
Q-1

The summarized balance sheets for 19X4, 19X5 and 19X6 are as under: -

19X4 19X5 19X6

Accounts receivable 500             500             500               

Inventory 2,000          2,000          2,000            

Product development costs 500             250             -                

Investments 33,000        33,000        33,000          

Property, plant & equipment 36,000        37,200        75,750          

TOTAL ASSETS 72,000        72,950        111,250        

Current income taxes payable 3,000          3,570          2,359            

Accounts payable 500             500             500               

Fines payable -              700             700               

Liability for healthcare benefits -              2,000          3,000            

Long-term debt 20,000        12,475        12,805          

Deferred income taxes 8,600          9,020          19,845          

TOTAL LIABILITIES 32,100        28,265        39,209          

Share capital 5,000          5,000          5,000            

Revaluation surplus -              -              19,637          

Retained earnings 34,900        39,685        47,404          

TOTAL EQUITY 39,900        44,685        72,041          

TOTAL LIABILITIES / EQUITY 72,000        72,950        111,250        

IAS 12 QUESTION

XYZ is a listed company engaged in the business of manufacturing of leather goods. The applicable rate for the Co. is 40% in 

year 19X5 and 35% in 19X6.

The relevant information for calculation of deferred tax is as under: -

1. Charitable donations are recognized as expenses when they incurred and are not deductible for tax purposes. (19X5 500, 

19X6 350)

2. In 19X5 the entity was notified by the relevant tax authorities that they intend to pursue action against the entity with 

respect to sulphur emissions. Although as at December 19X6 the action had not yet come to court the entity recognized a 

liability of 700 in 19X5 being its best estimate of the fine arising from the action. Fines and penalties are not deductible for 

tax purposes. (19X5 700)

3. In 19X2 the entity incurred 1,250 of costs in relation to the development of new product. These costs were deducted for 

tax purposes in 19X2. For accounting purposes, the entity capitalized this expenditure and amortized it on the straight-line 

basis over five yea$ At 31st December 19X4, the un-amortized balance of these product development costs was 500.

4. In 19X5 the entity entered into an agreement with its existing employees to provide health care benefits to retirees. The 

entity recognizes as an expense the cost of this plan as employees provide service. No payments to retirees were made for 

such benefits in 19X5 and X6. Healthcare costs are deductible for tax purposes when payments are made to retirees. The 

entity estimated that it is probable that taxable profit will be available against which any resulting deferred tax asset can be 

utilized. (19X5 2,000 19X6 1,000)

5. 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 straight-line basis and a 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.

CARRYING AMOUNT

6. There was an addition to Buildings of 6,000 during the -year 19X5 and in vehicles of 15,000 during the year 19X6.

7. The cost of buildings is 50,000 and vehicles 10,000 at the end of 19X4 and accumulated depreciation balance on Buildings 

at the end of 19X4 is 20,000 and on vehicles is 4,000. The tax allowance on the assets already taken is Building 40,000 and 

vehicles 5,000.

8. At 1st January 19X6, 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 19X6 and the taxation 

authorities did not adjust the tax base of the building to reflect the revaluation. In 19X6 the entity transferred 1,033 from the 

revaluation reserve to retained earnings. This represents the difference of 1,590 between the actual depreciation on building 

(3,250) and equivalent depreciation based on the cost of the building (1,660 which is the book value at 1st January 19X6 of 

33,200 divided by the remaining useful life of 20 years) less the related deferred tax of 557.

9. The accounting profit for 19X5 is 8,775 and for 19X6 is 8,740.



-              -              -                

Required:

Q-2

Fair Value 

@ 

Acquistion Tax Base

Property, plant and equipment 270             155             

Accounts receivable 210             210             

Inventory 174             124             

Accounts payable 120-             120-             

Retirement benefit obligations 30-               -              

504             369             

The profit for the year ended 20X5 is 150 out of which there is a dividend payable of 80.

Required: -

Calculate the deferred tax liability/asset at the acquisition date and any movement thereafter.

Q-3

i) Provide current tax appearing in the balance sheets for 19X5 and 19X6.

ii) Provide the working for Deferred Tax for all the three years

iii) Major components of tax expense for 19X5 and 19X6.

iv) The disclosure of calculation of deferred tax liability/asset in the notes to the accounts.

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: Disclosure and 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 recognizes 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%.

Required: -

Prepare the working for temporary differences associated with the liability component and the resulting deferred tax liability 

and deferred tax expense and income?

On 1 January 20X5 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. 

vi) Effective tax rate for the years 19X5 and 19X6

v) Reconciliation of application of tax rate on Accounting profit and tax expense for the year for 19X5 and 19X6 and;



Q-1 (i) CURRENT TAX WORKING

Current tax 19x5 19x6

Tax rate 40% 35%

Accounting profit 8,775                  8,740           

Add:

Charitable donations 500         350              

Fine & penalties 700         -               

Development costs 250         250              

Healthcare benefits 2,000      1,000           

Accounting depreciation 4,800      8,250           

17,025    18,590         

Less:

Tax depreciation (8,100)    (11,850)        

Taxable profit 8,925      6,740           

(ii) , (iv) DEFERRED TAX WORKING & DISCLOSURES

Deferred tax

CA TB TD CA TB TD

Accounts receivable 500          500                     -               500                                500           -            

Inventory 2,000       2,000                  -               2,000                             2,000        -            

Development costs 250          -                      250              -                                -            -            

Investments 33,000     33,000                -               33,000                           33,000      -            

PPE 37,200     12,900                24,300         75,750                           16,050      59,700       

Total Assets 72,950     48,400                24,550         111,250                         51,550      59,700       

Current taxes payable 3,570       3,570                  -               2,359                             2,359        -            

Accounts payable 500          500                     -               500                                500           -            

Fines payable 700          700                     -               700                                700           -            

Liability for healthcare 2,000       -                      (2,000)          3,000                             -            (3,000)       

Long-term debt 12,475     12,475                -               12,805                           12,805      -            

Deferred tax liability 9,020       9,020                  -               19,845                           19,845      -            

Total Liabilities 28,265     26,265                (2,000)          39,209                           36,209      (3,000)       

Taxable temporary difference 22,550         56,700       

Deferred tax liability 40% 9,020           35% 19,845       

Opening DTL 8,600           9,020         

Increase in DTL 420              10,825       

19x5 19x6

IAS 12 - SOLUTION

Difference between 

carrying amount and 

tax base give 

taxable/deductible 

temporary differences

Tax rate applied at net 

taxable temporary 

difference

In order to calculate 

taxable profit begin with 

accounting profit figure 

for a year, add back tax 

disallowable expenses 

and less tax allowed 

expenses. The resultant 

shall be the taxable 

profit on which current 

tax rate is applied to get 

tax expense for the year.



WORKING FOR INCREASE IN DTL

DEBIT CREDIT DEBIT CREDIT

Deferred tax expense 420                     

Deferred tax liability 420              

Surplus on revaluation 11,130      

Deferred tax liability 11,130       

Deferred tax liability 1,128        

Deferred tax (P&L) 1,128         

Surplus on revaluation 1,034        

Retained earnings 1,034         

Deferred tax (P&L) 823           

Deferred tax liability 823            

10,825       

Deferred tax reconciliation 19x5 19x6

Accelerated deprection for tax purposes 9,720                  10,322         

Liability for healthcare (800)                    (1,050)          

Development costs 100                     -               

Revaluation surplus -                      11,130         

Incremental depreciation (557)             

9,020                  19,845         

(iii) MAJOR COMPONENTS OF TAX EXPENSE 19x5 19x6

Current tax 3,570                  2,359           

Deferred tax due to TD 420                     823              

Deferred tax due to tax rate reduction -                      (1,128)          

Tax expense 3,990                  2,054           

(v) Reconciliation of tax expense 19x5 19x6

Accounting profit 8,775       8,740                  

Tax Rate 40% 35%

Tax at the applicable tax rate 3,510       3,059                  

Add: Non-deductible expenses

Charitable donations 200          123                     

Fines and penalties 280          -                      

Effect of reduction in tax rate -           (1,128)                 

Tax expense 3,990       2,054                  

(v), (vi) Reconciliation of tax rate 19x5 19x6

Applicable tax rate 40.00% 35.00%

Add: Non-deductible expenses

Charitable donations 2.28% 1.40%

Fines and penalties 3.19% 0.00%

Effect of reduction in tax rate 0.00% -12.90%

Tax expense 45.47% 23.50%

3,990       2,054                  

19x5 19x6

Deferred tax reconciliation

Tax expense comprises of total of current and deferred tax. 

This reconciliation begins with accounting profit. Tax rate is 

applied to get tax at applicable tax rate. Add back non 

deductible expenses and any effect of reduction in tax rate is 

accounted for to reach the resulting tax expense figure

This reconciliation begins with applicable tax rate. Add back 

non deductible expenses percentage to the accounting profit 

and any effect of reduction in tax rate to accounting profit is 

accounted for to reach the resulting tax expense rate figure



Accounting Depreciation 19x5 19x6 Tax Depreciation 19x5 19x6

Building 50,000     56,000                Building 50,000      56,000       

Vehicles 10,000     10,000                Vehicles 10,000      10,000       

60,000     66,000                60,000      66,000       

Addition / Revaluation Addition / Revaluation

Building 6,000       31,800                Building 6,000        -            

Vehicles -           15,000                Vehicles -            15,000       

6,000       46,800                6,000        15,000       

Total cost Total cost

Building 56,000     87,800                Building 56,000      56,000       

Vehicles 10,000     25,000                Vehicles 10,000      25,000       

66,000     112,800              66,000      81,000       

Accumulated depreciation Accumulated depreciation

Building 20,000     22,800                Building 40,000      45,600       

Vehicles 4,000       6,000                  Vehicles 5,000        7,500         

24,000     28,800                45,000      53,100       

Depreciation for the year Depreciation for the year

Building @ 5% on straight line 2,800       3,250                  

Building @ 10% on 

straight line 5,600        5,600         

Vehicles @ 20% on straight line 2,000       5,000                  

Vehicles @ 25% on 

straight line 2,500        6,250         

4,800       8,250                  8,100        11,850       

Total accumulated depreciation Total accumulated depreciation

Building 22,800     26,050                Building 45,600      51,200       

Vehicles 6,000       11,000                Vehicles 7,500        13,750       

28,800     37,050                53,100      64,950       

WDV WDV

Building 33,200     61,750                Building 10,400      4,800         

Vehicles 4,000       14,000                Vehicles 2,500        11,250       

37,200     75,750                12,900      16,050       

Incremental Depreciation 31,800     1,590                  

Normal Depreciation 33,200     1,660                  

65,000     3,250                  

OP DTL 8,600           

 Increase 

(Balancing fig.) 420              

CL DTL 9,020       

9,020       9,020           

 OP DTL 9,020           

 Reduction in tax rate 1,128        Surplus 11,130         

 Increase 

(Balancing fig.) 823              

CL DTL 19,845     

20,973     20,973         

DTL Ledger 19x5

DTL Ledger 19x6

WORKINGS



Q-2

Deferred tax

CA TB TD

PPE 270          155                     115              

Accounts receivable 210          210                     -               

Inventory 174          124                     50                

Retirment benefit obligation (30)           -                      (30)               

Accounts payable (120)         (120)                    -               

Net Assets excluding DT 504          369                     135              

W-1 Taxable temporary difference 135              

Deferred tax liability 40% 54                

Net Assets including DT 450              

W-2 Cost of investment 600              

Net Assets including DT 450              

Goodwill 150              

W-3 Net assets at acquisition 450              

Profit for the year net of dividend of 80 70                

Net assets at year-end 520              

Goodwill 150              

Carrying amount of investment 670              

Q-3

X5 X6 X7 X8

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                0                                    

Opening deferred tax liability @ 40% -           100                     70                37                                  

Deferred tax charged to equity 100          -                      -               -                                

Deferred tax expense (income) -           (30)                      (33)               (36)                                

Closing deferred tax liability @ 40% 100          70                       37                0                                    

Bank 1,000       

Liability 751                     

Equity 149                     

DTL 100                     

Statement of Comprehensive Income

Interest expense -           75                       83                91                                  

Deferred tax expense (income) -           (30)                      (33)               (36)                                

45                       50                55                                  

20x5


