
 

 

 

 
 
 

 
 

 

 

Brief Overview 

Tax laws and financial accounting standards recognise and measure 
income, expenditure, assets and liabilities in different ways.  For 
example, some items of income or expenditure in the financial 
statements might be taxable or tax deductible in a period other than 
the one in which they were recognised (timing differences).  The 

amount of an asset or liability for tax purposes (the tax basis) might 
be different from the amount recognised in the financial statements.  
This could result in taxable or deductible amounts in the future when 
the amount of the asset is recoverable or the liability is settled 
(temporary differences). 

Deferred tax is there to address this mismatch.  If the carrying 
amount of a recognised asset or liability is recovered or settled, 
future tax payments will be larger or smaller than if the recovery or 
settlement had no tax consequences.  So if the tax effects of these 
temporary differences resulting from the different treatments in tax 
and the financial statements, this will affect the tax expense 
recognised.  The tax charge in the financial statements will therefore 
take into account deferred tax as well as current tax.  All taxable 
temporary differences give rise to deferred tax liabilities and (with a 
few exceptions), these are usually recognised in the financial 
statements. 

 

 

 

Guidance to the recognition and estimation of these assets 

An asset is recognised in the balance sheet when it is probable that 
the future economic benefits associated with that asset will flow to 
the entity and the asset has a cost/value that can be reliably 
measurable.  When deductible temporary differences reverse in 
future periods, they result in deductions in the calculation of taxable 
profits in those periods.  This can only be realised if the entity will 
earn sufficient taxable profits against which these deductions can be 
offset.  Therefore a deferred tax asset should only be recognised for 
the deductible temporary differences to the extent that it is probable 
that taxable profit will be available in the future. 

The term “probable” is not defined in IAS 12 but it is interpreted as 
“more likely than not”.  Therefore in order to recover a deferred tax 
asset, an entity would have to make sufficient taxable profits in the 
future.  Bearing in mind that all available evidence must be 
considered to support the recognition of deferred tax assets (both 
favourable and unfavourable). 

If an entity results reflect a tax loss in the current period but it has 
been historically profitable and paid taxes with no past unfavourable 
evidence to otherwise suggest that this trend of being profitable will 
not continue, it may be concluded that the situation will result in the 

recognition of the deferred tax asset (on the assessed loss) in the 

absence of any other unfavourable evidence.   

If the losses suffered are significant in relation to the taxable profits 
greater care may well be needed.  Any unfavourable evidence and 
the nature of the evidence must also be considered such as cyclical 
downturn in industries, market suppression (from past experience) 
or once off economic downturns.  All favourable evidence must be 
verified objectively.  [This may be difficult as such favourable 
evidence will be primarily based on forecast judgements and 
budgets and typically will have a lesser weighting when compared 
with the unfavourable information].   

It is important to note the expected timing of when the taxable 
profits will arise, as in some tax jurisdictions, assessed tax losses 
may be carried forward (but not backwards) for up to a specified 
number of years - in South Africa, these may be carried forward 
indefinitely. This will likely have an effect on the probability of those 
assets being realised in the future.  Note that the carrying forward of 
an entity’s tax loss requires a continuity of trading plus the 
derivation of some income.  

Recent changes to Deferred Tax (estimation of DTA) 

In January 2016 the International Accounting Standards Board 
(IASB) published final amendments to IAS 12 'Income Taxes'. This 
was to address the diversity in practice around the recognition of a 
deferred tax asset that is related to a debt instrument measured at 
fair value.  

The amendment on recognition of Deferred Tax Assets for 
Unrealised Losses clarifies the following aspects: 

Unrealised losses on debt instruments measured at fair value (i.e. 
SANRAL bonds) and measured at cost for tax purposes give rise to a 
deductible temporary difference regardless of whether the debt 
instrument's holder expects to recover the carrying amount of the 
debt instrument by sale or by use.  

Note that determining the existence and amount of temporary 
differences and estimating future taxable profits against which 
deferred tax assets can be utilised are two separate steps.  

Recovering assets for more than their carrying amounts is inherent 
in an expectation of taxable profits and should therefore be included 
in estimated taxable profit. For example, an entity should assume 
that an available-for-sale debt investment will be recovered for more 

than its carrying value when that outcome is probable even if 
carrying value is below its tax base (original investment cost). 
Therefore an entity can assume that it will recover an amount higher 
than the carrying amount of an asset to estimate its future taxable 
profit. 

The carrying amount of an asset does not limit the estimation of 
probable future taxable profits. An entity must assess a deferred tax 
asset in combination with other deferred tax assets. Estimates for 
future taxable profits must exclude tax deductions resulting from the 
reversal of deductible temporary differences.  

Where tax law restricts the utilisation of tax losses, an entity would 
assess a deferred tax asset in combination with other deferred tax 
assets of the same type.   
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A deferred tax liability or asset is recognised if the 
recovery of the carrying amount of an asset or the 
settlement of the liability will result in higher/lower tax 
payments in the future, than If that recovery or 
settlement had no tax consequences.    

The amendments are effective for annual periods beginning on 
or after 1 January 2017. Earlier application is permitted. 


