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Abstract: This paper prescribes the accounting treatment for income 
taxes. 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. 
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INTRODUCTION 
The principal issue in accounting for income taxes is how to account 

for the current and future tax consequences of the future recovery 
(settlement) of the carrying amount of assets or liabilities that are recognised 
in an entity's balance sheet; and transactions and other events of the current 
period that are recognised in an entity's financial statements. 

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 or 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 or deferred tax asset, with certain 
limited exceptions. 

International Accounting Standards 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 
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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. 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 

 
RECOGNITION OF CURRENT AND DEFERRED TAX 
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.  

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 transaction or event which is recognised, in the 
same or a different period, directly in equity or a business combination.  

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 or loss in a different period. The resulting deferred 
tax is recognised in the income statement.  

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 change in tax 
rates or tax laws, a reassessment of the recoverability of deferred tax assets 
or a change in the expected manner of recovery of an asset. 

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. 

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. 

International Financial Reporting Standards require or permit certain 
items to be credited or charged directly to equity, such as: 
- a change in carrying amount arising from the revaluation of property, plant 
and equipment (according IAS 16); 
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- 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 (according IAS 8); 
- exchange differences arising on the translation of the financial statements 
of a foreign operation (according IAS 21); 
- amounts arising on initial recognition of the equity component of a 
compound financial instrument. 

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, such as: 
- there are graduated rates of income tax and it is impossible to determine 
the rate at which a specific component of taxable profit or tax loss has been 
taxed; 
- 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;  
- 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. 

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. 

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 considerations apply to 
transfers made on disposal of an item of property, plant or equipment. 

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 
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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. 

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. 

Temporary differences may arise in a business combination. In 
accordance with IFRS 3 Business combinations, an entity recognises any 
resulting deferred tax assets 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 an 
entity does not recognise deferred tax liabilities arising from the initial 
recognition of goodwill. 

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. 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 recognizes a deferred tax asset, but 
does not 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. 

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.  

 
SOME ASPECTS REGARDING TAX ASSETS AND TAX 

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

and only if, the entity: 
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1. has a legally enforceable right to set off the recognised amounts; and 
2. intends either to settle on a net basis, or to realise the asset and settle the 
liability simultaneously. 

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. 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. 

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. 

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 
b) the deferred tax assets and the deferred tax liabilities relate to income 
taxes levied by the same taxation authority on either: 
               (i) the same taxable entity; or 
               (ii) 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. 

To avoid the need for detailed scheduling of the timing of the 
reversal of each temporary difference, IAS 12 “Tax Income” 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. 

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 
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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. 

CONCLUSIONS 
The tax expense income related to profit from ordinary activities 

shall be presented on the face of the income statement. 
International Accounting Standards 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. 
 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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