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New Zealand Equivalent to International AccountiBtgndard 12Income Taxes
(NZ IAS 12) is set out in paragraphs 1-95. NZ IS is based on International
Accounting Standard 14dncome Taxes(IAS 12) (revised 2000) issued by the
International Accounting Standards Committee (IAS@hd adopted by the
International Accounting Standards Board (IASB).Il the paragraphs have equal
authority but retain the IASC format of the Startlethen it was adopted by the IASB.
NZ IAS 12 should be read in the context of its objee, the New ZealanBrefaceand
the New Zealand Equivalent to the IASBramework for the Preparation and
Presentation of Financial Statemen{®NZ Framework) NZIAS 8 Accounting
Policies, Changes in Accounting Estimates and Erpovides a basis for selecting
and applying accounting policies in the absenoexpficit guidance.

Any additional material is shown with grey shadinbhe paragraphs are denoted with
“NZ" and identify the types of entities to whichetiparagraphs apply.

This Standard uses the terminology adopted in taténal Financial Reporting
Standards (IFRSs) to describe the financial statésn@nd other elements. NZ IAS 1
Presentation of Financial Statemer{tss revised in 2007) paragraph 5 explains that
entities other than profit-oriented entities segkin apply the Standard may need to
amend the descriptions used for particular linm&eén the financial statements and for
the financial statements themselves. For exampiijt/loss may be referred to as
surplus/deficit and capital or share capital maydjerred to as equity.
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Introduction to NZ IAS 12
The Standard:

(a) prescribes the accounting treatment for inctames, including how to account
for the current and future tax consequences of:

0] the future recovery (settlement) of the cargyimmount of assets
(liabilities) that are recognised in an entity’satetnent of financial
position; and

(i)  transactions and other events of the curremtqal that are recognised in
an entity’s financial statements;

(b)  requires an entity to account for the tax cognsaces of transactions and other
events in the same way that it accounts for thestretions and other events
themselves;

(c) identifies the circumstances under which a weée tax asset arising from
unused tax losses or unused tax credits is recedjrésd

(d)  prescribes presentation and disclosure reqeinésn

In adopting IAS 12 for application as NZ IAS 12 tf@lowing changes have been
made:

€) NZ IAS 12 includes definitions of “imputationedlits” and “withholding taxes”;
and

(b) NZIAS 12 requires disclosures about imputatioredits and withholding
payment credits.

Entities that comply with NZ IAS 12 will simultanasly be in compliance with
IAS 12.

Differential Reporting

Qualifying entities are given several concessianthe requirements of this Standard
(as identified in the Standard).
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New Zealand Equivalent to International
Accounting Standard 12

Income Taxes (NZ IAS 12)

Objective

The objective of this Standard is to prescribe dbeounting treatment for
income taxes. The principal issue in accountingiricome taxes is how to
account for the current and future tax consequeotes

(a) the future recovery (settlement) of the camgyimmount of assets
(liabilities) that are recognised in an entity’siteiment of financial
position; and

(b) transactions and other events of the currenogehat are recognised
in an entity’s financial statements.

It is inherent in the recognition of an asset ability that the reporting entity
expects to recover or settle the carrying amounhatf asset or liability. If it

is probable that recovery or settlement of thatytag amount will make

future tax payments larger (smaller) than they wd if such recovery or
settlement were to have no tax consequences, tdnigl&d requires an entity
to recognise a deferred tax liability (deferred #sset), with certain limited
exceptions.

This Standard requires an entity to account for tdee consequences of
transactions and other events in the same way ithatcounts for the
transactions and other events themselves. Thudrdnsactions and other
events recognised in profit or loss, any relatedetifects are also recognised
in profit or loss. For transactions and other éveacognised outside profit
or loss (either in other comprehensive income oeatllly in equity), any
related tax effects are also recognised outsidét mmoloss (either in other
comprehensive income or directly in equity, respety). Similarly, the
recognition of deferred tax assets and liabilifiesa business combination
affects the amount of goodwill arising in that mesis combination or the
amount of the bargain purchase gain recognised.

This Standard also deals with the recognition déded tax assets arising
from unused tax losses or unused tax credits, rdmeptation of income taxes
in the financial statements and the disclosure ndbrmation relating to
income taxes.
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Scope

1 This Standard shall be applied in accounting fomcome taxes.

2 For the purposes of this Standard, income tagelide all domestic and
foreign taxes which are based on taxable profitcome taxes also include
taxes, such as withholding taxes, which are payaple subsidiary, associate
or joint venture on distributions to the reportigfity.

3 [Deleted prior to adoption by the IASB.]

4 This Standard does not deal with the methodsodunting for government
grants (see NZ IAS 2Bccounting for Government Grants and Disclosure of
Government Assistancer investment tax credits. However, this Staddar
does deal with the accounting for temporary diffiees that may arise from
such grants or investment tax credits.

Qualifying Entities

Nz 4.1 Entities which qualify for differential reporting concessions in

accordance with the Framework for Differential Reporting for Entities

Applying the NewZealand Equivalents to International Financial

Reporting Standards Reporting Regime (2005) are not required to account

for income tax in accordance with NZ IAS 12. A qubfying entity may

elect to account for income tax in accordance witiNZ IAS 12 or it may
use the taxes payable method. Under the taxes pdja method, income
tax expense in respect of the current period is eaill to the income tax
payable for the same period. The income tax effectof temporary

differences, unused tax losses and unsused tax citsdunder NZ IAS 12

are not recognised but may be disclosed in the nate Qualifying entities

electing to account for income taxes under the incoe taxes payable
method are not required to comply with the discloste requirements in

NZ IAS 12 insofar as they relate to disclosure of eferred tax expense|

(income). Therefore qualifying entities electing d account for income

taxes under the income taxes payable method are nequired to:

(@) comply with paragraph 81(a) insofar as it requiresdisclosure of
the deferred tax relating to items charged or creded directly to
equity;

(b) comply with paragraph 81(e) insofar as it requiresdisclosure of
deductible temporary differences for which no defered tax asset is
recognised in the statement of financial position;

(c) comply with paragraph 81(j) which requires disclosue of a change
in the amount recognised by an acquirer for its preacquisition
deferred tax asset when that change is caused by lasiness
combination;

(d) comply with paragraph 81(k) which requires discloswe of the
event or change in circumstances that caused the fdered tax

12
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NZ 4.1A Qualifying entities are not required to dsclose the amount of income

NZ 4.2

NZ 4.3

benefits acquired in a business combination to beecognised after
the acquisition date;

(e) comply with paragraph82 which requires disclosure of
information regarding a deferred tax asset;

) in disclosing the major components of tax expensen¢ome) in
accordance with paragraph 79, disclose the items sted in
paragraphs 80(c), (d), (f) and (g) insofar as theyelate to deferred
tax;

(g) comply with NZ IAS 1 paragraph 54(0) which requiresdisclosure
of deferred tax liabilities and deferred tax assetsn the statement
of financial position; or

(h)  comply with the disclosure requirements in this Stadard denoted
with an asterisk (*).

tax relating to each component of other comprehens income, as
required by paragraph 81(ab) of this Standard.

(a) Qualifying entities applying this concession that mesent
components of other comprehensive income net of eed tax
effects shall disclose the aggregate amount of imoe tax relating
to components of other comprehensive income in thetes.

(b) Qualifying entities applying this concession that mesent
components of other comprehensive income before edbd tax
effects with one amount shown for the aggregate amnot of income
tax relating to those components are not requiredat disclose the
amount of income tax relating to each component ofbther
comprehensive income.

If a qualifying entity electing to account ér income taxes under the
income taxes payable method voluntarily makes disz$ures from which
it is exempt, these disclosures shall be made in cacdance with
NZ IAS 12. In all instances, the entity shall didose the accounting policy
adopted for income tax, in accordance with NZ IAS 1Presentation of
Financial Statements.

Qualifying entities are permitted to explainthe relationship between tax
expense (income) and accounting profit as requiretly paragraph 81(c)
using the grossamounts of the relevant items of income or expensg

D

(rather than their related tax effects)
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Definitions

5

14

The following terms are used in this Standard wh the meanings
specified:
Accounting profit is profit or loss for a period before deducting ta
expense.

Taxable profit (tax loss) is the profit (loss) for a period, determined in
accordance with the rules established by the taxatn authorities, upon
which income taxes are payable (recoverable).

Tax expense (tax income) is the aggregate amount included in the
determination of profit or loss for the period in respect of current tax
and deferred tax.

Current tax is the amount of income taxes payable (recoveraBlen
respect of the taxable profit (tax loss) for a pend.

Deferred tax liabilities are the amounts of income taxes payable in future
periods in respect of taxable temporary differences

Deferred tax assets are the amounts of income taxes recoverable in fute
periods in respect of:

(@)  deductible temporary differences;
(b)  the carryforward of unused tax losses; and
(c)  the carryforward of unused tax credits.

Temporary differences are differences between the carrying amount of an
asset or liability in the statement of financial psition and its tax base.
Temporary differences may be either:

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

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

The tax base of an asset or liability is the amount attributedto that asset
or liability for tax purposes.
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All Entities

NZ 5.1 The following terms are used in this Standat with the meanings
specified:
Imputation credits are credits attached to the gross amount of dividwls.
Examples include New Zealand imputation credits andoreign dividend
withholding payments.
Withholding taxes are deductions from the gross amount of income.
Examples include New Zealand’s resident withholdingaxes on interest,
dividends and other income (PAYE) and foreign non-esident withholding
taxes. New Zealand's foreign dividend withholdingpayments are not a
withholding tax.

6 Tax expense (tax income) comprises current taemse (current tax income)
and deferred tax expense (deferred tax income).

Tax base

7 The tax base of an asset is the amount thabwitleductible for tax purposes
against any taxable economic benefits that willvfllo an entity when it
recovers the carrying amount of the asset. Iféte®nomic benefits will not
be taxable, the tax base of the asset is equal tairying amount.

Examples

1 A machine cost 100. For tax purposes, depreciati@d has already
been deducted in the current and prior periodsttamdemaining cost
will be deductible in future periods, either as @sjation or through a
deduction on disposal. Revenue generated by tisengachine is
taxable, any gain on disposal of the machine véltdxable and any
loss on disposal will be deductible for tax purgosEhe tax base of
the machine is 70.

2 Interest receivable has a carrying amount of IDie related interest
revenue will be taxed on a cash badibe tax base of the interest
receivable is nil.

3 Trade receivables have a carrying amount of 10tk rélated
revenue has already been included in taxable ftafitloss). The tax
base of the trade receivables is 100.

4 Dividends receivable from a subsidiary have a d¢agyamount of
100. The dividends are not taxable. substance, the entire carryirg
amount of the asset is deductible against the eo@ndenefits,
Consequently, the tax base of the dividends rebkivia 10¢?.

continued...
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8

16

...continued
Examples

5 A loan receivable has a carrying amount of 100e repayment of
the loan will have no tax consequencébe tax base of the loan is
100.

@ Under this analysis, there is no taxable tempowifference. An
alternative analysis is that the accrued divideretivable have a tax
base of nil and that a tax rate of nil is appliedthe resulting taxable
temporary difference of 100. Under both analysesre is no deferred
tax liability.

The tax base of a liability is its carrying amgudass any amount that will be
deductible for tax purposes in respect of thatliiglin future periods. In the

case of revenue which is received in advance, akebtise of the resulting
liability is its carrying amount, less any amouhtle revenue that will not be
taxable in future periods.

Examples

1 Current liabilities include accrued expenses wittagying amount of|
100. The related expense will be deducted foptaposes on a cash
basis. The tax base of the accrued expenses is nil.

2 Current liabilities include interest revenue reeegivn advance, with g
carrying amount of 100. The related interest rereewas taxed on a
cash basisThe tax base of the interest received in advanné.is

3 Current liabilities include accrued expenses wittagying amount of|
100. The related expense has already been dedoctiecx purposes.
The tax base of the accrued expenses is 100.

4 Current liabilities include accrued fines and p&aalwith a carrying
amount of 100. Fines and penalties are not ddalador tax
purposes.The tax base of the accrued fines and penalti2§a&.

5 A loan payable has a carrying amount of 100. Epayment of the
loan will have no tax consequencéde tax base of the loan is 100

@ Under this analysis, there is no deductible terapprdifference. An
alternative analysis is that the accrued fines petalties payable hay
a tax base of nil and that a tax rate of nil is Apg to the resulting
deductible temporary difference of 100. Under barthalyses, there is np
deferred tax asset.

[}

Some items have a tax base but are not recogasadsets and liabilities in
the statement of financial position. For exampiesearch costs are
recognised as an expense in determining accouptiofif in the period in
which they are incurred but may not be permitted aasleduction in
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determining taxable profit (tax loss) until a lateeriod. The difference
between the tax base of the research costs, bee@rmount the taxation
authorities will permit as a deduction in futureripds, and the carrying
amount of nil is a deductible temporary differerthat results in a deferred
tax asset.

10 Where the tax base of an asset or liabilityasimmediately apparent, it is
helpful to consider the fundamental principle upshich this Standard is
based: that an entity shall, with certain limitegceptions, recognise a
deferred tax liability (asset) whenever recoverysettlement of the carrying
amount of an asset or liability would make futuex tpayments larger
(smaller) than they would be if such recovery dlesment were to have no tax
consequences. Example C following Paragraph bigtitites circumstances
when it may be helpful to consider this fundameptahciple, for example,
when the tax base of an asset or liability depamdthe expected manner of
recovery or settlement.

11 In consolidated financial statements, tempodiffgrences are determined by
comparing the carrying amounts of assets and iligsilin the consolidated
financial statements with the appropriate tax badge tax base is determined
by reference to a consolidated tax return in thosedictions in which such a
return is filed. In other jurisdictions, the taade is determined by reference
to the tax returns of each entity in the group.

Recognition of current tax liabilities and current tax
assets

12 Current tax for current and prior periods shall, to the extent unpaid, be
recognised as a liability. If the amount already pid in respect of current
and prior periods exceeds the amount due for thosperiods, the excess
shall be recognised as an asset.

13 The benefit relating to a tax loss that can beacried back to recover
current tax of a previous period shall be recogniskas an asset.
14 When a tax loss is used to recover current taxgrevious period, an entity

recognises the benefit as an asset in the periothioh the tax loss occurs
because it is probable that the benefit will flawthe entity and the benefit
can be reliably measured.
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Recognition of deferred tax liabilities and deferre d tax

assets

15

16

18

Taxable temporary differences

A deferred tax liability shall be recognised forall taxable temporary
differences, except to the extent that the deferredax liability arises
from:

(8 the initial recognition of goodwill; or

(b)  the initial recognition of an asset or liabiliy in a transaction
which:

0] is not a business combination; and

(i)  at the time of the transaction, affects neithe accounting
profit nor taxable profit (tax loss).

However, for taxable temporary differences associatl with investments
in subsidiaries, branches and associates, and intssts in joint ventures, a
deferred tax liability shall be recognised in accadance with
paragraph 39.

It is inherent in the recognition of an assaeit tits carrying amount will be
recovered in the form of economic benefits thatvflim the entity in future

periods. When the carrying amount of the asseead its tax base, the
amount of taxable economic benefits will exceed dneount that will be

allowed as a deduction for tax purposes. Thisediffice is a taxable
temporary difference and the obligation to pay mb&ulting income taxes in
future periods is a deferred tax liability. As thetity recovers the carrying
amount of the asset, the taxable temporary differenill reverse and the
entity will have taxable profit. This makes it pable that economic benefits
will flow from the entity in the form of tax paymen Therefore, this

Standard requires the recognition of all defereedlibilities, except in certain
circumstances described in paragraphs 15 and 39.

© IFRS Foundation
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Example

An asset which cost 150 has a carrying amount 6f XDumulative
depreciation for tax purposes is 90 and the taxisga25%.

The tax base of the asset is 60 (cost of 150 lessilative tax depreciation
of 90). To recover the carrying amount of 100, eh&ty must earn taxable
income of 100, but will only be able to deductdapreciation of 60.
Consequently, the entity will pay income taxed0of4D at 25%) when it
recovers the carrying amount of the asset. THereifice between the
carrying amount of 100 and the tax base of 60taxable temporary
difference of 40. Therefore, the entity recognasesferred tax liability of
10 (40 at 25%) representing the income taxes thatllipay when it
recovers the carrying amount of the asset.

Some temporary differences arise when incomexpense is included in
accounting profit in one period but is includedamxable profit in a different
period. Such temporary differences are often desdras timing differences.
The following are examples of temporary differenoéshis kind which are
taxable temporary differences and which therefarsult in deferred tax
liabilities:
€) interest revenue is included in accountingipari a time proportion
basis but may, in some jurisdictions, be includedtaxable profit
when cash is collected. The tax base of any rab&vrecognised in
the statement of financial position with respecstich revenues is nil
because the revenues do not affect taxable profitl wash is
collected;

(b)  depreciation used in determining taxable prtfix loss) may differ
from that used in determining accounting profit. heT temporary
difference is the difference between the carryimgant of the asset and
its tax base which is the original cost of the tf=®s all deductions in
respect of that asset permitted by the taxatiohaities in determining
taxable profit of the current and prior periods. takable temporary
difference arises, and results in a deferred takillly, when tax
depreciation is accelerated (if tax depreciationless rapid than
accounting depreciation, a deductible temporarfedihce arises, and
results in a deferred tax asset); and

(c) development costs may be capitalised and aseafrtiover future
periods in determining accounting profit but de@dcin determining
taxable profit in the period in which they are imed. Such
development costs have a tax base of nil as theg hikeady been
deducted from taxable profit. The temporary défeze is the
difference between the carrying amount of the dguekent costs and
their tax base of nil.
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18

19

20

20

Temporary differences also arise when:

(a) the identifiable assets acquired and liabditesssumed in a business
combination are recognised at their fair valuesaatordance with
NZ IFRS 3 Business Combinations, but no equivabdjustment is
made for tax purposes (see paragraph 19);

(b) assets are revalued and no equivalent adjustisemade for tax
purposes (see paragraph 20);
(c)  goodwill arises in a business combination (s@magraph 21);

(d) the tax base of an asset or liability on ititecognition differs from
its initial carrying amount, for example when anitgnbenefits from
non-taxable government grants related to assets ffaeagraphs 22
and 33); or

(e) the carrying amount of investments in subsidgr branches and
associates or interests in joint ventures becoriffsseht from the tax
base of the investment or interest (see paragra@hss).

Business combinations

With limited exceptions, the identifiable assetsquired and liabilities
assumed in a business combination are recognistittiatfair values at the
acquisition date. Temporary differences arise wten tax bases of the
identifiable assets acquired and liabilities asslirage not affected by the
business combination or are affected differentlyor example, when the
carrying amount of an asset is increased to fdirevhut the tax base of the
asset remains at cost to the previous owner, daxamporary difference
arises which results in a deferred tax liabilitithe resulting deferred tax
liability affects goodwill (see paragraph 66).

Assets carried at fair value

New Zealand equivalents to International Finan€&eporting Standards
permit or require certain assets to be carriechitvialue or to be revalued
(see, for example, NZ IAS 1Broperty, Plant and EquipmenNZ IAS 38
Intangible Assets,NZ IAS 39 Financial Instruments: Recognition and
Measuremenand NZ IAS 40investment Properjy In some jurisdictions, the
revaluation or other restatement of an asset tovidue affects taxable profit
(tax loss) for the current period. As a resulg thx base of the asset is
adjusted and no temporary difference arises. herojurisdictions, the
revaluation or restatement of an asset does nettafbxable profit in the
period of the revaluation or restatement and, apunsetly, the tax base of the
asset is not adjusted. Nevertheless, the futem@sezy of the carrying amount
will result in a taxable flow of economic benefitsthe entity and the amount
that will be deductible for tax purposes will difffom the amount of those
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economic benefits. The difference between theyoayr amount of a
revalued asset and its tax base is a temporargreif€e and gives rise to a
deferred tax liability or asset. This is true evfen

(a) the entity does not intend to dispose of theetasIn such cases, the
revalued carrying amount of the asset will be receg through use
and this will generate taxable income which excedsdepreciation
that will be allowable for tax purposes in futureripds; or

(b) tax on capital gains is deferred if the proceefithe disposal of the
asset are invested in similar assets. In suchscabe tax will
ultimately become payable on sale or use of thdaimssets.

Goodwill

Gooduwill arising in a business combination isaswed as the excess of (a)
over (b) below:

(@) the aggregate of:

0] the consideration transferred measured in a=mwe with
NZ IFRS 3, which generally requires acquisition-datevalue;

(i)  the amount of any non-controlling interesttire acquiree
recognised in accordance with NZ IFRS 3; and

(i) in a business combination achieved in stagies,acquisition-date
fair value of the acquirer’s previously held equitterest in the
acquiree.

(b) the net of the acquisition-date amounts of ithentifiable assets
acquired and liabilities assumed measured in aerme with
NZ IFRS 3.

Many taxation authorities do not allow reductiongtie carrying amount of
goodwill as a deductible expense in determininglbéex profit. Moreover, in
such jurisdictions, the cost of goodwill is oftemtndeductible when a
subsidiary disposes of its underlying businesssulech jurisdictions, goodwill
has a tax base of nil. Any difference between d¢herying amount of
goodwill and its tax base of nil is a taxable tengpy difference. However,
this Standard does not permit the recognition ef thsulting deferred tax
liability because goodwill is measured as a redidud the recognition of the
deferred tax liability would increase the carryamgount of goodwiill.

Subsequent reductions in a deferred tax lighiliat is unrecognised because
it arises from the initial recognition of goodwdte also regarded as arising
from the initial recognition of goodwill and areettefore not recognised
under paragraph 15(a). For example, if in a bssim®mbination an entity
recognises goodwill of CU100 that has a tax basailpfparagraph 15(a)
prohibits the entity from recognising the resultogferred tax liability. If the
entity subsequently recognises an impairment [6€3420 for that goodwill,
the amount of the taxable temporary differencetiredato the goodwill is
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reduced from CU100 to CU80, with a resulting deseee the value of the
unrecognised deferred tax liability. That decreasethe value of the
unrecognised deferred tax liability is also regdrdes relating to the initial
recognition of the goodwill and is therefore prdtieith from being recognised under
paragraph 15(a).

Deferred tax liabilities for taxable temporalifferences relating to goodwiill
are, however, recognised to the extent they doanise from the initial
recognition of goodwill. For example, if in a bosss combination an entity
recognises goodwill of CU100 that is deductible thyx purposes at a rate of
20 per cent per year starting in the year of adtis the tax base of the
goodwill is CU100 on initial recognition and CU80the end of the year of
acquisition. If the carrying amount of goodwill tite end of the year of
acquisition remains unchanged at CU100, a taxavtgorary difference of
CU20 arises at the end of that year. Because tthaible temporary
difference does not relate to the initial recogmtiof the goodwill, the
resulting deferred tax liability is recognised.

Initial recognition of an asset or liability

A temporary difference may arise on initial rgeibon of an asset or
liability, for example if part or all of the cosf an asset will not be deductible
for tax purposes. The method of accounting fohsaitcemporary difference
depends on the nature of the transaction thatddtet initial recognition of

the asset or liability:

(a) in a business combination, an entity recogniseg deferred tax
liability or asset and this affects the amount obdwill or bargain
purchase gain it recognises (see paragraph 19);

(b) if the transaction affects either accountingfipror taxable profit, an
entity recognises any deferred tax liability oreasand recognises the
resulting deferred tax expense or income in profit loss (see
paragraph 59);

(c) if the transaction is not a business combimatind affects neither
accounting profit nor taxable profit, an entity vaun the absence of
the exemption provided by paragraphs 15 and 24ogrése the
resulting deferred tax liability or asset and atljhe carrying amount
of the asset or liability by the same amount. Sadjustments would
make the financial statements less transparent.erefdre, this
Standard does not permit an entity to recognisedhelting deferred
tax liability or asset, either on initial recogoiti or subsequently (see
example on next page). Furthermore, an entity dusrecognise
subsequent changes in the unrecognised deferrdihléity or asset
as the asset is depreciated.
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23 In accordance with NZ IAS Jnancial Instruments: Presentatidhe issuer
of a compound financial instrument (for example,cenvertible bond)
classifies the instrument’s liability component adiability and the equity
component as equity. In some jurisdictions, the hase of the liability
component on initial recognition is equal to thi¢tidh carrying amount of the
sum of the liability and equity components. Thsuléng taxable temporary
difference arises from the initial recognition dfiet equity component
separately from the liability component. Therefdhe exception set out in
paragraph 15(b) does not apply. Consequently, raity erecognises the
resulting deferred tax liability. In accordancettwiparagraph 61A, the
deferred tax is charged directly to the carryingoant of the equity
component. In accordance with paragraph 58, suiestcchanges in the
deferred tax liability are recognised in profitloss as deferred tax expense
(income).

Example illustrating paragraph 22(c)

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

As it recovers the carrying amount of the asset ghtity will earn taxable
income of 1,000 and pay tax of 400. The entitys shmé recognise the
resulting deferred tax liability of 400 becauseesults from the initial
recognition of the asset.

In the following year, the carrying amount of theseat is 800. In earning
taxable income of 800, the entity will pay tax 203 The entity does not
recognise the deferred tax liability of 320 becaiisesults from the initial
recognition of the asset.

Deductible temporary differences

24 A deferred tax asset shall be recognised for atleductible temporary
differences to the extent that it is probable thattaxable profit will be
available against which the deductible temporary dference can be
utilised, unless the deferred tax asset arises frothe initial recognition of
an asset or liability in a transaction that:

(&) is not a business combination; and

(b) at the time of the transaction, affects neitheaccounting profit nor
taxable profit (tax loss).

However, for deductible temporary differences assaated with
investments in subsidiaries, branches and associateand interests in
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joint ventures, a deferred tax asset shall be recogsed in accordance
with paragraph 44.

It is inherent in the recognition of a liabilitlyat the carrying amount will be
settled in future periods through an outflow frotre tentity of resources
embodying economic benefits. When resources flmmfthe entity, part or
all of their amounts may be deductible in determgniaxable profit of a
period later than the period in which the liabilisyrecognised. In such cases,
a temporary difference exists between the carrgimgunt of the liability and
its tax base. Accordingly, a deferred tax asssearin respect of the income
taxes that will be recoverable in the future pesiathen that part of the
liability is allowed as a deduction in determinitacxable profit. Similarly, if
the carrying amount of an asset is less than itbése, the difference gives
rise to a deferred tax asset in respect of thenmecdaxes that will be
recoverable in future periods.

Example

An entity recognises a liability of 100 for accryambduct warranty costs.
For tax purposes, the product warranty costs willbe deductible until the
entity pays the claim. The tax rate is 25%

The tax base of the liability is nil (carrying anmdwof 100, less the amount
that will be deductible for tax purposes in respafcthat liability in future
periods). In settling the liability for its carnyg amount, the entity will
reduce its future taxable profit by an amount 0® &dd, consequently,
reduce its future tax payments by 25 (100 at 25%he difference between
the carrying amount of 100 and the tax base oisrél deductible temporary
difference of 100. Therefore, the entity recognseleferred tax asset of 2%
(100 at 25%), provided that it is probable that #wity will earn sufficient
taxable profit in future periods to benefit frommeaduction in tax payments.

The following are examples of deductible tempprdifferences that result in
deferred tax assets:

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

(b)  research costs are recognised as an expedsgeirmining accounting
profit in the period in which they are incurred botay not be
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permitted as a deduction in determining taxabldifpftax loss) until a
later period. The difference between the tax lodigke research costs,
being the amount the taxation authorities will piéas a deduction in
future periods, and the carrying amount of nil isdeductible
temporary difference that results in a deferredatsset;

(c) with limited exceptions, an entity recognisée tidentifiable assets
acquired and liabilities assumed in a business auatibn at their fair
values at the acquisition date. When a liabilgglaned is recognised
at the acquisition date but the related costs ae deducted in
determining taxable profits until a later periodjeductible temporary
difference arises which results in a deferred ssett A deferred tax
asset also arises when the fair value of an idabt# asset acquired is
less than its tax base. In both cases, the reguiteferred tax asset
affects goodwill (see paragraph 66); and

(d)  certain assets may be carried at fair valuenay be revalued, without
an equivalent adjustment being made for tax pupogeee
paragraph 20). A deductible temporary differendsea if the tax
base of the asset exceeds its carrying amount.

The reversal of deductible temporary differencesults in deductions in
determining taxable profits of future periods. Hmer, economic benefits in
the form of reductions in tax payments will flowttze entity only if it earns
sufficient taxable profits against which the dedwts can be offset.
Therefore, an entity recognises deferred tax agsd{swhen it is probable
that taxable profits will be available against white deductible temporary
differences can be utilised.

It is probable that taxable profit will be awadile against which a deductible
temporary difference can be utilised when there swficient taxable
temporary differences relating to the same taxa#iothority and the same
taxable entity which are expected to reverse:

€) in the same period as the expected reversathef deductible
temporary difference; or

(b) in periods into which a tax loss arising frome tdeferred tax asset can
be carried back or forward.

In such circumstances, the deferred tax assetcisgnésed in the period in
which the deductible temporary differences arise.

When there are insufficient taxable temporaffedinces relating to the same
taxation authority and the same taxable entity, deferred tax asset is
recognised to the extent that:

(a) it is probable that the entity will have suikfiat taxable profit relating
to the same taxation authority and the same taaitiey in the same
period as the reversal of the deductible tempodifgrence (or in the
periods into which a tax loss arising from the defe tax asset can be
carried back or forward). In evaluating whethewill have sufficient
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taxable profit in future periods, an entity ignorexable amounts
arising from deductible temporary differences tha¢ expected to
originate in future periods, because the deferagdatset arising from
these deductible temporary differences will itsedfquire future
taxable profit in order to be utilised; or

(b) tax planning opportunities are available to #mity that will create
taxable profit in appropriate periods.

Tax planning opportunities are actions thatehtty would take in order to
create or increase taxable income in a particidaiogd before the expiry of a
tax loss or tax credit carryforward. For exampgle,some jurisdictions,
taxable profit may be created or increased by:

(@) electing to have interest income taxed on eitaereceived or
receivable basis;

(b)  deferring the claim for certain deductions frtarable profit;

(c) selling, and perhaps leasing back, assetshtnat appreciated but for
which the tax base has not been adjusted to reflexhi appreciation;
and

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

Where tax planning opportunities advance taxabdditpirom a later period

to an earlier period, the utilisation of a tax lesgax credit carryforward still

depends on the existence of future taxable profiinfsources other than
future originating temporary differences.

When an entity has a history of recent lossks, dntity considers the
guidance in paragraphs 35 and 36.

[Deleted by IASB]

Goodwill

If the carrying amount of goodwill arising inbasiness combination is less than
its tax base, the difference gives rise to a defetax asset. The deferred tax asset
arising from the initial recognition of goodwill dh&e recognised as part of the
accounting for a business combination to the extattit is probable that taxable
profit will be available against which the deductitdenporary difference could
be utilised.

Initial recognition of an asset or liability
One case when a deferred tax asset arisest@h iacognition of an asset is

when a non-taxable government grant related to ssetais deducted in
arriving at the carrying amount of the asset bat, thx purposes, is not
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deducted from the asset’'s depreciable amount fierovords its tax base);
the carrying amount of the asset is less tharaikdtse and this gives rise to
a deductible temporary difference. Government tgramy also be set up as
deferred income in which case the difference betwthe deferred income
and its tax base of nil is a deductible temporaiffeience. Whichever

method of presentation an entity adopts, the emtigs not recognise the
resulting deferred tax asset, for the reason givgraragraph 22.

Unused tax losses and unused tax credits

A deferred tax asset shall be recognised for thmarryforward of unused
tax losses and unused tax credits to the extent th# is probable that
future taxable profit will be available against which the unused tax losses
and unused tax credits can be utilised.

The criteria for recognising deferred tax asaetsng from the carryforward
of unused tax losses and tax credits are the san¢he criteria for
recognising deferred tax assets arising from déaledemporary differences.
However, the existence of unused tax losses isgtavidence that future
taxable profit may not be available. Thereforegwlan entity has a history
of recent losses, the entity recognises a deféapedsset arising from unused
tax losses or tax credits only to the extent thatentity has sufficient taxable
temporary differences or there is convincing otaeidence that sufficient
taxable profit will be available against which tineused tax losses or unused
tax credits can be utilised by the entity. In soobumstances, paragraph 82
requires disclosure of the amount of the defereadaisset and the nature of
the evidence supporting its recognition.

An entity considers the following criteria insassing the probability that
taxable profit will be available against which tineused tax losses or unused
tax credits can be utilised:

(@  whether the entity has sufficient taxable terappdifferences relating
to the same taxation authority and the same taetigy, which will
result in taxable amounts against which the unusedlosses or
unused tax credits can be utilised before theyrexpi

(b)  whether it is probable that the entity will leataxable profits before
the unused tax losses or unused tax credits expire;

(c)  whether the unused tax losses result from ifiglole causes which are
unlikely to recur; and

(d)  whether tax planning opportunities (see panayi20) are available to
the entity that will create taxable profit in therjpd in which the
unused tax losses or unused tax credits can liseadtil

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

At the end of each reporting period, an entidassesses unrecognised
deferred tax assets. The entity recognises aquslyi unrecognised deferred
tax asset to the extent that it has become prolithbtefuture taxable profit
will allow the deferred tax asset to be recoveredcor example, an
improvement in trading conditions may make it mprebable that the entity
will be able to generate sufficient taxable prafithe future for the deferred
tax asset to meet the recognition criteria setinuparagraphs 24 or 34.
Another example is when an entity reassesses ddféax assets at the date
of a business combination or subsequently (seeqypgphs 67 and 68).

Investments in subsidiaries, branches and
associates and interests in joint ventures

Temporary differences arise when the carryinguh of investments in
subsidiaries, branches and associates or inténggtinit ventures (namely the
parent or investor’'s share of the net assets ofubsidiary, branch, associate
or investee, including the carrying amount of goiivbecomes different
from the tax base (which is often cost) of the stwgent or interest. Such
differences may arise in a number of differentwinstances, for example:

(&) the existence of undistributed profits of sdizsies, branches,
associates and joint ventures;

(b)  changes in foreign exchange rates when a parehits subsidiary are
based in different countries; and

(c)  areduction in the carrying amount of an inmestt in an associate to
its recoverable amount.

In consolidated financial statements, the tempordifference may be
different from the temporary difference associatétth that investment in the
parent’s separate financial statements if the paremnies the investment in
its separate financial statements at cost or redatumount.

An entity shall recognise a deferred tax liabity for all taxable temporary
differences associated with investments in subsidias, branches and
associates, and interests in joint ventures, excefu the extent that both
of the following conditions are satisfied:

(a) the parent, investor or venturer is able to cotmol the timing of the
reversal of the temporary difference; and

(b) itis probable that the temporary difference wil not reverse in the
foreseeable future.

As a parent controls the dividend policy ofstdsidiary, it is able to control
the timing of the reversal of temporary differencassociated with that
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investment (including the temporary differencessiag not only from
undistributed profits but also from any foreign lkange translation
differences). Furthermore, it would often be ingbieable to determine the
amount of income taxes that would be payable whendmporary difference
reverses. Therefore, when the parent has detedntivag those profits will
not be distributed in the foreseeable future theeqmadoes not recognise a
deferred tax liability. The same considerationglhapo investments in
branches.

The non-monetary assets and liabilities of afityerre measured in its
functional currency (see NZ IAS 2The Effects of Changes in Foreign
Exchange Ratgs If the entity’s taxable profit or tax loss (artkence, the tax
base of its non-monetary assets and liabilitieg)etermined in a different
currency, changes in the exchange rate give risendporary differences that
result in a recognised deferred tax liability aul{gect to paragraph 24) asset.
The resulting deferred tax is charged or creditedptofit or loss (see
paragraph 58).

An investor in an associate does not contrdlehéty and is usually not in a
position to determine its dividend policy. Themefoin the absence of an
agreement requiring that the profits of the asseaidll not be distributed in
the foreseeable future, an investor recognisesferrdd tax liability arising
from taxable temporary differences associated w#hinvestment in the
associate. In some cases, an investor may notbleeta determine the
amount of tax that would be payable if it recovitaes cost of its investment in
an associate, but can determine that it will equalexceed a minimum
amount. In such cases, the deferred tax liabgitpeasured at this amount.

The arrangement between the parties to a jeintuve usually deals with the
sharing of the profits and identifies whether diecis on such matters require
the consent of all the venturers or a specifiedonitgjof the venturers. When

the venturer can control the sharing of profits dnés probable that the

profits will not be distributed in the foreseeahlture, a deferred tax liability

is not recognised.

An entity shall recognise a deferred tax assetorf all deductible

temporary differences arising from investments in sbsidiaries, branches

and associates, and interests in joint ventures, the extent that, and only

to the extent that, it is probable that:

(a) the temporary difference will reverse in the foeseeable future;
and

(b) taxable profit will be available against which the temporary
difference can be utilised.

In deciding whether a deferred tax asset is gmised for deductible
temporary differences associated with its investsiem subsidiaries,
branches and associates, and its interests injjeittires, an entity considers
the guidance set out in paragraphs 28 to 31.
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Current tax liabilities (assets) for the currentand prior periods shall be
measured at the amount expected to be paid to (reeered from) the
taxation authorities, using the tax rates (and tadaws) that have been
enacted or substantively enacted by the end of theporting period.

Deferred tax assets and liabilities shall be meared at the tax rates that
are expected to apply to the period when the ass& realised or the
liability is settled, based on tax rates (and taxalws) that have been
enacted or substantively enacted by the end of theporting period.

Current and deferred tax assets and liabil#resusually measured using the
tax rates (and tax laws) that have been enactecowetkr, in some
jurisdictions, announcements of tax rates (andldasss) by the government
have the substantive effect of actual enactmentctwimay follow the
announcement by a period of several months. Ieetl@rcumstances, tax
assets and liabilities are measured using the antedutax rate (and tax
laws).

When different tax rates apply to different levef taxable income, deferred
tax assets and liabilities are measured using trerage rates that are
expected to apply to the taxable profit (tax losk}jhe periods in which the
temporary differences are expected to reverse.

[Deleted prior to adoption by the IASB.]

The measurement of deferred tax liabilities andleferred tax assets shall
reflect the tax consequences that would follow frorthe manner in which

the entity expects, at the end of the reporting péod, to recover or settle
the carrying amount of its assets and liabilities.

In some jurisdictions, the manner in which atitgrrecovers (settles) the
carrying amount of an asset (liability) may affeither or both of:

(&) the tax rate applicable when the entity rece\(settles) the carrying
amount of the asset (liability); and

(b)  the tax base of the asset (liability).

In such cases, an entity measures deferred taititlesh and deferred tax
assets using the tax rate and the tax base thabasestent with the expected
manner of recovery or settlement.
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Example A

An asset has a carrying amount of 100 and a tex ®a80. A tax rate of
20% would apply if the asset were sold and a tex@&30% would apply to
other income.

The entity recognises a deferred tax liability d#8 at 20%) if it expects to
sell the asset without further use and a defereediability of 12 (40 at

30%) if it expects to retain the asset and recdtgecarrying amount through
use.

Example B

An asset with a cost of 100 and a carrying amotiB0as revalued to 150.
No equivalent adjustment is made for tax purpos&smulative depreciation
for tax purposes is 30 and the tax rate is 30%hdfasset is sold for more
than cost, the cumulative tax depreciation of 30l included in taxable
income but sale proceeds in excess of cost wilbediaxable.

The tax base of the asset is 70 and there is @taxamporary difference of
80. If the entity expects to recover the carryamgount by using the asset,
must generate taxable income of 150, but will d@able to deduct
depreciation of 70. On this basis, there is a defétax liability of 24 (80 at
30%). If the entity expects to recover the camgyamount by selling the
asset immediately for proceeds of 150, the defdaediability is computed
as follows:

Taxable Deferred

Temporary Tax Tax

Difference Rate Liability

Cumulative tax depreciation 30 30% 9
Proceeds in excess of cost 50 nil -
Total 80 9

(note: in accordance with paragraph 61A, the additil deferred tax that
arises on the revaluation is recognised in othenpeehensive income)

—
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Example C

The facts are as in example B, except that if #setis sold for more than
cost, the cumulative tax depreciation will be imted in taxable income (taxed
at 30%) and the sale proceeds will be taxed at 40, deducting an
inflation-adjusted cost of 110.

If the entity expects to recover the carrying amdaynusing the asset, it must
generate taxable income of 150, but will only bledb deduct depreciation
of 70. On this basis, the tax base is 70, theeetesxable temporary
difference of 80 and there is a deferred tax lidpibf 24 (80 at 30%), as in
example B.

If the entity expects to recover the carrying amdunselling the asset
immediately for proceeds of 150, the entity willdiie to deduct the indexef
cost of 110. The net proceeds of 40 will be tatetD%. In addition, the
cumulative tax depreciation of 30 will be includedaxable income and
taxed at 30%. On this basis, the tax base is 80 (&ss 30), there is a
taxable temporary difference of 70 and there igfeded tax liability of 25
(40 at 40% plus 30 at 30%). If the tax base isimohediately apparent in
this example, it may be helpful to consider thel&mental principle set out
in paragraph 10.

(note: in accordance with paragraph 61A, the additil deferred tax that
arises on the revaluation is recognised in othanpeehensive income)

In some jurisdictions, income taxes are payala higher or lower rate if
part or all of the net profit or retained earninggaid out as a dividend to
shareholders of the entity. In some other jurisolis, income taxes may be
refundable or payable if part or all of the netfjiror retained earnings is
paid out as a dividend to shareholders of the yentib these circumstances,
current and deferred tax assets and liabilitiesraeasured at the tax rate
applicable to undistributed profits.

In the circumstances described in paragraph , 58# income tax
consequences of dividends are recognised whehbilitjido pay the dividend
is recognised. The income tax consequences odatids are more directly
linked to past transactions or events than to idigions to owners.
Therefore, the income tax consequences of dividanelsecognised in profit
or loss for the period as required by paragrapkXs®pt to the extent that the
income tax consequences of dividends arise froncitbtemstances described
in paragraph 58 (a) and (b).
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Example lllustrating Paragraphs 52A and 52B

o

The following example deals with the measurementwfent and deferre
tax assets and liabilities for an entity in a jdigsion where income taxes afe
payable at a higher rate on undistributed pro&8%) with an amount bein
refundable when profits are distributed. The e ron distributed profits i
35%. At the end of the reporting period, 31 Decenft0X1, the entity doe
not recognise a liability for dividends proposedieclared after the reportin
period. As a result, no dividends are recognisethé year 20X1. Taxabl
income for 20X1 is 100,000. The net taxable terapodifference for the
year 20X1 is 40,000.

The entity recognises a current tax liability andwarent income tax expensge
of 50,000. No asset is recognised for the amoatgrially recoverable as a
result of future dividends. The entity also redegs a deferred tax liability
and deferred tax expense of 20,000 (40,000 at 5@#Esenting the incom
taxes that the entity will pay when it recoverssettles the carrying amoun
of its assets and liabilities based on the tax rapplicable to undistributed
profits.

Subsequently, on 15 March 20X2 the entity recogndigidends of 10,000
from previous operating profits as a liability.

On 15 March 20X2, the entity recognises the regowdrincome taxes a
1,500 (15% of the dividends recognised as a liBhilas a current tax asse
and as a reduction of current income tax expensg20X2.

Do U

»n D

—~ —h

Deferred tax assets and liabilities shall not béiscounted.

The reliable determination of deferred tax assend liabilities on a
discounted basis requires detailed scheduling etithing of the reversal of
each temporary difference. In many cases suchdstihg is impracticable
or highly complex. Therefore, it is inappropridterequire discounting of
deferred tax assets and liabilities. To permit, it to require, discounting
would result in deferred tax assets and liabilitiwhich would not be
comparable between entities. Therefore, this Stahdoes not require or
permit the discounting of deferred tax assets &dulities.

Temporary differences are determined by referémthe carrying amount of
an asset or liability. This applies even whered t@rying amount is itself
determined on a discounted basis, for example @ dase of retirement
benefit obligations (see NZ IAS Fmployee Benefits

The carrying amount of a deferred tax asset shabe reviewed at the end
of each reporting period. An entity shall reduce lhe carrying amount of
a deferred tax asset to the extent that it is no fger 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 sicreduction shall be
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reversed to the extent that it becomes probable thasufficient taxable
profit will be available.

Recognition of current and deferred tax

57

58

59

60

34

Accounting for the current and deferred tax @ffeof a transaction or other
event is consistent with the accounting for thengeation or event itself.
Paragraphs 58 to 68C implement this principle.

Items recognised in profit or loss

Current and deferred tax shall be recognised agcome or an expense
and included in the profit or loss for the period,except to the extent that
the tax arises from:

(@) a transaction or event which is recognised, ithe same or a
different period, outside profit or loss, either in other
comprehensive income or directly in equity (see pagraphs 61A
to 65); or

(b)  a business combination (see paragraphs 66 t0)68

Most deferred tax liabilities and deferred t&seds arise where income or
expense is included in accounting profit in oneiqakrbut is included in
taxable profit (tax loss) in a different period.heTresulting deferred tax is
recognised in profit or loss. Examples are when:

(a) interest, royalty or dividend revenue is reedivin arrears and is
included in accounting profit on a time apportiominebasis in
accordance with NZ IAS 1Revenugbut is included in taxable profit
(tax loss) on a cash basis; and

(b) costs of intangible assets have been capithliseaccordance with
NZ IAS 38 and are being amortised in profit or |ogsit were
deducted for tax purposes when they were incurred.

The carrying amount of deferred tax assets mtlilies may change even

though there is no change in the amount of thaegleemporary differences.

This can result, for example, from:

(&) achange in tax rates or tax laws;

(b)  areassessment of the recoverability of defietai® assets; or

(c) achange in the expected manner of recovean @sset.

The resulting deferred tax is recognised in profitoss, except to the extent
that it relates to items previously recognised idetsprofit or loss (see
paragraph 63).
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Items recognised outside profit or loss

[Deleted by IASB]

Current tax and deferred tax shall be recognisg outside profit or loss if

the tax relates to items that are recognised, in thsame or a different

period, outside profit or loss. Therefore, currenttax and deferred tax

that relates to items that are recognised, in theasne or a different

period:

(@ in other comprehensive income, shall be recog@d in other
comprehensive income (see paragraph 62).

(b) directly in equity, shall be recognised direcf in equity (see
paragraph 62A).

New Zealand equivalents to International Finanéeporting Standards

require or permit particular items to be recognigeather comprehensive

income. Examples of such items are:

(&) achange in carrying amount arising from thelgation of property,
plant and equipment (see NZ IAS Péoperty, Plant and Equipmeént
and

(b)  [deleted by IASB]

(c) exchange differences arising on the translatainthe financial
statements of a foreign operation (see NZ IAS 21).

(d) [deleted by IASB]

New Zealand equivalents to International Finan&keporting Standards
require or permit particular items to be creditectloarged directly to equity.
Examples of such items are:

(@8 an adjustment to the opening balance of redag@rnings resulting
from either a change in accounting policy that ippled
retrospectively or the correction of an error (B2elAS 8 Accounting
Policies, Changes in Accounting Estimates and Ejr@and

(b)  amounts arising on initial recognition of thguéy component of a
compound financial instrument (see paragraph 23).

In exceptional circumstances it may be diffidoltdetermine the amount of

current and deferred tax that relates to itemsgmeised outside profit or loss

(either in other comprehensive income or direatlgquity). This may be the

case, for example, when:

(@) there are graduated rates of income tax anib itmpossible to
determine the rate at which a specific componetaxdble profit (tax
loss) has been taxed;

(b) achange in the tax rate or other tax rulescédfa deferred tax asset or
liability relating (in whole or in part) to an itetmat was previously
recognised outside profit or loss; or
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64

65

65A

66

67
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(c) an entity determines that a deferred tax asisali be recognised, or
shall no longer be recognised in full, and the defittax asset relates
(in whole or in part) to an item that was previgusicognised outside
profit or loss.

In such cases, the current and deferred tax retatéedms that are recognised
outside profit or loss are based on a reasonaldergia allocation of the
current and deferred tax of the entity in the taxsgiction concerned, or
other method that achieves a more appropriate aitot in the
circumstances.

NZ IAS 16 does not specify whether an entityusdhdransfer each year from
revaluation surplus to retained earnings an amegpial to the difference

between the depreciation or amortisation on a uedhlasset and the
depreciation or amortisation based on the coshaifdsset. If an entity makes
such a transfer, the amount transferred is netngf related deferred tax.
Similar considerations apply to transfers made @pasal of an item of

property, plant or equipment.

When an asset is revalued for tax purposes tmidévaluation is related to
an accounting revaluation of an earlier periodooone that is expected to be
carried out in a future period, the tax effectdoth the asset revaluation and
the adjustment of the tax base are recognisechigr @omprehensive income
in the periods in which they occur. However, it thevaluation for tax
purposes is not related to an accounting revalnaifaan earlier period, or to
one that is expected to be carried out in a fupenéod, the tax effects of the
adjustment of the tax base are recognised in pofiss.

When an entity pays dividends to its sharehsidémay be required to pay a
portion of the dividends to taxation authoritiestwehalf of shareholders. In
many jurisdictions, this amount is referred to asithhholding tax. Such an

amount paid or payable to taxation authoritieshrged to equity as a part of
the dividends.

Deferred tax arising from a business combination

As explained in paragraphs 19 and 26(c), temmpatifferences may arise in
a business combination. In accordance with NZ IBR&n entity recognises
any resulting deferred tax assets (to the exteaitttiey meet the recognition
criteria in paragraph 24) or deferred tax liakgktias identifiable assets and
liabilities at the acquisition date. Consequerttiypse deferred tax assets and
deferred tax liabilities affect the amount of godltlar the bargain purchase
gain the entity recognises. However, in accordamitie paragraph 15(a), an
entity does not recognise deferred tax liabilitessing from the initial
recognition of goodwiill.

As a result of a business combination, the itiba of realising a pre-
acquisition deferred tax asset of the acquireracablange. An acquirer may
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consider it probable that it will recover its owefdrred tax asset that was not
recognised before the business combination. Fample, the acquirer may
be able to utilise the benefit of its unused tassé&s against the future taxable
profit of the acquiree. Alternatively, as a rexflthe business combination it
might no longer be probable that future taxabldiprall allow the deferred
tax asset to be recovered. In such cases, theracgecognises a change in
the deferred tax asset in the period of the businembination, but does not
include it as part of the accounting for the busineombination. Therefore,
the acquirer does not take it into account in meaguthe goodwill or
bargain purchase gain it recognises in the busicasbination.

The potential benefit of the acquiree’s incowmoe lbss carryforwards or other
deferred tax assets might not satisfy the criteriseparate recognition when a
business combination is initially accounted for buiight be realised
subsequently. An entity shall recognise acquirefémled tax benefits that it
realises after the business combination as follows:

(&  Acquired deferred tax benefits recognised witthe measurement
period that result from new information about faatel circumstances
that existed at the acquisition date shall be applo reduce the
carrying amount of any goodwill related to that aisgion. If the
carrying amount of that goodwill is zero, any reniag deferred tax
benefits shall be recognised in profit or loss.

(b)  All other acquired deferred tax benefits readishall be recognised in
profit or loss (or, if this Standard so requirestside profit or loss).

Current and deferred tax arising from share-based
payment transactions

In some tax jurisdictions, an entity receivesvadeduction (ie an amount that
is deductible in determining taxable profit) thekates to remuneration paid in
shares, share options or other equity instrumetiseoentity. The amount of
that tax deduction may differ from the related clative remuneration
expense, and may arise in a later accounting perieor example, in some
jurisdictions, an entity may recognise an experwgetlie consumption of
employee services received as consideration foresbptions granted, in
accordance with NZ IFRS 3Bhare-based Paymenand not receive a tax
deduction until the share options are exerciseth) thie measurement of the
tax deduction based on the entity’s share pri¢teeatlate of exercise.

As with the research costs discussed in pagpagr® and 26(b) of this
Standard, the difference between the tax base @fethployee services
received to date (being the amount the taxatiohaittes will permit as a
deduction in future periods), and the carrying antaf nil, is a deductible
temporary difference that results in a deferredaaset. If the amount the
taxation authorities will permit as a deductiorfuiture periods is not known
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68C

at the end of the period, it shall be estimatedetlaon information available
at the end of the period. For example, if the amicthat the taxation
authorities will permit as a deduction in futurgipds is dependent upon the
entity’s share price at a future date, the measen¢nof the deductible
temporary difference should be based on the eststlgare price at the end of
the period.

As noted in paragraph 68A, the amount of tlxededuction (or estimated
future tax deduction, measured in accordance vathgraph 68B) may differ
from the related cumulative remuneration expengtaragraph 58 of the
Standard requires that current and deferred taxldhbe recognised as
income or an expense and included in profit or fosghe period, except to
the extent that the tax arises from (a) a transaair event that is recognised,
in the same or a different period, outside profitl@ss, or (b) a business
combination. If the amount of the tax deductiom éstimated future tax
deduction) exceeds the amount of the related cumelaemuneration
expense, this indicates that the tax deductione®laot only to remuneration
expense but also to an equity item. In this sitmathe excess of the associated
current or deferred tax should be recognised djracequity.

Presentation

69
70

71

72
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Tax Assets and Tax Liabilities

[Deleted by IASB]
[Deleted by IASB]

Offset

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

only if, the entity:

(@) has a legally enforceable right to set off theecognised amounts;
and

(b) intends either to settle on a net basis, or teealise the asset and
settle the liability simultaneously.

Although current tax assets and liabilities aeparately recognised and
measured they are offset in the statement of fiahmosition subject to
criteria similar to those established for finandistruments in NZ IAS 32.
An entity will normally have a legally enforcealsight to set off a current tax
asset against a current tax liability when thegteeto income taxes levied by
the same taxation authority and the taxation aitthg@ermits the entity to
make or receive a single net payment.
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In consolidated financial statements, a curtartasset of one entity in a
group is offset against a current tax liabilityasfother entity in the group if,

and only if, the entities concerned have a legatiforceable right to make or
receive a single net payment and the entities ghtermake or receive such a
net payment or to recover the asset and settlgathiéty simultaneously.

An entity shall offset deferred tax assets andefierred tax liabilities if,
and only if;

(a) the entity has a legally enforceable right toet off current tax
assets against current tax liabilities; and

(b) the deferred tax assets and the deferred taxabbilities relate to
income taxes levied by the same taxation authorityn either:

0] the same taxable entity; or

(i)  different taxable entities which intend either to settle
current tax liabilities and assets on a net basigr to realise
the assets and settle the liabilities simultaneoyslin each
future period in which significant amounts of defered tax
liabilities or assets are expected to be settled oecovered.

To avoid the need for detailed scheduling oftitnéng of the reversal of each
temporary difference, this Standard requires aityetat set off a deferred tax
asset against a deferred tax liability of the stamable entity if, and only if,
they relate to income taxes levied by the sametitaxauthority and the
entity has a legally enforceable right to set affrent tax assets against
current tax liabilities.

In rare circumstances, an entity may have aliegaforceable right of set-
off, and an intention to settle net, for some pdsibut not for others. In such
rare circumstances, detailed scheduling may beinetjto establish reliably
whether the deferred tax liability of one taxabiity will result in increased
tax payments in the same period in which a defetaedasset of another
taxable entity will result in decreased paymentshay second taxable entity.

Tax expense

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

The tax expense (income) related to profit or & from ordinary activities
shall be presented in the statement of comprehensiincome.

If an entity presents the components of profitor loss in a separate
income statement as described in paragraph 81 of NIAS 1 Presentation

of Financial Statements (as revised in 2007), it presents the tax expense
(income) related to profit or loss from ordinary adivities in that separate
statement.
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Exchange differences on deferred foreign tax liabil ities or
assets

78 NZ IAS 21 requires certain exchange differertoelse recognised as income
or expense but does not specify where such difteeshall be presented in
the statement of comprehensive income. Accordingiiere exchange
differences on deferred foreign tax liabilities agsets are recognised in the
statement of comprehensive income, such differencag be classified as
deferred tax expense (income) if that presentaisononsidered to be the
most useful to financial statement users.

Disclosure

79 The major components of tax expense (income) shae disclosed
separately.

80 Components of tax expense (income) may include:

(&) current tax expense (income);

(b) any adjustments recognised in the period fareru tax of prior
periods;

(c)  the amount of deferred tax expense (incomalirg to the origination
and reversal of temporary differences;

(d)  the amount of deferred tax expense (incomalirgl to changes in tax
rates or the imposition of new taxes;

(e) the amount of the benefit arising from a preslg unrecognised tax
loss, tax credit or temporary difference of a pperiod that is used to
reduce current tax expense;

)] the amount of the benefit from a previously ecognised tax loss, tax
credit or temporary difference of a prior periodttis used to reduce
deferred tax expense;

() deferred tax expense arising from the write-dowr reversal of a
previous write-down, of a deferred tax asset inoetance with
paragraph 56; and

(h) the amount of tax expense (income) relatingthose changes in
accounting policies and errors that are includegriofit or loss in
accordance with NZ IAS 8, because they cannot mwed for
retrospectively.

81 The following shall also be disclosed separately

40

(a) the aggregate current and deferred tax relatingo items charged
or credited directly to equity (see paragraph 62A);
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(ab) the amount of income tax relating to each congment of other
comprehensive income (see paragraph 62 and NZIAS {as
revised in 2007));

(b) [Deleted by IASB]

(c) an explanation of the relationship between taxxpense (income)
and accounting profit in either or both of the following forms:

0] a numerical reconciliation between tax expens¢income)
and the product of accounting profit multiplied by the
applicable tax rate(s), disclosing also the basisavhich the
applicable tax rate(s) is (are) computed; or

(i)  a numerical reconciliation between the averageffective tax
rate and the applicable tax rate, disclosing alsche basis on
which the applicable tax rate is computed;

(d) an explanation of changes in the applicable tarate(s) compared
to the previous accounting period;

(e) the amount (and expiry date, if any) of deduchile temporary
differences, unused tax losses, and unused tax citsdor which no
deferred tax asset is recognised in the statementf dinancial
position;

*(f) the aggregate amount of temporary differencesassociated with
investments in subsidiaries, branches and associatand interests
in joint ventures, for which deferred tax liabilities have not been
recognised (see paragraph 39);

*(g) in respect of each type of temporary differene, and in respect of
each type of unused tax losses and unused tax criadi
0] the amount of the deferred tax assets and lialities

recognised in the statement of financial positionor each
period presented;

(i)  the amount of the deferred tax income or expese
recognised in profit or loss, if this is not apparat from the
changes in the amounts recognised in the statemenf
financial position;

*(h)  inrespect of discontinued operations, the taexpense relating to:

(@ the gain or loss on discontinuance; and

(i)  the profit or loss from the ordinary activities of the
discontinued operation for the period, together wih the
corresponding amounts for each prior period preserad’}

0] the amount of income tax consequences of dividds to
shareholders of the entity that were proposed or d#ared before

" Refer to NZ IFRS 5 for the concessions availablgualifying entities.
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the financial statements were authorised for issuehut are not
recognised as a liability in the financial statemets;

()] if a business combination in which the entitys the acquirer causes
a change in the amount recognised for its pre-acgsition deferred
tax asset (see paragraph 67), the amount of thatahge; and

(k)  if the deferred tax benefits acquired in a busiess combination are
not recognised at the acquisition date but are regmised after the
acquisition date (see paragraph 68), a descriptionf the event or
change in circumstances that caused the deferredxaenefits to
be recognised.

All Entities
Nz 81.1 With regard to imputation credits and dividend withholding payment

credits available to shareholders the following sHhbe disclosed:

(@) the movements during the period in the Imputabn Credit
Account and Dividend Withholding Payments Account & the
parent company; and

(b) the credits available to the shareholders ohe parent company at
the end of the reporting period:

() through their shareholdings in that parent conpany; and,
separately

(i)  through their indirect interests in subsidiaries.

82

82A

83
84

42

An entity shall disclose the amount of a defertetax asset and the nature
of the evidence supporting its recognition, when:

(a) the utilisation of the deferred tax asset is geendent on future
taxable profits in excess of the profits arising fom the reversal of
existing taxable temporary differences; and

(b) the entity has suffered a loss in either the etent or preceding
period in the tax jurisdiction to which the deferred tax asset
relates.

In the circumstances described in paragraph 522an entity shall disclose
the nature of the potential income tax consequencdbat would result
from the payment of dividends to its shareholdersIn addition, the entity
shall disclose the amounts of the potential incomé&x consequences
practicably determinable and whether there are anypotential income tax
consequences not practicably determinable.

[Deleted by IASB]

The disclosures required by paragraph 81(c) lenabkers of financial
statements to understand whether the relationskipvden tax expense
(income) and accounting profit is unusual and tdeustand the significant
factors that could affect that relationship in theure. The relationship
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between tax expense (income) and accounting prafit be affected by such
factors as revenue that is exempt from taxatiorperses that are not
deductible in determining taxable profit (tax I3 effect of tax losses and
the effect of foreign tax rates.

In explaining the relationship between tax eggefincome) and accounting
profit, an entity uses an applicable tax rate gravides the most meaningful
information to the users of its financial statensent Often, the most
meaningful rate is the domestic rate of tax ind¢bantry in which the entity
is domiciled, aggregating the tax rate appliedrfational taxes with the rates
applied for any local taxes which are computed osubstantially similar
level of taxable profit (tax loss). However, far antity operating in several
jurisdictions, it may be more meaningful to aggtegseparate reconciliations
prepared using the domestic rate in each individuaisdiction. The
following example illustrates how the selection tbé applicable tax rate
affects the presentation of the numerical reccatadn.

Example lllustrating Paragraph 85

In 19X2, an entity has accounting profit in its owmigdiction (country A) of
1,500 (19X1: 2,000) and in country B of 1,500 (198@0). The tax rate is 309
in country A and 20% in country B. In country A, exses of 100 (19X1: 200
are not deductible for tax purposes.

o

~

The following is an example of a reconciliationtie lomestic tax rate:

19X1 19X2
Accounting profit 2,500 3,000
Tax at the domestic rate of 30% 750 900
Tax effect of expenses that are not deductible for tax
purposes 60 30
Effect of lower tax rates in country B (50) (150)
Tax expense 760 780

continued....
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...continued
Example lllustrating Paragraph 85

[0}

The following is an example of a reconciliation paegd by aggregating separat
reconciliations for each national jurisdiction. Uadthis method, the effect

differences between the reporting entity’s own ddicésx rate and the domest
tax rate in other jurisdictions does not appear asseparate item in th
reconciliation. An entity may need to discuss tfiece of significant changes i
either tax rates, or the mix of profits earned iffetient jurisdictions, in order tq
explain changes in the applicable tax rate(s), eguired by paragraph 81(d).

1=
=

> 0o

Accounting profit 2,500 3,000
Tax at the domestic rates applicable to profits in the

country concerned 700 750
Tax effect of expenses that are not deductible for tax

purposes 60 30
Tax expense 760 780

The average effective tax rate is the tax expdimcome) divided by the
accounting profit.

It would often be impracticable to compute thmoant of unrecognised

deferred tax liabilities arising from investmemssiubsidiaries, branches and
associates and interests in joint ventures (sesgpgph 39). Therefore, this
Standard requires an entity to disclose the agtgegyaount of the underlying

temporary differences but does not require disckxf the deferred tax

liabilities. Nevertheless, where practicable, tegi are encouraged to
disclose the amounts of the unrecognised defer&dliabilities because

financial statement users may find such informatiseful.

Paragraph 82A requires an entity to disclose lature of the potential
income tax consequences that would result fronmpthement of dividends to
its shareholders. An entity discloses the impartaatures of the income tax
systems and the factors that will affect the amadithe potential income tax
consequences of dividends.

It would sometimes not be practicable to corapiie total amount of the
potential income tax consequences that would resoth the payment of
dividends to shareholders. This may be the camegfample, where an
entity has a large number of foreign subsidiariésdowever, even in such
circumstances, some portions of the total amount Ineaeasily determinable.
For example, in a consolidated group, a parentsamde of its subsidiaries
may have paid income taxes at a higher rate onstritilited profits and be
aware of the amount that would be refunded on thgment of future

dividends to shareholders from consolidated rethie&rnings. In this case,
that refundable amount is disclosed. If applicabihe entity also discloses
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that there are additional potential income tax egmgnces not practicably
determinable. In the parent's separate financtatements, if any, the
disclosure of the potential income tax consequemekdes to the parent’s
retained earnings.

An entity required to provide the disclosuneparagraph 82A may also be
required to provide disclosures related to tempoudifferences associated
with investments in subsidiaries, branches andcés®s or interests in joint
ventures. In such cases, an entity considers ithigletermining the
information to be disclosed under paragraph 824Ar &ample, an entity
may be required to disclose the aggregate amoutengporary differences
associated with investments in subsidiaries for ctvhino deferred tax
liabilities have been recognised (see paragraptf))81f it is impracticable
to compute the amounts of unrecognised deferred li@bilities (see
paragraph 87) there may be amounts of potentiahirectax consequences of
dividends not practicably determinable relatech&se subsidiaries.

An entity discloses any tax-related continggtiilities and contingent assets
in accordance with NZ IAS 37Provisions, Contingent Liabilities and
Contingent AssetsContingent liabilities and contingent assets rmdge, for
example, from unresolved disputes with the taxa#athorities. Similarly,
where changes in tax rates or tax laws are enamtexhnounced after the
reporting period, an entity discloses any significaffect of those changes on
its current and deferred tax assets and liabilige® NZ IAS 1(Events After
the Reporting Period

Effective date

89

90-91

92

This Standard becomes operative for an entfiyancial statements that
cover annual accounting periods beginning on ardftJanuary 2007. Early
adoption of this Standard is permitted only whee #mtity complies with
NZ IFRS 1First-time Adoption of New Zealand Equivalentsritetnational
Financial Reporting Standardsr an annual accounting period beginning on
or after 1 January 2005.

[Paragraphs 90 and 91 are not reproducecky Téfer to previous IASB
pronouncements that are not relevant to this Starda

NZ IAS 1 (as revised in 2007) amended the teslogy used throughout
New Zealand equivalents to IFRSs. In addition imeaded

paragraphs NZ 4.1, 23, 52, 58, 59, 60, 62, 63,68%;, 77 and 81, deleted
paragraph 61 and added paragraphs NZ 4.1A, 61A,&82A77A. An entity

shall apply those amendments for annual periodsnbeg on or after

1 January 2009. If an entity applies NZ IAS 1 {sed 2007) for an earlier
period, the amendments shall be applied for thdiee@eriod.
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Qualifying Entities

NZ 92.1 TheOmnibus Amendmen{2008-1) amended paragraph NZ 4.1. A
qualifying entity shall apply the amendments fonaa periods beginning on
or after 1 January 2009. Early application is pged. If a qualifying entity
applies the amendments for an earlier period it sisclose that fact.

93 Paragraph 68 shall be applied prospectively fithen effective date of
NZ IFRS 3 (as revised in 2008) to the recognitidndeferred tax assets
acquired in business combinations.

94 Therefore, entities shall not adjust the acdagntfor prior business
combinations if tax benefits failed to satisfy tleiteria for separate
recognition as of the acquisition date and aregeised after the acquisition
date, unless the benefits are recognised withinnteasurement period and
result from new information about facts and circtanses that existed at the
acquisition date. Other tax benefits recognised blearecognised in profit or
loss (or, if this Standard so requires, outsiddiipoo loss).

95 NZ IFRS 3 (as revised in 2008) amended paragraihand 67 and added
paragraphs 32A and 81(j) and (k). An entity shalblg those amendments
for annual periods beginning on or after 1 July 200 an entity applies
NZ IFRS 3 (revised 2008) for an earlier period, éimendments shall also be
applied for that earlier period.
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