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B Limited is a newly mc: porated entity. Its first financial period ends on 315t March, 20X1.

As on the sa u ollowing tempn ry differences exist:

(a) u.t dlfference rela ng-te=Toselorated depreciation of ¥ 9,000. These
are expectadito reverse e
(b) tempnrary elatlngt preliminary expensesyof £ 4,000/expected

DT DHASDTK-

Itise ected 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 315t March, 20X1.
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7. X Ltd. prepareg.cofsOlidated financial statements to 31% March each year. During the year

ended 31% Marcn"@lix2, the following events affected the tax position of the group: R 1 \D N oV
(i) a wholly owned subsidiary of X Lid., made a loss adjusted for tax purposes of 1' E:-'

{00,080, Y Ltd. is unable lo ulilise this loss against previous lax liabilities. Income-

does not allow Y Ltd. to transfer the tax loss to other group companies. However, Q “F T\f P\*

it allows Y Lld. to carry the loss forward and utilise it against company's future taxable -— -
rofits. The directors of X Ltd. do not consider that ¥ Ltd. will make taxable profits in

O
the foreseeable future. { % g-?ﬁ:

(i) Just before 315t March, 20X2, X Ltd. committed itself to closing a division after the year

end, making a number of employees redundant. Therefore, X Ltd. recognised a t}%‘;:t.h‘.’l
provision for closure costs of ¥ 20,00,000 in its statement of financial position as at Lm:
31% March, 20X2. Income-tax Act allows tax deductions for closure costs only when
the closure actually takes place. In the year ended 31% March 20X3, X Lid. expects to
make laxable profits which are well in excess of ¥ 20,00,000. On 31# March, 20X2,
X Ltd. had taxable temporary differences from other sources which were greater than
t 20,00,000.




(ili) During the year ended 31% March, 20X1, X Lid. capitalised development costs which
satisfied the criteria in paragraph 57 of Ind AS 38 'Intangible Assets’. The total amount
capitalised was T 16,00,000. The development project began lo generale economic
benefits for X Ltd. from 1¢ January, 20X2. ‘Hfé direc imated that the
project would generate economic berefits for{ five years from that datel The
development expendilure was fully deductible against taxable profils for the year ended

g ——

531“ March, 20X2. \

(iv) On 1% April, 20X1, 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 1% April, 20X1.
The loan was for a three-year period. No interest was payable on the loan but th

e
amount repayable on 31% March, 20X4 will be ¥ 1,30,43,800. This equales lo ar(L

4 ‘Aﬂ':")

effective annual interest rate of 10%. As per the Income-tax Act, a further tax dedu
of 2 30,43,800 will be claimable when the loan Is repaid on 31 March, 20X4.

Explain and show how each of these events would affect the deferred tax ass |
in the consolidated balance sheet of X Ltd. gruuder ! me

the rate of corporate income tax is 20%. %
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PAGR Lid., a manufacturing company, prepares consolidated financial stalamenls 1o
31 March each year. Duning the year ended 31% March, 20X2, the following events affecled
the tax position of the group:

‘*lk . QPR Ltd., a wholly owned subsidiary of POR Lid.. incurred a loss adjusted for tax
%ﬂ purposes of T 30,00,000. QPR Lid. is unable 1o ulilise this loss against previous tax
ligbilities. Income-iax Acl does not allow QPR Lid, to ransfer the lax loss W olher group

| xﬂ companies. However, Il allows QPR LW, lo carry the loss lorward and ulilise Il agains!

8 company's fulure taxable profits. The directors ol PQR Lid, do not consider that
\0

QPR Ltd. will make taxable profits in the foreseeable future

% During the year ended 31 March, 20X2, POR Lid, capitalised development costs which
. salisfiad the critenia as par Ind AS 38 ‘Intangible Assels’. The tolal amount capilalised
was ¥ 16,00,000. The developmanl project began to genarate economic benefits for
PQR Ltd. fram 1% January, 20X2. The direclors of POR Ltd. estimaled thal the project
would generale economic benefits for five years [rom that date. The developmenl
expenditure was fully deduclible againsi laxable profils for the year ended

31 March, 20X2

o On1¢ April, 20X1, PQR LId. borrowed T 1,00,00,000. The cost to POR Lid. of arranging
the borrowing was ¢ 200000 and this cosl qualified for a tax deduclion o
19 April 20X1. The loan was for a threg-year period. No Interest was payabla on th
lean but the amount repayable on 31* March 20X4 will be ¥ 1,30,43 800. This e H'ﬂE
to an effective annual interest rate of 10%. As per the Income-tax Act, a furt

deduction of T 30 43,800 will be claimable when the loan is repaid on 31 h, 20
Explain and show how sach of thesa ovents would affect the defarred tax nefels | nnmu
in tha consclidated halance shast of POR Lid. group ai 31% March, 20 rind

rale of corporats income 1ax is 30%.
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An assel which cost ¥ 150 has a carrying amounl of ¥ 100. Cumulative depreciation for tax \/\‘\3')- G
purposes is ¥ 90 and the tax rate is 25%. Calculate the tax base and the corresponding
deferr

ax or liability, if any.

n 1% April 20X1, ABC Ltd acquired 100% shares of XYZ Ltd for ¥ 4,373 crore. B
315! March, 20X5, XYZ Ltd had made profits of ¥ 5 crore, which remain undistributed. B
on the tax legislation in India, the tax base investment in XYZ Ltd is its original cost.

deferred tax treatment.

‘//Aej; Ltd. acquired 30% of the shares in PQR Ltd. on 1% January, 20X1 for 2 ore} By
315 March, 20X5, PQR Ltd. had made profits of ¥ 50 crore (ABC Ltg,' =Which
remained undistributed. Based on the tax legislation in India, the tax bage igvestment

in PQR Ltd. is its original cost. Show deferred tax treatment. \ /‘/
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lllustration 6

A Ltd.'s profit before tax according to Ind r 20X1-20X2 is ¢ 100 thousand and faxable
profit for year 20X1-20X2 is ¥ 104 thﬂusake e difference between these amounts arose as
follows: v Qe r DI M dep

I {% ed i machine for ¢ 120 thousand. Depreciation is charged
ma asls for accounting purpose. Under the tax law, the machine

w;ﬂ be depreciated . The machine's useful life is 10 years according to Ind AS

as well as for tai: PUs

2. éxp& nses pf ¢ 8 thousand Were incurred for
nb:‘e for fax pulpQases. - —— —
Prepare necessailh entries as at 315t March 20X2, taking current and deferred tax into account.
el %. Also prepafé fhe tax reconc Giliation in absolute numbers as well as the tax
rate gécontiliation,
vl
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9

The entity has an identifiable asset ASSOTA with a carryi
recoverable amount is ¥ 6,50,000. The tax base of A
rate is 30%. Impairment losses are not tax deductibl

profits in future. \
For the identifiable asset ASSOTA, what wng !e the impact on the deferred tax asset/

\ "
: SF(L
@4 of ¥ 10,00,000. Its
8,00,000 and the tax
xpects to continue to eam

liability at the end of the period? Mﬂﬂ At (L Yo RN -
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lllustration 10
K Ltd prepares consolidated financial statements to 315' M G% year. During the year ended
31st March 20X2, K Ltd entered into the following tran :

(a) On 15t April 20X1, K Ltd purchased an equity imgestipent for & 2,00,000. The investment was
' ' %ﬂ e income. On 315" March 20X2, the fair

designated as fair value through other ¢

value of the investment was ¢ 2,40, U% tax jurisdiction in which K Ltd operates,

unrealised gains and losses arising omthéytevaluation of investments of this nature are not
K

taxable unless the investment i has no intention of selling the investment in the

foreseeable future.
(b) On 15 August 20X1, K Lt ucts to A Ltd, a wholly owned subsidiary operating in the
same tax jurisdiction &s K L%, for ¥ 80,000. The goods had cost to K Ltd for ¥ 64,000. By

31t March 20X2, A

(¢) On 315 QOct . K Ltd received ¢ 2,00,000 from a customer. This payment was in
respect of Sgruicesto be provided by K Ltd from 15! November 20X1 to 315t July 20X2. K Ltd
recogpised nue of ¢ 1,20,000 in respect of this transaction in the year ended
31s 20X2 and will recognise the remainder in the year ended 31%' March 20X3. Under

e fax jurisdiction in which K Ltd operates, ¢ 2,00,000 received on 31% October 20X1 was

uded in the taxable profits of K Ltd for the year ended 315' March 20X2.

d sold 40% of these goods, selling the remaining during next year.

R

4

Explain and show how the tax consequences (eurrent and defefrec fm

would be reported in its Statementof profit orioss,and othercomprenensive incomexfor the year

ended 315t March 20X2. Ass
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An entity is finalising its financial statements for the 31%t March, 20X2. Before
31¢* March, 20X2, the government announced t the lax rate was to be amended from
40 per cent to 45 per cent of taxable profit fro L 20X2.

the government has a significant majority antit 1S usual, in the tax jurisdiction concerned, to
regard an announcement of a chang te as having the substantive effect of actual
enactment (i.e. it is substantively

The legislation to amend the tax rate has nu& n approved by the legislature. However,
t
tax

After performing the income tax{cal

following deferred tax ESS nd

lations at the rate of 40 per cent, the entity has the
ferred tax liability balances:

Deferred tax assg ? 80,000

Deferred tax | ¢ 60,000
Of the d fax asset balance, meiated to a temgnrarig_ difference. This deferred
tax a P wnusly been recognised in OC| andaccumulated in equity as a revaluation

du
surp

The enfity 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.
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A Ltd. acquired B Ltd. The followi liabilities
combination:

T 000's

7 DTA

1S~ DTA
9 0Tk

Assume tax rate as 30%.

F

Calculate deferred tax asset assuming that the carrying amount is the tax base and prepare

th‘ejgumal entries.




In this case there is a Deferred Tax Asset as the Tax base of assets acquired is higher by

25,000. DTA would be T 7,500 (25,000 x 30%)

Journal entry;

Plant and equipment Dr
Inventory Dr
Debtors Dr
Goodwill (. md; Dr
DTA Dr

— T09% Debentures
ToBank [ P-)

Ei-lu TYK

250
120
200

EEZEE][SD 75
L] ==

On 1% January 20X2, entity H acquired 100% share capi
book values and the fair values of the identifiable ass

of acquisition are set out below, together with thejitax
Any goodwill arising on the acquisition is no

entity H's and entity S's jurisdictions are ‘l-

g\

tl S for T 15,00,000. The
|Imes of entity S at the date

s in entity S's tax jurisdictions.
ductible Tor tax purposes. The tax rates in
40% respectively.

500 700

200 270

100 80
150 150 150
130 130 130
(160) (160) (160)
nmn : (100)

LA % 9 vo

PPR To

Invew 19
— Reddn . | D

sition of Entity S. Also
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Ilustration 5

On 1% April 20X1, P Ltd. had granted 1 Cr share options worth ¥ 4 Crsfair value) ubject to a two- P 3 'fﬂ
year vesting period. The income tax law permits a tax deduction at the exarcise date of the

intrinsic value of the options. The intrinsic value of the options at 31 March 20X24iias ¥ 1260/CF
and at 31 March 20X3 was ¥ 4.60 Cr. The increase in the fair value of the options on 31% March -
20X3 was not foreseeable at 31+ March 20X2. The options were exercised at 31 March 20X3.

Give the accounting for the above transaction for deferred tax for period ending 315 March, 20X2
and 31 March, 20X3. Assume that there are sufficient taxable profits available in future against \
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@@n X1, ABC Ltd acquired 100% shares of XYZ Ltd for ¥ 4,373 crore. By
31 chy 20X5, XYZ Ltd had made profits of ¥ 5 crore, which remain undistributed. Based
on theytax legislation in India, the tax base investment in XYZ Ltd is its original cost. Show

deferred tax treatment. TYK Q.3
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SD\“ A taxable temporary difference of ¥ 5 crore exists between the carrying value of the
investment in XYZ at the repurtmg date of ? 4 37& crore (? 4 3?3 crore + ? 5 cmre) and rts

in = :, -1.:--_-_‘ . ablE
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Q& ABC Ltd. acquired 30% of the shares in PQR Ltd. on 1t January, 2 000 crore. By
31¢t March, 20X5, PQR Ltd. had made profits of ¥ 50 cror .'s share), which

remained undistributed. Based on the tax legislation in IndiEEt se of the investment

in PQR Ltd. is its original cost. Show deferred tax treatme W R
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S,n.\"\ A taxable-temporary-difference-of GT 2. thgfefore exists between the carrying value of

the mvestrnent ﬁ ¢ 1,050 crore (% 1,000 crore + ¥ 50 crore) and

its tax base of ¥ 1,000 crore. ApABC L does not cnmpietely control PQR Ltd. it is not in

a position to control the divid of PQR Ltd. As a result,(t cannot control the revers@

of this tempaorary differenge af rred tax is pmwded on temporary differences arising on
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