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I. HKAS 12 – Income Taxes
I. HKAS 12 – Income Tax
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1. Overview
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1. Overview

HKAS 12 Income taxes adopts
Deferred
Deferred
taxes
taxes

• Balance sheet liability method
• Full provision approach
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1. Overview

HKAS 12 Income taxes adopts
Deferred
Deferred
taxes
taxes
Temporary
Temporary
difference
difference

• Balance sheet liability method
- Largely referenced to the temporary
difference between an asset or
liability's
 carrying amount and
 its tax base

• Full provision approach
Tax
Taxbase
base
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- Recognised all differences, except for
some limited cases
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1. Overview
Case
Case

Deferred
Deferred
taxes
taxes
Temporary
Temporary
difference
difference

Tax
Taxbase
base

• Deferred taxation
– is provided in full,
– using the liability method,
– on temporary differences arising
between
• the tax bases of assets and liabilities
and
• their carrying amounts in the
accounts.
2004 Annual Report, HKEX
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2. Tax Base
Tax base of an asset or liability is
• the amount attributed to that asset or liability
for tax purposes
HKAS 12 provides guidance on calculating
tax base ……

Tax
Taxbase
base
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2. Tax Base
Assets
Tax
Taxbase
base

=

Future
Future
taxable
taxable
amount
amount

Carrying
Carrying
amount
amount

-

Carrying
Carrying
amount
amount

Future
Future
deductible
- deductible +
amount
amount

Future
Future

+ deductible
deductible
amount
amount

Liabilities
Tax
Taxbase
base

=

Future
Future
taxable
taxable
amount
amount

Liabilities for revenue received in advance
Tax
Taxbase
base

Carrying
Carrying
amount
amount

=

-

Revenue
Revenuethat
thatwill
willnot
notbe
be
taxable
in
future
periods
taxable in future periods
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3. Temporary Difference

Temporary
Temporary
difference
difference

=

Carrying
Carrying
amount
amount

-

Tax
Taxbase
base

Tax
Taxbase
base
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3. Temporary Difference
Taxable
Taxable
temporary
temporary
difference
difference
Temporary
Temporary
difference
difference
Deductible
Deductible
temporary
temporary
difference
difference
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3. Temporary Difference
Temporary differences
Carrying
Carrying
amount
amount

For

Assets

For

-

Tax
Taxbase
base

Taxable
Taxable
temporary
temporary
difference
difference

Positive
Positive
Negative
Negative

Positive
Positive

Deductible
Deductible
temporary
temporary
difference
difference

Liabilities
Negative
Negative
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3. Temporary Difference
Temporary differences
Carrying
Carrying
amount
amount

-

Tax
Taxbase
base

Taxable
Taxable
temporary
temporary
difference
difference

Deferred
Deferred
tax
taxliability
liability

Deductible
Deductible
temporary
temporary
difference
difference

Deferred
Deferred
tax
taxasset
asset

Positive
Positive

For

Assets

Negative
Negative

Positive
Positive

For

Liabilities
Negative
Negative

Balance sheet liability method

Unused
Unusedtax
tax
losses
lossesor
or
credits
credits
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3. Temporary
Difference
Deferred
Deferredtax
tax
Temporary
assets
assetsor
or
liabilities
liabilities

=

Temporary
differences
differences

Balance sheet liability method
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Tax
Taxrates
rates

Taxable
Taxable
temporary
temporary
difference
difference

Deferred
Deferred
tax
taxliability
liability

Deductible
Deductible
temporary
temporary
difference
difference

Deferred
Deferred
tax
taxasset
asset

Unused
Unusedtax
tax
losses
lossesor
or
credits
credits
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3. Temporary Difference
Example
Example
Deferred tax implications
• Air Ltd. sold goods at a price $3 million to its parent, Cohort, and made a
profit of $1 million on the transaction.
• The inventory of these goods recorded in Cohort’s balance sheet at the
year end of 31 May 2002 was $1.8 million.
Answers
Answers
To the group
• the carrying amount of the inventory, excluding
unrealised profit ($1.8 million x 2/3)
• the tax base

$1.2 million
$1.8 million

as the unrealised profit taxed in the seller, Air

• A deferred tax asset is resulted from a deductible temporary
difference (whether to be recognised or not subject to certain
limitations under HKAS 12, to be discussed later).
Sourced from ACCA
© 2005-06 Nelson
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3. Temporary Difference
Example
Example
• Bowtock purchased an item of plant for $2,000,000 on 1 Oct. 2000.
• It had an estimated life of 8 years and an estimated residual value of
$400,000.
• The plant is depreciated on a straight-line basis.
• The tax authorities do not allow depreciation as a deductible expense.
• Instead a tax expense of 40% of the cost of this type of asset can be
claimed against income tax in the year of purchase and 20% per
annum (on a reducing balance basis) of its tax base thereafter.
• The rate of income tax can be taken as 25%.
• Calculate the deferred tax impact for years up to 30 Sep. 2003

Sourced from ACCA
© 2005-06 Nelson
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3. Temporary Difference
Example
Example
Answers
Answers
On 1 Oct. 2000, Bowtock purchased a plant:
• Purchase cost
$2,000,000
• Estimated residual value
$400,000
• Estimated useful life
8 years
• Depreciation basis
Straight-line

Depreciation

$1,600,000
÷ 8 years
$ 200,000

The tax authority does not allow depreciation as a deductible
expense but grants:
• Initial allowance
40% on cost
$ 800,000
• Annual allowance
20% p.a on tax base
• Income tax rate
25%

© 2005-06 Nelson
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3. Temporary Difference
Example
Example
Answers
Answers

($’000)
Addition
Depreciation
2001 year end
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Carrying
amount Tax base
2,000
(200)
1,800

2,000
(800)
1,200

18

9

3. Temporary Difference
Example
Example
Answers
Answers

($’000)
Addition
Depreciation
2001 year end

Deferred
Deferred
tax tax charge/
liabilities
(credit)

Carrying
Temporary
amount Tax base difference
2,000
(200)
1,800

2,000
(800)
1,200

600

25%

150

150
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3. Temporary differences
3. Temporary
Difference
Example
Example
Answers
Answers

($’000)
Addition
Depreciation
2001 year end
Depreciation
2002 year end
Depreciation
2003 year end
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Carrying
Temporary
amount Tax base difference
2,000
(200)
1,800
(200)
1,600
(200)
1,400

Deferred
Deferred
tax tax charge/
liabilities
(credit)

2,000
(800)
1,200

600

150

150

(240)
960
(192)
768
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3. Temporary Difference
Example
Example
Answers
Answers
Carrying
Temporary
amount Tax base difference

($’000)
Addition

2,000

Depreciation
2001 year end
Depreciation
2002 year end
Depreciation
2003 year end

Deferred
Deferred
tax tax charge/
liabilities
(credit)

2,000

(200)

(800)

1,800

1,200

(200)

600

150

150

640

160

10

632

158

(2)

(240)

1,600

960

(200)

(192)

1,400

768
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3. Temporary
Difference
Deferred
Deferredtax
tax
Temporary
assets
assetsor
or
liabilities
liabilities

=

Temporary
differences
differences

All
All
recognised?
recognised?

Balance sheet liability method
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Tax
Taxrates
rates

Taxable
Taxable
temporary
temporary
difference
difference

Deferred
Deferred
tax
taxliability
liability

Deductible
Deductible
temporary
temporary
difference
difference

Deferred
Deferred
tax
taxasset
asset

Unused
Unusedtax
tax
losses
lossesor
or
credits
credits
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4. Recognition of Deferred Tax Assets /
Liabilities

All
All
recognised?
recognised?

Balance sheet liability method
Full provision approach

Taxable
Taxable
temporary
temporary
difference
difference

Deferred
Deferred
tax
taxliability
liability

Deductible
Deductible
temporary
temporary
difference
difference

Deferred
Deferred
tax
taxasset
asset

Unused
Unusedtax
tax
losses
lossesor
or
credits
credits
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4. Recognition of Deferred Tax Assets /
Liabilities
Except for
Some cases specified in HKAS 12
A deferred tax liability shall be
recognised for
all taxable temporary differences

Taxable
Taxable
temporary
temporary
difference
difference

Deferred
Deferred
tax
taxliability
liability

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

Deductible
Deductible
temporary
temporary
difference
difference

Deferred
Deferred
tax
taxasset
asset

Unused
Unusedtax
tax
losses
lossesor
or
credits
credits

Full provision approach
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4. Recognition of Deferred Tax Assets /
Liabilities
Case
Case
2005 Interim Report
• Deferred tax
– is recognised on temporary differences between
• the carrying amount of assets and liabilities in the balance sheet
• and the amount attributed to such assets and liabilities for tax purposes.

• Deferred tax liabilities
– are generally recognised for all taxable temporary differences and

Deferred tax assets
– are recognised to the extent it is probable that future taxable profits will be
available against which deductible temporary differences can be utilised.

© 2005-06 Nelson
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4. Recognition of Deferred Tax Assets /
Liabilities
Except for
Some cases specified in HKAS 12
A deferred tax liability shall be
recognised for
all taxable temporary differences

Taxable
Taxable
temporary
temporary
difference
difference

Deferred
Deferred
tax
taxliability
liability

Deferred tax assets are the amounts
of income taxes recoverable in future
periods in respect of:
a) deductible temporary differences,
b) the carry-forward of unused tax
losses, and
c) the carry-forward of unused tax
credits

Deductible
Deductible
temporary
temporary
difference
difference

Deferred
Deferred
tax
taxasset
asset

Unused
Unusedtax
tax
losses
lossesor
or
credits
credits

Full provision approach
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4. Recognition of Deferred Tax Assets /
Liabilities – Taxable temporary differences
Some cases specified in HKAS 12
A deferred tax liability shall be
recognised for
all taxable temporary differences

Taxable
Taxable
temporary
temporary
difference
difference

Except to the extent that the deferred tax
liability arises from:
a) the initial recognition of goodwill; or

Deferred
Deferred
tax
taxliability
liability

Goodwill exemption

b) the initial recognition of an asset or liability in a transaction which
1. is not a business combination; and
2. at the time of the transaction, affects neither accounting profit
nor taxable profit (tax loss)
Initial recognition exemption
© 2005-06 Nelson
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4. Recognition of Deferred Tax Assets /
Liabilities – Deductible temporary differences
Some cases specified in HKAS 12
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

Deductible
Deductible
temporary
temporary
difference
difference

Deferred
Deferred
tax
taxasset
asset

Unused
Unusedtax
tax
losses
lossesor
or
credits
credits

unless the deferred tax asset arises from
- the initial recognition of an asset or liability in a transaction which
1. is not a business combination; and
2. at the time of the transaction, affects neither accounting profit
nor taxable profit (tax loss)
Initial recognition exemption
© 2005-06 Nelson
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4. Recognition of Deferred Tax Assets /
4. Recognition of deferred tax assets/liabilities
– Initial recognition exemption
Liabilities
Does
Doesdeferred
deferredtax
taxarise
arisefrom
frominitial
initial
recognition
of
an
asset
or
recognition of an asset orliability?
liability?

No

Yes
IsIsthe
recognition
the recognitionresulted
resultedfrom
fromaa
business
businesscombination?
combination?

Yes

No
Does
it
affect
Does it affecteither
eitheraccounting
accounting
profit/loss
or
taxable
profit/loss or taxableprofit/loss
profit/loss
atatthe
thetime
timeofofthe
thetransaction?
transaction?

Yes

No
Not
Notrecognise
recognise
deferred
deferredtax
taxasset/liability
asset/liability

Recognise
Recognisedeferred
deferredtax
tax

(subject
(subjecttotoother
otherexceptions)
exceptions)

- the initial recognition of an asset or liability in a transaction which
1. is not a business combination; and
2. at the time of the transaction, affects neither accounting profit
nor taxable profit (tax loss)
© 2005-06 Nelson
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4. Recognition of Deferred Tax Assets /
Liabilities – Initial recognition exemption
Examples in Hong Kong:

√
• Land cost of a property?
• Cost of demolishing of a building?
• Intangible assets not tax deductible
e.g. purchase of trademarks?
• Prescribed fixed assets?

×

√
√

- the initial recognition of an asset or liability in a transaction which
1. is not a business combination; and
2. at the time of the transaction, affects neither accounting profit
nor taxable profit (tax loss)
© 2005-06 Nelson
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4. Recognition of Deferred Tax Assets /
– Initial recognition exemption
Liabilities
Case
Case
Esprit Holdings Limited
Accounting policy on deferred tax (2004/05)
• Deferred tax is provided in full, using the liability method, on
temporary differences arising between the tax bases of assets
and liabilities and their carrying amounts in the consolidated
financial statements.
• However, if the deferred tax arises from
– initial recognition of an asset or liability in a transaction
• other than a business combination
• that at the time of the transaction affects neither accounting nor
taxable profit or loss,
– it is not accounted for.

© 2005-06 Nelson
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4. Recognition of Deferred Tax Assets /
Liabilities – Goodwill
Some cases specified in HKAS 12
As discussed, an entity shall not recognise a deferred tax liability
arising from
a) the initial recognition of goodwill, or
b) goodwill for which amortisation is not deductible for tax purposes

© 2005-06 Nelson
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4. Recognition of Deferred Tax Assets /
Liabilities – Goodwill
Example
Example
Deferred tax implications
• Cohort Ltd. acquired Air Ltd. on 1 January 2002 for $5 million
when the fair value of the net assets was $4 million, and
the tax written down value of the net assets was $3.5 million.
• According to the local tax laws for Cohort, amortisation of goodwill
is not tax deductible.
Answers
Answers
The
TheCohort
Cohortgroup
group
Goodwill
Goodwill
Net
Netassets
assets

Carrying
Tax
Carrying
Tax
amount
base
amount
base
$1
-$1million
million
$4
million
$3.5
million
$4 million $3.5 million

Temporary
differences
$1 million
$0.5 million

Deferred
Deferred
tax
tax
liability
liability

• Provision is made for the temporary differences of net assets
• But no provision is made for the temporary difference of goodwill.
• As an entity shall not recognise a deferred tax liability arising from
initial recognition of goodwill.
Modified from ACCA
© 2005-06 Nelson
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4. Recognition of Deferred Tax Assets /
Liabilities – Unused tax losses and tax credits
A deferred tax asset shall be
recognised for the
• carry-forward of unused tax losses &
• 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

Deductible
Deductible
temporary
temporary
difference
difference

Deferred
Deferred
tax
taxasset
asset

Unused
Unusedtax
tax
losses
lossesor
or
credits
credits

Example
Examplecriteria
criteriain
inassessing
assessingavailable
availabletaxable
taxableprofit:
profit:
a)
whether
there
are
sufficient
taxable
temporary
a) whether there are sufficient taxable temporarydifferences
differencesrelating
relatingto
to
the
same
taxation
authority
and
the
same
taxable
entity
the same taxation authority and the same taxable entity
b)
b)whether
whetherititisisprobable
probableto
tohave
havetaxable
taxableprofits
profitsbefore
beforethe
theunused
unusedtax
tax
losses
or
unused
tax
credits
expire;
losses or unused tax credits expire;
c)
c)whether
whetherthe
theunused
unusedtax
taxlosses
lossesresult
resultfrom
fromidentifiable
identifiablecauses
causeswhich
which
are
unlikely
to
recur;
and
are unlikely to recur; and
d)
d)whether
whethertax
taxplanning
planningopportunities
opportunitiesare
areavailable
available
© 2005-06 Nelson
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4. Recognition of Deferred Tax Assets /
Liabilities – Unrecognised deferred tax assets
• At each balance sheet date, an entity re-assesses unrecognised
deferred tax assets
• 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
Examples
Examples
•• An
Animprovement
improvementinintrading
tradingconditions
conditions --may
maymake
makeititmore
moreprobable
probable
that
thatthe
theentity
entitywill
willbe
beable
ableto
togenerate
generatesufficient
sufficienttaxable
taxableprofit
profitininthe
the
future
futurefor
forthe
thedeferred
deferredtax
taxasset
assetto
tomeet
meetthe
therecognition
recognitioncriteria
criteriaset
setout
out
above
above
•• When
Whenan
anentity
entityre-assesses
re-assessesdeferred
deferredtax
taxassets
assetsat
atthe
thedate
dateof
ofaa
business
combination
or
subsequently
business combination or subsequently
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4. Recognition of Deferred Tax Assets /
Liabilities – Subsidiary, branch, associate, JV
An entity shall recognise
1. 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
2. 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.
© 2005-06 Nelson
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4. Recognition of Deferred Tax Assets /
– Subsidiary, branch, associate, JV
Liabilities
Case
Case
Esprit Holdings Limited
Accounting policy on deferred tax (2004/05)
• Deferred tax is provided on
– temporary differences arising on investments in subsidiaries
and associates, except where
• the timing of the reversal of the temporary difference is
controlled by the Group and
• it is probable that the temporary difference will not reverse
in the foreseeable future.

© 2005-06 Nelson

5. Measurement
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Deferred
Deferredtax
tax
assets
assetsor
or
liabilities
liabilities

=

Temporary
Temporary
differences
differences

x

Tax
Taxrates
rates

a. Tax rate
• 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
• 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
• Deferred tax assets and liabilities shall not be discounted

© 2005-06 Nelson
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5. Measurement

Deferred
Deferredtax
tax
assets
assetsor
or
liabilities
liabilities

Changes in the applicable tax rate
An entity has an asset with
- a carrying amount of $100
- a tax base of $60
Tax rate - 20% for the asset were sold
- 30% for other income

=

Temporary
Temporary
differences
differences

x

Tax
Taxrates
rates

Example
Example

Recover
through usage?
Recover
from sale?

Answers
Answers
Temporary
Temporarydifference:
difference:$40 ($100 - $60)
a) If it expects to sell the asset without further use
Deferred
Deferredtax
taxliability:
liability: $8 ($40 at 20%)
b) if it expects to retain the asset and recover its carrying amount
through use
Deferred tax liability: $12 ($40 at 30%)
© 2005-06 Nelson
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5. Measurement
Case
Case

Deferred
Deferredtax
tax
assets
assetsor
or
liabilities
liabilities

=

Temporary
Temporary
differences
differences

x

Tax
Taxrates
rates

Esprit Holdings Limited
Accounting policy on deferred tax
• Deferred tax is determined using tax rates (and laws) that
– have been enacted or substantially enacted by the balance sheet
date and
– are expected to apply when the related deferred tax asset is
realized or the deferred tax liability is settled.

© 2005-06 Nelson
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5. Measurement

Deferred
Deferredtax
tax
assets
assetsor
or
liabilities
liabilities

=

Temporary
Temporary
differences
differences

x

Tax
Taxrates
rates

Example
Example

Deferred tax implications
• The current tax rate for Cohort is 30% and for companies listed on any
stock exchange is 35%.
• Cohort plans to list its shares on the Stock Exchange of Hong Kong.
Answers
Answers
Cohort is planning to list its shares on a stock exchange and it may in
future be subject to the tax rate for listed companies.
Deferred tax shall be measured at the tax rates expected to apply
when the asset is realised or the liability is settled, based on enacted
or substantively enacted tax rates and laws.
Some temporary differences may reverse at the higher tax rate and
deferred tax shall be provided at this rate, i.e. 35%.

Sourced from ACCA
© 2005-06 Nelson
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Deferred
Deferredtax
tax
assets
assetsor
or
liabilities
liabilities

=

Temporary
Temporary
differences
differences

x

Tax
Taxrates
rates

a. Tax rate
b. Deferred tax assets
• 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

© 2005-06 Nelson
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5. Measurement
Case
Case

Deferred
Deferredtax
tax
assets
assetsor
or
liabilities
liabilities

=

Temporary
Temporary
differences
differences

x

Tax
Taxrates
rates

2004/05 Annual Report
• The carrying amount of a deferred tax asset
– is reviewed at each balance sheet date and
– is reduced to the extent that it is no longer probable that sufficient taxable
profit will be available to allow the related tax benefit to be utilized.

• Any such reduction is reversed to the extent that it becomes probable
that sufficient taxable profit will be available.

© 2005-06 Nelson

5. Measurement
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Deferred
Deferredtax
tax
assets
assetsor
or
liabilities
liabilities

Dr Tax
??? expenses
Cr
Deferred tax liabilities
Dr Deferred tax assets
??? income
Cr
Tax
• Current and deferred tax shall be recognised as income or an
expense and included in the net profit or loss for the period

© 2005-06 Nelson
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6. Recognition of deferred tax charge/credit
Dr Tax expenses,
expenses or Equity,
Equity or Goodwill
Cr
Deferred tax liabilities
Dr Deferred tax assets
income or Equity,
Cr
Tax income,
Equity or Goodwill
• Current and deferred tax shall be recognised as income or an
expense and included in the net 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 that is an acquisition

© 2005-06 Nelson
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6. Recognition of deferred tax charge/credit
– Charged or credited to equity directly
Dr Tax expenses
expenses,and
or Equity,
Equity or Goodwill
Cr
Deferred tax liabilities
• 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
Example
Example
Extract
HK$’000
Extractof
oftrial
trialbalance
balanceat
atyear
yearend
end
HK$’000
Deferred
5,200
Deferredtax
taxliabilities
liabilities(Note)
(Note)
5,200
Note:
Note:Deferred
Deferredtax
taxliability
liabilityisisto
tobe
beincreased
increasedto
to$7.4
$7.4million,
million,of
ofwhich
which
$1
million
is
related
to
the
revaluation
gain
of
a
property
$1 million is related to the revaluation gain of a property
Answers
Answers
Dr
Dr Deferred
Deferredtax
taxexpense
expense($7.4
($7.4--$5.2
$5.2--$1)
$1)
Revaluation
reserves
Revaluation reserves
Cr
Deferred
Cr
Deferredtax
taxliabilities
liabilities($7.4
($7.4––$5.2)
$5.2)
© 2005-06 Nelson

HK$’000
HK$’000
1,200
1,200
1,000
1,000

HK$,000
HK$,000

2,200
2,200
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6. Recognition of deferred tax charge/credit
– Charged or credited to equity directly
Dr Tax expenses
expenses,and
or Equity,
Equity or Goodwill
Cr
Deferred tax liabilities
• 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
Certain
CertainHKASs
HKASsand
andHKASs
HKASsrequire
requireor
orpermit
permitcertain
certainitems
itemsto
tobe
becredited
credited
or
charged
directly
to
equity,
examples
include
or charged directly to equity, examples include
1.
1. Revaluation
Revaluationdifference
differenceon
onproperty,
property,plant
plantand
andequipment
equipmentunder
under
HKAS
16
HKAS 16
2.
2. Prior
Priorperiod
periodadjustment
adjustmentfrom
fromeither
eitheraachange
changeininaccounting
accountingpolicy
policyor
or
the
correction
of
a
fundamental
error
under
HKAS
8.
the correction of a fundamental error under HKAS 8.
3.
3. Exchange
Exchangedifferences
differenceson
ontranslation
translationof
ofaaforeign
foreignentity’s
entity’sfinancial
financial
statements
statementsunder
underHKAS
HKAS21.
21.
4.
4. Available-for-sale
Available-for-salefinancial
financialassets
assetsunder
underHKAS
HKAS39
39
© 2005-06 Nelson
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6. Recognition of deferred tax charge/credit
– Deferred tax arising from a business combination
Dr Tax expenses,
expenses or
orGoodwill
Equity, or Goodwill
Cr
Deferred tax liabilities
Dr Deferred tax assets
Cr
Tax income or Goodwill
• Temporary differences may arise in a business combination.
• In accordance with HKFRS 3, an entity recognises any resulting
deferred tax assets (to the extent they meet the recognition criteria) or
deferred tax liabilities are recognised as identifiable assets and
liabilities at the date of acquisition
• Consequently, those deferred tax assets and liabilities affect goodwill or
“negative goodwill”.
• However, in accordance with HKAS 12, an entity does not recognise
deferred tax liabilities arising from the initial recognition of goodwill.
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6. Recognition of deferred tax charge/credit
– Deferred tax arising from a business combination
Dr Tax expense,
expenses or
or Equity,
Goodwill
or Goodwill
Cr
Deferred tax liabilities
Dr Deferred tax assets
Cr
Tax income or Goodwill

• 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 include it as part of the accounting for business
combination, and
• therefore does not take it into account in determining the
goodwill or the “negative goodwill”.
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6. Recognition of deferred tax charge/credit
– Deferred tax arising from a business combination

Dr Tax expense,
or Deferred
Goodwill
expenses or
or Equity,
Goodwill
Deferredtax
taxassets
assetscan
canbe
berecognised
recognised
subsequent
to
the
date
of
Cr
Deferred tax liabilities
subsequent to the date ofacquisition
acquisition
but
butthe
theacquirer
acquirercannot
cannotrecognise
recognise
Dr Deferred tax assets
negative
goodwill,
nor
does
ititincrease
negative
goodwill,
nor
does
increase
Cr
Tax income or Goodwill
the
negative
goodwill.
the negative goodwill.
Example
Example
Fair
BV
Tax
Fair
BVat
at
Tax
value
subsidiary
base
value
subsidiary
base
Net
$1,200
$1,000
$1,000
Netassets
assetsacquired
acquired
$1,200
$1,000
$1,000
Subsidiary’s
used
tax
losses
$1,000
Subsidiary’s used tax losses
$1,000
Tax
20%
Taxrate
rate
20%
⇒
$200
⇒ Taxable
Taxabletemporary
temporarydifference
difference
$200
Deductible
temporary
difference
$1,000
Deductible temporary difference
$1,000
Deferred
Deferredtax
taxassets
assetsmay
maybe
berecognised
recognisedas
asone
oneof
ofthe
theidentifiable
identifiableassets
assets
ininthe
acquisition
(subject
to
limitations).
the acquisition (subject to limitations).
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6. Recognition of deferred tax charge/credit
– Deferred tax arising from a business combination
Example
Example

• An entity acquired a subsidiary that had deductible temporary
differences of $300.
• The tax rate at the time of the acquisition was 30%.
• 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.
• 2 years after the combination, the entity assessed that future taxable
profit should be sufficient to recover the benefit of all the deductible
temporary differences.
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6. Recognition of deferred tax charge/credit
– Deferred tax arising from a business combination
Example
Example

•• The
The entity
entity recognises
recognises aa deferred
deferred tax
tax asset
asset of
of $90
$90 and,
and, in
in P/L,
P/L, deferred
deferred
tax
tax income
income of
of $90.
$90.
•• The
The entity
entity also
also reduces
reduces the
the carrying
carrying amount
amount of
of goodwill
goodwill by
by $90
$90 and
and
recognises
recognises an
an expense
expense for
for this
this amount
amount in
in profit
profit or
or loss.
loss.
•• Consequently,
Consequently, the
the cost
cost of
of the
the goodwill
goodwill is
is reduced
reduced to
to $410,
$410, being
being the
the
amount
that
would
have
been
recognised
had
the
deferred
amount that would have been recognised had the deferred tax
tax asset
asset
of
of $90
$90 been
been recognised
recognised as
as an
an identifiable
identifiable asset
asset at
at the
the acquisition
acquisition date.
date.
•• IfIf the
the tax
tax rate
rate had
had increased
increased to
to 40%,
40%, the
the entity
entity would
would recognise
recognise
¾
¾ aa deferred
deferred tax
tax asset
asset of
of $120
$120 ($300
($300 at
at 40%)
40%) and,
and, in
in P/L,
P/L, deferred
deferred tax
tax
income
income of
of $120.
$120.

•• IfIf the
the tax
tax rate
rate had
had decreased
decreased to
to 20%,
20%, the
the entity
entity would
would recognise
recognise
¾
¾ aa deferred
deferred tax
tax asset
asset of
of $60
$60 ($300
($300 at
at 20%)
20%) and
and deferred
deferred tax
tax income
income of
of $60.
$60.

•• In
In both
both cases,
cases, the
the entity
entity would
would also
also reduce
reduce the
the carrying
carrying amount
amount of
of
goodwill
by
$90
only
and
recognise
an
expense
for
the
amount
goodwill by $90 only and recognise an expense for the amount in
in
profit
profit or
or loss.
loss.
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7. Presentation
7. Presentation
a. Offset
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
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7. Presentation
Case
Case

2005 Interim Report
• Deferred tax assets and liabilities are offset when
– they arise in the same tax reporting group,
– (they) relate to income taxes levied by the same taxation authority, and
– a legal right to set off exists in the entity.
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7. Presentation
7. Presentation
a. Offset
b. Tax expenses and income
• The tax expense and income related to profit or loss from
ordinary activities shall be presented on the face of the income
statement
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8. Disclosure
Selected major items to be disclosed separately
• Major components of tax expense (income)
• Tax relating to items that are charged or credited to equity;
• A tax reconciliation
An explanation of the relationship between tax expense (income) and
accounting profit in either or both of the following forms:
1. 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
2. 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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8. Disclosure
Selected major items to be disclosed separately
• Major components of tax expense (income)
• Tax relating to items that are charged or credited to equity;
• A tax reconciliation
Example
Examplenote
noteon
ontax
taxreconciliation
reconciliation(no
(nocomparatives)
comparatives)
HK$’000
HK$’000
Profit
before
tax
3,500
Profit before tax
3,500
Tax
Taxon
onprofit
profitbefore
beforetax,
tax,calculated
calculatedat
atapplicable
applicabletax
taxrate
rate 613
613
Tax
50
Taxeffect
effectof
ofnon-deductible
non-deductibleexpenses
expenses
50
Tax
(215)
Taxeffect
effectof
ofnon-taxable
non-taxablerevenue
revenue
(215)
Tax
102
Taxeffect
effectof
ofunused
unusedtax
taxlosses
lossesnot
notrecognised
recognised
102
Effect
Effecton
onopening
openingdeferred
deferredtax
taxbalances
balancesresulting
resultingfrom
from
an
200
anincrease
increaseinintax
taxrate
rateduring
duringthe
theyear
year
200
Over
(150)
Overprovision
provisionininprior
prioryears
years
(150)
Tax
600
Taxexpenses
expensesand
andeffective
effectivetax
taxrate
rate
600

%
%
17.5
17.5
1.4
1.4
(6.1)
(6.1)
2.9
2.9
5.7
5.7
(4.3)
(4.3)
17.1
17.1
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8. Disclosure
Selected major items to be disclosed separately
•
•
•
•

Major components of tax expense (income)
Tax relating to items that are charged or credited to equity;
A tax reconciliation
An explanation of changes in the applicable tax rate(s) compared to
the previous period
Example
Examplenote
noteon
onchanges
changesininthe
theapplicable
applicabletax
taxtate
tate
In
March
2003,
the
HK
Government
announced
In March 2003, the HK Government announcedan
anincrease
increaseininprofits
profits
tax
rate
applicable
to
the
company’s
operations
in
Hong
tax rate applicable to the company’s operations in HongKong
Kongfrom
from
16%
16%to
to17.5%.
17.5%.
This
increase
This increaseisistaken
takeninto
intoaccount
accountininthe
thepreparation
preparationof
ofthe
thecompany’s
company’s
financial
statements
for
the
year
ended
31
Dec.
2003.
Accordingly,
financial statements for the year ended 31 Dec. 2003. Accordingly,the
the
provision
provisionfor
forHK
HKprofits
profitstax
taxfor
for2003
2003isiscalculated
calculatedat
at17.5%
17.5%(2002:
(2002:16%)
16%)
of
ofthe
theestimated
estimatedassessable
assessableprofits
profitsfor
forthe
theyear.
year.
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8. Disclosure
Selected major items to be disclosed separately
•
•
•
•

Major components of tax expense (income)
Tax relating to items that are charged or credited to equity;
A tax reconciliation
An explanation of changes in the applicable tax rate(s) compared to
the previous period
• 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
• 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
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8. Disclosure
Selected major items to be disclosed separately
• 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; and
Example
Examplenote
note

Depreciation
Depreciation
allowances
allowancesinin
Deferred
excess
Deferredtax
tax
excessof
ofrelated
related Revaluation
Revaluation
arising
from:
depreciation
arising from:
depreciation of
ofproperties
properties
HK$’000
HK$’000
HK$’000
HK$’000
At
1
January
2003
800
300
At 1 January 2003
800
300
Charged
to
income
statement
(120)
-Charged to income statement
(120)
Charged
to
reserves
2,100
Charged to reserves
2,100
At
31
December
2003
680
2,400
At
31
December
2003
680
2,400
© 2005-06 Nelson

Total
Total
HK$’000
HK$’000
1,100
1,100
(120)
(120)
2,100
2,100
3,080
3,080
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8. Disclosure
Selected major items to be disclosed separately
• 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; and
• 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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8. Disclosure
Selected major items to be disclosed separately
• The amount of income tax consequences of dividends to shareholders of
the entity that were proposed or declared before the financial statements
were authorized for issue, but are not recognised as a liability in the
financial statements
• The amount of a deferred tax asset and the nature of the evidence
supporting its recognition, when:
a) the utilization 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
b) 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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II. HK(SIC) Interpretation 21
Income Tax – Recovery of
Revalued Non-Depreciable Assets
1.
2.
3.
4.
5.

Issue
Basis for Conclusions
Conclusions
Implication to Property in HK
Effective Date
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1. Issue
• Under HKAS 12.51, the measurement of deferred tax liabilities and
assets should 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 those assets and liabilities that give rise to temporary
differences.

Recover
through usage?

Recover
from sale?
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1. Issue
• HKAS 12.20 notes that
– the revaluation of an asset does not always affect taxable profit (tax loss) in
the period of the revaluation and
– that the tax base of the asset may not be adjusted as a result of the
revaluation.

• If the future recovery of the carrying amount will be taxable
– any difference between
• the carrying amount of the revalued asset and
• its tax base
is a temporary difference and gives rise to a deferred tax liability or asset.
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1. Issue
• The issue is how to interpret the term “recovery” in relation to an asset
that
– is not depreciated (non-depreciable asset) and
– is revalued under the revaluation model of HKAS 16 (HKAS 16.31).

• HK(SIC) Interpretation 21
“also applies to investment
properties which
– are carried at revalued
amounts under HKAS 40.33
– but would be considered nondepreciable if HKAS 16 were
to be applied.”

© 2005-06 Nelson

• Interpretation 20 (superseded)
“also applies to investment
properties which
– are carried at revalued
amounts under SSAP 13.”
Implied that
• an investment property if under HKAS 16
would be depreciable, like land in HK,
• the conclusion in HK(SIC) Interpretation
21 is not applicable to that property
66
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2. Basis for Conclusions
• The Framework indicates that an entity recognises an asset if it is
probable that the future economic benefits associated with the asset
will flow to the entity.
• Generally, those future economic benefits will be derived (and
therefore the carrying amount of an asset will be recovered)
– through sale,
– through use, or
– through use and subsequent sale.

Recover
through use
and sale?
Recover
through usage?
Recover
from sale?
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2. Basis for Conclusions
• Recognition of depreciation implies that
– the carrying amount of a depreciable asset
is expected to be recovered

Depreciable
Depreciable
asset
asset

Recovered
Recovered
through
through use
use
(and
(and final
final sale)
sale)

• through use to the extent of its depreciable
amount, and
• through sale at its residual value.

• Consistent with this, the carrying amount of a
NonNonnon-depreciable asset, such as land having an depreciable
depreciable
asset
asset
unlimited life, will be
– recovered only through sale.

Recovered
Recovered
through
through sale
sale

• That is, because the asset is not depreciated,
– no part of its carrying amount is expected to be recovered (that is,
consumed) through use.
• Deferred taxes associated with the non-depreciable asset reflect the tax
consequences of selling the asset.
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2. Basis for Conclusions
• The expected manner of recovery is not
predicated on the basis of measuring
the carrying amount of the asset.
– For example, if the carrying amount
of a non-depreciable asset is
measured at its value in use,
• the basis of measurement does
not imply that the carrying
amount of the asset is expected
to be recovered through use, but
through its residual value upon
ultimate disposal.

Depreciable
Depreciable
asset
asset

Recovered
Recovered
through
through use
use

NonNondepreciable
depreciable
asset
asset

Recovered
Recovered
through
through sale
sale

(and
(and final
final sale)
sale)
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3. Conclusions
• The deferred tax liability or asset that arises from the revaluation of a
non-depreciable asset under the revaluation model of HKAS 16 (HKAS
16.31) should be measured
– on the basis of the tax consequences that would follow from
recovery of the carrying amount of that asset through sale,
• regardless of the basis of measuring the carrying amount of that asset.
Recover
through use
and sale?
Recover
through usage?
No depreciation implies
¾ not expected to recover
from usage
© 2005-06 Nelson

Recover
from sale?
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3. Conclusions
Tax
Tax rate
rate on
on sale
sale

Not the same

Used for nondepreciable asset

Tax
Tax rate
rate on
on usage
usage

What’s the implication on land in HK?

• Accordingly, if the tax law specifies
– a tax rate applicable to the taxable amount derived from the sale of
an asset
– that differs from the tax rate applicable to the taxable amount derived
from using an asset
¾ the former rate is applied in measuring the deferred tax liability or
asset related to a non-depreciable asset.
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4. Implication to Property in HK
Tax
Tax rate
rate on
on sale
sale

Not the same

Used for nondepreciable asset

• HK(SIC) Interpretation 21
“also applies to investment
properties which
– are carried at revalued
amounts under HKAS 40.33
– but would be considered
non-depreciable if HKAS 16
were to be applied.”
© 2005-06 Nelson

Tax
Tax rate
rate on
on usage
usage

What’s the implication on land in HK?
• Remember the scope identified in
issue before ……

Implied that
• an investment property if under HKAS 16
would be depreciable, like land in HK,
• the conclusion in HK(SIC) Interpretation
21 is not applicable to that property
72
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4. Implication to Property in HK
Tax
Tax rate
rate on
on sale
sale

Used for nondepreciable asset

Not the same

Tax
Tax rate
rate on
on usage
usage

What’s the implication on land in HK?

• It implies that
– the management cannot rely on HK(SIC) Interpretation 21 to
assume the tax consequences being recovered from sale
– It has to consider which tax consequences that would follow
from the manner in which the entity expects to recover the
carrying amount of the investment property

• As an investment property is generally held to earn rentals
– the profits tax rate would best reflect the tax
Different
Different from
from the
the
consequences of an investment property in HK
past
past in
in most
most cases
cases
– unless the management has a definite intention to dispose of
the investment property in future
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4. Implication to Property in HK
Case
Case
• The early adoption of HKAS-INT 21 has resulted in a change in
accounting policy relating to deferred taxation of the Group’s
investment property.
• Prior to this, deferred tax arising from the revaluation of
investment property was calculated on the basis that the
property was held for sale.
• In accordance with the provisions of HKAS-INT 21, the
deferred tax arising from the revaluation of the property should
be recalculated
– as if the investment property is held through use and
charged to the profit and loss account.
2004 Annual Report, HKEX
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4. Implication to Property in HK
Case
Case
Interim Report 2005 clearly stated that:
• The directors consider it inappropriate for the company to adopt two
particular aspects of the new/revised HKFRSs as these would result
in the financial statements, in the view of the directors, either:
• not reflecting the commercial substance of the business or
• being subject to significant potential short-term volatility, as explained
below …….
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4. Implication to Property in HK
Case
Case
Interim Report 2005 clearly stated that:
• HKAS 12 “Income Taxes”, together with HKAS-INT 21 “Income Taxes –
Recovery of Revalued Non-Depreciable Assets”, requires deferred taxation
to be recognised on any revaluation movements on investment properties.
• It is further provided that any such deferred tax liability should be calculated
at the profits tax rate in the case of assets which the management has no
definite intention to sell.
• The company has not made such provision in respect of its HK investment
properties since the directors consider that such provision would result in the
financial statements not reflecting the commercial substance of the business
since, should any such sale eventuate, any gain would be regarded as
capital in nature and would not be subject to any tax in HK.
• Should this aspect of HKAS 12 have been adopted, deferred tax liabilities
amounting to HK$2,008 million on the revaluation surpluses arising from
revaluation of HK investment properties would have been provided.
(estimate - over 12% of the net assets at 30 June 2005)
© 2005-06 Nelson

76

38

4. Implication to Property in HK
Case
Case

2005 Interim Report stated the following for deferred taxes related to
investment properties
• In previous periods, deferred tax consequences in respect of revalued
investment properties were assessed on the basis of the tax consequence that
would follow from recovery of the carrying amount of the properties through
sale in accordance with the predecessor interpretation (SSAP-Interpretation
20).
• In the current period, the Group has applied HKAS Interpretation 21 (“INT-21”)
“Income Taxes - Recovery of Revalued Non-Depreciable Assets” which
removes the presumption that the carrying amount of investment properties are
to be recovered through sale.
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4. Implication to Property in HK
Case
Case

2005 Interim Report stated the following for deferred taxes related to
investment properties
• Therefore, the deferred tax consequences of the investment properties are now
assessed on the basis that reflect the tax consequences that would follow from
the manner in which the Group expects to recover the property at each balance
sheet date.
• In the absence of any specific transitional provisions in HKAS INT-21, this
change in accounting policy has been applied retrospectively. Comparative
figures for 2004 have been restated …..
• Out of deferred taxation of HK$2,490 million, approximately HK$1,913 million
was provided in respect of the revaluation surplus of the Group’s Hong Kong
investment properties.
• Notwithstanding this provision, it is considered that profit on the disposal of
such properties should not be taxable as there is currently no capital gains tax
in Hong Kong.
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4. Effective Date
• HK(SIC) Interpretation 21 becomes effective
for annual accounting periods beginning on or
after 1 Jan. 2005.
• Earlier application is encouraged.
• Changes in accounting policies should be
accounted for in accordance with HKAS 8
– i.e. by using retrospective application
• HK(SIC) Interpretation 21 supersedes
Interpretation 20 Income taxes – Recovery of
Revalued Non-Depreciable Assets.
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III. For Further Discussion

Impact of some new HKFRS/HKAS
1.
2.
3.
4.
5.
© 2005-06 Nelson

HKAS 16, 17 and 40
HKAS 32 and 39
HKFRS 2
HKFRS 3
A final example
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1. Impact of HKAS 16, 17 and 40
Property, leases and Investment property
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1. Impact of HKAS 16, 17 and 40
Example
Example
• GV “purchased” a property for $100 million in Hong Kong in 2006
– In fact, it is a lease of land and building with 50 remaining years
– Based on relative fair value of land and building
• Estimated land element is $60 million
• Estimated building element is $40 million
– The accounting policy of the company:

No
No tax
tax deduction!?
deduction!?
Claim
Claim CBA,IBA
CBA,IBA or
or
other
other

• Rental payments on operating lease is recognised over the lease
term on a straight line basis
• Building is depreciated over 50 years on a straight-line basis.
– What is the deferred tax implication?
Also
Also depend
depend on
on
the
the tax
tax authority’s
authority’s
practice
practice
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1. Impact of HKAS 16, 17 and 40
Example
Example
Property can be classified as: Which HKAS? Accounting
• Owner-occupied
¾HKAS 16 & 17 • Land and building
property
separated
• Investment property
• Single (Cost or FV)
¾HKAS 40
say as a single asset
• Property intended for
• Lower of cost or NRV
¾HKAS 2
sale in the ordinary
course of business
• Property being constructed
• With attributable
¾HKAS 11
for 3rd parties
profit/loss
• Property leased out
• In substance Æ sales
¾HKAS 17
under finance lease
• Property being constructed
¾HKAS 16 & 17 • Single (Cost or FV),
for future use as
say as a single asset
investment property
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1. Impact of HKAS 16, 17 and 40
Example
Example
Property can be classified as: Which HKAS? Accounting
• Owner-occupied
¾HKAS 16 & 17 • Land and building
property
separated
If a property located in HK is “purchased” and is carried at cost as office
• Land element can fulfil initial recognition exemption, i.e. no deferred
tax recognised
• Building element
¾ deferred tax resulted from the temporary difference between its tax
base and carrying amount
¾ For example, at year end 2006:
Carrying amount ($40M - $40M ÷ 50 years) $ 39.2 million
Tax base ($40M × (1 – 4%, CBA))
38.4 million
Temporary difference
$ 0.8 million
@ HK profit tax rate (as recovered by usage)
17.5%
© 2005-06 Nelson
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How ifif IBA?
IBA?
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1. Impact of HKAS 16, 17 and 40
Example
Example
Property can be classified as: Which HKAS?
• Investment property
¾HKAS 40

Accounting
• Single (Cost or FV)
say as a single asset

Simple …..
• Follow HK(SIC) Interpretation 21 Income Tax – Recovery of Revalued
Non-Depreciable Assets
• The management has to consider which tax consequences that would
follow from the manner in which the entity expects to recover the
carrying amount of the investment property.
• As an investment property is generally held to earn rentals
• the profits tax rate (i.e. 17.5%) would best reflect the tax
consequences of an investment property in HK
• unless the management has a definite intention to dispose of the
investment property in future
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2. Impact of HKAS 32 and 39
Financial Instruments
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2. Impact of HKAS 32 and 39
• Recap on selected items of HKAS 32 and 39
HKAS 32
• Preference shares – dividend as interest expenses
• Compound financial instrument

HKAS 39
FA
FA at
at FV
FV
through
through P/L
P/L

at Fair Value through profit or loss

AFS
AFS financial
financial at Fair Value through equity
assets
assets
at Cost
HTM
HTM
investments
investments

at Amortised Cost

Loans
Loans and
and
receivables
receivables

at Amortised Cost

Also
Also depend
depend on
on
the
the tax
tax authority’s
authority’s
practice
practice
How’s HK’s IRD practice?
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2. Impact of HKAS 32 and 39
• Recap on selected items of HKAS 32
HKAS 32
• Preference shares – dividend as interest expenses
• Compound financial instrument

DIPN 42.21:
• The labels of “liability” and “equity” may not reflect the legal nature of the
financial instrument.
• Though the preference shares are accounted for as financial liabilities and
the dividends declared are charged as interest expenses to the profit and
loss account under HKAS 32,
– the preference shares will be treated for tax purposes as share capital
because the relationship between the holders and the company is not a
debtor and creditor relationship.
• Dividends declared will not be allowed for
Any
deduction as interest expenses and
Any deferred
deferred tax
tax implication?
implication?
will not be assessed as interest income.
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2. Impact of HKAS 32 and 39
• Recap on selected items of HKAS 32
HKAS 32
• Preference shares – dividend as interest expenses
• Compound financial instrument

DIPN 42.22:
• HKAS 32 requires the issuer of a compound financial instrument to split the
instrument into a liability component and an equity component and present
them separately in the balance sheet.
• The Department,
– while recognising that the accounting treatment might reflect the
economic substance,
– will adhere to the legal form of the
compound financial instrument and
Any
Any deferred
deferred tax
tax implication?
implication?
treat the compound financial instrument
for tax purposes as a whole.
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2. Impact of HKAS 32 and 39
• In accordance with HKAS 32 Financial Instruments: Disclosure and
Presentation
• the issuer of a compound financial instrument (for example, a
convertible bond) classifies the instrument’s
• liability component as a liability and
• equity component as equity.
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2. Impact of HKAS 32 and 39
• 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 HKAS 12.15(b) does not apply.
• Consequently, an entity recognises the resulting deferred tax liability.
• In accordance with HKAS 12.61
• the deferred tax is charged directly to the carrying amount of the
equity component.
• In accordance with HKAS 12.58
• subsequent changes in the deferred tax liability are recognised in
the income statement as deferred tax expense (income).
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2. Impact of HKAS 32 and 39
Example
Example
• An entity issues a non-interest-bearing convertible loan and receives
$1,000 on 31 Dec. 2004
• The convertible loan will be repayable at par on 1 January 2008.
• In accordance with HKAS 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
expenses 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%.
© 2005-06 Nelson
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2. Impact of HKAS 32 and 39
Example
Example
The
Thetemporary
temporarydifferences
differencesassociated
associatedwith
withthe
theliability
liabilitycomponent
componentand
andthe
the
resulting
deferred
tax
liability
and
deferred
tax
expense
and
income
resulting deferred tax liability and deferred tax expense and incomeare
areas
asfollows:
follows:

Carrying
Carryingamount
amountofofliability
liabilitycomponent
component
Tax
Taxbase
base
Taxable
Taxabletemporary
temporarydifference
difference
Opening
Openingdeferred
deferredtax
taxliability
liabilitytax
taxatat40%
40%
Deferred
Deferredtax
taxcharged
chargedtotoequity
equity
Deferred
Deferredtax
taxexpense
expense(income)
(income)
Closing
deferred
Closing deferredtax
taxliability
liabilityatat40%
40%

2004
2004

2005
2005

2006
2006

2007
2007

751
751
1,000
1,000
249
249

826
826
1,000
1,000
174
174

909
909
1,000
1,000
91
91

1,000
1,000
1,000
1,000
--

00
100
100
-100
100

100
100
-(30)
(30)
70
70

70
70
-(33)
(33)
37
37

37
37
-(37)
(37)
--
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2. Impact of HKAS 32 and 39
Example
Example
As
Asexplained
explainedininHKAS
HKAS12.23,
12.23,atat31
31Dec.
Dec.2004,
2004,the
theentity
entityrecognises
recognisesthe
theresulting
resulting
deferred
tax
liability
by
adjusting
the
initial
carrying
amount
of
the
equity
deferred tax liability by adjusting the initial carrying amount of the equity
component
componentofofthe
theconvertible
convertibleliability.
liability.Therefore,
Therefore,the
theamounts
amountsrecognised
recognisedatatthat
that
date
dateare
areas
asfollows:
follows:
Liability
$$ 751
Liabilitycomponent
component
751
Deferred
100
Deferredtax
taxliability
liability
100
Equity
149
Equitycomponent
component(249
(249less
less100)
100)
149
1,000
1,000
Subsequent
Subsequentchanges
changesininthe
thedeferred
deferredtax
taxliability
liabilityare
arerecognised
recognisedininthe
theincome
income
statement
statementas
astax
taxincome
income(see
(seeHKAS
HKAS12.23).
12.23).Therefore,
Therefore,the
theentity’s
entity’sincome
income
statement
statementisisas
asfollows:
follows:
2005
2006
2007
2004
2005
2006
2007
2004
Interest
Interestexpense
expense(imputed
(imputeddiscount)
discount)
Deferred
tax
(income)
Deferred tax (income)
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75
75
(30)
(30)
45
45

83
83
(33)
(33)
50
50

91
91
(37)
(37)
54
54
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2. Impact of HKAS 32 and 39
• Recap on selected items of HKAS 39

FA
FA at
at FV
FV
through
through P/L
P/L

AFS
AFS financial
financial
assets
assets

DIPN 21.13
• On the whole, the Department will follow the accounting treatment stipulated
in HKAS 39 in the recognition of profits or losses in respect of financial assets
of revenue nature (see para. 23 to 26).
• Accordingly, for financial assets or financial liabilities at fair value
through profit or loss,
– the change in fair value is assessed or allowed when the change is taken
to the profit and loss account.
• For available-for-sale financial assets,
– the change in fair value that is taken to the equity account is not taxable or
deductible until the assets are disposed of.
– The cumulative change in fair value is assessed or deducted when it is
recognised in the profit and loss account in the year of disposal.
© 2005-06 Nelson
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2. Impact of HKAS 32 and 39
• Recap on selected items of HKAS 39
DIPN 21.13
• For loans and receivables and held-to-maturity investments,
– the gain or loss is taxable or deductible when the financial asset is
• derecognised or impaired and
• through the amortisation process.
• Valuation methods previously permitted for financial instruments,
– such as the lower of cost or net realisable value basis,
– will not be accepted.
HTM
HTM
investments
investments
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Loans
Loans and
and
receivables
receivables
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2. Impact of HKAS 32 and 39
• Recap on selected items of HKAS 39
DIPN 21.14
• Under HKAS 39, the amortised cost of a financial asset or financial liability
should be measured using the “effective interest method”.
• Under HKAS 18, interest income is also required to be recognised using the
effective interest method. The effective interest rate is the rate that exactly
discounts the estimated future cash payments or receipts through the
expected life of the financial instrument.
• The practical effect is that interest expenses, costs of issue and income
(including interest, premium and discount) are spread over the term of the
financial instrument, which may cover more than one accounting period.
• Thus a discount expense and other costs of issue should not be fully
deductible in the year in which a financial instrument is issued.
• Equally, a discount income cannot be deferred for assessment until the
financial instrument is redeemed.
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2. Impact of HKAS 32 and 39
• Recap on selected items of HKAS 39
DIPN 21.30
• HKAS 39 contains rules governing the determination of impairment losses.
– In short, all financial assets must be evaluated for impairment except for
those measured at fair value through profit or loss.
– As a result, the carrying amount of loans and receivables should have
reflected the bad debts and estimated doubtful debts.
• However, since section 16(1)(d) lays down specific provisions for the
deduction of bad debts and estimated doubtful debts,
– the statutory tests for deduction of bad debts and estimated doubtful debts
will apply.
• Impairment losses on other financial assets (e.g. bonds acquired by a trader)
will be considered for deduction in the normal way.
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2. Impact of HKAS 32 and 39
• Recap on selected items of HKAS 39

FA
FA at
at FV
FV
through
through P/L
P/L
AFS
AFS financial
financial
assets
assets
HTM
HTM
investments
investments
Loans
Loans and
and
receivables
receivables

FV
FV recognised
recognised but
but not
not taxable
taxable until
until derecognition
derecognition

Impairment
Impairment loss
loss deemed
deemed as
as non-specific
non-specific not
not allowed
allowed for
for
deduction
deduction
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2. Impact of HKAS 32 and 39
Case
Case

2005 Interim Report
• From 1 January 2005, deferred tax
– relating to fair value re-measurement of available-for-sale investments
and cash flow hedges, which are charged or credited directly to equity,
• is also credited or charged directly to equity and
• is subsequently recognised in the income statement when the
deferred fair value gain or loss is recognised in the income
statement.
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3. Impact of HKFRS 2
Share based payment transactions
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3. Impact of HKFRS 2
• Share-based payment charged to P/L as an expense
• HKAS 12 states that
• In some tax jurisdictions, an entity receives a tax
deduction (i.e. 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
Tax
Tax base
base == Positive
Positive (Future
(Futurededuction)
deduction)
• differ from the related cumulative
Carrying
remuneration expense, and
Carrying amount
amount == Nil
Nil
• arise in a later accounting period.
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3. Impact of HKFRS 2
Example
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
HKFRS 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.

Carrying
Carrying amount
amount == Nil
Nil

Tax
Tax base
base == Positive
Positive

(Future
(Futurededuction)
deduction)

Æ implies a debit for future tax deduction

P/L
P/L

Deductible
Deductible
temporary
temporary
difference
difference
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3. Impact of HKFRS 2
Example
Example
• If the amount of the tax deduction (or
estimated future tax deduction) exceeds
the amount of the related cumulative
remuneration expense,
¾ this indicates that the tax deduction
relates not only to remuneration
expense but also to an equity item.
• In this situation
¾ the excess of the associated current or
deferred tax shall be recognised
directly in equity.

In
In HK?
HK?
Deductible?
Deductible?
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P/L
P/L
Equity
Equity

Carrying
Carrying amount
amount == Nil
Nil

Tax
Tax base
base == Positive
Positive

(Future
(Futurededuction)
deduction)

Deductible
Deductible
temporary
temporary
difference
difference
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3. Impact of HKFRS 2
Example
Example
An article explains that:
• In determining the deductibility of the share-based payment associated
with the employee share option or share award scheme, the following
key issues (which may not be exhaustive) should be considered:
• Whether the entire amount recognised in the profit and loss account
represents an outgoing or expense of the entity;
• Whether the recognised amount is of revenue or capital nature; and
• The point in time at which the recognised amount qualifies for deduction,
e.g. when it is charged to profit and loss account or only when all of the
vesting conditions have been satisfied.

• There are, however, no standard answers to the above questions.
• The Hong Kong profits tax implications of each individual employee
share option or share award scheme vary according to its structure.
In
In HK?
HK?
Deductible?
Deductible?
© 2005-06 Nelson

105

4. Impact of HKFRS 3
Business Combinations
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4. Impact of HKFRS 3
1. Fair value of identifiable assets, liabilities and contingent liabilities
may have effect on their carrying amount and/or tax base
• In accordance with HKFRS 3, an entity
• recognises any resulting deferred tax assets (to the extent
they meet the recognition criteria) or
• deferred tax liabilities are recognised as identifiable assets
and liabilities
at the date of acquisition
• Consequently, those deferred tax assets and liabilities affect
goodwill or “negative goodwill”.
2. However, as discussed, an entity shall not recognise a deferred tax
liability arising from the initial recognition of goodwill
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4. Impact of HKFRS 3
3. Not only that …… as discussed
• At each balance sheet date, an entity
• re-assesses unrecognised deferred tax assets
• 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
Examples
Examples--when
whenan
anentity
entityre-assesses
re-assessesdeferred
deferredtax
taxassets
assetsofofan
an
acquired
acquiredsubsidiary
subsidiary
•• atatthe
thedate
dateofofaabusiness
businesscombination
combinationor
or
•• subsequently
subsequently
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4. Impact of HKFRS 3
• If the potential benefit of the acquiree’s income tax loss carry-forwards
or other deferred tax assets did not satisfy the criteria in HKFRS 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 P/L.
• In addition, the acquirer shall:
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
b) recognise the reduction in the carrying amount of goodwill as an
expense.
• However, this procedure shall not result in the creation of “negative
goodwill”, nor shall it increase “negative goodwill”.
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4. Impact of HKFRS 3
Example
Example
Deferred tax implications
• When Cohort acquired Legion, which had unused tax losses brought
forward.
• At 1 June 2001, it appeared that Legion would have sufficient taxable
profit to realise the deferred tax asset created by these losses but
subsequent events have proven that the future taxable profit will not be
sufficient to realise all of the unused tax losses.
Answers
Answers
A deferred tax asset shall be recognised for the carry-forward of unused tax
losses 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.
An entity shall recognise 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.
The deferred tax asset shall be recognised with a corresponding adjustment to
goodwill (subject to certain limitations).
Sourced from ACCA
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4. Impact of HKFRS 3
Case
Case

2004 IFRS Financial Information
• Under IFRS 3, the acquirer only recognises adjustments to the
provisional fair values of assets and liabilities acquired in a
business combination within 12 months of the acquisition date,
with a corresponding adjustment to goodwill.
• These adjustments are made as if they had occurred at the
acquisition date, i.e. the comparative information is adjusted.
• Adjustments to the fair value of assets, liabilities and contingent
liabilities after the 12 month period are recognised only to
– correct errors or
– adjust deferred tax assets that could not be recognised
separately at the date of acquisition.
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4. Impact of HKFRS 3
Case
Case

2004 IFRS Financial Information
• When such a deferred tax asset is recognised,
– goodwill is reduced to the amount that would have been
recognised if the deferred tax asset had been recognised at the
date of the acquisition.
• Any reduction in goodwill is recognised as an expense,
– offsetting the benefit taken in the tax charge for the recognition
of the deferred tax asset.
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5. A Final Example
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5. A Final Example
Introduction
• You are auditing WTL’s accounts for the year ended 30 Sep. 2003.
• Ms. Lee of WRL had a conversation with your assistant in their meeting.
• As the auditor of WTL, explain to Miss Lee the key deferred taxation
implications arising from the issues identified if WTL adopted HKAS 12.

Sourced from HKICPA
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5. A Final Example
An assistant noticed the following on WTL:
• We notice that your company’s policy is
to carry office for own use at valuation.
• The opening gross carrying amount was
based on the valuation of 4 years ago.
• The market value of Office A at 30 Sep.
2003 was HK$32 million.
• The original cost of Office A was HK$2
million and the tax written down value at
1 Oct. 2002 was HK$500,000.
• During the year ended 30 Sep. 2003,
capital allowance claimed was
HK$100,000.
• Depreciation charged for the year was
HK$1.5 million and the opening carrying
amount was HK$38 million.
• At a tax rate of 16%, there would be a
very significant deferred tax implication
for this year’s financial statements.
© 2005-06 Nelson
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5. A Final Example
An assistant noticed the following on WTL:
• We notice that your company’s policy is
to carry office for own use at valuation.
• The opening gross carrying amount was
based on the valuation of 4 years ago.
• The market value of Office A at 30 Sep.
2003 was HK$32 million.
• The original cost of Office A was HK$2
million and the tax written down value at
1 Oct. 2002 was HK$500,000.
• During the year ended 30 Sep. 2003,
capital allowance claimed was
HK$100,000.
• Depreciation charged for the year was
HK$1.5 million and the opening carrying
amount was HK$38 million.
• At a tax rate of 16%, there would be a
very significant deferred tax implication
for this year’s financial statements.
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At
At 11 Oct.
Oct. 2002
2002 (Opening)
(Opening)
Carrying
Carrying amount
amount
(given)
== $38
(given)
$38 M
M
Tax
== $500,000
Tax base
base (given)
(given)
$500,000
Temporary
Temporary difference
difference == $37.5
$37.5 M
M
At
At 30
30 Sep.
Sep. 2003
2003
Carrying
Carrying amount
amount
($38
($38 M
M –– $1.5
$1.5 M)
M) == $36.5
$36.5 M
M
Tax
Tax base
base
($500K
($500K –– $100K)
$100K) == $400,000
$400,000
Temporary
Temporary difference
difference == $36.1
$36.1 M
M

Taxable or deductible?
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5. A Final Example
Dr PPE Revaluation
Reserves ($37.5M x 16%)
Cr Deferred tax liabilities

$6 M
$6 M

Dr Deferred tax liabilities
($36.1M x 16% = $5.776M)
($5.776M – $6M)

Cr Tax expenses
– Deferred tax

$224,000
$224,000

At
At 11 Oct.
Oct. 2002
2002 (Opening)
(Opening)
Carrying
amount
Carrying amount
(given)
== $38
(given)
$38 M
M
Tax
base
(given)
=
$500,000
Tax base (given)
= $500,000
Temporary
Temporary difference
difference == $37.5
$37.5 M
M
At
At 30
30 Sep.
Sep. 2003
2003
Carrying
Carrying amount
amount
($38
($38 M
M –– $1.5
$1.5 M)
M) == $36.5
$36.5 M
M
Tax
base
Tax base
($500K
($500K –– $100K)
$100K) == $400,000
$400,000
Temporary
difference
Temporary difference == $36.1
$36.1 M
M

Did you notice?
• The market value of Office A at 30
Sep. 2003 was HK$32 million.
• How’s the effect if write-down is made?
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5. A Final Example
Dr PPE Revaluation
Reserves ($37.5M x 16%)
Cr Deferred tax liabilities

$6 M
$6 M

Dr Deferred tax liabilities
($36.1M x 16% = $5.776M)
($5.776M – $6M)

Cr Tax expenses
– Deferred tax

$224,000
$224,000

Dr Deferred tax liabilities
($31.6M x 16% = $5.056M)
($5.056 M – $5.776M)

Cr PPE Revaluation
Reserves
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$720,000
$720,000

At
At 11 Oct.
Oct. 2002
2002 (Opening)
(Opening)
Carrying
Carrying amount
amount
(given)
== $38
(given)
$38 M
M
Tax
== $500,000
Tax base
base (given)
(given)
$500,000
Temporary
Temporary difference
difference == $37.5
$37.5 M
M
At
At 30
30 Sep.
Sep. 2003
2003
Carrying
Carrying amount
amount
($38
($38 M
M –– $1.5
$1.5 M)
M) == $36.5
$36.5 M
M
Tax
Tax base
base
($500K
($500K –– $100K)
$100K) == $400,000
$400,000
Temporary
Temporary difference
difference == $36.1
$36.1 M
M
At
At 30
30 Sep.
Sep. 2003
2003 (Revalued)
(Revalued)
Carrying
amount
== $32
Carrying amount
$32 M
M
Tax
base
=
$400,000
Tax base
= $400,000
Temporary
Temporary difference
difference == $31.6
$31.6 M
M
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5. A Final Example
Assistant:
• Professional valuations of Office C (which is an investment property)
and Office D (which is held for resale) as at 30 Sep. 2003 were HK$23
million and HK$28 million respectively, while their carrying amounts at
that date was HK$25 million and HK$30 million respectively.
• We consider that these values should be reflected in this year’s financial
statements, since they account for more than 30% of your company’s
total assets.

Sourced from HKICPA
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5. A Final Example
Answers
Answers
Office
OfficeCC
•• Assuming
Assumingthat
thatthe
thedepreciation
depreciationallowances
allowancesfor
forOffice
OfficeCCduring
duringthe
theyear
year
were
werenot
notmaterial,
material,total
totaldeductible
deductibletemporary
temporarydifferences
differencesof
ofHK$2
HK$2million
million
($23M
($23M––$25M)
$25M)would
wouldarise
arisefor
forthese
theseinvestment
investmentproperties
propertieswhen
whenthey
they
were
werestated
statedat
attheir
theiropen
openmarket
marketvalue
valueat
at30
30Sep.
Sep.2003.
2003.
•• The
Themanagement
managementhas
hasto
toconsider
considerwhich
whichtax
taxconsequences
consequencesthat
thatwould
would
follow
from
the
manner
in
which
the
entity
expects
to
recover
follow from the manner in which the entity expects to recoverthe
the
carrying
carryingamount
amountof
ofthe
theinvestment
investmentproperty.
property.
•• As
an
investment
property
is
generally
As an investment property is generallyheld
heldto
toearn
earnrentals
rentals
•• the
profits
tax
rate
(i.e.
16%)
would
best
reflect
the profits tax rate (i.e. 16%) would best reflectthe
thetax
tax
consequences
consequencesof
ofan
aninvestment
investmentproperty
propertyininHK
HK
•• unless
unlessthe
themanagement
managementhas
hasaadefinite
definiteintention
intentionto
todispose
disposeof
ofthe
the
investment
property
in
future
investment property in future

© 2005-06 Nelson

120

60

5. A Final Example
Answers
Answers
Office
OfficeDD
•• IfIfWTL
WTLisisable
ableto
toclaim
claimdeduction
deductionininrespect
respectof
ofthe
thediminution
diminutionininvalue
valueof
of
Office
D
as
trading
stocks,
there
will
be
no
temporary
difference
Office D as trading stocks, there will be no temporary differencesince
since
the
thecarrying
carryingamount
amountwas
wasthe
thesame
sameas
asthe
thetax
taxdeductible
deductibleamount
amountwhen
when
WTL
recovers
Office
D
in
future
periods.
WTL recovers Office D in future periods.
•• IfIfWTL
WTLisisnot
notable
ableto
toclaim
claimdeduction
deductionininrespect
respectof
ofthe
thediminution
diminutioninin
value
of
Office
D,
there
will
be
a
deductible
temporary
difference
value of Office D, there will be a deductible temporary differenceof
of
HK$2
HK$2million
millionininrespective
respectiveof
ofOffice
OfficeDDsince
sincethe
thetax
taxdeductible
deductibleamount
amount
of
ofOffice
OfficeDDwas
washigher
higherthan
thanits
itscarrying
carryingamount
amountby
byHK$2
HK$2million.
million.
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5. A Final Example
Assistant:
• We noticed that at 30 Sep. 2003, your company held some inventories
acquired for distribution to FPI.
• Since the expected distribution agreement with FPI did not materialise
and the goods have been made to FPI’s specific requirements and USA
standards, you may need to write-off the inventories if you are not able
to sell them at a price above their cost before the approval of the
financial statements.
Miss Lee
• The inventories at cost of HK$7 million were purchased for FPI and we
are in the process of claiming from FPI for the losses we suffered.
• We are also contacting other buyers in the USA to try to sell these
specialised goods.
• Some of them may be willing to take the inventories although we don’t
know whether this will happen at this moment.
Sourced from HKICPA
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5. A Final Example
Answers
Answers
•• IfIfthe
theinventories
inventoriesordered
orderedfor
forFPI
FPIwere
werewritten
writtenoff
offand
andififthe
thewrite-off
write-offwas
was
not
notrecognised
recognisedfor
fordeduction
deductionfor
forincome
incometax
taxpurpose
purposeuntil
untilaalater
lateryear,
year,aa
deductible
ofHK$7
HK$7million
millionwould
wouldarise.
arise.
deductibletemporary
temporarydifference
differenceof
•• HKAS
12
requires
that
a
deferred
tax
asset
should
be
recognised
HKAS 12 requires that a deferred tax asset should be recognisedfor
for
such
suchdeductible
deductibletemporary
temporarydifferences
differencesto
tothe
theextent
extentthat
that
–– ititisisprobable
probablethat
thattaxable
taxableprofit
profitwill
willbe
beavailable
availableagainst
againstwhich
whichthe
the
deductible
deductibletemporary
temporarydifference
differencecan
canbe
beutilised.
utilised.

•• ItItisisprobable
probablethat
thattaxable
taxableprofit
profitwill
willbe
beavailable
availableagainst
againstwhich
whichaa
deductible
temporary
difference
can
be
utilised
when
deductible temporary difference can be utilised when
–– there
thereare
aresufficient
sufficienttaxable
taxabletemporary
temporarydifferences
differencesrelating
relatingtotothe
thesame
same
taxation
authority
and
the
same
taxable
entity
which
are
expected
taxation authority and the same taxable entity which are expectedtoto
reverse
reverseininthe
thesame
sameperiod
periodas
asthe
theexpected
expectedreversal
reversalofofthe
thedeductible
deductible
temporary
temporarydifference
differenceor
orininperiods
periodsinto
intowhich
whichaatax
taxloss
lossarising
arisingfrom
fromthe
the
deferred
tax
asset
can
be
carried
back
or
forward.
deferred tax asset can be carried back or forward.
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5. A Final Example
Answers
Answers
•• Since
Sincethe
thetaxable
taxabletemporary
temporarydifference
differenceat
at30
30Sep.
Sep.2003
2003relating
relatingto
to
Office
A
was
HK$31.6
million,
it
is
likely
that
WTL
would
satisfy
Office A was HK$31.6 million, it is likely that WTL would satisfythese
these
conditions
conditionsand
andcould
couldrecognise
recognisethe
thefull
fullamount
amountof
ofdeferred
deferredtax
taxasset
assetof
of
HK$1.12
million
(HK$7
million
x
16%)
in
relation
to
the
inventories
HK$1.12 million (HK$7 million x 16%) in relation to the inventories(and
(and
the
thepossible
possibledeferred
deferredtax
taxasset
assetof
ofHK$0.32
HK$0.32million
million(HK$2
(HK$2million
millionxx16%)
16%)
ininrelation
to
Office
D).
relation to Office D).
•• Since
Sincethe
thedeferred
deferredtax
taxassets
assetsarise
ariseas
asaaresult
resultof
ofthe
therecognition
recognitionof
ofaa
cost
costof
ofsales
salesduring
duringthe
theyear
yearininaccordance
accordancewith
withHKAS
HKAS2,
2,the
thedeferred
deferred
tax
taxcredit
creditshould
shouldbe
berecognised
recognisedininWTL’s
WTL’sincome
incomestatement
statementfor
forthe
theyear
year
ended
ended30
30September
September2003.
2003.(That
(Thatis:
is:debit
debit“Deferred
“DeferredTax
TaxAssets”
Assets”by
by
HK$1.12
HK$1.12million;
million;credit
credit“Tax
“TaxExpense
Expense––Deferred
Deferredtax”
tax”by
byHK$1.12
HK$1.12
million.)
million.)
•• IfIfthe
thewrite-off
write-offof
ofinventories
inventorieswas
wasrecognised
recognisedfor
fortax
taxdeduction
deductionpurpose
purpose
inindetermining
the
assessable
profit
for
the
year,
no
temporary
determining the assessable profit for the year, no temporary
difference
differencewould
wouldarise
ariseand
andtherefore
thereforeno
nodeferred
deferredtax
taxasset
assetshould
shouldbe
be
recognised.
recognised.
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