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Introduction 
 
This document sets out amendments to SB-FRS 12 Income Taxes. 
 
The amendments provide a practical approach for measuring deferred tax liabilities and deferred tax 
assets when investment property is measured using the fair value model in SB-FRS 40 Investment 
Property. Under SB-FRS 12, the measurement of deferred tax liabilities and deferred tax assets 
depends on whether an entity expects to recover an asset by using it or by selling it. However, it is 
often difficult and subjective to determine the expected manner of recovery when the investment 
property is measured using the fair value model in SB-FRS 40. 
 
To provide a practical approach in such cases, the amendments introduce a presumption that an 
investment property is recovered entirely through sale. This presumption is rebutted if the investment 
property is held within a business model whose objective is to consume substantially all of the 
economic benefits embodied in the investment property over time, rather than through sale. 
 
INT SB-FRS-21 Income Taxes—Recovery of Revalued Non-Depreciable Assets addresses similar 
issues involving non-depreciable assets measured using the revaluation model in SB-FRS 16 
Property, Plant and Equipment. The amendments incorporate INT SB-FRS 21 into SB-FRS 12 after 
excluding investment property measured at fair value from the scope of the guidance previously 
contained in INT SB-FRS 21. 
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Amendments to 
SB-FRS 12 Income Taxes  
 

Paragraph 52 is renumbered as paragraph 51A. Paragraph 10 and the examples following paragraph 
51A are amended (new text is underlined and deleted text is struck through). Paragraphs 51B and 
51C and the following example, and paragraphs 51D, 51E, 98 and 99 are added. 

 
 

Definitions 
 

 Tax base 
 
10  Where the tax base of an asset or liability is not immediately apparent, it is helpful to consider 

the fundamental principle upon which this Standard is based: that an entity shall, with certain 
limited exceptions, recognise a deferred tax liability (asset) whenever recovery or settlement of 
the carrying amount of an asset or liability would make future tax payments larger (smaller) 
than they would be if such recovery or settlement were to have no tax consequences. Example 
C following paragraph 52 51A illustrates circumstances when it may be helpful to consider this 
fundamental principle, for example, when the tax base of an asset or liability depends on the 
expected manner of recovery or settlement. 

 

Measurement 
 
51A52In some jurisdictions, the manner in which an entity recovers (settles) the carrying amount of an 

asset (liability) may affect either or both of: 
 

(a)  the tax rate applicable when the entity recovers (settles) the carrying amount of the asset 
(liability); and 

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

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

An asset item of property, plant and equipment has a carrying amount of 100 and a tax base of 60. A 
tax rate of 20% would apply if the asset item were sold and a tax rate of 30% would apply to other 
income.  
 
The entity recognises a deferred tax liability of 8 (40 at 20%) if it expects to sell the asset item without 
further use and a deferred tax liability of 12 (40 at 30%) if it expects to retain the asset item and 
recover its carrying amount through use. 
 

 
 

Example B 

An asset item of property, plant and equipment with a cost of 100 and a carrying amount of 80 is 
revalued to 150. No equivalent adjustment is made for tax purposes. Cumulative depreciation for tax 
purposes is 30 and the tax rate is 30%. If the asset item is sold for more than cost, the cumulative tax 
depreciation of 30 will be included in taxable income but sale proceeds in excess of cost will not be 
taxable. 

 
The tax base of the asset item is 70 and there is a taxable temporary difference of 80. If the entity 
expects to recover the carrying amount by using the asset item, it must generate taxable income of 
150, but will only be able to deduct depreciation of 70. On this basis, there is a deferred tax liability of 
24 (80 at 30%). If the entity expects to recover the carrying amount by selling the asset item 
immediately for proceeds of 150, the deferred tax liability is computed as follows: 

 
 

Taxable 
Temporary 
Difference 

 
 
 

Tax Rate 

 

 
Deferred 

Tax 
Liability 

Cumulative tax depreciation 
30 30% 9 

 

Proceeds in excess of cost 
50 nil – 

 

Total 
80  9 

 
   

(note: in accordance with paragraph 61A, the additional deferred tax that arises on the revaluation is 
recognised in other comprehensive income) 
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 Example C 

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

 
If the entity expects to recover the carrying amount by using the asset item, it must generate taxable 
income of 150, but will only be able to deduct depreciation of 70. On this basis, the tax base is 70, 
there is a taxable temporary difference of 80 and there is a deferred tax liability of 24 (80 at 30%), as 
in example B. 
 
If the entity expects to recover the carrying amount by selling the asset item immediately for proceeds 
of 150, the entity will be able to deduct the indexed cost of 110. The net proceeds of 40 will be taxed 
at 40%. In addition, the cumulative tax depreciation of 30 will be included in taxable income and taxed 
at 30%. On this basis, the tax base is 80 (110 less 30), there is a taxable temporary difference of 70 
and there is a deferred tax liability of 25 (40 at 40% plus 30 at 30%). If the tax base is not immediately 
apparent in this example, it may be helpful to consider the fundamental principle set out in paragraph 
10. 
 
(note: in accordance with paragraph 61A, the additional deferred tax that arises on the revaluation is 
recognised in other comprehensive income) 
 

 
51B If a deferred tax liability or deferred tax asset arises from a non-depreciable asset measured 

using the revaluation model in SB-FRS 16, the measurement of the deferred tax liability or 
deferred tax asset shall reflect the tax consequences of recovering the carrying amount of the 
non-depreciable asset through sale, regardless of the basis of measuring the carrying amount 
of that asset. Accordingly, if the tax law specifies a tax rate applicable to the taxable amount 
derived from the sale of an asset that differs from the tax rate applicable to the taxable amount 
derived from using an asset, the former rate is applied in measuring the deferred tax liability or 
asset related to a non-depreciable asset. 

 
51C If a deferred tax liability or asset arises from investment property that is measured using the fair 

value model in SB-FRS 40, there is a rebuttable presumption that the carrying amount of the 
investment property will be recovered through sale. Accordingly, unless the presumption is 
rebutted, the measurement of the deferred tax liability or deferred tax asset shall reflect the tax 
consequences of recovering the carrying amount of the investment property entirely through 
sale. This presumption is rebutted if the investment property is depreciable and is held within a 
business model whose objective is to consume substantially all of the economic benefits 
embodied in the investment property over time, rather than through sale. If the presumption is 
rebutted, the requirements of paragraphs 51 and 51A shall be followed. 
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Example illustrating paragraph 51C 

An investment property has a cost of 100 and fair value of 150. It is measured using the fair value 
model in SB-FRS 40. It comprises land with a cost of 40 and fair value of 60 and a building with a cost 
of 60 and fair value of 90. The land has an unlimited useful life.  
 
Cumulative depreciation of the building for tax purposes is 30. Unrealised changes in the fair value of 
the investment property do not affect taxable profit. If the investment property is sold for more than 
cost, the reversal of the cumulative tax depreciation of 30 will be included in taxable profit and taxed 
at an ordinary tax rate of 30%. For sales proceeds in excess of cost, tax law specifies tax rates of 
25% for assets held for less than two years and 20% for assets held for two years or more. 
 
Because the investment property is measured using the fair value model in SB-FRS 40, there is a 
rebuttable presumption that the entity will recover the carrying amount of the investment property 
entirely through sale. If that presumption is not rebutted, the deferred tax reflects the tax 
consequences of recovering the carrying amount entirely through sale, even if the entity expects to 
earn rental income from the property before sale. 
 
The tax base of the land if it is sold is 40 and there is a taxable temporary difference of 20 (60 – 40). 
The tax base of the building if it is sold is 30 (60 – 30) and there is a taxable temporary difference of 
60 (90 – 30). As a result, the total taxable temporary difference relating to the investment property is 
80 (20 + 60). 
 

continued... 
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...continued 
Example illustrating paragraph 51C 
 

In accordance with paragraph 47, the tax rate is the rate expected to apply to the period when the 
investment property is realised. Thus, the resulting deferred tax liability is computed as follows, if the 
entity expects to sell the property after holding it for more than two years: 
 
 Taxable 

Temporary 
Difference 

 
 

Tax Rate 

Deferred 
Tax 

Liability 

Cumulative tax depreciation 30 30% 9 

Proceeds in excess of cost 50 20% 10 

Total 80  19 

 
If the entity expects to sell the property after holding it for less than two years, the above computation 
would be amended to apply a tax rate of 25%, rather than 20%, to the proceeds in excess of cost. 
 
If, instead, the entity holds the building within a business model whose objective is to consume 
substantially all of the economic benefits embodied in the building over time, rather than through sale, 
this presumption would be rebutted for the building.  However, the land is not depreciable. Therefore 
the presumption of recovery through sale would not be rebutted for the land. It follows that the 
deferred tax liability would reflect the tax consequences of recovering the carrying amount of the 
building through use and the carrying amount of the land through sale. 
 
The tax base of the building if it is used is 30 (60 – 30) and there is a taxable temporary difference of 
60 (90 – 30), resulting in a deferred tax liability of 18 (60 at 30%). 
 
The tax base of the land if it is sold is 40 and there is a taxable temporary difference of 20 (60 – 40), 
resulting in a deferred tax liability of 4 (20 at 20%). 
 
As a result, if the presumption of recovery through sale is rebutted for the building, the deferred tax 
liability relating to the investment property is 22 (18 + 4). 
 

 
51D The rebuttable presumption in paragraph 51C also applies when a deferred tax liability or a 

deferred tax asset arises from measuring investment property in a business combination if the 
entity will use the fair value model when subsequently measuring that investment property. 

 
51E Paragraphs 51B–51D do not change the requirements to apply the principles in paragraphs 

24–33 (deductible temporary differences) and paragraphs 34–36 (unused tax losses and 
unused tax credits) of this Standard when recognising and measuring deferred tax assets. 

 

Effective date 
 
98 Paragraph 52 was renumbered as 51A, paragraph 10 and the examples following paragraph 

51A were amended, and paragraphs 51B and 51C and the following example and paragraphs 
51D, 51E and 99 were added by Deferred Tax: Recovery of Underlying Assets, issued in 
February 2011. An entity shall apply those amendments for annual periods beginning on or 
after 1 January 2012. Earlier application is permitted. If an entity applies the amendments for 
an earlier period, it shall disclose that fact. 
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Withdrawal of INT SB-FRS 21 
 
99 The amendments made by Deferred Tax: Recovery of Underlying Assets, issued in February 

2011, supersede INT SB-FRS 21 Income Taxes—Recovery of Revalued Non-Depreciable 
Assets. 

 


