POPPY LTD

Current Tax Worksheet (extract)
for the year ended 30 June 2015

Taxable profit before tax loss

Tax loss recouped A £23 600
Taxable profit (3200)
Current tax liability @ 309 20400
‘ ' £ 6120

The adjusting journal entry is:

30 June 2015

Income Tax Expense (Current)
7 080
Deferred Tax Asset (Tax Losses) 2’ o+
Current Tax Liability C: il -

(Recognition of current tax liabili
g x liability and reversal of
tax asset from tax loss) b S

6.8.1

6.8.2

CALCULATION OF DEFERRED TAX

As already explained, IAS 12 adopts the philosophy that the tax consequences of transactions that occur
during a period should be recognised in income tax expense for that period. Where a transaction has
two effects, both have to be recognised. The existence of temporary differences between accounting profit
and taxable profit was identified earlier in the chapter. These temporary differences result in the carrying
amounts of an entity’s assets and liabilities being different from the amounts that would arise if a state-
ment of financial position was prepared for the taxation authority. The latter are referred to as the tax
base of an entity’s assets and liabilities. At the end of the reporting period, a comparison of an entity’s
carrying amounts of assets and liabilities and their tax bases will reveal the temporary differences that
exist, and adjustments will then be made to deferred assets and liabilities. (The reference to ‘deferred’ tax
adjustments comes from the fact that assets and liabilities reflect future inflows and outflows to an entity.
The deferred tax balances are related to these future flows, and hence are deferred to the future rather than
affecting current tax.) For assets such as goodwill and entertainment costs payable, differences between
their tax bases and carrying amounts may be caused by permanent differences. Such differences will not

give rise to deferred tax adjustments.

The following steps are required to calculate deferred tax:
tems recognised in the statement of financial position.

1. Determine the carrying amounts of i

2. Determine the tax bases of the items recognised by identifying the taxable and deductible temporary
differences relating to the future tax consequences of eagh item.

3. Calculate and recognise s and liabilities arising from these temporary differences

the deferred tax asset

after taking into accountany relevant recognition exceptions (see section 6.8.5) and offset considerations
(see section 6.12.1). ' R ' .

4. Recognise the net movement in deferred tax assets and liabilities during the period as deferred tax ex-

pense or income in profit or loss (unless an accounting standard requires recognition directly in equity

or as part of a business combination).
The first three steps are carried out on a wor

entry.

ksheet. The final step requires an adjusting journal

Determining carrying amounts

ability balances net of valuation allowances, accumulated depreciation,

unts are asset and li :
accounts receivable less allowance for doubtful debts).

Carrying amo
ment losses (for example,

amortisation and impair

Determining tax bases

Tax bases need to be calculated for assets and liabilities.
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Iy taxable when recovered by an entity thy, Shy, |
nally LaNd " the cost or l‘ﬂm']n:’l Q Q|
: ~ppart of t S Mgy, R
o deduct allorp “ Sy o

axable profits.

Tax bases of assets
The economic benefits embodied in an asset are nom
use or sale of that asset. The entity may then be able « ing t
the asset against those taxable amounts when determint \f‘w
Paragraph 7 of 1AS 12 describes the tax base of an asset s
i . inst any t
the amount that will be deductible for tax purposes ‘\Q"Illll?llhmc SN
entity when it recovers the carrying amount of the asset. .
base of the asset is ¢ ual 1o its carrying amount ing ‘
A s ‘ ‘o ) ) _ « carrving amount of the jec.
q ing ase from the carmying 4 he e

The following formula can be applied to derive the tax b

ic benetits that will floy, o

able cconom X
axable s will not be taxable. th

gnomi( bene

u
Sy

tible amounts = Tax base
Carrying amount — Future taxable amounts + Future deduc

cLs.

. . . F1ax bases for ass
Figure 6.2 contains examples of the calculation of tax bases fo

£ 0 £
Prepayments £3000: fully deductible for tax £ 3000 £(3000) 0
when paid

5 -
Trade receivables of £52 000 less £2 000 50000 ¢ e 0
f'allowance for doubtful debts: sales revenue
is already included in taxable profit
Plant and equipment costing £10000 has a 5400 (5400) 3500 3500
carrying value of £5400: accumulated tax
depreciation is £6 500
Loan receivable £25000: loan repayment 25000 0 0 25000
will have no tax consequences
Interest receivable £1000: recognised as 1000 (1000) 0 0

revenue but not taxable until received

* Future taxable amounts are equal to ¢

taxable profit.
“* The deductible amount represents the original cost t xat
depreciation rates (being £10000 - £6 50 35

FIGURE 6.2 Calculation of the tax base of assets

Figure 6.2 illustrates the following situations:

* Where the future benefits are taxable, the carrying amount equals the future taxable
the tax base equals the future deductible amount. This can be seen in figure 6.2
and equipment, and interest receivable.

* Where there are no future taxable amounts, generally the deductible amoun is zero
equals the carrying amount. In figure 6.2, this applies to the loan receivable. An
receivables where, although the future taxable amount is zero, the future de;j
zero because of the existence of doubtful debrs. In this case, the tax base
amount and the future deductible amount. equ

amount. Hence,
for prepayments, plant

and the tax base
An exception is trade
uctible amount is not

als the sum of the carrying

Tax bases of liabilities

Liabilities, other than those relating to unearned r.

ment gives rise to deductible items.
Paragraph 8 of IAS 12 describes the tax base of 3 liability as:
its carrying amount, less any amount that wil] be deductible f(;r
periods. In the case of revenue which is received in ad
amount, less any amount of the revenue that wil] not

The following formula can be applied to derive

evenue, do not create taxable amounts. Instead, settle:

Wl 13X purposes in respect of ghat liability in future
i € tax base of the resulting liability is its carrying
e taxable in furyre periods. ‘

the tax bas . .
e from the carrying amount of the liability

Carrying amount + Future taxable amou
nts ~ Future deductib)
€ amounts = Tax base

Figure 6.3 contains examples of the calculation of the tax base f, liabili
I habilities,
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6.8.3

\

ILLUSTRATIVE EXAMPLE 6.4 Calculation of a taxable t

Future
taxable
amounts

Carrying
amount

Provision for annual leave £3 900
: : not £ 0
deductible for tax until paid e S P
Trade payables £34 000: ex

: expense alread 0 il
deducted from taxable income 2 o :
Subscription revenue received in ady

ance O s

£500: taxed when received S rip
Loan payable £20000: loan repayment will 20000 0 2 280
have no tax consequences
Accrued expenses £6 700: deductible when 6700 0 (6700) g
paid in cash
Accrued penalties £700: not tax-deductible 700 0 0 b

FIGURE 6.3 Calculation of the tax base of liabilities

Figure 6.3 illustrates two situations:

* Where the carrying amount equals the future deductible amount, the tax base is zero. This applies to
provisions for annual leave and accrued expenses.

* Where there is no future deductible amount, the carrying amount equals the tax base. This applies to
trade payables and the loan payable.

Some items may have a tax base but are not recognised as assets and liabilities in the statement of finan-
cial position. Paragraph 9 of IAS 12 provides the example of research costs that are recognised as an expense
in determining accounting profit in the period in which they are incurred but are not allowed as a deduction
in determining taxable profit until a later period. Additionally, under paragraph 52 the manner in which an
asset/liability is recovered/settled may affect the tax base of that asset/liability in some jurisdictions.

Calculating temporary differences

When the carrying amount of an asset or liability is different from its tax base, a temporary difference
exists. Temporary differences effectively represent the expected net future taxable amounts arising from the
recovery of assets and the settlement of liabilities at their carrying amounts. Therefore, a temporary differ-
ence cannot exist where there are no future tax consequences from the realisation or settlement of an asset

or liability at its carrying value.

Taxable temporary differences
ference exists when the future taxable amount of an asset or liability exceeds any

A taxable temporary difl . 4
future deductible amounts. This is demonstrated in illustrative example 6.4.

emporary difference

s an accumulated depreciation of 50.

A _which cost 150, ha ; :
n asset, W for tax purposes is 90 and the tax rate is 25%.

Accumulated depreciation

Carrying amount =100
Future taxable amount = ;go

ture deductible amount =
Futur b SpSON

base
Tax = 60 (= 150 cost less 90 tax depreciation)

Because the future taxable amount is greater thgn the future d~educ‘tible amount, a temporary taxable
difference exists. In other words, the expectation is that the entity will pay income taxes in the future,
when it recovers the carrying amogm'qf the asset, because it expects to earn 100 but receive a tax
deduction of 60. The entity has a llalblllty to pay .tax.qn ’thal extra 40. As the payment occurs in the
future, the liability is referred to as a deferred tax liability’.

1AS yrasraph 16
from 1AS 12 paragrap!

Source: Adapted

CHAPTER 6 Income taxes 135



Deductible temporary differences future taxable

. - ists when the fu .
A deductible temporary difference exists when the »d in illustrative ex
any future deductible amounts. This is demonstrate

amount of an asset or liability jq les N

i ence
[LLUSTRATIVE EXAMPLE 6.5 Calculation of a deductible temporary differ

For tax purposes, the
; o 3 rued product warranty costs. Fo . po P Droduq
Dalal Inc. recognises a liability of 100 for accrued p s claims. The tax rate is 25%.
Wartanty costs will not be deductible until Dalal Inc. pays

Carrying amount =100
Future taxable amount =0
Future deductible amount =100 100
Tax base =100+ 0 —
=0

ible tem i
As the future deductible amount is greater than the future iaxable ammg;i; ?;j‘i;hll reducepi?sr?iri}[’udrleff[%
ence exists. In other words, in settling the liability for its carrying amount,d s .relating to the futys ax
profits and hence its future tax payments. Dalal Inc. then has an ex'peCt? < d ‘deferred ¢ m)f
deduction. As the benefits are to be received in the future, the asset raised is referred to as a ‘deferred tax asset.

Source: Adapted from |1AS 12, paragraph 25.

==—===——==c_ |

68.4 Calculating deferred tax liabilities and deferred tax assets

Paragraphs 15 and 24 of IAS 12 require (with some exceptions) that a deferred tax liability and a deferred

lax asset be recognised for al taxable temporary differences and all deductii)le temporary differences, ang
that a total be determined for taxable temporary differences and for deducti

all be measured at the tax rates that
the asset is realised or the liability is settled, base

of the reporting period
Thus, if the tax rate is currently 30% but will rise to 32% in the next reporting period, deferred amounts
should be measured at 32%. Should a ch
the reporting period and the time of com
made to the tax balances recognised. However, disclosure of any material impacts should be made by note
in compliance with IAS 10 Events after the Reponting Period.
Different tax rates may be required when temporary differenceg are ected t, in di iod
o eriods
and a change of tax rate is probable, or when tempgo i o st 1 dierent
Additionally, consideration should be given

are expected to apply to the period when
d on tax rates (and tax laws) that have been enacted or substan-

6.8.5 Excluded differences

A deferred tax liability is usually recognised on taxable temporary (j )
difference meets the criteria in Paragraph 15 of [As 19 it ispex Iy dlfferences, but if the taxable temporary
tax asset is normally recognised on de

: €Mpt from defe . . ferred
. ductible temporary differenceg but if tl’fl;.ed e cwise, a de
teria in paragraph 24 of IAS 12, it may also b / is d

ifference meets the cri-
€ exempt from deferr 1
Paragraph 15 states that a deferred tax liability sha|) be recognis :c(lj tax.
except where the deferred tax liability arises from:
(a) goodwill; or
(b) the initial recognition of an asset or liability, which

(i) did not arise through a businesg combination, and which
(ii) at the time of the transacti i

for all taxqpy, temporary differences

(a) did not arise through a business combination, 5
(b) at the time of the transaction, affects nejther

accounting Profit noy ¢
. axable rofit
Goodwill .

Goodwill is the excess of the cost of the b
value of the identifiable assets, liabilities
difference is created because the

Usinesg co i ) .

and contingflelrblltnléiug‘rll' over the éCquirer’s interest in the net faif

tax base of gooquin abilities (sgp chapy, orary
8oodwil] jg always nj]. IAS 12 4 €r 14). A taxable temp

seioN
€S not permit the recogniti’
ts
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of the deferred tax liability rel

aling to goodwill, because ill i i cognising the
deferred tax amount would iy log Il, because goodwill is a residual amount and recognising

N wcrease the carrying amount of goodwill (IAS 12 paragraph 21).
Initial recognition of an asset or liabilit

12;‘3: dlzi‘cstkilflEt.lsi?(“::gﬁlnfunl of an asset are usually the same on initial recognition but in the case of a
5t & ot dedbeEible ;{SSN ll(:?qt and, a temporary difference arises on initial recognition. Consider the exar_nple
asset whose cost is not all ; ;s not a(qlllf_ed through a business combination. A non-deductible asset is an
date of purchase is zero‘ /(\)WGL as a deduction vyhen calculating taxable profits and Lhe_rgfore thg tax base on
eeibatueen ihe e ii] taxable temporary difference will arise on the initial recognition, being the differ-
The initial re 1Tying amount on date of purchase (the asset’s cost) and its tax base (zero).

al recognition, in other words, the purchase, does not affect accounting profit or taxable profit.

Thus, although a deferred tax liability is normally recognised on taxable temporary differences, no deferred

tax is recognised on this taxable temporary difference since it meets the requirements of paragraph 12 of
1AS 12 to be exempt from deferred tax.

6.8.6 Deferred tax worksheet

{\ deferred tax worksheet is shown in illustrative example 6.6. The purpose of the deferred tax worksheet
is to calculflte the movements in the deferred tax asset and the deferred tax liability accounts during the
current period. Determining the temporary differences relating to assets and liabilities allows the closing
balances of the deferred tax accounts to be calculated. A consideration of the beginning balances and
movements during the year allows the calculation of the adjustments required to achieve those closing
balances. All assets and liabilities may be included in the worksheet; alternatively, only those expected to
have different accounting and tax bases could be shown.

ILLUSTRATIVE EXAMPLE 6.6 Deferred tax worksheet

Using the information provided in illustrative example 6.2, the deferred tax worksheet for Iris Ltd is
shown in figure 6.4.
IRIS LTD
Deferred Tax Worksheet
as at 30 June 2013
Future Future Taxable Deductible
Carrying taxable deductible Tax temporary temporary
amount amounl amount base differences differences
Relevant assets
Receivables' £279000 £ 0 £16000 £295000 £16000
Prepaid insurance’ 30000 (30000) 0 0 £ 30000
Rent receivable’ 3500 (3500) 0 0 3500
Development project* 90000 (90 000) 0 0 90 000
Equipment® 110000  (110000) 80000 80000 30000
Goodwill® 21000 (21 000) 0 0 21000
Relevant liabilities
Provision for annual :
leave’ 61000 0 (61000) 0 ) 61000
Total temporary .
differences 174500 77 000
Excluded differences” (21 000) B -~
Temporary differences L’SJ 'SQO 77000
Deferred tax liability’ 46050
Deferred tax asset” 23100
Beginning balances'” (17 150) (24 900)
Movement during
year!! —
Adjustment'’ 28900 Cr ~ (1800) Cr
FIGURE 6.4 Deferred tax worksheet for Iris Ltd
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v opresents the cash thag
1. The carrying amount of receivables 5279 000 (£295 000 .|l M):)&) (:(npthis amount has alreat‘ly b
Pany expects o receive after allowing for any doubtful de )lf‘.[' |;urc taxable amount is zerq 7y >
Patd via sales revenue recognised in the current yean S0 ll,‘( l (-’nrris not deductible againg ta e
T o B B e s an SR b T (lm("f“ll)n/c‘,\cmunts receivable balance ');‘;;,blo l
Profit until the debts actually o bad” and are written out 0 e evables is £283000, bei'n s,
there is a future deduction of £5000 available. The (ax "*‘S(‘, <.)r ise). Because the future deq § the
total of all debis outstanding at 30 June 2013 ((l(ml)lful or otherwise).

liff f £5000 |
{ikle temporary ditference of £500 ... |
amountis greater than the future taxable amount, a deductible temporary e |
M respect of receivables }

€ Com,.

|

n

2. The prepaid insurance asset represents the future benefit of insurance COVER 2¢ 20 Iu.ne‘ 2013, 7 A
‘ ! S aant ¢ benefits to Iris Ltd, giving a f,,, |

recovery of these benefits results in the flow of taxable econom! ure
: ch , ve ded 30 June 2013 and was g]|, -
taxable amount of £30000. This amount was paid in the ‘y(‘nr en that nio deduction is av ‘IWed T
as a deduction against the taxable profit for that year. This me('m's b for th ailable !
he ) L . 014, giving a tax base for the asset of 5, |
when the £30000 1s expensed in the year ended 30 June 2 ' 8 ble temporary diff -
\s the future taxable amount exceeds the future deductible amount, a taxable porary ditferenc, |
OF £30 000 exists in respect of prepaid insurance. - |

3. The rent receivable .188‘01 rcpn}sm:ts monies to be received at 30 June 2013. The recovery of theg, |
benefits results in the flow of taxable economic benefits to Iris Ltd. Hence, a future taxable'amoum {
of £3500 exists. As this is a revenue item, no future deduction is available and the tax ba§e Is £0. As |
the future taxable amount exceeds the future deductible amount, a taxable temporary difference of f
£3500 exists in respect of the rent receivable. -

4. The development project asset represents the future economic benefits expected to arise from deve|.
opment work undertaken in the current year. When those benefits are received, they are taxable. The
total expenditure on development was deducted from taxable profit in the current year, so no future
deduction is available. The tax base is £0 as the cash paid has already reduced taxable profit in the
current year. As the future taxable amount exceeds the future deductible amount, a taxable tempo-
rary difference of £90 000 exists in respect of the development project.

5. The carrying amount of equipment represents the future economic benefits expected to be received
from that asset over the remainder of its useful life, £110 000 (£200000 - £90000). When those
benefits are received, they are taxable. Iris Ltd will be able to claim a deduction against those taxable
benefits, but only to the extent of the tax base of the asset. As the depreciation rate for tax purposes
is greater than the accounting rate, the future deduction is only £80 000, being the original cost of
£200000 less £120000 (i.e. 3 years’ accumulated depreciation at 20% per annum). As the future

taxable amount exceeds the future deductible amount, a taxable temporary difference of £30000
exists in respect of equipment.

6. The carrying amount of goodwill represents the future economic benefits expected to be received.
Those benefits are taxable when received but, unlike equipment, no deduction against the benefits is
available. The tax base of goodwill is £0 as taxation law does not allow a deduction for any amounts
paid to acquire goodwill. As the future taxable amount exceeds the future deductible amount, a taxable
temporary difference of £21 000 exists in respect of goodwill (however, see exemption in 8 below).
7. The provision for annual leave represents leave accrued by employees as at the end of the reporting
period. As the leave represents future payments, there is no future taxable amount. When those pay-
ments are made, they are fully deductible against taxable profit. The tax base at 3.0 Vhen (hosc v
because leaVF Paymemsblafe only dedudcti(lj)le in the year of payment, Ag the future deductible amount
exceeds the future taxable amount, a deductible tempor i L
the annual leave provision. porary difference of £61 000 exists in respect 0
8. The adjustment for excluded differences recognises that IAS 12
ited the recognition of deferred tax amounts relatin . ) n
‘ 6.9.2). Paragraph 15 prohibits the recognition of the%ai(oabcleentzlr?lptggpoagg dlfference§ (see seétcl)t‘d'f
; will, so it is removed from the total temporary differences existin at 3%, ITterence relating to 8
9. The deferred tax liability figure of £46 050 is the future ¢ 8 June 2013.
taxable temporary differences of £153 500. The deferred {
ductions available as a result of the existence of deductib
figures represent the closing balances of (he deferred tax accouns
10. Deferred tax amounts may accumulate over time; for exam )lun(;,
equipment represents 3 years’ differentials between accourln.e’ the tax
This means that the deferred tax accounts haye an openin Ing and ¢
ences. If no adjustment is made for the opening balance,
Accordingly, the opening balances are deducted from (he’ :16 deferreq ta¥ amoiints, aie ove{slale .
adjustment necessary to account for changes (additions ; Stal balances ip order to determin€ .
the current year. These adjustments are shown on the l\ dnl‘ reversals) to deferred tax items durlqs
of the adjusting journal entry for deferred (a5 pOva‘aﬁSl Ine of the worksheet and form the basle
decreases in the account balances. € higures are increases ang negative figures ar

|

(paragraphs 15 and 24) has prohib-

aX payable as 3 result of the existence of
lax asset figure of £23 100 js the future 4
¢ lemporary differences of £77 000. These

r
able temporary difference ios
b axation depreciation Cha‘rgf .
g balance representing prior year diffe
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. : e
N 11. Normally, the deferred tax accounts are only adjusted at the end of each reporting penodfaftecrl t:c
worksheet .has been completed. Occasionally, however, adjustments are made to t'he deferre b
counts during the year so the ‘movements’ line is used to adjust for such changes. Adjustments O
be made for:
* recoupment of prior year tax losses (see section 6.7)
* achange in tax rates (see section 6. 10)
* an amendment to a prior year tax return (see section 6.11)
[ ]
[ ]

revaluation of property, plant and equipment items (see section 6.11.2)
business combinations (see section 6.11.3).

The flowcharts in figure 6.5 below summarise the measurement of deferred tax items according to IAS 12.
While the flowcharts show the steps in the calculation of deferred tax items, they do not present flie Sieps 3
determining whether the resultant deferred tax assets or deferred tax liabilities will be recognised. The criteria
for the recognition of deferred tax assets and deferred tax liabilities are considered next, in section 6.9.

Accounting for assets Taxable temporary Deferred
——> difference equal to  |—>; : tax liability
the difference Multiply by
the tax rate
Is the carrying amount of the expected* to
asset greater than or less - apply when
than its tax base? the asset is
Deductible realised Deferred
— @ temporary difference |—> tax asset
equal to the difference
Accounting for liabilities Deductible Deferred
ﬁ temporary difference |— e
equal to the difference Multiply by
the tax rate
Is the carrying amount of the expected* to
liability greater than or less apply when
than its tax base? the liability is
settled
Tz'axable temporary Detied
L difference equal to  f— tax liabilit
the difference bbbl

d |

FIGURE 6.5 Accounting for deferred tax items o \ |
laws (tax rates) that have been enacted or substantively enacted by rep

Note: *refers 1o the present lax rate or tax faw
Source: CPA Australia (2010, p. 2).

)<

riing date

6.9 RECOGNITION OF DEFERRED TAX LIABILITIES
AND DEFERRED TAX ASSETS

The existence of temporary taxable and deductible differences may not result in the recognition of deferred
tax assets and liabilities. Paragraphs 15 and 24 of IAS 12 specify recognition criteria that must be met

before recognition occurs.

Deferred tax liabilities

Deferred tax liabilities must be recqgnised for all taxable temporary differences (except as outlined below).
A liability is recognised when it is probable that an gutﬂow of resources embodying economic bene-
fits will result from the settlement of a present obligation, and the amount at which the settlement will
take place can be measured reliably (Conceptual Framework paragraph 4.46). There is no need to explicitly

6.9.1
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6.9.2

because it is always probable that Tesoyy

; . iability, : At TCRY
consider the recognition criteria for a deferred tax liabilit temporary differences. As the carryip, a0

. . le , a1l S dm
flow from the entity to pay the tax associated with taxab difference is recov ered or settled, the Ouy

em
R 1 S y X
of the asset or liability giving rise to the taxable temporair; future periods. Porgy
difference will reverse and give rise to taxable amounts

Deferred tax assets

i  differences (subject to cergy,

Deferred tax assets must be recognised for all deductible lempO;Zf;l ttjl: st it is pro(bable thi ﬁl&d:: .
tions) and from the carry forward of tax losses, but only to the ex e atilised. tangy,
profits will be available against which the temporary differences ca bemefis wil flow t© the eni

An asset is recognised when it is probable that the future economic o et 4 4 X ang b
asset has a cost or value that can be measured reliably (C(.nfcepmql Fntmulhe &eore : of uncen‘{i;lcFordl g
to paragraph 4.40 of the Conceptual Framework, probability rgters o » e:ﬁw o b}} sboy
whether the future economic benefits associated with the asset .\\tlu flow to t td ) (h( ' O;rul i od ll}ty
be assessed using the best evidence available based on the cqndmon§ at d[]ie.H- lc:l ‘ mﬁﬂ o ;\_’( pef] b d.‘ \
reversal of deductible temporary differences results in deducnon; against the ‘m:\a‘ ( p o *}“ \u llr;\ peﬂk}d&
Economic benefits in the form of reductions in tax payments will flow to thf LmlE) on \)‘ i IE €amns sufficgy,
taxable profits against which the deductions can be offset. Therefpre, an entity re(\ogn.lis; ‘dg‘tcm\d l
only when it is probable that taxable profits will be available against which the deductible \(t
ences can be utilised (IAS 12 paragraph 27). The realisation of a deferred tax asset would l‘u probable whey
* there are sufficient taxable temporary differences relating to the same taxation authority and the sanye

taxable entity that are expected to reverse in the same period as the deductible temporary differences

or in periods to which a tax loss arising from the deferred tax asset can be carried back or forwarg
(paragraph 28)

* there would be taxable tempora
assets were recognised

® itis probable that there will be other sufficient taxable profits arising in future periods against which 1
utilise the deductions

e other factors indicate that it is probable that the deductions can be realised.

If there are insufficient taxable temporary differences available against which to offset the deductible

temporary differences, an entity can recognise a deferred tax asset only 1o the extent that sufficient taxable
profits will be made in the future or that tax pl

anning opportunities are available to create future taxable
profits (IAS 12 paragraph 29).
A history of accounting losses, or the existence of unused t

able profits are unlikely to be available for the utilisation of deductible temporary differences. In these

circumstances, the recognition of deferred tax assets would require either the existence of sufficient taxable

temporary differences or convincing evidence that future taxable profits will be

likelihood that tax losses will be utilised, the entity should consider whether:

* future budgets indicate that there will be sufficient axable income deriy

e the losses arise from causes that are unlikely to recur in the foreseeable
actions can be taken to create taxable amounts in the future

there are existing contracts or sales backlogs that wil| Produce taxable

there are new developments or favourable Opportunities |ike

there is a strong history of earnings other than those giving

aberration and not a continuing condition.

e o e, oo evidence avalla_ble, t1s not probable that dedy, tible temporary differences Wil

be utilised in the future, no deferred tax asset is recognised. This prob I n

to deferred tax assets that have previously been re

cognised and, if ability assessment must also be pr.pllto
. . . and, if it jg no lo - » benehts
such assets will flow to the entity, the QArTyIng amount myg; be dere nger probable that the |

cognised by passing the following entry

aX JSSQL\
mporary diffe;.

ry differences arising if unrecognised increases in the fair values of

ax losses, provides evidence that future ax

earned. In assessing the

ed in the foresceable future
future

amounts

l'y L0 give rise to taxable amounts
nise to the losg

- and the loss was an

30 June
Income Tax Expense
Deferred Tax Asset

Dr XXX
g X
(Derecognition of deferred tax assets where recovery is no " I
longer probable)
At the end of each reporting period, the entity shoylg '
nised deferred tax assets; it should recognise th [cassess the prob

»cOF
yreco
| ur ¢

€se as: Ul
taxable profit will allow the deduction of the e AL hat fut®”

m .
ditions, new taxation legislation, or a business cg&t{l}]’a‘:iliference on its
of recovering the deferred tax benefits, Paragraph ¢ of lAg may al| ¢,
tax be recognised in the statermnent of comprehensiye ticor, 12
previously charged or credited to equity. € ex

ability of recovery of al
atit is now probable th4 0

eversal. Changes in ”"dmhl t
contribuyte (¢ improving the arc!
equires (hy, any adjustment 10 4
CePL 1o the extent that it relates

€ extent th

je™
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ATIVE EXAMPLE 6.7 Recognition of deferred tax adjustments

Using the figures calcul 3o is : . o
Scforred faxassets can bztle:]iem illustrative example 6.6 and assuming that the recognition criteria for

t, the adjusting journal for deferred tax movements is:

30 June 2013
Income Tax Expense

Deferred Tax Asset gr 30700 s
Deferred Tax Liability C: SR80

(Recognition of movements in

for the year) deferred tax balances

These movements can be checked back to the current worksheet as follows:

Defengd tax assets arise in respect of doubtful debts and annual leave. In the current year, additional
deduct!ons of £2000 (doubtful debts) and £4000 (leave) are received. This indicates that more
deducu'ble temporary differences had been reversed than had been created, resulting in a decrease of
£6000 in future deductions and a £1800 decrease in the deferred tax asset.

Deferred tax liabilities arise in respect of development expenditure, equipment, insurance and rent.
In the current year, additional deductions of £90000 (development), £13 333 (depreciation) and
£5000 (insurance) are offset by additional taxable amounts of £10000 (sale of equipment) and
£2000 (rent revenue), giving a net extra increase in taxable temporary differences and a £28 900
increase in the deferred tax liability

The posting of this entry results in the deferred tax ledger accounts appearing as follows:

Deferred Tax Asset
1/7/12 Balance b/d 24900 10613 Income Tax Expense 1 800
7 JO/6/1 3 Balance ¢/d 23100
24 900 24900
1/713 Balance b'd 23100

Deferred Tax Liability

30/6/13 Balance /d 46050 17712 Balance b/d 17150
W63 Income Tax Expense 28900

26050 46050

~ N3 Balance bid 46050

If the two taxation adjusting journals — current and deferred — are combined, then the total income
tax expense recorded for the vear ended 2013 by Ins Lid is

Income Tax Expense (Cumrent) (see section 6.5) £41270
Income Tax Expense (Deferred) (see above) 30700 :
Total £71970 ‘;

Thic fioure represents the total 1ax consequences ol the transactions recorded in profit or loss for

This hgure rep &'h ked in this way: The accounting profit for the year is £250 450, All items of rev
the year. It can be ¢ ﬂuublf or deductible with the exception of goodwill impairment and entertain-
enue and expense ‘:;e.q pment expenditure during the year gave rise 10 an ‘extra’ deduction of £30 000
ment expense. The ﬁaltftdi. accounting profit adjusted for these permanent differences is multiplied by
?hgal::xl :::: t::fepr::u:l represents the total tax payable above (both now and in the future)

e ate,

Accounting profit i sl £250 450
Ak Nor G et fou
Add- Non-deductible entertainment EXpense 12450
Less: Additional deduction 107 development (30000

} §£ 14
Taxable net profit ,e t ‘
Tax @ 30%

CHAPIIE & Indosme Lases "












