be payable when the temporary
difference reverses. Therefore, when the parent has determined that those profits will not
be distributed in the foreseeable future the parent does not recognise a deferred tax

liability. The same considerations apply to investments in branches.
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The non-monetary assets and liabilities of an entity are measured in its functional currency
(see IAS 21 The Effects of Changes in Foreign Exchange Rates). If the entity's taxable
profit or tax loss (and, hence, the tax base of its non-monetary assets and liabilities) is
determined in a different currency, changes in the exchange rate give rise to temporary
differences that result in a recognised deferred tax liability or (subject to paragraph 24)

asset. The resulting deferred tax is charged or credited to profit or loss (see paragraph 58).
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An investor in an associate does not control that entity and is usually not in a position to
determine its dividend policy. Therefore, in the absence of an agreement requiring that the
profits of the associate will not be distributed in the foreseeable future, an investor
recognises a deferred tax liability arising from taxable temporary differences associated
with its investment in the associate. In some cases, an investor may not be able to
determine the amount of tax that would be payable if it recovers the cost of its investment
in an associate, but can determine that it will equal or exceed a minimum amount. In such

cases, the deferred tax liability is measured at this amount.
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The arrangement between the parties to a joint venture usually deals with the sharing of
the profits and identifies whether decisions on such matters require the consent of all the
venturers or a specified majority of the venturers. When the venturer can control the
sharing of profits and it is probable that the profits will not be distributed in the foreseeable

future, a deferred tax liability is not recognised.
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44 An entity shall recognise a deferred tax asset for all deductible temporary differences
arising from investments in subsidiaries, branches and associates, and interests in

joint ventures, to the extent that, and only to the extent that, it is probable that:

(a) the temporary difference will reverse in the foreseeable future; and
(b) taxable profit will be available against which the temporary difference can be
utilised.
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45 In deciding whether a deferred tax asset is recognised for deductible temporary differences

associated with its investments in subsidiaries, branches and associates, and its interests in

joint ventures, an entity considers the guidance set out in paragraphs 28 to 31.
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46 Current tax liabilities (assets) for the current and prior periods shall be
measured at the amount expected to be paid to (recovered from) the taxation

authorities, using the tax rates (and tax laws) that have been enacted or

substantively enacted by the balance sheet date.
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47 Deferred tax assets and liabilities shall be measured at the tax rates that are
expected to apply to the period when the asset is realised or the liability is
settled, based on tax rates (and tax laws) that have been enacted or substantively
enacted by the balance sheet date.
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48 Current and deferred tax assets and liabilities are usually measured using the tax rates
(and tax laws) that have been enacted. However, in some jurisdictions,
announcements of tax rates (and tax laws) by the government have the substantive
effect of actual enactment, which may follow the announcement by a period of
several months. In these circumstances, tax assets and liabilities are measured using
the announced tax rate (and tax laws).

19.  dhiimslEsanmiuandefudmiuneldideadamiudasszdu Aamsdasiayad
sunswduaznilsumditulasemssavad legldsanmiwasiimaiazdaddiumls
PNME (MIBWANUNNMNE) TuI0 7RI SAMANALAATANFUTIIATHALANGI
%J']ﬂﬁ'n

49 When different tax rates apply to different levels of taxable income, deferred tax
assets and liabilities are measured using the average rates that are expected to apply
to the taxable profit (tax loss) of the periods in which the temporary differences are

expected to reverse.
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51 The measurement of deferred tax liabilities and deferred tax assets shall reflect
the tax consequences that would follow from the manner in which the entity
expects, at the balance sheet date, to recover or settle the carrying amount of its
assets and liabilities.
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52 In some jurisdictions, the manner in which an entity recovers (settles) the carrying

amount of an asset (liability) may affect either or both of:

(a) the tax rate applicable when the entity recovers (settles) the carrying amount

of the asset (liability); and

(b) the tax base of the asset (liability).
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In such cases, an entity measures deferred tax liabilities and deferred tax assets using
the tax rate and the tax base that are consistent with the expected manner of recovery

or settlement.
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Example A

apply if the asset were sold and a tax rate of 30% would apply to other income.

retain the asset and recover its carrying amount through use.

An asset has a carrying amount of 100 and a tax base of 60. A tax rate of 20% would

The entity recognises a deferred tax liability of 8 (40 at 20%) if it expects to sell the

asset without further use and a deferred tax liability of 12 (40 at 30%) if it expects to
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Example B

[An asset with a cost of 100 and a carrying amount of 80 is revalued to 150. No equivalent
adjustment is made for tax purposes. Cumulative depreciation for tax purposes is 30 and the tax
rate is 30%. If the asset is sold for more than cost, the cumulative tax depreciation of 30 will be

included in taxable income but sale proceeds in excess of cost will not be taxable.

The tax base of the asset is 70 and there is a taxable temporary difference of 80. If the entity
expects to recover the carrying amount by using the asset, it must generate taxable income of 150,
but will only be able to deduct depreciation of 70. On this basis, there is a deferred tax liability of
24 (80 at 30%). If the entity expects to recover the carrying amount by selling the asset

immediately for proceeds of 150, the deferred tax liability is computed as follows:

Taxable Deferred
Temporary Tax
Difference Tax Rate Liability

Cumulative tax
depreciation 30 30% 9

Proceeds in
excess of cost 50 nil -

Total 80 9

(note: in accordance with paragraph 61, the additional deferred tax that arises on the revaluation

is charged directly to equity)
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Example C

The facts are as in example B, except that if the asset is sold for more than cost, the cumulative
tax depreciation will be included in taxable income (taxed at 30%) and the sale proceeds will be

taxed at 40%, after deducting an inflation-adjusted cost of 110.

If the entity expects to recover the carrying amount by using the asset, it must generate taxable
income of 150, but will only be able to deduct depreciation of 70. On this basis, the tax base is 70,
there is a taxable temporary difference of 80 and there is a deferred tax liability of 24 (80 at

30%,), as in example B.

If the entity expects to recover the carrying amount by selling the asset immediately for proceeds
of 150, the entity will be able to deduct the indexed cost of 110. The net proceeds of 40 will be
taxed at 40%. In addition, the cumulative tax depreciation of 30 will be included in taxable
income and taxed at 30%. On this basis, the tax base is 80 (110 less 30), there is a taxable
temporary difference of 70 and there is a deferred tax liability of 25 (40 at 40% plus 30 at 30%,).
If the tax base is not immediately apparent in this example, it may be helpful to consider the

fundamental principle set out in paragraph 10.

(note: in accordance with paragraph 61, the additional deferred tax that arises on the revaluation

is charged directly to equity)
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In some jurisdictions, income taxes are payable at a higher or lower rate if part or all of the net profit or

retained earnings is paid out as a dividend to shareholders of the entity. In some other jurisdictions,

income taxes may be refundable or payable if part or all of the net profit or retained earnings is paid out
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as a dividend to shareholders of the entity. In these circumstances, current and deferred tax assets and

liabilities are measured at the tax rate applicable to undistributed profits.
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52B  In the circumstances described in paragraph 52A, the income tax consequences of
dividends are recognised when a liability to pay the dividend is recognised. The income
tax consequences of dividends are more directly linked to past transactions or events than
to distributions to owners. Therefore, the income tax consequences of dividends are
recognised in profit or loss for the period as required by paragraph 58 except to the extent
that the income tax consequences of dividends arise from the circumstances described in

paragraph 58(a) and (b).
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Example illustrating paragraphs 52A and 52B

The following example deals with the measurement of current and deferred tax assets
and liabilities for an entity in a jurisdiction where income taxes are payable at a higher
rate on undistributed profits (50%) with an amount being refundable when profits are
distributed. The tax rate on distributed profits is 35%. At the balance sheet date, 31
December 20X1, the entity does not recognise a liability for dividends proposed or
declared after the balance sheet date. As a result, no dividends are recognised in the
year 20X 1. Taxable income for 20X1 is 100,000. The net taxable temporary difference

for the year 20X1 is 40,000.

The entity recognises a current tax liability and a current income tax expense of
50,000. No asset is recognised for the amount potentially recoverable as a result of
future dividends. The entity also recognises a deferred tax liability and deferred tax
expense of 20,000 (40,000 at 50%) representing the income taxes that the entity will
pay when it recovers or settles the carrying amounts of its assets and liabilities based

on the tax rate applicable to undistributed profits.

Subsequently, on 15 March 20X2 the entity recognises dividends of 10,000 from

previous operating profits as a liability.

On 15 March 20X2, the entity recognises the recovery of income taxes of 1,500 (15%

of the dividends recognised as a liability) as a current tax asset and as a reduction of
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Example illustrating paragraphs 52A and 52B

current income tax expense for 20X2.
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53 Deferred tax assets and liabilities shall not be discounted.
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54 The reliable determination of deferred tax assets and liabilities on a discounted
basis requires detailed scheduling of the timing of the reversal of each temporary
difference. In many cases such scheduling is impracticable or highly complex.
Therefore, it is inappropriate to require discounting of deferred tax assets and
liabilities. To permit, but not to require, discounting would result in deferred tax
assets and liabilities which would not be comparable between entities. Therefore,
this Standard does not require or permit the discounting of deferred tax assets
and liabilities.
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55 Temporary differences are determined by reference to the carrying amount of an

asset or liability. This applies even where that carrying amount is itself
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determined on a discounted basis, for example in the case of retirement benefit

obligations (see IAS 19 Employee Benefits).

56. pamssasnumuyammatndzasdunindmdctulasansantnd o Juiluiuaa
aIUAAZIA waziiamsamsanyadimaindresdunswdmdSulasansdniad
A a < v v = v 14 v 1 a =~ o
a4 ananmsiui bihaziianuiuldlareurranidndaluin fansaziinilsma
= ~ o a [ 4 =~ A v (- | ] -~ & Y 4
midigawanazihdunswdnmddulasansaatvydursdruniananuaan lduselomi
e madimsuSuandunswdmatulasanisamindiasiu Aansaasnausiansli
A o PP & IR v 11 a = o P
waadnnundenuiuldlasauznaminnamsazin lsmemdiies
56 The carrying amount of a deferred tax asset shall be reviewed at each
balance sheet date. An entity shall reduce the carrying amount of a deferred
tax asset to the extent that it is no longer probable that sufficient taxable
profit will be available to allow the benefit of part or all of that deferred tax

asset to be utilised. Any such reduction shall be reversed to the extent that it

becomes probable that sufficient taxable profit will be available.
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Recognition of current and deferred tax

57 Accounting for the current and deferred tax effects of a transaction or other event is
consistent with the accounting for the transaction or event itself. Paragraphs 58 to

68C implement this principle.
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Income statement

Current and deferred tax shall be recognised as income or an expense and
included in profit or loss for the period, except to the extent that the tax

arises from:

(a) a transaction or event which is recognised, in the same or a different

period, directly in equity (see paragraphs 61 to 65); or

(b) a business combination (see paragraphs 66 to 68).
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59  Most deferred tax liabilities and deferred tax assets arise where income or
expense is included in accounting profit in one period, but is included in taxable
profit (tax loss) in a different period. The resulting deferred tax is recognised in

the income statement. Examples are when:
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interest, royalty or dividend revenue is received in arrears and is included in

accounting profit on a time apportionment basis in accordance with IAS 18

Revenue, but is included in taxable profit (tax loss) on a cash basis; and
Funuuasdundudilifishou Ffamsdasiuiinduneiethenu munasgu
msvadatuil 51 Gesduniudlifidauuasiamssestufinadasimihelusy
lsnanu winamsasindualdhamemanshnudansheiuhesy (us
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(2))

costs of intangible assets have been capitalised in accordance with IAS 38

Intangible Assets and are being amortised in the income statement, but were

deducted for tax purposes when they were incurred.
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The carrying amount of deferred tax assets and liabilities may change even

though there is no change in the amount of the related temporary differences.

This can result, for example, from:

(a)
(b)
(c)

a change in tax rates or tax laws;
a re-assessment of the recoverability of deferred tax assets; or

a change in the expected manner of recovery of an asset.
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The resulting deferred tax is recognised in the income statement, except to the
extent that it relates to items previously charged or credited to equity (see
paragraph 63).
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Items credited or charged directly to equity

61 Current tax and deferred tax shall be charged or credited directly to equity if the tax
relates to items that are credited or charged, in the same or a different period,

directly to equity.

C%

62. MasIUMIUTayanevsamuualinamstuinlyddviunemsunamslosass
Tugsduzaunaes wu

[
a =

62.1nMstldsuutasyamentgdniiannnsisenau anasuasaunsallui (g

v o o o o o a o
WIOITIUNMIUNTRAUUN 32 LINVIOU mmmazqﬂﬂim)

62.2 milsulpilsazandunaiionnmsuasuulaslansmsiad M iceas

.

C%

5USudaunas niamsudladaiionarandidn (guesgrunmstgdadun 39
lﬂl L ) lﬂ' L% ) Y a
Gasulsunemstnd mswdsuwdasdssinamsnetaduazdalionaa)

62.3 WagNaedaNuantldsuniannmMILlaeaNuMIRUEaInIENUA NN E
(QNIN55IUNTUNERTUN 30 1389 HANTENUPDINITUAEUULYBI2BIDNT)
wantlaaw)

62.4 yamasdusznauiiiiunuuaaniaeiianmensiiuuuunanineanssusiie

u

(Guusn (geanihn 23)

v A [ 4

anInsntliad lunssususglous

g



62

63.

63

TNNATFIUMSURE atud 56 509 MBRule

International Financial Reporting Standards require or permit certain items to be credited or

charged directly to equity. Examples of such items are:

(a) a change in carrying amount arising from the revaluation of property, plant and
equipment (see IAS 16 Property, Plant and Equipment),

(b) an adjustment to the opening balance of retained earnings resulting from either a change
in accounting policy that is applied retrospectively or the correction of an error (see IAS

8 Accounting Policies, Changes in Accounting Estimates and Errors);

(c) exchange differences arising on the translation of the financial statements of a
foreign operation (see IAS 21 The Effects of Changes in Foreign Exchange Rates);,

and

(d amounts arising on initial recognition of the equity component of a compound

financial instrument (see paragraph 23).
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In exceptional circumstances it may be difficult to determine the amount of current
and deferred tax that relates to items credited or charged to equity. This may be the
case, for example, when:
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(a) there are graduated rates of income tax and it is impossible to determine the

rate at which a specific component of taxable profit (tax loss) has been taxed;
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(b) a change in the tax rate or other tax rules affects a deferred tax asset or
liability relating (in whole or in part) to an item that was previously charged

or credited to equity; or

63.3 fansiasandy Msazsusaunswdmddulasanisdadad wialiassusiaw
srunudald war Funiwdmaduldsansaatadiisdasiunenmsilaiuin
T ludsdriuzaanuasuar luain (MRt aINNEIULEETInNA )

(c) an entity determines that a deferred tax asset should be recognised, or should
no longer be recognised in full, and the deferred tax asset relates (in whole or
in part) to an item that was previously charged or credited to equity.
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In such cases, the current and deferred tax related to items that are credited or

charged to equity is based on a reasonable pro rata allocation of the current and

deferred tax of the entity in the tax jurisdiction concerned, or other method that
achieves a more appropriate allocation in the circumstances.
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64 IAS 16 Property, Plant and Equipment does not specify whether an entity should
transfer each year from revaluation surplus to retained earnings an amount equal to
the difference between the depreciation or amortisation on a revalued asset and the
depreciation or amortisation based on the cost of that asset. If an entity makes such a

transfer, the amount transferred is net of any related deferred tax. Similar
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considerations apply to transfers made on disposal of an item of property, plant or
equipment.
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When an asset is revalued for tax purposes and that revaluation is related to an
accounting revaluation of an earlier period, or to one that is expected to be carried out
in a future period, the tax effects of both the asset revaluation and the adjustment of
the tax base are credited or charged to equity in the periods in which they occur.
However, if the revaluation for tax purposes is not related to an accounting
revaluation of an earlier period, or to one that is expected to be carried out in a future
period, the tax effects of the adjustment of the tax base are recognised in the income

statement.
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When an entity pays dividends to its shareholders, it may be required to pay a portion
of the dividends to taxation authorities on behalf of shareholders. In many
jurisdictions, this amount is referred to as a withholding tax. Such an amount paid or

payable to taxation authorities is charged to equity as a part of the dividends.
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Deferred tax arising from a business combination

As explained in paragraphs 19 and 26(c), temporary differences may arise in a business
combination. In accordance with IFRS 3 Business Combinations, an entity recognises any
resulting deferred tax assets (to the extent that they meet the recognition criteria in
paragraph 24) or deferred tax liabilities as identifiable assets and liabilities at the
acquisition date. Consequently, those deferred tax assets and liabilities affect goodwill or
the amount of any excess of the acquirer's interest in the net fair value of the acquiree's
identifiable assets, liabilities and contingent liabilities over the cost of the combination.
However, in accordance with paragraph 15(a), an entity does not recognise deferred tax

liabilities arising from the initial recognition of goodwill.
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As a result of a business combination, an acquirer may consider it probable that it will recover
its own deferred tax asset that was not recognised before the business combination. For example,
the acquirer may be able to utilise the benefit of its unused tax losses against the future taxable

profit of the acquiree. In such cases, the acquirer recognises a deferred tax asset, but does not
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include it as part of the accounting for the business combination, and therefore does not take it
into account in determining the goodwill or the amount of any excess of the acquirer's interest in
the net fair value of the acquiree's identifiable assets, liabilities and contingent liabilities over the

cost of the combination.
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68 If the potential benefit of the acquiree's income tax loss carryforwards or other deferred tax
assets did not satisfy the criteria in IFRS 3 for separate recognition when a business
combination is initially accounted for but is subsequently realised, the acquirer shall

recognise the resulting deferred tax income in profit or loss. In addition, the acquirer shall:
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(a) reduce the carrying amount of goodwill to the amount that would have been

recognised if the deferred tax asset had been recognised as an identifiable asset

from the acquisition date; and
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(b) recognises the reduction in the carrying amount of goodwill as an expense.
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However, this procedure shall not result in the creation of an excess of the acquirer's
interest in the net fair value of the acquiree's identifiable assets, liabilities and contingent
liabilities over the cost of the combination, nor shall it increase the amount previously

recognised for any such excess.
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Example

An entity acquired a subsidiary that had deductible temporary differences of
300. The tax rate at the time of the acquisition was 30 per cent. The resulting
deferred tax asset of 90 was not recognised as an identifiable asset in
determining the goodwill of 500 that resulted from the business combination.
Two years after the combination, the entity assessed that future taxable profit
should be sufficient to recover the benefit of all the deductible temporary

differences.

The entity recognises a deferred tax asset of 90 and, in profit or loss, deferred
tax income of 90. The entity also reduces the carrying amount of goodwill by
90 and recognises an expense for this amount in profit or loss. Consequently,
the cost of the goodwill is reduced to 410, being the amount that would have
been recognised had the deferred tax asset of 90 been recognised as an

identifiable asset at the acquisition date.

If the tax rate had increased to 40 per cent, the entity would have recognised a
deferred tax asset of 120 (300 at 40 per cent) and, in profit or loss, deferred
tax income of 120. If the tax rate had decreased to 20 per cent, the entity
would have recognised a deferred tax asset of 60 (300 at 20 per cent) and
deferred tax income of 60. In both cases, the entity would also reduce the
carrying amount of goodwill by 90 and recognise an expense for that amount

in profit or loss.
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Current and deferred tax arising from share-based payment
transactions

In some tax jurisdictions, an entity receives a tax deduction (ie an amount that is
deductible in determining taxable profit) that relates to remuneration paid in shares,
share options or other equity instruments of the entity. The amount of that tax
deduction may differ from the related cumulative remuneration expense, and may
arise in a later accounting period. For example, in some jurisdictions, an entity may
recognise an expense for the consumption of employee services received as
consideration for share options granted, in accordance with IFRS 2 Share-based
Payment, and not receive a tax deduction until the share options are exercised, with
the measurement of the tax deduction based on the entity's share price at the date of

exercise.
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As with the research costs discussed in paragraphs 9 and 26(b) of this Standard, the
difference between the tax base of the employee services received to date (being the
amount the taxation authorities will permit as a deduction in future periods), and the
carrying amount of nil, is a deductible temporary difference that results in a deferred tax
asset. If the amount the taxation authorities will permit as a deduction in future periods is
not known at the end of the period, it shall be estimated, based on information available at
the end of the period. For example, if the amount that the taxation authorities will permit
as a deduction in future periods is dependent upon the entity's share price at a future date,
the measurement of the deductible temporary difference should be based on the entity's

share price at the end of the period.
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As noted in paragraph 68A, the amount of the tax deduction (or estimated future tax
deduction, measured in accordance with paragraph 68B) may differ from the related
cumulative remuneration expense. Paragraph 58 of the Standard requires that current and
deferred tax should be recognised as income or an expense and included in profit or loss
for the period, except to the extent that the tax arises from (a) a transaction or event which
is recognised, in the same or a different period, directly in equity, or (b) a business
combination. If the amount of the tax deduction (or estimated future tax deduction)
exceeds the amount of the related cumulative remuneration expense, this indicates that the
tax deduction relates not only to remuneration expense but also to an equity item. In this
situation, the excess of the associated current or deferred tax should be recognised directly

in equity.
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Presentation
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Tax assets and tax liabilities
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Offset

An entity shall offset current tax assets and current tax liabilities if, and only if,

the entity:
(a) has a legally enforceable right to set off the recognised amounts; and

(b) intends either to settle on a net basis, or to realise the asset and settle the
liability simultaneously.
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Although current tax assets and liabilities are separately recognised and measured
they are offset in the balance sheet subject to criteria similar to those established for
financial instruments in IAS 32 Financial Instruments: Presentation. An entity will
normally have a legally enforceable right to set off a current tax asset against a
current tax liability when they relate to income taxes levied by the same taxation

authority and the taxation authority permits the entity to make or receive a single net

payment.
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73 In consolidated financial statements, a current tax asset of one entity in a group is
offset against a current tax liability of another entity in the group if, and only if, the
entities concerned have a legally enforceable right to make or receive a single net
payment and the entities intend to make or receive such a net payment or to recover

the asset and settle the liability simultaneously.

v LY [

74.  fanmsazsihaunswdmstulasanisamind snvnnausuniaumsGulasanisen

v o] v a
wdlannalia
o a [ 4 ~ v

74.1 dansiiandmunguananazihdunswdmdtuladszinee sinnaunu
dyQ = a kg o
wisumMBRuladszine uaz

74 An entity shall offset deferred tax assets and deferred tax liabilities if, and only if:

(a) the entity has a legally enforceable right to set off current tax assets against

current tax liabilities; and
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(b) the deferred tax assets and the deferred tax liabilities relate to income taxes levied

by the same taxation authority on either:
74.2.1.1 BHIBOUNADIDIENIEBUIBIUHEINY

(@i) the same taxable entity; or
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(i) different taxable entities which intend either to settle current tax liabilities
and assets on a net basis, or to realise the assets and settle the liabilities
simultaneously, in each future period in which significant amounts of

deferred tax liabilities or assets are expected to be settled or recovered.
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To avoid the need for detailed scheduling of the timing of the reversal of each temporary
difference, this Standard requires an entity to set off a deferred tax asset against a deferred tax
liability of the same taxable entity if, and only if, they relate to income taxes levied by the same
taxation authority and the entity has a legally enforceable right to set off current tax assets

against current tax liabilities.
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In rare circumstances, an entity may have a legally enforceable right of set-off, and an intention
to settle net, for some periods but not for others. In such rare circumstances, detailed scheduling
may be required to establish reliably whether the deferred tax liability of one taxable entity will
result in increased tax payments in the same period in which a deferred tax asset of another

taxable entity will result in decreased payments by that second taxable entity.
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Tax expense

Tax expense (income) related to profit or loss from ordinary activities

The tax expense (income) related to profit or loss from ordinary activities

shall be presented on the face of the income statement.
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Exchange differences on deferred foreign tax liabilities or assets

IAS 21 The Effects of Changes in Foreign Exchange Rates requires certain
exchange differences to be recognised as income or expense but does not
specify where such differences should be presented in the income statement.
Accordingly, where exchange differences on deferred foreign tax liabilities
or assets are recognised in the income statement, such differences may be
classified as deferred tax expense (income) if that presentation is considered

to be the most useful to financial statement users.
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Disclosure

79 The major components of tax expense (income) shall be disclosed
separately.
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80 Components of tax expense (income) may include:
(a) current tax expense (income);
(b)  any adjustments recognised in the period for current tax of prior periods;

(c) the amount of deferred tax expense (income) relating to the origination
and reversal of temporary differences;
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(d) the amount of deferred tax expense (income) relating to changes in tax
rates or the imposition of new taxes;
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80.6 (e) the amount of the benefit arising from a previously unrecognised tax loss,
tax credit or temporary difference of a prior period that is used to reduce

current tax expense;
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() the amount of the benefit from a previously unrecognised tax loss, tax

credit or temporary difference of a prior period that is used to reduce

deferred tax expense;
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(2) deferred tax expense arising from the write-down, or reversal of a
previous write-down, of a deferred tax asset in accordance with
paragraph 56; and
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(h) the amount of tax expense (income) relating to those changes in
accounting policies and errors that are included in profit or loss in
accordance with IAS 8, because they cannot be accounted for

retrospectively.
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81 The following shall also be disclosed separately:

(a) the aggregate current and deferred tax relating to items that are charged

or credited to equity;
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(b) [deleted];
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(c) an explanation of the relationship between tax expense (income) and

accounting profit in either or both of the following forms:

(i) a numerical reconciliation between tax expense (income) and the
product of accounting profit multiplied by the applicable tax
rate(s), disclosing also the basis on which the applicable tax

rate(s) is (are) computed; or

(ii) a numerical reconciliation between the average effective tax rate
and the applicable tax rate, disclosing also the basis on which the

applicable tax rate is computed;
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(d) an explanation of changes in the applicable tax rate(s) compared to the
previous accounting period;
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(e) the amount (and expiry date, if any) of deductible temporary differences,
unused tax losses, and unused tax credits for which no deferred tax asset

is recognised in the balance sheet;
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the aggregate amount of temporary differences associated with
investments in subsidiaries, branches and associates and interests in joint
ventures, for which deferred tax liabilities have not been recognised (see
paragraph 39);
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in respect of each type of temporary difference, and in respect of each

type of unused tax losses and unused tax credits:

(i) the amount of the deferred tax assets and liabilities recognised in

the balance sheet for each period presented;

(ii) the amount of the deferred tax income or expense recognised in
the income statement, if this is not apparent from the changes in

the amounts recognised in the balance sheet;
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(h) in respect of discontinued operations, the tax expense relating to:
(i) the gain or loss on discontinuance; and

(ii) the profit or loss from the ordinary activities of the discontinued
operation for the period, together with the corresponding
amounts for each prior period presented; and
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(i) the amount of income tax consequences of dividends to shareholders of
the entity that were proposed or declared before the financial statements

were authorised for issue, but are not recognised as a liability in the

financial statements.
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82 An entity shall disclose the amount of a deferred tax asset and the nature of

the evidence supporting its recognition, when:
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the utilisation of the deferred tax asset is dependent on future taxable profits
in excess of the profits arising from the reversal of existing taxable temporary
differences; and
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the entity has suffered a loss in either the current or preceding period in the

tax jurisdiction to which the deferred tax asset relates.
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In the circumstances described in paragraph 52A, an entity shall disclose the nature

of the potential income tax consequences that would result from the payment of

dividends to its shareholders. In addition, the entity shall disclose the amounts of the

potential income tax consequences practicably determinable and whether there are

any potential income tax consequences not practicably determinable.
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The disclosures required by paragraph 81(c) enable users of financial statements to
understand whether the relationship between tax expense (income) and accounting profit is
unusual and to understand the significant factors that could affect that relationship in the
future. The relationship between tax expense (income) and accounting profit may be
affected by such factors as revenue that is exempt from taxation, expenses that are not
deductible in determining taxable profit (tax loss), the effect of tax losses and the effect of

foreign tax rates.
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In explaining the relationship between tax expense (income) and accounting profit, an
entity uses an applicable tax rate that provides the most meaningful information to the
users of its financial statements. Often, the most meaningful rate is the domestic rate of tax
in the country in which the entity is domiciled, aggregating the tax rate applied for national
taxes with the rates applied for any local taxes which are computed on a substantially
similar level of taxable profit (tax loss). However, for an entity operating in several
jurisdictions, it may be more meaningful to aggregate separate reconciliations prepared

using the domestic rate in each individual jurisdiction. The following example illustrates
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how the selection of the applicable tax rate affects the presentation of the numerical

reconciliation.
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The average effective tax rate is the tax expense (income) divided by the accounting

profit.
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It would often be impracticable to compute the amount of unrecognised deferred tax
liabilities arising from investments in subsidiaries, branches and associates and
interests in joint ventures (see paragraph 39). Therefore, this Standard requires an
entity to disclose the aggregate amount of the underlying temporary differences but
does not require disclosure of the deferred tax liabilities. Nevertheless, where
practicable, entities are encouraged to disclose the amounts of the unrecognised
deferred tax liabilities because financial statement users may find such information

useful.
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Paragraph 82A requires an entity to disclose the nature of the potential income tax
consequences that would result from the payment of dividends to its shareholders. An
entity discloses the important features of the income tax systems and the factors that

will affect the amount of the potential income tax consequences of dividends.

% [ 4

a <) IS
TNNIFVIVNUYY Glu‘Wﬁ%“UiiJﬂ“]ﬂJflllﬂ

90



87

87B

TNNATFIUMSURE atud 56 509 MBRule

Tuunass famsbiamnsammayamanuzesnanssnumBldulanaafioduanms
J a Yo Yy 4 k4 v ] | t:{tu'A o a v ] 1 o
QWHLQHﬂNNﬁiﬁﬂUQﬂQﬁNI@ YNHNIDYNLTU ﬂsmwnﬁ]miuuwmﬂaﬂumwﬂs:mmwmu
10 adnlsfann fanseaainsadszanayaaundulads wu luaunmstusy
USunluel wazuSendasunausem enanemdtuledmsumlsndaliladaassludns
t:i v a ' e 9’::4' Y A d' ' a o
‘Ylgﬁﬂ')’]ﬂﬂ(ﬂ LLEIZ:VIT]UEEWI']‘ZIE]Qﬂ'l‘l?}lﬁuvl,ﬂ‘ﬂﬁ]glﬂﬁﬁﬂu LuamﬂNuﬂumamﬂﬂﬂsazamm
awmstusnluswae lunsdiifamsdevlawmeyamnazlasuiu uasfianisdas
a 15 T a o PPN val a & do ' v
Watnaae ﬂamiuNanszwumwﬂmwm%zmmu Vl‘c’lﬁlNﬁ"lNﬂ‘Jﬂﬂ‘i%ﬁJ’]iH1@ ae
Twumstummzeasvssnlvg (i) fansdealawmedayaineinuranssnumetiy
lananaietiu Feiadasnumlsazauaasusemiva)

It would sometimes not be practicable to compute the total amount of the potential
income tax consequences that would result from the payment of dividends to
shareholders. This may be the case, for example, where an entity has a large number of
foreign subsidiaries. However, even in such circumstances, some portions of the total
amount may be easily determinable. For example, in a consolidated group, a parent and
some of its subsidiaries may have paid income taxes at a higher rate on undistributed
profits and be aware of the amount that would be refunded on the payment of future
dividends to shareholders from consolidated retained earnings. In this case, that
refundable amount is disclosed. If applicable, the entity also discloses that there are
additional potential income tax consequences not practicably determinable. In the

parent's separate financial statements, if any, the disclosure of the potential income tax

consequences relates to the parent's retained earnings.
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87C  An entity required to provide the disclosures in paragraph 82A may also be required
to provide disclosures related to temporary differences associated with investments in
subsidiaries, branches and associates or interests in joint ventures. In such cases, an
entity considers this in determining the information to be disclosed under paragraph
82A. For example, an entity may be required to disclose the aggregate amount of
temporary differences associated with investments in subsidiaries for which no
deferred tax liabilities have been recognised (see paragraph 81(f)). If it is
impracticable to compute the amounts of unrecognised deferred tax liabilities (see

paragraph 87) there may be amounts of potential income tax consequences of

dividends not practicably determinable related to these subsidiaries.
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88 An entity discloses any tax-related contingent liabilities and contingent assets in
accordance with IAS 37 Provisions, Contingent Liabilities and Contingent Assets.
Contingent liabilities and contingent assets may arise, for example, from unresolved
disputes with the taxation authorities. Similarly, where changes in tax rates or tax
laws are enacted or announced after the balance sheet date, an entity discloses any
significant effect of those changes on its current and deferred tax assets and liabilities

(see IAS 10 Events after the Balance Sheet Date).
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Effective date

89 This Standard becomes operative for financial statements covering periods beginning on
or after 1 January 1998, except as specified in paragraph 91. If an entity applies this
Standard for financial statements covering periods beginning before 1 January 1998, the
entity shall disclose the fact it has applied this Standard instead of IAS 12 Accounting for

Taxes on Income, approved in 1979.

90 This Standard supersedes IAS 12 Accounting for Taxes on Income, approved in 1979.

91 Paragraphs 52A, 52B, 65A, 81(i), 82A, 87A, 87B, 87C and the deletion of paragraphs 3 and
50 become operative for annual financial statements’ covering periods beginning on or
after 1 January 2001. Earlier adoption is encouraged. If earlier adoption affects the

financial statements, an entity shall disclose that fact.
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Paragraph 91 refers to 'annual financial statements' in line with more explicit language for writing

effective dates adopted in 1998. Paragraph 89 refers to 'financial statements'.
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Appendix A
Examples of temporary differences
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The appendix accompanies, but is not part of, IAS 12.
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A. Examples of circumstances that give rise to taxable temporary
differences

All taxable temporary differences give rise to a deferred tax liability.

Namsydnfinansznudasuiilsmanu
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AMmnam lsmemdmunasituge

Transactions that affect the income statement

1 Interest revenue is received in arrears and is included in accounting profit on

a time apportionment basis but is included in taxable profit on a cash basis

2. Aamssuinelannmsneduamlumsmnam lsmatydiliadedualvgna wein
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2 Revenue from the sale of goods is included in accounting profit when goods
are delivered but is included in taxable profit when cash is collected. (note:

as explained in B3 below, there is also a deductible temporary difference

associated with any related inventory).
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3. PamsAaadaNIMaFunswelasdsanstselumsmuasi lsmens

3 Depreciation of an asset is accelerated for tax purposes.
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4 Development costs have been capitalised and will be amortised to the
income statement but were deducted in determining taxable profit in the period in

which they were incurred.

5. fAamsihen ldaeaaninluindluenldanalumsdrunamlsmemamunamiGudas

5 Prepaid expenses have already been deducted on a cash basis in determining

the taxable profit of the current or previous periods.
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Transactions that affect the balance sheet

6 Depreciation of an asset is not deductible for tax purposes and no deduction will be
available for tax purposes when the asset is sold or scrapped. (note: paragraph 15(b)
of the Standard prohibits recognition of the resulting deferred tax liability unless the
asset was acquired in a business combination, see also paragraph 22 of the

Standard).
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A borrower records a loan at the proceeds received (which equal the amount due at
maturity), less transaction costs. Subsequently, the carrying amount of the loan is
increased by amortisation of the transaction costs to accounting profit. The transaction
costs were deducted for tax purposes in the period when the loan was first recognised.
(notes: (1) the taxable temporary difference is the amount of transaction costs already
deducted in determining the taxable profit of current or prior periods, less the cumulative
amount amortised to accounting profit; and (2) as the initial recognition of the loan affects
taxable profit, the exception in paragraph 15(b) of the Standard does not apply. Therefore,

the borrower recognises the deferred tax liability).
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A loan payable was measured on initial recognition at the amount of the net proceeds,
net of transaction costs. The transaction costs are amortised to accounting profit over
the life of the loan. Those transaction costs are not deductible in determining the
taxable profit of future, current or prior periods. (notes: (1) the taxable temporary

difference is the amount of unamortised transaction costs; and (2) paragraph 15(b)

of the Standard prohibits recognition of the resulting deferred tax liability).
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The liability component of a compound financial instrument (for example a
convertible bond) is measured at a discount to the amount repayable on maturity (see
IAS 32 Financial Instruments: Presentation). The discount is not deductible in

determining taxable profit (tax loss).
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Fair value adjustments and revaluations

Financial assets or investment property are carried at fair value which exceeds cost but no
equivalent adjustment is made for tax purposes.

a = o a i A < = a va
famsdsanauaiasuazaunsailu (muuwimeneyaalumadenyjial
WasgIuMsiad atun 32 3aeidu 1ms wazgunsal) ualiddinamsusulsamen

(Manawe : davii 61 Muualdnanstiuiinnemsmétulasemsaatninnadas

b

a

v = ) N 1 v
AUNIININMINOU B']ﬂ'lﬁLLaf‘JQﬂﬂ'iﬂﬂﬂN Iﬂﬂ(ﬂiﬁlﬂﬁlﬁﬂ’]uﬂaﬂ tANUDY)

An entity revalues property, plant and equipment (under the revaluation model treatment in TAS
16 Property, Plant and Equipment) but no equivalent adjustment is made for tax purposes.

(note: paragraph 61 of the Standard requires the related deferred tax to be charged directly to

equity).
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€

v 1
a = I

Asssngndresduning nilduuasnildunenaiazunssylanganidunumsnugsna
' v

QALDNUIN 66)

2 2

Business combinations and consolidation

12 The carrying amount of an asset is increased to fair value in a business combination
and no equivalent adjustment is made for tax purposes. (Note that on initial
recognition, the resulting deferred tax liability increases goodwill or decreases the
amount of any excess of the acquirer's interest in the net fair value of the acquiree's
identifiable assets, liabilities and contingent liabilities over the cost of the

combination. See paragraph 66 of the Standard).

13. enanuilanfianas ldsansathinvnduamldnemsdnamlsmendls uazdunulsy
v v a [~ v o LY [ 4 Y d a 4 ]
fepaseenufann liamnsmhluindumldheadiaimamegsiale (vanawe : ga

1 k4
o a =R

wihi 15.1 Wiayanalddamssuiniidumidulasemsaataydnnezulunsdi)
13 Reductions in the carrying amount of goodwill are not deductible in determining
taxable profit and the cost of the goodwill would not be deductible on disposal of the

business. (Note that paragraph 15(a) of the Standard prohibits recognition of the

resulting deferred tax liability).
14. fanmsdssaanemamenuiigalisuizaisnnnemsssninniusanlos lUiayamen
Unyduaadumeunas wsa o 91ms wazaunsal

14 Unrealised losses resulting from intragroup transactions are eliminated by inclusion

in the carrying amount of inventory or property, plant and equipment.
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f‘iﬂsazamaw%ﬁ'miaa 127 USHNIIY u,azﬁamss'mﬁ'ﬁmlﬂuﬁﬂsa:ammluw
a v o a v a A o [ o Yo a o v
NIINUIIN LLG]ﬂTiSﬂTHNuIGWSLﬂ@ﬂGIE‘JLN?JNﬂ’]i‘\]@ﬂﬁ‘éﬂ?lﬁi%ﬂUUiHﬂI%i}j (wmﬂmq .

daviil 39 Liayanalvifanmssuiniidumstulasemsaatainfesy dusenlvg

s viagsnd sunsamuauszaznanlumsndunamanauandeiiaT lduasd

mmL*fJuleTﬁiau"zTNLLu'dwﬁamsaslajﬂé’mmmswaLmﬂﬁhq%”mmﬂuaumm5’u°lﬂé')
Retained earnings of subsidiaries, branches, associates and joint ventures are included
in consolidated retained earnings, but income taxes will be payable if the profits are
distributed to the reporting parent. (note: paragraph 39 of the Standard prohibits
recognition of the resulting deferred tax liability if the parent, investor or venturer is
able to control the timing of the reversal of the temporary difference and it is

probable that the temporary difference will not reverse in the foreseeable future).

Ruasnuluudendas s wia viEnnnlumsdszma viaduladalufanmssualu
arelszmalasunansznunnmsasuwladdusasuandouduasidedseme
(vanewie : (1) Tunseiiinaiinaunnimeiasniideudoms vianauandraiasi
T3nmi uaz (2) dawihi 39 lsiaiéﬁywmlﬁ'ﬁﬁ)ms%’ué’wﬁaumﬁﬁulé'samséfﬂﬂ’m%ﬁ
ety Sdenlvg daenu wiadhinmmmnsamuguszaznalumandunamsua
wanaemasle wazienudululadauiawii fanmsazlindusenmsuauanes
easnluawansulngd)
Investments in foreign subsidiaries, branches or associates or interests in foreign joint
ventures are affected by changes in foreign exchange rates. (notes: (1) there may be
either a taxable temporary difference or a deductible temporary difference; and (2)
paragraph 39 of the Standard prohibits recognition of the resulting deferred tax
liability if the parent, investor or venturer is able to control the timing of the reversal

of the temporary difference and it is probable that the temporary difference will not

reverse in the foreseeable future).
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17. famstuhntaisremihatuasmelulssmadnsunemsdunswdnluldaiSuvas
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msenfivnuluandszne uafamsdnadilsvionenumemdsasmsaniunulu
ndseing logldmheduandndssmady (manewa @ (1) nsdilianationauanan
& o v o PR v g v o ~ d a & P
FIAININODILFYU NI mawaummwmmnﬂwnmw (2) LNBLAANDLLONAINTINIIN
v P o a Yy o v Ao o a v v @ oo ' v o
IRNIGHE LT ﬂamimms‘ugwuaummqﬂmammmfyﬁ (eeaviim 41)  uaz (3)
Aamsassiuiinmstulasemsaatadlilusumlsnenuy gaamhi 58)
The non-monetary assets and liabilities of an entity are measured in its functional
currency but the taxable profit or tax loss is determined in a different currency.
(notes: (1) there may be either a taxable temporary difference or a deductible
temporary difference; (2) where there is a taxable temporary difference, the resulting
deferred tax liability is recognised (paragraph 41 of the Standard); and (3) the

deferred tax is recognised in profit or loss, see paragraph 58 of the Standard).

Mz agu (I N]

18. AamsvUSuyaazasdunswdnliladdulva o Suilusuga (ganasprumstadadun

18

Foe Menumemadulumszasegiadudaguuse)  uarlifinsuSulsenamems
m# (mnawma : (1) mdtulasanmsaatadtuinlilusudlsmenu (2) Hfamsi
msinmauningililddmtulnidrsiamsdastiufinnemsmatuldsemssatiadn
fHendastumsinadunindlnilusidaniines uazduiinnemsmedulasams

S - |

aavndnnendasnumstsuyamaunsndludaumlsnanu)

Hyperinflation

Non-monetary assets are restated in terms of the measuring unit current at the balance sheet date
(see TIAS 29 Financial Reporting in Hyperinflationary Economies) and no equivalent adjustment
is made for tax purposes. (notes: (1) the deferred tax is charged in the income statement, and (2)
if, in addition to the restatement, the non-monetary assets are also revalued, the deferred tax
relating to the revaluation is charged to equity and the deferred tax relating to the restatement is

charged in the income statement).
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B. Examples of circumstances that give rise to deductible temporary
differences

All deductible temporary differences give rise to a deferred tax asset. However, some

deferred tax assets may not satisfy the recognition criteria in paragraph 24 of the Standard.

‘nﬂmsﬂ’iy%ﬁeimaﬂsammiawf‘iﬂsﬂmnu

1. eldFhehmiahmg shansdnlumsénnamlsmetad dawinaudeohauldfams
ugazihansniiualdnelumsdmamlsmemd deafamshesdmiathngly
wiinnuvdahedusamudinemu (vanewme : wauandeiATRlERnM By
Tudnwazdmfudmiualdnedu  wu mdsstuaaumniudviasanideds dung
Usenan a9hanvin lumseinam lsmeadaman s Quan)

Transactions that affect the income statement

1 Retirement benefit costs are deducted in determining accounting profit as service
is provided by the employee, but are not deducted in determining taxable profit
until the entity pays either retirement benefits or contributions to a fund. (note:
similar deductible temporary differences arise where other expenses, such as
product warranty costs or interest, are deductible on a cash basis in determining

taxable profit).

2.  andanneadzangasdunsndluunmsuazinnnhadannmazannnumdayane
Tdadmihe a Junlusuga

2 Accumulated depreciation of an asset in the financial statements is greater than

the cumulative depreciation allowed up to the balance sheet date for tax

purposes.

% [ 4

a <) IS
TNNIFVIVNUYY Glu‘Wﬁ%“UiiJﬂ“]ﬂJflllﬂ

102



TNNATFIUMSURE atud 56 509 MBRule

Vv £

a v & o ' v o ° @ ° ° o A a '
unuaummmaaﬂmﬂnamuﬂmuqammwﬂumﬁmmmmlimq Uy LNBNANITEN

a v
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Qule (wanaLve : munasuelilumenuin n2  ddu lunsdliiaziianaunnds
Hamneeuda Jngdasnugnuiimsmnnedza)
The cost of inventories sold before the balance sheet date is deducted in
determining accounting profit when goods or services are delivered but is
deducted in determining taxable profit when cash is collected. (note: as

explained in A2 above, there is also a taxable temporary difference associated

with the related trade receivable).

]
a

amgnsnazlasuresdudaunda wia yamnmeiazlasudueesnan a1msuas

e

3
U o

gunsaliygaardniyaaauind aeludanmsivaayaaantnduasduniwdue L

u

sansarhandlualdanameme aunndanmsasnadunsweuull

The net realisable value of an item of inventory, or the recoverable amount of an
item of property, plant or equipment, is less than the previous carrying amount
and an entity therefore reduces the carrying amount of the asset, but that

reduction is ignored for tax purposes until the asset is sold.

aunulumsive (v3amldnalumsinasiams vie arldnenaumsaniivnudug )

IS v

v o yag v Al ° o Y Y o v v Y ° o
Sugllueldielunmsdnadlsmednd waliihindndualdhglumsdnaumls

o

MaMEle lunesald

Research costs (or organisation or other start up costs) are recognised as an
expense in determining accounting profit but are not permitted as a deduction in

determining taxable profit until a later period.

v Y v 1 o o o = % <
'ﬁmlmamﬁuguamamﬂqua Lmemi’summmmlimqmﬂmam{]aquumalu
NANDY

Income is deferred in the balance sheet but has already been included in taxable

profit in current or prior periods.
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a o = v Id v v ¥y M v o a o
NuqﬂwgumﬂsgmamsmagimuqaLﬂu‘iﬂﬂlﬂiaﬂﬁisugLLmMmmumuaﬂmﬂm’m
auAe (Manawa : e 24 Tusnasguaduil ldeyanaldfamssuiaunsndmd
Rulaniiennnsdiiile (gdaviihi 33 Usznau))
A government grant which is included in the balance sheet as deferred income
will not be taxable in future periods. (note: paragraph 24 of the Standard
prohibits the recognition of the resulting deferred tax asset, see also paragraph

33 of the Standard).

o v < 4 = = ]
msﬂsﬂmﬂu@amqmﬁiw uazmimmﬂwu

8.

Funsndgnums@u vIsadimIuniudinensaanu Tuineleyaamefsssy 2eend
Henuue M HamsUTulnems

Fair value adjustments and revaluations

Financial assets or investment property are carried at fair value which is less than cost, but

no equivalent adjustment is made for tax purposes.

mssquﬁauamumsﬁusw

9.
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lumssingsna mnfanmsSusuiidunnmsnugsnImuyamefassy dnueviidums
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niduuasniidunanaiezunssylanganhdunumssngsna windu ggaviihi 66)
Business combinations and consolidation

A liability is recognised at its fair value in a business combination, but none of
the related expense is deducted in determining taxable profit until a later period.
(Note that the resulting deferred tax asset decreases goodwill or increases the

amount of any excess of the acquirer's interest in the net fair value of the
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acquiree's identifiable assets, liabilities and contingent liabilities over the cost of

the combination. See paragraph 66 of the Standard).

(damhilldly)
[Deleted]
Hamstlsndalaifesu Zufennnemsszuinnugnaataiannyamaniyives
dunswg vy dudeunds wisadumniuning sxasuazaunsal ualideeinens
YSudgaineuimams
Unrealised profits resulting from intragroup transactions are eliminated from the
carrying amount of assets, such as inventory or property, plant or equipment, but

no equivalent adjustment is made for tax purposes.

Ruasuluuiendas a0 wiavssnninlumslsaina viasduladalufanmssualu
' Yo a o ‘J a '
aeUseine azlasuransenuanmsisuwlasansiuanildasu@uasiandseng
Mg : (1) nsdilaaialamnaunndnzamnasdsms vsanaunnes
FIeNnME uaz (2) dovihil 44 Mvualifamsdasiuidunsndmdtulase
mssavadlunsanianudululean (n) Hamsazndusnemsuauanaezinsnly
21Andulna (2) Mlsmemdiiieswanasihuauaneneiiasnldls:slenile)
Investments in foreign subsidiaries, branches or associates or interests in foreign
joint ventures are affected by changes in foreign exchange rates. (notes: (1) there
may be a taxable temporary difference or a deductible temporary difference; and
(2) paragraph 44 of the Standard requires recognition of the resulting deferred
tax asset to the extent, and only to the extent, that it is probable that: (a) the

temporary difference will reverse in the foreseeable future; and (b) taxable profit

will be available against which the temporary difference can be utilised).
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v A
®UIN 58))

13 The non-monetary assets and liabilities of an entity are measured in its functional
currency but the taxable profit or tax loss is determined in a different currency.
(notes: (1) there may be either a taxable temporary difference or a deductible
temporary difference; (2) where there is a deductible temporary difference, the
resulting deferred tax asset is recognised to the extent that it is probable that
sufficient taxable profit will be available (paragraph 41 of the Standard); and

(3) the deferred tax is recognised in profit or loss, see paragraph 58 of the
Standard.)
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C. Examples of circumstances where the carrying amount of an asset
or liability is equal to its tax base

1 Accrued expenses have already been deducted in determining an entity's current tax

liability for the current or earlier periods.

1
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A loan payable is measured at the amount originally received and this amount is the same

as the amount repayable on final maturity of the loan.

U Y v U v o v g U Al 13 o a 4
ﬂﬂzﬁnamqmﬂlummsnmm‘wnLﬂuﬂﬂﬁmﬂumsmmmmmulé’lm

Accrued expenses will never be deductible for tax purposes.

v Y Y ] o o = =% v
sealamesuluaunsathindunametuleles

Accrued income will never be taxable.
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Appendix B
lllustrative computations and presentation

The appendix accompanies, but is not part of, IAS 12. Extracts from income statements and
balance sheets are provided to show the effects on these financial statements of the
transactions described below. These extracts do not necessarily conform with all the

disclosure and presentation requirements of other Standards.

All the examples in this appendix assume that the entities concerned have no transaction

other than those described.

ool o

et 1 dunsnaniFenannle Example 1 — Depreciable assets

famasdegunsallusen 10,000 uazdaaidansamuisiduass Tasfiaamsldou 5 1
Tumam@ Aamsdasdadidennagunsel 25% dellanuididunse wamanunem
ansoihndulidinlsmemadaundsld 5 1 luild o mlsmamduashamsisunurhdu
5,000 WLaZdNIIMBINNUY 40%

An entity buys equipment for 10,000 and depreciates it on a straight-line basis over its expected
useful life of five years. For tax purposes, the equipment is depreciated at 25% per annum on a

straight-line basis. Tax losses may be carried back against taxable profit of the previous five years.

In year 0, the entity's taxable profit was 5,000. The tax rate is 40%.
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Aamsazlduszleninnyacmutndvesgunsailosihinldndaduaiivans asmumstule
Uszhnezasianmsisaansamunlanadl

The entity will recover the carrying amount of the equipment by using it to manufacture goods for

resale. Therefore, the entity's current tax computation is as follows:

U

1 2 3 4 5
e lamame 2,000 2,000 2,000 2,000 2,000
AMLFINTIOINNMN 2,500 2,500 2,500 2,500 O
ls (nanu) MM (500) (500) (500) (500) 2,000
M lFane (eld) Mmaduls Uszdhaia
(BONMNE 40 %) (200) (200) (200) (200) 800

Year
1 2 3 4 5

Taxable income 2,000 2,000 2,000 2,000 2,000
Depreciation for tax purposes 2,500 2,500 2,500 2,500 0
Taxable profit (tax loss) (500) (500) (500) (500) 2,000
Current tax expense (income) at
40% (200) (200) (200) (200) 800
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Funswduaznildumitulasanseataiuazmldnawarnalomdtulasenseavydi
¢iail
The entity recognises a current tax asset at the end of years 1 to 4 because it recovers the benefit of the

tax loss against the taxable profit of year 0.

The temporary differences associated with the equipment and the resulting deferred tax asset and liability

and deferred tax expense and income are as follows:

U

1 2 3 4 1)
yarINUYY 8,000 6,000 4,000 2,000 O
FIUMH 7,500 5,000 2,500 O 0
NALANANAINTINA BTN 500 1,000 1,500 2,000 O
widumdtulasemsnatndnueie 0 200 400 600 800
algae (srala) mEdulesanisdaa 200 200 200 200 (800)
nilgumidulasemsaaiaduamena 200 400 600 800 0

Year
1 2 3 4 5

Carrying amount 8,000 6,000 4,000 2,000 0
Tax base 7,500 5,000 2,500 0 0
Taxable temporary difference 500 1,000 1,500 2,000 0
Opening deferred tax liability 0 200 400 600 800
Deferred tax expense (income) 200 200 200 200 (800)
Closing deferred tax liability 200 400 600 800 0
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The entity recognises the deferred tax liability in years 1 to 4 because the reversal of the taxable temporary

difference will create taxable income in subsequent years. The entity's income statement is as follows:

1

1 2 3 4 5
Nele 2,000 2,000 2,000 2,000 2,000
AMLFDNIN 2,000 2,000 2,000 2,000 2,000
M lsnaurnme 0 0 0 0 0
mldne (9rele) MmEduladsziaa (200) (200) (200) (200) 800
algde (srala) mEdulesanisaa 200 200 200 200 (800)
Unya
mldne (sele) MmEQuls 0 0 0 0 0
ilsgnidmsune 0 0 0 0 0

Year
1 2 3 4 5

Income 2,000 2,000 2,000 2,000 2,000
Depreciation 2,000 2,000 2,000 2,000 2,000
Profit before tax 0 0 0 0 0
Current tax expense (income) (200) (200) (200) (200) 800
Deferred tax expense (income) 200 200 200 200 (800)
Total tax expense (income) 0 0 0 0 0
Net profit for the period 0 0 0 0 0
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Matei 2 Sunsnduazniidumddulasansanviad

fmatnilasaunguszazna 2 U de U X5 uaz X6 Tull X5 danmdtulaninateauldde
40% apafm lsmam Tudl X6 sanmEtulaniuatiaauly Aa 35% vaemlsname

Example 2 — Deferred tax assets and liabilities

The example deals with an entity over the two year period, X5 and X6. In X5 the enacted
income tax rate was 40% of taxable profit. In X6 the enacted income tax rate was 35% of

taxable profit.

a v YA a o I U Y P2 U a v ey < ' Y ~
ﬂf\'lﬂ']ii‘UgNu‘lJi‘\nﬂL‘Wﬂﬂ?if]ﬂalfl_]uﬂfl?ﬁﬂﬂLN?JQWEIQSQ LLWINQBLﬂHﬂ'ﬂ‘dQWEWﬂQﬂWE
Charitable donations are recognised as an expense when they are paid and are not deductible

for tax purposes.

Tudl x5 AamslasuniladaudsnnmianuiiedesnmasdiiiunmsiessasnanmsluiEes
1 o £ Y = % = a 4 ) u:?l 1a S Y dyq Vv

msdasgansmnzau winludausunay U Xe Aamstabilazuema uafansniuguiiauli

1u 700 Tudll x5 1Wumsdssnamsadiusgndngs wasfiamshihadsuliminse

iluinidumldnelumsémuams

In X5, the entity was notified by the relevant authorities that they intend to pursue an action

against the entity with respect to sulphur emissions. Although as at December X6 the action

had not yet come to court the entity recognised a liability of 700 in X5 being its best estimate

of the fine arising from the action. Fines are not deductible for tax purposes.

Tull x2 Aamsiidunumswannudedaeilnidinu 1,250 zelainlyindualdalunms
A Buladniut X2 wilumsdgdianmstuiineldheanaridualdeshanu
wadadMInemMIIBiduaTnaen 5 U o Ui 31/12/ X4 ya@useauNuMIWeIN
uaafaingalailaaasmie i 500

In X2, the entity incurred 1,250 of costs in relation to the development of a new product.
These costs were deducted for tax purposes in X2. For accounting purposes, the entity

capitalised this expenditure and amortised it on the straight-line basis over five years. At

31/12/X4, the unamortised balance of these product development costs was 500.
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k4

Tl x5 Aamsideanasiuntnnuiazlvaiadnsauguainvasnten Aan15395us
e lFhedmsuununuiilugasininnudjidnued Tl X5 waz xe delifimsniedu
sladnsaananigindea arguaguamwazihanvniueldhemenidiafansang Ty
= a a 1A < Y v 11 o ] a ] =
wisa  Aamstszlivhienudulyldreudwihmlsmendvesianmsiitisanatiaz

ihaunswdmaduldsemsaavaifinesumnldlssTonile

In X5, the entity entered into an agreement with its existing employees to provide health care
benefits to retirees. The entity recognises as an expense the cost of this plan as employees
provide service. No payments to retirces were made for such benefits in X5 or Xo.
Healthcare costs are deductible for tax purposes when payments are made to retirees. The
entity has determined that it is probable that taxable profit will be available against which any

resulting deferred tax asset can be utilised.

a a J d‘ v A o 4 d‘ = U Y a J dl'
famsAaedaunemetndamsuanensi 5% aatlealiisiduasiuazAnadausneanns
MEN 10% 6UaeIBFUNTY SIUENTUNNULAAANTONTIMNNULE 20% laeNBidunsiuas

g [ 3

MNME 25% auIsduase Namsaamidaunametadduillulingeadunswdan

Buildings are depreciated for accounting purposes at 5% a year on a straight-line basis and at
10% a year on a straight-line basis for tax purposes. Motor vehicles are depreciated for
accounting purposes at 20% a year on a straight-line basis and at 25% a year on a straight-
line basis for tax purposes. A full year's depreciation is charged for accounting purposes in

the year that an asset is acquired.

o Yuil 1/1/x6 Aamsinmaimsluiidiu 65,000 wazdszanaimmsazmdaagmsls
oudn 20 U dunniuiidnenlnd msdneludlinssnudumlsmendluil x6  wos
whsnudaumalilduulsapumirasamaiaasiaudenedalud luil x6 Aams
TauduAunuannmsinelnaidinu 1,033 Tdamlsazan ﬁgqi“iyd’ml,ﬁunué’thuﬁﬂmﬂ
NOANNUIY 1,590 iz‘mfNﬂ'wL?iamwmﬁﬁwmmmﬂQadwmmsﬁﬁﬁmﬂmi (3,250) AuA
@oummiidanndunuuesenas (1,660 Aa yasmutiad o Suil 1/1/X6 10w 33,200
madeangmslinuiviead 20 1)  Windemiuldsemsdatadiifedasdndnn
557 (@tiawﬁ'wﬁ 64 ?Jaqmm@;maﬂ'uﬁ)
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At 1/1/X6, the building was revalued to 65,000 and the entity estimated that the remaining
useful life of the building was 20 years from the date of the revaluation. The revaluation did
not affect taxable profit in X6 and the taxation authorities did not adjust the tax base of the
building to reflect the revaluation. In X6, the entity transferred 1,033 from revaluation
reserve to retained earnings. This represents the difference of 1,590 between the actual
depreciation on the building -3,250 and equivalent depreciation based on the cost of the
building (1,660, which is the book value at 1/1/X6 of 33,200 divided by the remaining useful

life of 20 years), less the related deferred tax of 557 (see paragraph 64 of the Standard).

A ldarams@uledszaree

X5 X6
Mlsmetad 8,775 8,740
N
fhl,?iamwmmqﬁ'iy% 4,800 8,250
Juuinaiamanaa 500 350
eSuiiissnnuaiudadunngas 700 -
aunulumsWannudanng 250 250
A lFdesnwnerviatuiatiwaninaudls 2,000 1,000
(e

17,025 18,590
wn
Fi’]LéE)%J‘i’]ﬂWl’Nﬂ’lﬁ (8,100) (11,850)
ilsfinouden 8,925 6,740
elaamadulalssineisanmi 40 % 3,570
mlanamadulalszneisanmi 35 % 2,359

% [ 4

a <) IS
TNNIFVIVNUYY Glu‘Wﬁ%“UiiJﬂ“]ﬂJflllﬂ

114



TNNATFIUMSURE atud 56 509 MBRule

yammaiyduasiiou a1a13 uazaunsal

NN 27013 ENUNIVIUL U
HOOANLAED o 31/12/X4 50,000 10,000 60,000
sgaﬂ'wﬁLﬁu?Tulu’i‘J X5 6,000 - 6,000
HDAANLAED o 31/12/X5 56,000 10,000 66,000
Win Andeummazauiiatiuyad
Tumsesrenlvd & 1/1/X6 (22,800) - (22,800)
SN o 1/1/ X6 31,800 - 31,800
HOAANLAED M 1/1/ X6 65,000 10,000 75,000
gamﬁtﬁluﬁﬂuﬂ X6 - 15,000 15,000
65,000 25,000 90,000
Adauaazay 5% 20%
HDAPILVAD B 31/12/X4 20,000 4,000 24,000
Adanse 3 X5 2,800 2,000 4,800
HDAAILNND U 31/12/X5 22,800 6,000 28,800
MY o 1/1/X6 (22,800) - (22,800)
YDNAILVED o 1/1/X6 - 6,000 6,000
Adonsen U X6 3,250 5,000 8,250
YDNAILYED o 31/12/X6 3,250 11,000 14,250
yarIN LY
31/12/X4 30,000 6,000 36,000
31/12/X5 33,200 4,000 37,200
31/12/X6 61,750 14,000 75,750

Current tax expense

X5 X6
Accounting profit 8,775 8,740
Add
Depreciation for accounting purposes 4,800 8,250
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Charitable donations

Fine for environmental pollution

Product development costs

Healthcare benefits

Deduct

Depreciation for tax purposes

Taxable Profit

Current tax expense at 40%

Current tax expense at 35%

Carrying amounts of property, plant and equipment

Cost

Balance at 31/12/X4

Additions X5

Balance at 31/12/X5

Elimination of accumulated depreciation on

revaluation at 1/1/X6

Revaluation at 1/1/X6

Balance at 1/1/X6

Additions X6

%
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500 350
700 -
250 250
2,000 1,000
17,025 18,590
(8,100) (11,850)
8,925 6,740

3,570
2,359
Building Motor vehicles Total
50,000 10,000 60,000
6,000 - 6,000
56,000 10,000 66,000
(22,800) - (22,800)
31,800 - 31,800
65,000 10,000 75,000
- 15,000 15,000
65,000 25,000 90,000
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Carrying amounts of property, plant and equipment

Cost

Accumulated depreciation

Balance at 31/12/X4

Depreciation X5

Balance at 31/12/X5

Revaluation at 1/1/X6

Balance at 1/1/X6

Depreciation X6

Balance at 31/12/X6

Carrying amount

31/12/X4

31/12/X5

31/12/X6

Fumdzaaiiou a1 uazaunsel

NN

HOOANLAED B 31/12/X4
waenfiiaauluil X5
HDAPILVND U 31/12/X5
waeniinzulul X6

Building Motor vehicles Total
5% 20%
20,000 4,000 24,000
2,800 2,000 4,800
22,800 6,000 28,800
(22,800) - (22,800)
- 6,000 6,000
3,250 5,000 8,250
3,250 11,000 14,250
30,000 6,000 36,000
33,200 4,000 37,200
61,750 14,000 75,750
21A13 EUNIVIUE I
50,000 10,000 60,000
6,000 - 6,000
56,000 10,000 66,000
- 15,000 15,000
anandniiad lunszususgpldus
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Adouaazay
HOAANLAED o 31/12/X4
Adousen 1 X5
HDAPILVND U 31/12/X5
Adanse 3 X6
HDOPNLAED U 31/12/X6
FIUME

31/12/X4

31/12/X5

31/12/X6
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Tax base of property, plant and equipment

Cost

Balance at 31/12/X4

Additions X5

Balance at 31/12/X5

Additions X6

Balance at 31/12/X6

Accumulated depreciation

Balance at 31/12/X4

Depreciation X5

Balance at 31/12/X5

Depreciation X6

Balance 31/12/X6

56,000 25,000 81,000
10% 25%
40,000 5,000 45,000
5,600 2,500 8,100
45,600 7,500 53,100
5,600 6,250 11,850
51,200 13,750 64,950
10,000 5,000 15,000
10,400 2,500 12,900
4,800 11,250 16,050
Building Motor vehicles Total
50,000 10,000 60,000
6,000 - 6,000
56,000 10,000 66,000
- 15,000 15,000
56,000 25,000 81,000
10% 25%
40,000 5,000 45,000
5,600 2,500 8,100
45,600 7,500 53,100
5,600 6,250 11,850
51,200 13,750 64,950
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Tax base of property, plant and equipment

Tax base

31/12/X4 10,000 5,000 15,000
31/12/X5 10,400 2,500 12,900
31/12/X6 4,800 11,250 16,050
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Y

a [ 4 N a v (- | Ao = a v (Y Y S a v
aumwslmmm'lmamsmm ad wuaummmlmamsmmumw Ltagﬂ’ﬂ?ﬁ)'lﬂﬂ"lﬁl,\iulﬂ'ia

o

MIUNT & 31/12/X4

yamaNUns UM HALANEN

A
anuiimaen 500 500 -
FumAavae 2,000 2,000 -
aunulumsWannudann 500 - 500
SRR 33,000 33,000 -
Aoy a3 wazgUnsnl 36,000 15,000 21,000
aIndFUNTNE 72,000 50,500 21,500
meRdulamaane 3,000 3,000 -
@wiinsen 500 500 -
muSuAee - - -
wilaududnwnenaiasannn - - -
N
wiluseazem 20,000 20,000 -
métulasamsantnd 8,600 8,600 -
SINwiI Y 32,100 32,100 _
NUTDUU 5,000 5,000 -
duduguaInmsinmduning - - -
Mlsazaw 34,900 13,400
sHmmHaULaTEINYaIa 72,000 50,500
HALANENEIATT 21,500
wﬁﬁumﬁﬁulﬁsamiﬁﬂﬁ@% 21,500 NBAME 409 8,600
sunswdmddulasamsaned - - -
wilgumatuldsamsdaiindans 8,600

Deferred tax assets, liabilities and expense at 31/12/X4
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Deferred tax assets, liabilities and expense at 31/12/X4

Accounts receivable
Inventory

Product development costs
Investments

Property, plant & equipment

TOTAL ASSETS

Current income taxes payable
Accounts payable

Fines payable

Liability for healthcare benefits
Long-term debt

Deferred income taxes

TOTAL LIABILITIES

Share capital
Revaluation surplus
Retained earnings

TOTAL LIABILITIES/EQUITY

a =
TNNIFITN

%

Carrying Temporary
amount Tax base differences
500 500 -
2,000 2,000 -
500 - 500
33,000 33,000 -
36,000 15,000 21,000
72,000 50,500 21,500
3,000 3,000 -
500 500 -
20,000 20,000 -
8,600 8,600 -
32,100 32,100
5,000 5,000 -
34,900 13,400
72,000 50,500
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Deferred tax assets, liabilities and expense at 31/12/X4

TEMPORARY DIFFERENCES 21,500

Deferred tax liability 21,500 at 40% 8,600

Deferred tax asset - — _

L S | 4

a [ 4 N a v (- | N N a v (% Y N a v
aumwammw‘lmamimm 21Fi] wuaummmlmamsmmum% uazﬂﬂmmmmmlma

o

MIeINT & 31/12/X5

yaMaNULY UME  HAUANEN
Fasm
anuiimaen 500 500 -
EIGRAINNGE) 2,000 2,000 -
aunulumswannudanmg 250 - 250
STERYAY 33,000 33,000 -
#du a1 uazgUnsal 37,200 12,900 24,300
SmdUNTNe 72,950 48,400 24,550
MmEQulemaeing 3,570 3,570 -
@wiinmsen 500 500 -
AmUsuameane 700 700 -
wﬁauﬁuﬂwmﬁaﬂwmtywﬁmm 2,000 - (2,000)
wiiauseeze 12,475 12,475 -
métulasamsantnd 9,020 9,020 -
S Ay 28,265 26,265 (2,000)
NUEBUNY 5,000 5,000 -
duiunuINMIGNMaunswe - - -
Mlsazan 39,685 17,135
anandniiad lunszususgpldus
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Deferred tax assets, liabilities and expense at 31/12/X5

Accounts receivable

Inventory

Product development costs

Investments

Property, plant & equipment

TOTAL ASSETS

Current income taxes payable

Accounts payable

Fines payable

Liability for healthcare benefits

a =
TNNIFITN

%

72,950 48,400
22,550
24,550 N9051NE 40% 9,820
(2,000) NDAIME 40% (800)
9,020
(8,600)
420
Carrying Temporary
amount Tax base differences
500 500 -
2,000 2,000 -
250 - 250
33,000 33,000 -
37,200 12,900 24,300
72,950 48,400 24,550
3,570 3,570 -
500 500 -
700 700 -
2,000 - (2,000)
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Long-term debt
Deferred income taxes

TOTAL LIABILITIES

Share capital
Revaluation surplus
Retained earnings

TOTAL LIABILITIES/EQUITY

TEMPORARY DIFFERENCES

Deferred tax liability

Deferred tax asset

Net deferred tax liability

Less: Opening deferred tax liability

Deferred tax expense (income) related to the
origination and reversal of temporary differences

%

a =
TNNIFITN
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12,475 12,475 -
9,020 9,020

28,265 26,265 (2,000)

5,000 5,000 -
39,685 17,135
72,950 48,400

22,550

24,550 at 40% 9,820

(2,000 at 40%) (800)

9,020

(8,600)

420
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dunswdmitulasanseand widumddulasemsan

MINAUNT & 31/12/X6

& v
ANUUNIIN

u
= v

CUGRLNUER!
aunulumswannudanmg
SRR

fidu 2903 wozgunsal

FINFUNSWE

muRulemes

v dy v
@INUMSAN
Al %4 v 1
MUsumeY
PHFUAISNEINEIVIDLNDBBNAIN
Y
HiFUsTELEN

o A v % % =
métulasamsantnd

‘;"Q
NINBUTU

< v
NUEBUNY
duiunuINMIGNMaunswe
i lsazan

FINVUTULAEIUYBILAIYD

NALANGNZIAT
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niidumdtulasemsantnd
funsndmetulasemsanvnd
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g waza ldamitulase
yaemutnd UM HALANGATN
iplabal
500 500 -
2,000 2,000 -
33,000 33,000 -
75,750 16,050 59,700
111,250 51,550 59,700
2,359 2,359 -
500 500 -
700 700 -
3,000 - (3,000)
12,805 12,805 -
19,845 19,845 -
39,209 36,209 (3,000)
5,000 5,000 -
19,637 - -
417,404 10,341
111,250 51,550
56,700
59,700 12051 35% 20,895
(3,000 NOONME 35 %) (1,050)
19,845
(9,020)
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ﬂ%’uﬂ'gmaﬂmmﬁaﬁmmwawﬁau 29,550 NAATAE 5% 1,127
madulasansdatad iawn

MINADATMN G

mﬁlﬁulﬁsamaé’faﬁ'm%ﬁtﬁmﬁm 31,800 NBaME 35% (11,130)

AuduAuUNMIANMFUNITNE

algae (sHele) MmEdulasams 822
AAUUENNEITDINUNBUANAIY

& Ao v A4 A A o

HINTNNIUFNBTNUINUAENNEY

UM

ﬁ"msi"mﬂ"ﬁﬁjmmﬂﬁ'aga

Yyl v

A v a v a ° &
T]Elfn?ﬂmaqLﬂ@LNE]?]aHamjuﬂujmsgji‘lﬂjﬂuﬂljuﬂ\ju

ddsznaunanzasa e (srela)mEtule (danii 79)

X5 X6
M lFanemituledszirne 3,570 2,359
e dtulasensaatainneitesnunauanae 420 822
HINMNTUFNBENLINUIENNAUTIENT
mlde (ele) Mmddulasamsaatadniennmsan - (1,127)
2 o A v
aanmMedule
mldnemidcule 3,990 2,054

]
vV A

navasmEluleUsshnauaemitulasemsaatadninerdesnunamsntuinlagnse
Tugsdureaanzes (davini 81.1)

o a v b U A A 4 v = 1
meRulasamsaatndnnedasnumsanaaasivi - (11,130)

wananil ludll X6 Aamslalaumitulasanmsaataiduiu 557 anilsazaunauluds
dhuiunuanmsnmaunsnglna lagdnuaenainnnuaa s nINaIEaNnMNae
NnyamEaIIA AN lniiuaEaNNMNAANNAUNLLEIIAT
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1
Y

MasunatimnuanNaNiussznIm g emEtulanuilsmeadad (dawihi 81.3)

mmgmaﬂ’uﬁaqmwmiﬁﬁaﬂwsaﬁuwﬂﬂmuﬁuﬁuﬁszm’mdﬂﬁdm (W3aele) miEdulanu

flsmatad ldaans el

(1) M3nsenuganserINIumldneg (ale) LLazwa@mwmﬁﬂsmqmﬁﬁué’mwmﬁﬁ
1 wazillawmenasilumssnnasanmanls

X5 X6

M lsmetiad 8,775 8,740
maduladmmnamusanmenls 35 % (@ X5 : 3,510 3,059
40%)
HansEnuMeMBrasalaadiliainsathansinly
M5 lsmeme :

L’Euu'%mmﬁ'amsqﬂa 200 122

AUSutiignfunaiudadungay 280 -
midulasamsdatyisuneiassuiomndan - (1,127)
MEanaN
mldngndtdule 3,990 2,054

BNMEN FABD MM ETINTEWINBATIMBURIUSLNA 7D 30% ( X5 : 35%) WazdnsI M
YNNBIDUAD 5%

(2) MSNSLNVYBATENIND AN ENUNATIOIRDBULDAN N EN LFLasatenmailuns

° o g v
AMUNUBATINEN LE
X5 X6
% %
I EN LY 40.0 35.0
= 1 YV d‘ 1 o L
NansenumMadzasa ldnen liannsarihaninlu
msAamlsmams
RUUSNALINBNIINAD 2.3 1.4
MUSUNEINUNAN LA DFIINF DN 3.2 -
madulasamsaatadeunaianailendns - (12.9)
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o Nad Y oa v a ' O ~ v
BOINATIENLULNANDILRNE (ﬂqiﬁﬂjﬂﬂj\iﬂjﬂﬂjiﬂ')ﬂ 45.5

Mlspaum)

% ﬂld' Y A o = g g = <~
2aIMENLE fa DRI ENINITNINDANMBNUIENG Pd 30% (X5 :

MHEYDINDIDU P 5%

Deferred tax assets, liabilities and expense at 31/12/X6

Accounts receivable

Inventory

Product development costs

Investments

Property, plant & equipment

TOTAL ASSETS

Current income taxes payable

Accounts payable

Fines payable

Liability for healthcare benefits

Long-term debt

Deferred income taxes

TOTAL LIABILITIES

Share capital

Revaluation surplus

Retained earnings

23.5
35%) Wazdn

Carrying Temporary
amount Tax base differences
500 500 -
2,000 2,000 -
33,000 33,000 -
75,750 16,050 59,700
111,250 51,550 59,700
2,359 2,359 -
500 500 -

700 700
3,000 - (3,000)
12,805 12,805 -
19,845 19,845 -
39,209 36,209 (3,000)
5,000 5,000 -
19,637 - -

47,404 10,341
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Deferred tax assets, liabilities and expense at 31/12/X6

TOTAL LIABILITIES/EQUITY

TEMPORARY DIFFERENCES

Deferred tax liability

Deferred tax asset

Net deferred tax liability

Less: Opening deferred tax liability

Adjustment to opening deferred tax liability
resulting from reduction in tax rate

Deferred tax attributable to revaluation surplus

Deferred tax expense (income) related to the
origination and reversal of temporary differences

lHlustrative disclosure

The amounts to be disclosed in accordance with the Standard are as follows:

Major components of tax expense (income) (paragraph 79)

Current tax expense

111,250

51,550

59,700 at 35%

(3,000 at 35%)

22,550 at 5%

31,800 at 35%

Deferred tax expense relating to the origination and reversal of

temporary differences:

Deferred tax expense (income) resulting from reduction in tax rate

Tax expense

Aggregate current and deferred tax relating to items charged or credited to equity (paragraph 81(a))

Deferred tax relating to revaluation of building

X5

3,570

420

56,700

20,895

(1,050)

19,845

(9,020)

1,127

(11,130)

822

X6

2,359

822

(1,127)

3,990

2,054

(11,130)

In addition, deferred tax of 557 was transferred in X6 from retained earnings to revaluation reserve. This relates to the difference between the actual depreciation on the

building and equivalent depreciation based on the cost of the building.

Explanation of the relationship between tax expense and accounting profit (paragraph 81(c))
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The Standard permits two alternative methods of explaining the relationship between tax expense (income) and accounting profit. Both of these formats are illustrated

below.

(@

(i)

a numerical reconciliation between tax expense (income) and the product of accounting profit multiplied by the applicable tax rate(s), disclosing also the

basis on which the applicable tax rate(s) is (are) computed

Accounting profit

Tax at the applicable tax rate of 35% (X5: 40%)

Tax effect of expenses that are not deductible in determining
taxable profit:

Charitable donations

Fines for environmental pollution

Reduction in opening deferred taxes resulting from reduction in

tax rate

Tax expense

The applicable tax rate is the aggregate of the national income tax rate of 30% (X5: 35%) and the local income tax rate of 5%.

a numerical reconciliation between the average effective tax rate and the applicable tax rate, disclosing also the basis on which the applicable tax rate is

computed

Applicable tax rate

Tax effect of expenses that are not deductible for tax purposes:

Charitable donations

Fines for environmental pollution

Effect on opening deferred taxes of reduction in tax rate

Average effective tax rate (tax expense divided by profit before
tax)

X5 X6
8,775 8,740
3,510 3,059
200 122
280 -
- (1,127)
3,990 2,054
X5 X6

% %
40.0 35.0
2.3 14
3.2 -

- (12.9)
455 23.5

The applicable tax rate is the aggregate of the national income tax rate of 30% (X5: 35%) and the local

income tax rate of 5%.
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An explanation of changes in the applicable tax rate(s) compared to the previous accounting period

(paragraph 81(d))
In X6, the government enacted a change in the national income tax rate from 35% to 30%.

In respect of each type of temporary difference, and in respect of each type of unused tax losses and

unused tax credits:

(@) the amount of the deferred tax assets and liabilities recognised in the balance sheet for

each period presented;

(ii) the amount of the deferred tax income or expense recognised in the income statement for
each period presented, if this is not apparent from the changes in the amounts recognised

in the balance sheet (paragraph 81(g))
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X5 X6

1 ﬁ' = d! o Y Ll
MiFausIMMeME Fedmunalegldansise 9,720 10,322
piFuMSHNeNalan e Fuhinvnmelaiia  (800) (1,050)
DAY

v v a [ 0’124' o CY o =)
aunulumsiannudasasinihaninnnmlsmems 100 -
Tuilnau

a u o’cl'd Q' a 1 d{' d‘ cl' Vv

NTUNTWENGLAN gndNnALFRNTIMNNEIUDY 10,573

&’Q o a v £ L% )
niidumdtulasemsantnd 9,020 19,845

(Manawe : yamzasnalaniamldhamdtulasemsaadaydniamssuzlusuilsmenu

dmsulldaiuaninsadiulannyaalugaiasuulasly)

Accelerated depreciation for tax purposes

Liabilities for health care benefits that are deducted for tax purposes only when
paid

Product development costs deducted from taxable profit in earlier years
Revaluation, net of related depreciation

Deferred tax liability

X5 X6
9,720 10,322
(800) (1,050)
100 -

- 10,573
9,020 19,845

(note: the amount of the deferred tax income or expense recognised in the income statement for the

current year is apparent from the changes in the amounts recognised in the balance sheet)
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MagNm 3 - MIIINGINY

Tufuit 1 unnan X5 Aams 0 darfusasians @ 1009 finemu 600 w Juilde ums
22IRUNNULBIVIEN 0 F 600 aannienliamnsathinindualdhememdlauas
aunurasmanuiisuazlisansathindnmelanaliudsnivibegsiseanluionn san
MESMIUNINT 0 fd 30% WazaANMESMIUNINT ¥ Ap 40%

v 1 ¥ v
U a

yagAsssNuasduninduazuildunnams n Few (aniuduninduazuildumstulease

mMsaatnd)udasliluaseaiuarsil wSaunsgrumBuasdunsnduazwiiduasnainlu
Usetnaniams 2 aveguasauanadNgIATNINNaTY

Example 3 — Business combinations

On 1 January X5 entity A acquired 100 per cent of the shares of entity B at a cost of 600. At
the acquisition date, the tax base in A's tax jurisdiction of A's investment in B is 600.
Reductions in the carrying amount of goodwill are not deductible for tax purposes, and the
cost of the goodwill would also not be deductible if B were to dispose of its underlying
business. The tax rate in A's tax jurisdiction is 30 per cent and the tax rate in B's tax

jurisdiction is 40 per cent.

The fair value of the identifiable assets acquired and liabilities assumed (excluding deferred
tax assets and liabilities) by A is set out in the following table, together with their tax bases in

B's tax jurisdiction and the resulting temporary differences.
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Property, plant and equipment

Accounts receivable

Inventory

Retirement benefit obligations

Accounts payable

Fair value of the identifiable assets acquired and

liabilities assumed, excluding deferred tax

TNNATFIUMSURE atud 56 509 MBRule

Cost of Temporary
acquisition Tax base differences
270 155 115

210 210 -

174 124 50

(30) - (30)

(120) (120) -

504 369 135

The deferred tax asset arising from the retirement benefit obligations is offset against the deferred

tax liabilities arising from the property, plant and equipment and inventory (see paragraph 74 of

the Standard).

No deduction is available in B's tax jurisdiction for the cost of the goodwill. Therefore, the tax base

of the goodwill in B's jurisdiction is nil. However, in accordance with paragraph 15(a) of the

Standard, A recognises no deferred tax liability for the taxable temporary difference associated

with the goodwill in B's tax jurisdiction.

The carrying amount, in A's consolidated financial statements, of its investment in B is made up as

follows:

Fair value of identifiable assets acquired and liabilities assumed, excluding deferred tax

Deferred tax liability (135 at 40%)

Fair value of identifiable assets acquired and liabilities assumed

Goodwill

Carrying amount

Because, at the acquisition date, the tax base in A's tax jurisdiction, of A's investment in B is 600, no temporary

difference is associated in A's tax jurisdiction with the investment.
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During X5, B's equity (incorporating the fair value adjustments made as a result of the business combination)

changed as follows:

At 1 January X5 450
Retained profit for X5 (net profit of 150, less dividend payable of 80) 70

At 31 December X5 520

A recognises a liability for any withholding tax or other taxes that it will incur on the accrued dividend

receivable of 80.

At 31 December X5, the carrying amount of A's underlying investment in B, excluding the accrued

dividend receivable, is as follows:

Net assets of B 520
Goodwill 150

Carrying amount 670

The temporary difference associated with A's underlying investment is 70. This amount is equal to the

cumulative retained profit since the acquisition date.

If A has determined that it will not sell the investment in the foreseeable future and that B will not
distribute its retained profits in the foreseeable future, no deferred tax liability is recognised in relation to
A's investment in B (see paragraphs 39 and 40 of the Standard). Note that this exception would apply for
an investment in an associate only if there is an agreement requiring that the profits of the associate will
not be distributed in the foreseeable future (see paragraph 42 of the Standard). A discloses the amount of
the temporary difference for which no deferred tax is recognised, ie 70 (see paragraph 81(f) of the

Standard).

If A expects to sell the investment in B, or that B will distribute its retained profits in the foreseeable
future, A recognises a deferred tax liability to the extent that the temporary difference is expected to
reverse. The tax rate reflects the manner in which A expects to recover the carrying amount of its
investment (see paragraph 51 of the Standard). A credits or charges the deferred tax to equity to the
extent that the deferred tax results from foreign exchange translation differences which have been

charged or credited directly to equity (paragraph 61 of the Standard). A discloses separately:
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(a)

(b)

TNNATFIUMSURE atud 56 509 MBRule

the amount of deferred tax which has been charged or credited directly to equity (paragraph

81(a) of the Standard); and

the amount of any remaining temporary difference which is not expected to reverse in the
foreseeable future and for which, therefore, no deferred tax is recognised (see paragraph 81(f) of

the Standard).
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Example 4 — Compound financial instruments

An entity receives a non-interest-bearing convertible loan of 1,000 on 31 December
X4 repayable at par on 1 January X8. In accordance with IAS 32 Financial
Instruments.: Presentation the entity classifies the instrument's liability component
as a liability and the equity component as equity. The entity assigns an initial
carrying amount of 751 to the liability component of the convertible loan and 249
to the equity component. Subsequently, the entity recognises imputed discount as
interest expense at an annual rate of 10% on the carrying amount of the liability
component at the beginning of the year. The tax authorities do not allow the entity
to claim any deduction for the imputed discount on the liability component of the
convertible loan. The tax rate is 40%.
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The temporary differences associated with the liability component and the resulting

deferred tax liability and deferred tax expense and income are as follows
1
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X4 X5 X6 X7
waceaiuasdiusznauiifluniiau 751 826 909 1,000
FIUME 1,000 1,000 1,000 1,000
HALANENTIASITIRDEnME 249 174 91 -
wiaun#duldsansdataidume 7 o 100 70 37
20N H 40 %
madulasemsaatadtuiinludedn 100 - - -
DILIWDN
mlFde (51ele) midulasemseatad - (30) (33) (37)
wilgumaituldsamsaataiumene 7 100 70 37 -
20N H 40 %
Year

X4 X5 X6 X7
Carrying amount of liability component 751 826 909 1,000
Tax base 1,000 1,000 1,000 1,000
Taxable temporary difference 249 174 91 —
Opening deferred tax liability at 40% 0 100 70 37
Deferred tax charged to equity 100 - - -
Deferred tax expense (income) — (30) (33) (37)
Closing deferred tax liability at 40% 100 70 37 -

1. v
Y a

P ' v A o o o a Y o v A A a v
ﬂjuwvlﬂaﬁujﬂl'ﬂUElaWU’]ﬂ 23 M IUN 31 BUNAN X4 ﬂ%ﬂ’]s@laqsugwuauﬂ’]‘lﬂwuvlﬂsaﬂji

T v
a =

P o ' v o v A & o &
AUUTNLNOYU Iﬂﬂﬂjﬁﬂiugaﬂ’]mjuumﬁﬂa\iaf.]uﬂ'ﬁgﬂaUﬂLﬂunuﬂaQﬁuLLﬂaqaﬂjw NUU

o

v W

%]
NAANNANTIUF o I Heail
As explained in paragraph 23 of the Standard, at 31 December X4, the entity recognises the

resulting deferred tax liability by adjusting the initial carrying amount of the equity component of

the convertible liability. Therefore, the amounts recognised at that date are as follows:
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dhutsznauiifluniidu 751
wiidumdtulasemsantnd 100
dudsznauniilunu (249-100) 149
1,000
Liability component 751
Deferred tax liability 100
Equity component (249 less 100) 149
1,000
Aansdessuiniidumdtulasamsaatainudsuwdasnmenas Hlusumlsmanudy
NalamBlule (gdamhi 23) dwusumlsmenuzasiamsaniuasil
bl
X4 X5 X6 X7
mldneaends (Fuaanmuiule) - 75 83 91
mldie (sele) midulasemseatad - (30) (33) (37)
- 45 50 54
Subsequent changes in the deferred tax liability are recognised in the income statement as tax
income (see paragraph 23 of the Standard). Therefore, the entity's income statement is as follows:
Year
X4 X5 X6 X7
Interest expense (imputed discount) - 75 83 91
Deferred tax expense (income) - (30) (33) (37)
- 45 50 54
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Example 5 — Share-based payment transactions

In accordance with IFRS 2 Share-based Payment, an entity has recognised an expense for the
consumption of employee services received as consideration for share options granted. A tax
deduction will not arise until the options are exercised, and the deduction is based on the

options' intrinsic value at exercise date.

KaesEINIUM Srasuimsiildiunaminnuauinaiagtiu Guiluhunuinhsou
FumBayanaliinmdlunesneedimduuineiu) fuysmaudadidugud muda
wih# 68 2 2asnasgrIumstydaduil dadunauandtiamiildinms Fuhldiie
Funswdmatulasemssatad dewhil 68y huuah mﬂa‘hmuﬁwﬁ’mmuLﬁumﬁaqiym
Tiinmluneaneedslinnu o Fune fAamsdaslsanaunuiuleslidoyaiiag o
Suduriodunosd ‘mnmhmmLﬁumﬁﬂaulﬁ'ﬁwmuﬁ’qndnﬁua*giﬁ'uswmﬁu‘luamﬂm 9
Sayamuauanemasniliinmidadldnm a funadunaed Gy e dssana
mspasinnuivnmdlalunasineg (wazm3Iayaedunsndmetulasamsaatod)des
TFyadiwiaswasansiden o Sudunaihunos)

As explained in paragraph 68B of the Standard, the difference between the tax base of the
employee services received to date (being the amount the taxation authorities will permit as a
deduction in future periods in respect of those services), and the carrying amount of nil, is a
deductible temporary difference that results in a deferred tax asset. Paragraph 68B requires
that, if the amount the taxation authorities will permit as a deduction in future periods is not
known at the end of the period, it should be estimated, based on information available at the
end of the period. If the amount that the taxation authorities will permit as a deduction in
future periods is dependent upon the entity's share price at a future date, the measurement of

the deductible temporary difference should be based on the entity's share price at the end of

the period. Therefore, in this example, the estimated future tax deduction (and hence the
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measurement of the deferred tax asset) should be based on the options' intrinsic value at the

end of the period

maMnUNnME (WSaUszanamshnnuminmilalunesinea) nanhanuue g
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.As explained in paragraph 68C of the Standard, if the tax deduction (or estimated future

tax deduction) exceeds the amount of the related cumulative remuneration expense, this

indicates that the tax deduction relates not only to remuneration expense but also to an

equity item. In this situation, paragraph 68C requires that the excess of the associated

current or deferred tax should be recognised directly in equity.
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The entity's tax rate is 40 per cent. The options were granted at the start of year 1, vested
at the end of year 3 and were exercised at the end of year 5. Details of the expense
recognised for employee services received and consumed in each accounting period, the
number of options outstanding at each year-end, and the intrinsic value of the options at

each year-end, are as follows:
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U0 enlghemuuimshindnould Hunudnsiden o dune  yarmnuiaedadnsiden
1 188,000 50,000 5
2 185,000 45,000 8
3 190,000 40,000 13
4 0 40,000 17
5 0 40,000 20

Employee services expense  Number of options at year-end Intrinsic value per option
Year 188,000 50,000 5
1
Year 185,000 45,000 8
2
Year 190,000 40,000 13
3
Year 0 40,000 17
4
Year 0 40,000 20
5

a o Ve, [ o S a Vv L% £4 a a vV % 1] = ::l' L4 = a
Aamssusaunsndmitulasedauaznalamitulasadaludnii 1 - 4 uaznalametu
lausedrnaludldn 5 asll Tuild 4 uaz 5 mtulasenmsaataduazselamdtulasss
NauNSUTUlegasunduny nnzUszinamamBuazmase) inlamnnnhaldie
RuLPpudsdy
Un 1
= o 4 o a vV CX L4 = L4 o a v % -7 )
funswdmitulasemsantaduarnelomitulasemsantad:
(50,000 x 5x1/3 (@ﬂ"wa%mﬂﬁ'a (n)) x 0.40) = 33,333

= a a CY v 1A Y a a a A < S a a A v & 4
(n) umsrasvimsiwinnulildyaanuiassessdndideniunad dndidanmaniuly
dmsuuimsilesu 3 U dlasandellagiu Aanslasuuimauiies 1 U edavgauyaaii

v a o o a v ~ v o 2 oyl

unaseaNansidanae 1/3 walfdugume a §uidin 1
alam#dulasamsdataddesiuinmualnumlsmeny mnzdssanumsndniinlalu
211AM 83,333 (50,000 x 5 x 1/3) Uaanna ldedudauszandIvIu 188,000

The entity recognises a deferred tax asset and deferred tax income in years 1—4 and

current tax income in year 5 as follows. In years 4 and 5, some of the deferred and
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current tax income is recognised directly in equity, because the estimated (and actual)

tax deduction exceeds the cumulative remuneration expense.
Year 1

Deferred tax asset and deferred tax income:

(50,000 x 5 x '/ 33,333

a The tax base of the employee services received is based on the intrinsic value of the options, and
those options were granted for three years' services. Because only one year's services have been
received to date, it is necessary to multiply the option's intrinsic value by one-third to arrive at the

tax base of the employee services received in year 1.

The deferred tax income is all recognised in profit or loss, because the estimated future
tax deduction of 83,333 (50,000 X 5 X 1/3) is less than the cumulative remuneration

expense of 188,000.
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Ui 2

sunsnwdmadulasemsaatad o fune:

(45,000 x 8 x 2/3 x 0.40) = 96,000
vin FunsndmEtulesuneanin (33,333)

alemétulasemsnatndsnsull

62,667*
“smnuduiilsznausenemsasi
elamitulasemssatadvemaunnimatiamssuingumdzesasmsilasuan

wilnnuszrilussyaemutadessnugud
(45,000 x 8 x 1/3 x 0.40) 48,000
seldmituldniannmausulpgumsusnimsildsu

nnwtnnuluilneu

) agamﬁuﬁﬁqﬁﬁuﬁu(%,ooo x 3x1/3 x0.40) 18,000

2) SnuaNsEanfianag (5,000 x 5 x 1/3 x 0.40) (3,333)
yelamitulasemsaavuidnsull 62,667
aldmBduldsamsdatainmuadaciusiumlamnany mnzdsanumsmsGulanld
7inke 240,000 (45,000 x 8 x 2/3) UagaNMldNneduiauazan 373,000 (188,000 —
185,000)

Year 2

Deferred tax asset at year-end:

(45,000 x 8 x /5 x 0.40) = 96,000
Less deferred tax asset at start of year (33,333)
Deferred tax income for year 62,667 *

* This amount consists of the following:

Deferred tax income for the temporary difference between
the tax base of the employee services received during the
year and their carrying amount of nil:

(45,000 x 8 x '/; x 0.40) 48,000

Tax income resulting from an adjustment to the tax base

a = v A v
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of employee services received in previous years:
(@) increase in intrinsic value: (45,000 x 3 x '/; x 0.40) 18,000

(b) decrease in number of options: (5,000 x 5 x /5 x 0.40) (3,333)

Deferred tax income for year

The deferred tax income is all recognised in profit or loss, because the estimated future tax

deduction of 240,000 (45,000 X 8 X 2/3) is less than the cumulative remuneration expense of

373,000 (188,000 + 185,000).
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i

funsndmdtulasamsanind o §u9Ia (40,000 x 13 x 0.40) = 208,000

v

v = 4 o o A v = v
wn Funsndmitulasemsaatad o auna ( 96,000)

C%

Vv o a v o =
alemétulasemsantnd

o

1%5ul 112,000
Nelam#tulasamsaatndaesiuilusuimlsmany mnzdszanumsmidulanldvnle

520,000 (45,000 x 13) Hagnnem lFhatuidsuszdy 563,000 (188,000 — 185,000 —
190,000)

Year 3

Deferred tax asset at year-end:

(40,000 x 13 x 0.40) = 208,000
Less deferred tax asset at start of year (96,000)

Deferred tax income for year 112,000

The deferred tax income is all recognised in profit or loss, because the estimated future tax
deduction of 520,000 (40,000 X 13) is less than the cumulative remuneration expense of

563,000 (188,000 + 185,000 + 190,000).
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[
=

Un 4
funsndmdtulasemsantind o uaIa (40,000 x 17 x 0.40) = 272,000
wn FunsndmEtulasanmsaatal o aune (208,000)

[ o a v v @ Ao v o
alemétulasemsaatnddnsull

64,000

seldmituldnsuiinsdulusumlsmnenuuazunidnlun
Uszanamsmadulgivnlaluneauen (40,000 x 17) 680,000
mldnetuidaudsay 563,000
a‘hmuﬁgmdwmﬁﬁﬁﬂlﬁ (40,000 X 17)

117,000
nalamddulasemsaataddmsull 64,000
dautﬁuﬁ%’uﬁ’[ﬂﬂmuﬁﬁdmnu (117,000 x 0.40) (46,800)
ddisufidraumlsnenu 17,200

Year 4

Deferred tax asset at year-end:

(40,000 x 17 x 0.40) = 272,000
Less deferred tax asset at start of year (208,000)
Deferred tax income for year 64,000
The deferred tax income is recognised partly in profit or loss and partly directly in
equity as follows:
Estimated future tax deduction (40,000 x 17) = 680,000
Cumulative remuneration expense 563,000
Excess tax deduction 117,000
Deferred tax income for year 64,000
Excess recognised directly in equity (117,000 x 0.40) = 46,800
anandniiad lunszususgpldus
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Recognised in profit or loss 17,200

Un 5
\ YV o a v L% %3 = % = [} rd o a v
mlgnemitulasamsdatad (msnaunemsdunindmedule
safaUul) 272,000
o td'Ql vV 1 b v o a v
hnunsuilesasanaumu (msnaunemsnelemddule
sanaUndazanniuilosasadnaiuu) 46,800

nuisuiluaumlsneny

925,200
NalamBiulduszhneildyaaiuiaswsidnsidan o uldans

tHutnauai (40,000 x 20 x 0.40) = 320,000
nunsuzlusuimlsmenu (563,000 x 0.40) = 225,200
hnunsuilesasadnarunu 94,800
Year 5
Deferred tax expense (reversal of deferred tax asset) 272,000

Amount recognised directly in equity (reversal of cumulative deferred tax income

recognised directly in equity) 46,800
Amount recognised in profit or loss 225,200
Current tax income based on intrinsic value of options at exercise date (40,000 x 320,000
20 x 0.40) =
Amount recognised in profit or loss (563,000 x 0.40) = 225,200
Amount recognised directly in equity 94,800
a = v A v
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a5
aumlsmanu JURD
Un  enldheenn  aldae M ldae M ldae N duniwe
USM5h (ele) mE (ele) mise  (wle) mdnu Matule
wilnnuld Uszdne Aol 39MINA
gy
1 188,000 0 (33,333) (33,333) 0 33,333
2 185,000 0 (62,667) (62,667) 0 96,000
3 190,000 0 (112,000) (112,000) 0 208,000
4 0 0 (17,200) (17,200) (46,800) 272,000
5 0 (225,200) 225,200 0 46,800 0
(94,800)
594 563,000 (225,200) 0 (225,200) (94,800) 0
Summary
Income statement Balance sheet
Employee Current tax Deferred tax Total tax Equity Deferred tax
services expense expense expense asset
expense (income) (income) (income)
Year 1 188,000 0 (33,333) (33,333) 0 33,333
Year 2 185,000 0 (62,667) (62,667) 0 96,000
Year 3 190,000 0 (112,000) (112,000) 0 208,000
Year 4 0 0 (17,200) (17,200)  (46,800) 272,000
Year 5 0 (225,200) 225,200 0 46,800 0
(94,800)
Totals 563,000 (225,200) 0 (225,200)  (94,800) 0
" Extracted from IAS 12, Income Taxes. » IASC Foundation.
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