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Q1

1

deferred tax or liability, if any.

S0IUH'TO .
1. Caicaranon OF Oeferred TOxX

carrying Amount 100
- T0x_Base (60)

Teraporory DIFRRrence 40 (T17D)
X Tax Rore X'?g/.
10

Deferred Tox U‘Obr’u"ry .

Q2

Asser Purchased ar Rs. 00

An asset which cost ¥ 150 has a carrying amount of ¥ 100. Cumulative depreciation for tax
purposes is T 90 and the tax rate is 25%. Calculate the tax base and the corresponding

(160 -go

(Toxable Temporary drfferen ce)

Questron :
Depre’aron a3 per ACCOUN+S : 607 DO -
Tax 1607 10 the year of Purchase
Tox Rore = 807
Carcarore Defrred TaX .
S0l UHOMN - L£acryrag Amt
1.Caicuianon OF Oeferred TOX Par Y1 Yo
Partee)iars N1 va OPQN'ng Y00 loo
carrying Amount 100 - (> Deph (100) <ML
- Tox 8ase - - Closing 100 -
Teraporory DrFfRRrence 100 -
x Tax RoJe X 30 - corrgmg Annt
Dre (Cosmg) 30 - Por YI_ _¥a
- openng Baiance - (30) openrng Vo0
DTL (During current Yegr) 30 (30) (> Deph (200) -
M ) Ctosng - -
__DTL created DTt vewversed
Dererred Tax Exp 30 DTL 30
To DTL 30 To Deferred Tax exp 30
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Q3

4. A company had purchased an asset at ¥ 1,00,000. Estimated useful life of the asset is
5 years and depreciation rate is 20% SLM. Depreciation rate for tax purposes is 25% SLM.
The operating profit is ¥ 1,00,000 for all the 5 years. Tax rate is 30% for the next 5 years.
Calculate the Book Value as per financial and tax purposes and then DTL.

1._carrying Amount : (v'o00]
POr+iceliars ! 2 3 & 5
Codt 100 go 60 40 {0
- e b recroty on (v0) (¥o) (20) (20) (¥o)
| g0 60 40 20 -
2. Tox Bode:
POr+iceiiara ! 2 3 L) )
Codt 1600 75 ) 5
- peprecroh 00 (dS) (49) (¥¢) @s)
| 75 0 5 -
3. Caicuianon GF Oeferred TOX
POrticuIars ! 2 3 4 )
carrying Amount 20 60 40 20 -
- TOXx Bgse (7%) (S0 CLY) - -~
Teraporory DrFfRRIence 5 10 15 Y0
x Tax RoJe x 30~ X300 X307 X302 X30%
DTL [Cresrng) (813) 1.6 3 4G 6 -
DTL [opening] - (1.5) (3) (4.6) (6)
OTL CCurrent yegr) CPIL) 5 I 5 16 B (6)

NOTE: Opetanng pProkht exkrd rnfFormahon
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IndAS 12 (RTP mAv 21)
19. The entity has an identifiable asset ASSOTA with a carrying amount of ¥ 10,00,000. Its
recoverable amount is ¥ 6,50,000. The tax base of ASSOTA is ¥ 8,00,000 and the tax

rate is 30%. Impairment losses are not tax deductible. Entity expects to continue to earn
profits in future.

For the identifiable asset ASSOTA, what would be the impact on the deferred tax asset/
liability at the end of the period?

(oM-1: Reyrsed coarry rng Amoun+

_0) Imparrroent 1033 or rryrng Am:
 Recoveroble Rm+ 650000 carrying Am¢ 10,600,000
it ; ' 16,00.000 - ImpaUrment 1033 (3,80,000)

(3s0,000) Revrseo catryrng Am+ 60,000

1 Carcuranon CF 0eferred Tox

POr+icurors
corrying Amount 680,000
~Tox Bgse (800000)
Teraporory DrFFRrence ('§0,000)
X Tax RoSe X _3o%

DTR [Clo3rng] (813) (4s000)
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Q>

7. X Ltd. prepares consolidated financial statements to 31st March each year. During the year
ended 31st March 2018, the following events affected the tax position of the group:

+ (i) Y Ltd., a wholly owned subsidiary of X Ltd., made a loss adjusted for tax purposes of
< 30,00,000. Y Ltd. is unable to utilise this loss against previous tax liabilities. Income-
tax Act does not allow Y Ltd. to transfer the tax loss to other group companies. However,
it allows Y Ltd. to carry the loss forward and utilise it against company’s future taxable
profits. The directors of X Ltd. do not consider that Y Ltd. will make taxable profits in the
foreseeable future.

(i) Just before 31st March, 2018, X Ltd. committed itself to closing a division after the year
end, making a number of employees redundant. Therefore, X Ltd. recognised a provision
for closure costs of ¥ 20,00,000 in its statement of financial position as at 31st March,
2018. Income-tax Act allows tax deductions for closure costs only when the closure
actually takes place. In the year ended 31st March 2019, X Ltd. expects to make taxable
profits which are well in excess of ¥ 20,00,000. On 31st March, 2018, X Ltd. had taxable
temporary differences from other sources which were greater than ¥ 20,00,000.

18
(iif) During the year ended 31st March, 204+, X Ltd. capitalised development costs which

satisfied the criteria in paragraph 57 of Ind AS 38 ‘Intangible Assets’. The total amount
capitalised was ¥ 16,00,000. The development project began to generate economic
benefits for X Ltd. from 15t January, 2018. The directors of X Ltd. estimated that the
project would generate economic benefits for five years from that date. The development
expenditure was fully deductible against taxable profits for the year ended 31st March,
2018.

(iv) On 1st April, 2017, X Ltd. borrowed ¥ 1,00,00,000. The cost to X Ltd. of arranging the
borrowing was ¥ 2,00,000 and this cost qualified for a tax deduction on 1st April, 2017.
The loan was for a three-year period. No interest was payable on the loan but the amount
repayable on 315t March, 2020 will be ¥ 1,30,43,800. This equates to an effective annual
interest rate of 10%. As per the Income-tax Act, a further tax deduction of ¥ 30,43,800
will be claimable when the loan is repaid on 31st March, 2020.

Explain and show how each of these events would affect the deferred tax assets / liabilities in

the consolidated balance sheet of X Ltd. group at 31st March, 2018 as per Ind AS. Assume the

rate of corporate income tax is 20%.
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77) Provrsion ROr closure Cost:
POr+icurors

TOox 80se
- Corrying Amount

Teraporory DrFFRRrence (.20/00,000)
X Tox Rore

( 2000,000)

X207
brA (4 00,000)
i) Devesopment (03
(lon=D: Corrging amaunt an Balance 3neet Date
Ch on 13 Jon 1600000
© Deprecsfanon (80,000)
< 600,000 x _ 3
5 1
Ch on 313 rarch. 520,000
Carcuianon OF Oeferred TOX
POrticiaiIors _Awt
carrying Amount 160,000
- TOoXx Bdse -
Teraporory DrefRrence 14520,000
x_Tax RoSe X Q0%
DTL 30H000
1v] Loan +aken (4o +ransachgn CHsH
POrticuIors _Awmt (LN Carrying Amount
TOox Bose 16000,000 Loan C1-4-17) 9200000
- carrying Amount  (10780,600) [ 100,00000 -200,0600]
Teraporory bBrFrRrence (7&0,000) +Interesy @ 10, 920,000
X _Tax Rase X 20y, ~ Payment -
DTH (156000) Loan ( 81-3~/3) 0 780,000




CA RAHUL PANCHAL

_RP Notes: Accounts TQX
I -h-13 8ank 100L 8ank 1o00L
To hkoon 1ooL To koon 1ooL
Loan QL P L L
To Bank W To Bank QUL
31-3-20 CA= 13 0)73800 T8 = 100080000
AMOr+r I' e
_Year  _opening _faument dlety
17418 9260,000 386000 ~ | 10720,000 |
1819 10780000 107 OO0 - 11¢S8OOO0
19-20 n8SROOO 11585 LOC - 13 643800
1 Losses
CA NIL

T8 (30,00,000)

D  (3000,000)
X TR XQ07.

oTA  ( 600,000)

Potentoon Deferred TOX Q033eF can be
S+ NO DTA, 1 can not be (uged (rexersed) 'n fudure

() The tax loss creates a potential deferred tax asset for the group since its carrying value

is nil and its tax base is ¥ 30,00,000.

However, no deferred tax asset can be recognised because there is no prospect of being
able to reduce tax liabilities in the foreseeable future as no taxable profits are anticipated.

Created for group.
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Q6

8. PQR Ltd.,, a manufacturing company, prepares consolidated financial statements to
31st March each year. During the year ended 315t March, 2018, the following events affected
the tax position of the group:

e QPR Ltd., a wholly owned subsidiary of PQR Ltd., incurred a loss adjusted for tax
purposes of ¥ 30,00,000. QPR Ltd. is unable to utilise this loss against previous tax
liabilities. Income-tax Act does not allow QPR Ltd. to transfer the tax loss to other group
companies. However, it allows QPR Ltd. to carry the loss forward and utilise it against
company’s future taxable profits. The directors of PQR Ltd. do not consider that QPR Ltd.
will make taxable profits in the foreseeable future.

e During the year ended 31t March, 2018, PQR Ltd. capitalised development costs which
satisfied the criteria as per Ind AS 38 ‘Intangible Assets’. The total amount capitalised
was ¥ 16,00,000. The development project began to generate economic benefits for PQR
Ltd. from 1st January, 2018. The directors of PQR Ltd. estimated that the project would
generate economic benefits for five years from that date. The development expenditure
was fully deductible against taxable profits for the year ended 31st March, 2018.

e  On 1st April, 2017, PQR Ltd. borrowed ¥ 1,00,00,000. The cost to PQR Ltd. of arranging
the borrowing was ¥ 2,00,000 and this cost qualified for a tax deduction on 15t April 2017.
The loan was for a three-year period. No interest was payable on the loan but the amount
repayable on 31st March 2020 will be ¥ 1,30,43,800. This equates to an effective annual
interest rate of 10%. As per the Income-tax Act, a further tax deduction of ¥ 30,43,800
will be claimable when the loan is repaid on 315t March, 2020.

Explain and show how each of these events would affect the deferred tax assets / liabilities in
the consolidated balance sheet of PQR Ltd. group at 31st March, 2018 as per Ind AS. The rate
of corporate income tax is 30%.
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9J Losies:
CA NIL
T8 (3000000)
D ( 33.00.000)
x TR X30x%
otA  (9000ce0)
Potentiomion Deferred Tox as3eb can be Creared for grouwp.
s+ NO OTA, H can not be psed (rexersed) 1n ferure

e Thetaxloss creates a potential deferred tax asset for the PQR Ltd. group since its carrying
value is nil and its tax base is ¥ 30,00,000. However, no deferred tax asset can be
recognised because there is no prospect of being able to reduce tax liabilities in the
foreseeable future as no taxable profits are anticipated.

1) developroent (ost:
(lon=D: corrging amaunt an Balance 3neet Date
Ch on 13 Jon 1600000
© Deprecsranon (80,000)
<'Goo,ooo x 3
) 1
Ch on 313 rarch. 520,000

Ccalrcuianon OF 0eferred Tox

POr+icurors _Awmt
corrying Amount 160,000
-~ Tox Base -
Teraporory DrefRrence 14520,000
X _Tox Rose X 30
DTL 456000

nty Loan +aken (wi+n transachgn COSH

POrticuIgrs _Awt (N~ Carrying Amotnt
TOox Bdse 16000,000 Loan C 1-4-17) 9200,000
- Corrying Amount (10980,000) [ 100,00,000 -200,0600]
Teraporory brererence (7€0000) +Interes) @ 10 9 20,000
X Tox Rose ¥ 30, ~ Pauyment -
DTA (2 34000) Lean € 81-3~13) 16720,000
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Q7
[llustration 9

K Ltd prepares consolidated financial statements to 31st March each year. During the year ended
31st March 20X2, K Ltd entered into the following transactions:

(a) On 1st April 20X1, K Ltd purchased an equity investment for ¥ 2,00,000. The investment was
designated as fair value through other comprehensive income. On 31st March 20X2, the fair
value of the investment was ¢ 2,40,000. In the tax jurisdiction in which K Ltd operates,
unrealised gains and losses arising on the revaluation of investments of this nature are not
taxable unless the investment is sold. K Ltd has no intention of selling the investment in the
foreseeable future.

(b) On 15t August 20X1, K Ltd sold products to A Ltd, a wholly owned subsidiary operating in the
same tax jurisdiction as K Ltd, for ¥ 80,000. The goods had cost to K Ltd for & 64,000. By
31st March 20X2, A Ltd had sold 40% of these goods, selling the remaining during next year.

(c) On31stOctober 20X1, K Ltd received ¥ 2,00,000 from a customer. This payment was in respect
of services to be provided by K Ltd from 1st November 20X1 to 31st July 20X2. K Ltd recognised
revenue of €1,20,000 in respect of this transaction in the year ended 31t March 20X2 and will
recognise the remainder in the year ended 31st March 20X3. Under the tax jurisdiction in which
K Ltd operates, € 2,00,000 received on 31st October 20X1 was included in the taxable profits
of K Ltd for the year ended 31t March 20X2.

Explain and show how the tax consequences (current and deferred) of the three transactions would
be reported in its statement of profit or loss and other comprehensive income for the year ended
31st March 20X2. Assume tax rate to be 25%.

o Coicdianon OF Oeferred Tax

POrticurIors _Awmt Deferred TOX Exp 10,000
carrying Amount 40,000 To DTL 10,000
- Tox 8a3e (R06000)
Teraporory DrFfRrence 40,000 ocr '0,0C0
x Tax RoJe Xd5y, To DTE 16000 .
DTL 10,000 .

(a) Because the unrealised gain on revaluation of the equity investment is not taxable until sold,
there are no current tax consequences. The tax base of the investment is ¥ 2,00,000. The
revaluation creates a taxable temporary difference of ¥ 40,000 (¥ 2,40,000 - ¥ 2,00,000).

This creates a deferred tax liability of ¥ 10,000 (T 40,000 x 25%). The liability would be non-
current. The fact that there is no intention to dispose of the investment does not affect the
accounting treatment. Because the unrealised gain is reported in other comprehensive income,
the related deferred tax expense is also reported in other comprehensive income.
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¢) Coicuranon COF Oeferred Tax

POrticurors _Awmt current tax : 200,000 X 5,

TOx Base = = 60,000
- corrying Amount ( 8000)

Teraporory DrFRRrence (8o000)

X _Tax Rose X6,
DTH (6,000 Y
@_.mun_fcmp
curcent tox: 0000 ~6ROO0 = 16000 X2 G,
= ~NOOO
Pererreq Tax

CH (Cos+ Priree - 6&000&60'/) 38400
T8 (seiirng Price 80,000 % 607 ) (42000)
1D (9600 )
X TR X ¥Gv,
OTH - (R400)
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lllustration 8

A Ltd prepares financial statements to 31 March each year. The rate of income tax applicable to
A Ltd is 20%. The following information relates to transactions, assets and liabilities of A Ltd during
the year ended 31 March 20X2:

(i) A Ltd has a 40% shareholding in L Ltd. A Ltd purchased this shareholding for 45 Cr. The
shareholding gives A Ltd significant influence over L Ltd but not control and therefore A Ltd.
accounts for its interest in L Ltd using the equity method. The equity method carrying value of
A Ltd’s investment in L Ltd was &70 Cron 31 March 20X1 and &75 Cron 31 March 20X2. In
the tax jurisdiction in which A Ltd operates, profits recognised under the equity method are
taxed if and when they are distributed as a dividend or the relevant investment is disposed of.

(i) A Ltd. measures its head office building using the revaluation model. The building is revalued
every year on 31 March. On 31 March 20X1, carrying value of the building (after revaluation)
was ¢ 40 Cr and its tax base was ¢ 22 Cr. During the year ended 31 March 20X2, A Ltd
charged depreciation in its statement of profit or loss of ¥2 Cr and claimed a tax deduction for
tax depreciation of ¥1.25 Cr. On 31 March 20X2, the building was revalued to ¥45 Cr. In the
tax jurisdiction in which A Ltd operates, revaluation of property, plant and equipment does not
affect taxable income at the time of revaluation.

Basis the above information, you are required to compute:

(a) The deferred tax liability of A Ltd at 31 March 20X2

(b) The charge or credit to both profit or loss and other comprehensive income relating to deferred
tax for the year ended 31 March 20X2

o Coicdianon OF 0Oeferred Tax

Investment 1d ¢ 14d Heod office Bwidrng
POrticirgrs 31-3x! 31-3-%XQ 81-3-X| 8)~-3-XQ
carrying Amount 70 & 25 o 40 A5
- Tox Bgse CLE 2 EC LRSS 22 (20.75)
Ternporory DrFRRrence < SCr 30 18 4.3 &
x Tax Rose x 207, x 20, X 0, X207
DTL 5o 6cr 3.6 ARG
(22-1.98)

DTL 0N 3I1-3-X2 =
Investment in ¢ 14d 6 -
He0d offrce Busridring  + 485 Ct = 10,86 cr.
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¢harge +o P2l For 31-3-X2 =
Investment in ¢ 149 (6cr-65cr)

Head offrece Bw1dng : (x1- xa)= led & Dp (#8SCr-3.6 Or)
&

= ICr

A
To be chagrged 10 PIL

Closrng Baonce on 31-3-X2

'e Hpere 13 nO rexaluahon

l

corrying Amount(4o-2) 38

A

To be eharged +0 OC)
Baionce OrL on
Rexvaluahoh garn

carrying Amount

- Tox_Bose (20.75) - T0x_Base -
Teraporory DrFRrENce 17,36 Teraporory DrFRRVeNce
X _Tax Rore X0 X _Tox Rose X0
DTL  31-3-%2 345 DTL  31-3-%2 .4
DTL  31-3-xI (2.6) DT)L  931-3 -xI -
Reversay of DTLK @HLY DTL (oct) lo &y




CA RAHUL PANCHAL

Caicranon OF Oeferred TOLx

POr+icurors Awmt
carrying Amount 10,060
- Tox Bgse -
Teraporory DreRvence 16,000
X _Tox Rore Kd G
OTL 2500 .

It will not recognise the deferred tax liability @ 30% because as on December 31, 20X1, this tax rate
was neither substantively enacted or enacted on the reporting date. However, if the effect of this
change is material, A Limited should disclose this difference in its financial statements.
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Ind AS 12 CRTP Nov 19)

19.

An entity is finalising its financial statements for the year ended 31st March, 20X2.
Before 31st March, 20X2, the government announced that the tax rate was to be
amended from 40 per cent to 45 per cent of taxable profit from 30" June, 20X2.

The legislation to amend the tax rate has not yet been approved by the legislature.
However, the government has a significant majority and it is usual, in the tax jurisdiction
concerned, to regard an announcement of a change in the tax rate as having the
substantive effect of actual enactment (i.e. it is substantively enacted).

After performing the income tax calculations at the rate of 40 per cent, the entity has the
following deferred tax asset and deferred tax liability balances:

Deferred tax asset ¥ 80,000
Deferred tax liability % 60,000

Of the deferred tax asset balance, ¥ 28,000 related to a temporary difference. This
deferred tax asset had previously been recognised in OCI and accumulated in equity as
a revaluation surplus.

The entity reviewed the carrying amount of the asset in accordance with para 56 of
Ind AS 12 and determined that it was probable that sufficient taxable profit to allow
utilisation of the deferred tax asset would be available in the future.

Show the revised amount of Deferred tax asset & Deferred tax liability and present the
necessary journal entries.

beferred Tox

L
L b

OTh : 80,000 (HO%) DTL - 60,000 (40x)
A

LA

L

Q8000 OCI §2000 PIL

28000 . 70,000 52000 . 136000 60,000 | 160000
40> 407 407

och) ¢ PIL) CPID)

Rexlsed OTH BACK Rexlsed DTH BALK Rexlsed DTE BACK
20,000 v~ S 7 130,000 x & &7, 100,000 X N8y,

31S00 RRCO0 © 700

N 0 DTA = 3500 N OTR = 6500 T th pTL=1c00

DTA

3500 pre 6 SO0 DT € 71€00

To DTE  3S00 To DTE 6300 To Or¢ " o0

(ocn (f10
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3. ABC Ltd. acquired 50% of the shares in PQR Ltd. on 1st January, 20X1 for ¥ 1000 crore. By
31st March, 20X5 PQR Ltd. had made profits of ¥ 50 crore (ABC Ltd.'s share), which remained
undistributed. Based on the tax legislation in India, the tax base of the investment in PQR

Ltd. is its original cost. Assume the dividend distribution tax rate applicable is 15%. Show
deferred tax treatment.

A 10S6 (1000 + 50)
rs  (1000)
D SO

x TR X 1Ty,
DTL 7.5 (Qs 1+ Qidouate)
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Q12

2. On 1st April 20X1, ABC Ltd acquired 100% shares of XYZ Ltd for ¥ 4,373 crore. By
31st March, 20X5, XYZ Ltd had made profits of ¥ 5 crore, which remain undistributed. Based
on the tax legislation in India, the tax base investment in XYZ Ltd is its original cost. Assume
the dividend distribution tax rate applicable is 15%. Show deferred tax treatment.

cA 4378 4373 + ( 5 X1007)
18 (H373)
TD 5

x TR X157
NO DTL Ot hH

A taxable temporary difference of ¥ 5 therefore exists between the carrying value of the
investment in XYZ at the reporting date of ¥ 4,378 (¥ 4,373 + T 5) and its tax base of ¥ 4,373.
Since a parent, by definition, controls a subsidiary, it will be able to control the reversal of this
temporary difference, for example - through control of the dividend policy of the subsidiary.
Therefore, deferred tax on such temporary difference is generally not provided unless it is
probable that the temporary will reverse in the foreseeable future
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Deferred TOX
T8 -
CA (36)
0 (3.6)
X TR X 30%
DTA (1.08)

(ON-D: ROU RA34e}

ch -4~ X1 120

- Depreachon (%)
(130 +8)

96

(WN-2) [eqse LronIrty
ChA l~H=-x1 10
+ Interest (1q0x8% 9.6
~_Payyoents (30)
99.6

(Wh=3): N} Carryng Bmount
ch OF ROU Asset 96
CA OF [egce [lab (99.6)
(3.6)
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peferred Tax - 31-3-X2 31-8-X3
CR = =
78 (16xYa) (0.8) -
TD (0v9) -
XTR X 807. * 30,
DTA Ol -
creahon reyersa
0Th Dl ¥ OTE 0w 4

To DTE 0.4 To DT A 0124
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5. A Ltd. acquired B Ltd. The following assets and liabilities are acquired in a business
combination:
T 000’s
Fair Value | Carrying amount | Temporary Difference
Plant and Equipment 250 260 (10)
Inventory 120 125 (5)
Debtors _ 200 210 _(10)
570 595 (25)
9% Debentures (100) (100)
470 495
Consideration paid _ 500 _500 .
Goodwill 30 _ 5 _(25)
Calculate Deferred Tax Asset.
(€'000)
Deferred T : Plant &= Equupment A
ch 470 Inyentory 20
1 (498) Debtors 200
0 Q@8) DT P 1.5
x TR X 307, Goodwr!! .
prA (5D To g7 Debenture 100
To Bank 500
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10. On 1 January 2020, entity H acquired 100% share capital of entity S for ¥15,00,000. The book
values and the fair values of the identifiable assets and liabilities of entity S at the date of
acquisition are set out below, together with their tax bases in entity S's tax jurisdictions. Any
goodwill arising on the acquisition is not deductible for tax purposes. The tax rates in entity

H’s and entity S’s jurisdictions are 30% and 40% respectively.

Acquisitions Book values Tax base Fair values

000 T°000 T'000
Land and buildings 600 500 700
Property, plant and equipment 250 200 270
Inventory 100 100 80
Accounts receivable 150 150 150
Cash and cash equivalents 130 130 130
Accounts payable (160) (160) (160)
Retirement benefit obligations (100) - (100)

You are required to calculate the deferred tax arising on acquisition of Entity S. Also calculate
the Goodwill arising on acquisition.

1 Nep AddPbs-
Portrecsars Tax Rase  Forvalge
Lang & ®Idq 500 700
PPE 200 270
Invenfory 100 g6
AlC recervob'e 150 IS0
cash 130 130
T0t00 Asder 1080 1330
Alc payable eo) (160)
ReMrement AhlIganm - {oo)
Ner R340)s 920 10670
2. Dererved TeX 3. d
Ch 070 Four yQiue 0F Ney A4ders 1070
T8 (920) (=) DTL (60)
10 Ye) o010
- TR x A0 © Purchase (ansraefahon (1500)
pTL 60 Gosd ! (490)
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49 n

Q 1 7 Pharm o Dorm awn

(MTP : ALC 2018)

4. (a) InMarch 2018, Pharma Ltd. acquires Dorman Ltd. in a business combination for a total cost of Rs.
12,000 lakhs. At that time Dorman Ltd.'s assets and liabilities are as follows:

Item Rs. in lakhs

Assets TS CA v
Cash 780 180
Receivables (net) 5500 5,200 530
Plant and equipment 6000 7,000 g000
Deferred tax asset 360

Liabilities 8rang NIL N1L h300
Payables 1,050 (1050)
Borrowings 4,900 (4900)
Employee entitlement liabilities NIL 900 (900)
Deferred tax liability 300

1430

The plant and equipment has a fair value of Rs. 8,000 lakhs and a tax written down value of
Rs. 6,000 lakhs. The receivables are short-term trade receivables net of a doubtful debts allowance
of Rs. 300 lakhs.

Bad debts are deductible for tax purposes when written off against the allowance account by
Dorman Ltd. Employee benefit liabilities are deductible for tax when paid.

Dorman Ltd. owns a popular brand name that meets the recognition criteria for intangible assets
under Ind AS 103 'Business Combinations’. Independent valuers have attributed a fair value of
Rs. 4.300 lakhs for the brand. However, the brand does not have any cost for tax purposes and
no tax deductions are available for the same.

The tax rate of 30% can be considered for all items. Assume that unless otherwise stated, all items
have a fair value and tax base equal to their carrying amounts at the acquisition date.

You are required to:

(i) Calculate deferred tax assets and liabilities arising from the business combination (do not
offset deferred tax assets and liabilities)

(i) Calculate the goodwill that should be accounted on consolidation. (10 Marks)
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Newd) CA
P rHCU 1O (3 ( For'r vairue)
Cash 780
Recervglole 5200
PPE 00D
Brand 4300
Payables 100
8o crowi'ng 4900
Ermployee Uob | 900
DTA : 360
DTL - (1890)
9900
o« JTo NN
pec 12000
leds: Ney Asiers +0Ken (93900)
2A—TD
PPE drand  Recesvable EBL
CA 8000 4300 5200 T8 -
19 ( 6000 ) - (5606 ) CA (900)
70 000 H300 300 70 (900)
XTR x 307 X 307. X307, XTA X 30%
6§06 1390 (90) (270)
PTL : c0O+I1R90 = 1830
OTh : go+ayo - (360)

pDTL 1530




CA RAHUL PANCHAL

L. Deferred Tax:

Partren iQrs Property PPE Inyentory oto)
- New Ch (farrvaiue) 18 13 3 3N
Tax  Base 15 1 X:5 QR.G
™ 3 2 045 DY)
X TR X 20/ X0y X0y X307,

OTL 0:6 0.4 Ot ol
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3_(Croed tonl) /Caprta) Reserve

Ne} As4ers (23 43+23+40:5~ lol) 974

Purchase (o03rderanon 25

NCI < 12 yyor = 3 shores xq) 6 &0
0.

GoOdWII! ( 3.6)
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lllustration 6

An entity has a deductible temporary difference of ¢50,000. It has no taxable temporary differences
against which it can be offset. The entity is also not anticipating any future profits. However, it can
implement a tax planning strategy which can generate profits up to & 60,000. The cost of
implementing this tax planning strategy is &12,000. The tax rate is 30%. Compute the deferred tax
asset that should be recognised.

Solution

The entity should recognise a deferred tax asset of ¥ 14,400 @ 30% of I 48,000 (¥ 60,000 —
T 12,000).

The balance deferred tax asset of ¥ 600 @ 30% on ¥ 2,000 (% 50,000 — T 48,000) shall remain
unrecognised.

a) DTD : 60,000
b Profit from Tax sirasegy : 48000
(66,000-13000) DTR nct fecognised.
9 Lower of above 4 &00C Q000
X 30, X 307.

DT B 14400 600
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6. B Limited is a newly incorporated entity. Its first financial period ends on 315t March, 20X1. As
on the said date, the following temporary differences exist:

(a) Taxable temporary differences relating to accelerated depreciation of ¥ 9,000. These are
expected to reverse equally over next 3 years.

(b) Deductible temporary differences relating to preliminary expenses of ¥ 4,000 expected to
reverse equally over next 4 years.

It is expected that B Limited will continue to make losses for next 5 years. Tax rate is 30%.
Losses can be carried forward but not backwards.

Discuss the treatment of deferred tax as on 31st March, 20X1.

T@CO9 nsed.

ATR 00 R3.1000 (4000-3000) OF R3.300

DTL : 9006X 38D7% = 700
OTh :
Partreancocs ! 2 3 A _Tota)
Reversay of T1D 3000 3006 3006 -
Reversa) of DOTD 1066 looc 1000 1000
Rowoer 1000 1600 1600 - 3000
x 30
0TA 9oo

can not pe
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{.current Tax: 104 XI6 7 = Q6
current fox (peL) 26
To C.T. Liobilrty Q6

2. Defeyrea Tax: (0N mochine)

CA e or exp (PO )
8 (11&) To Ore !
TD A
XTR X 2G%
DTL |
corrying Amount = Tox Base
CA on ISt Fep 20 CA on I3t Fep 20
> DeprecranNon €V = DeprecraNon (6)
(130 4 2\ /130 y 6
6 12 ) \ 1o 12
18 1y

3. Taxable Proht:

PBT (a3 per Books) 100
&) Acsunhng Depreayaron ( Disaliowed) ]
- Income Tax Depreoyan o (6)
" _donanon Orsariowed g

Toxobre  PRT 104
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A Tox Recony'ohon:

Abso! bers:
PBT (Books) '00
TOX @ 167 v&
+ Chattable Donaron (& Xd6%) {
Tax Expense 27

b neylr

APPIrcale TAX Rate CE2
+ DONOMGO <_-‘l xmo} 7.

100
3,

AVQ Effe@rve Tax ROtR -




