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This book has been prepared for general guidance on matters of interest only, and
does not constitute professional advice. You should not act upon the information
contained in this book without obtaining specific professional advice. No represen-
tation or warranty (express or implied) is given as to the accuracy or completeness
of the information contained in this book, and, to the extent permitted by law,
PricewaterhouseCoopers does not accept or assume any liability, responsibility or
duty of care for any consequences of you or anyone else acting, or refraining to
act, in reliance on the information contained in this book or for any decision based

on it.

This book covers one of the chapters of the English version and its Chinese transla-
tion, which the English version remains the definitive source of guidance. The
publishers and the authors cannot accept any responsibility for any errors or misun-
derstandings arising from the English version and its Chinese translation. Neither
can the publishers and the authors accept any responsibility for loss occasioned to
any person acting or refraining from action as a result of the material in this book.

(©2010 PricewaterhouseCoopers. All rights reserved. “ PricewaterhouseCoopers”
and “PwC” refer to the network of member firms of PricewaterhouseCoopers Inter-
national Limited (“PwCIL”). Each member firm is a separate legal entity and
does not act as agent of PwCIL or any other member firm. PwCIL does not provide
any services to clients. PwCIL is not responsible or liable for the acts or omissions
of any of its member firms nor can it control the exercise of their professional judg-
ment or bind them in any way. No member firm is responsible or liable for the acts
or omissions of any other member firm nor can it control the exercise of another
member firm’s professional judgment or bind another member firm or PwCIL in

any way.
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Preface

Businesses around the world are becoming more global and much of the accounting
standard - setters’ focus today is concerned with global harmonisation of accounting
requirements. Against this backdrop, International Financial Reporting Standards
(IFRS) have become increasingly important as the global business language. IFRS
aims to be a comprehensive set of neutral principles that produce consistent, com-
parable, relevant and reliable financial information useful for investors, lenders,
creditors, and those who make decisions in the capital markets. Pricewaterhouse-
Coopers (PwC) is strongly committed to a common goal of promoting these finan-
cial reporting standards to preparers and users.

The IFRS Manual of Accounting is a comprehensive practical guide to IFRS and
provides straightforward explanations of how to prepare financial statements in ac-
cordance with IFRS, with hundreds of practical examples. The Manual was devel-
oped based on the extensive experience of the PwC’s global network of firms.

Due to the importance of IFRS for many companies in China and the continued
convergence of China Accounting Standards and IFRS, PwC China has undertaken
a significant project to translate our IFRS Manual of Accounting into Chinese. We
sincerely hope that our IFRS Manual of Accounting with Chinese Translation pro-
vides practical insights and can help finance directors, accountants, auditors, ana-
lysts and other users of financial statements to bridge the gap between accounting
principles and their application.

Ernest Ip

Senior Partner
PwC China and Hong Kong

(©) 2010 PricewaterhouseCoopers LLP. All rights reserved.
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Overview/ Introduction

The recent economic difficulties have put the spotlight on accounting standards,
and the past two years have been very interesting times for the accounting profes-
sion globally. There has also been a keen focus to improve the long term develop-
ment of the CPA profession within China. As the Ministry of Finance and other
regulatory bodies continue to promulgate legislation to promote the development of
the Chinese CPA profession, we hope the release of our IFRS Manual of Account-
ing with Chinese Translation will also contribute to this effort.

The Ministry of Finance issued the Accounting Standards for Business Enterprises
( hereafter referred to as “ China Accounting Standards” or “CAS”) in 2006. CAS
incorporates all of the principles of IFRS and there has been a continued focus on
convergence over the last few years. Additionally, IFRS is becoming increasingly
important for many companies in China, including domestic companies seeking to
raise capital overseas, as well as for foreign companies that have operations in Chi-
na. With the continued convergence of CAS and IFRS, the release of our IFRS
Manual of Accounting with Chinese Translation brings to China the extensive col-
lective experience of the PwC’s global network of firms in applying IFRS.

We hope this Manual will play a part in promoting consistent, comparable, rele-
vant and reliable IFRS financial information and will serve as a reference tool for
accounting students, academics, practitioners and users of financial statements in
better understanding and implementing IFRS. More importantly, we hope the ad-
vice given in this text will assist those dealing with the many issues faced in prepar-
ing IFRS financial statements and provide helpful insight to users of such state-
ments,

Raymund Chao

Asia Pacific Assurance Leader
PwC

(© 2010 PricewaterhouseCoopers LLP. All rights reserved.
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How to use this publication

Given the increasing importance of IFRS in China and the continued convergence
of CAS and IFRS, the accounting technical team of PwC China and Hong Kong
have undertaken a significant project to translate the IFRS Manual of Accounting
into Chinese.

The Manual is a practical guide in applying IFRS and the views are based on the
extensive experience of the PwC’s global network of firms. However, IFRS is not
static and is continuously developing. The views on its interpretation and applica-
tion will adapt and evolve. The views expressed in this Manual are a guide to ap-
plying IFRS rather than a set of definitive interpretations. The application of IFRS
requires significant judgement and specific facts and circumstances should be care-

fully considered.

IFRS Manual of Accounting with Chinese Translation will be released in different
volumes. Depending on the topic, each release may be a chapter or a combination
of a number of chapters from the Manual.

Because of the interdependencies between individual IFRS, there are many cross
references between different chapters of the Manual. Although the IFRS Manual of
Accounting with Chinese Translation will be released in different volumes, the
cross references have been maintained. Users are encouraged to refer to those cross
references in other translated chapters or to the English version of the Manual if it

helps in their understanding.

This book is the third volume of IFRS Manual of Accounting Series with Chinese
Translation. The content covers Chapter 13 ~ Taxation of the English version and
its translation. While every effort has been made to ensure an accurate translation,
reference should be made to the English version in the event there are any differ-
ences between the Chinese and English versions.

(© 2010 PricewaterhouseCoopers LLP. All rights reserved.
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The English version of our IFRS Manual of Accounting Series includes 2 books:
IFRS Manual of Accounting and IFRS Manual of Accounting — Financial Instru-

ments with the following chapters.
IFRS Manual of Accounting

Accounting rules and principles

01 - Introduction

02 - Accounting principles and applicability of IFRS

03 - First-time adoption of IFRS

04 - Presentation of financial statements

05 - Accounting policies, accounting estimates and errors
06 - Hyper-inflation

07 - Foreign currencies

08 - Insurance contracts

Income statement and related notes
09 - Revenue and construction contracts

10 - Segment reporting
11 - Employee benefits
12 - Share-based payment

14 - Eamnings per share

Balance sheet and related notes

15 - Intangible assets

16 - Property, plant and equipment

17 - Investment property

18 - Impairment of assets

19 - Lease accounting

20 - Inventories

21 - Provisions and contingencies

22 - Events after the reporting period and financial commitments
23 - Share capital and reserves

(© 2010 PricewaterhouseCoopers LLP. All rights reserved.
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Consolidated financial statements

24 -~ Consolidated and separate financial statements
25 -~ Business combinations

26 - Disposal of subsidiaries, businesses and non-current assets
27 -~ Associates

28 - Joint ventures

Other subjects

29 - Related party disclosures—IAS 24

30 - Statement of cash flows

31 - Interim reporting

32 - Agriculture

33 - Service concession arrangements

IFRS Manual of Accounting—Financial Instruments

01
02
03

04
05
06
07
08
09
10
11
12

Overview
Introduction
Objectives and scope of IAS 32, IAS 39 and IFRS 7

Nature and characteristics of financial instruments
Embedded derivatives in host contracts
Classification of financial instruments

Financial liabilities and equity

Recognition and derecognition

Measurement of financial assets and liabilities
Hedge accounting

Presentation and disclosure

IFRS 9, “Financial instruments”

(© 2010 PricewaterhouseCoopers LLP. All rights reserved.
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Chapter 13  Taxation

Chapter 13 Taxation

Content

Abbreviations and terms used
Introduction
IAS 12 —Income taxes
Objective
Scope
Accounting for current tax
Introduction
Recognition of current tax liabilities and current tax assets
Recognition of current tax
Items recognised in profit or loss
Items recognised outside profit or loss
Withholding and underlying taxes
Outgoing dividends and other interest payable
Incoming dividends and other interest receivable
Underlying tax
Income and expenses subject to non-standard rates of tax
Measurement of current tax liabilities and assets
Enacted and substantively enacted tax rates and laws
Discounting of current tax assets and liabilities
Uncertain tax positions
Interest and penalties on uncertain tax positions
Other expenses associated with taxation
Professional fees linked to tax expense
Accounting for deferred tax
Introduction
General principles
Temporary differences
Taxable temporary differences

(© 2010 PricewaterhouseCoopers LLP. All rights reserved.
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Chapter 13 Taxation

Deductible temporary differences 13057
Summary of temporary differences 13061
Tax bases 13063
General 13063
Tax base of an asset 13065
Tax base of a liability 13083
Tax base of revenue received in advance 13089
Tax bases with no recognised carrying amounts 13093
Tax bases not immediately apparent 13093
Recognition of deferred tax liabilities 13095
Recognition of deferred tax assets 13097
Sources of future taxable profit available to offset deductible
temporary differences 13103
Future reversals of existing taxable temporary differences 13103
Future taxable profits 13109
Tax planning opportunities 13117
Unused tax losses and unused tax credits 13127
Trading losses 13127
Capital losses 13135
Effect of a going concern uncertainty 13135
Re-assessment of recoverability 13137
Assessment of the recoverability in a group situation 13139
Exceptions to the recognition rules 13141
Taxable temporary difference on goodwill arising
in a business combination 13141
Initial recognition of an asset or liability 13147
Subsequent changes in an unrecognised deferred
tax liability or asset 13161
Measurement issues 13169
Introduction 13169
Change in tax rates 13171
Average rates 13173

Expected manner of recovery or settlement of an asset or a liability 13177
Dual manner of recovery 13181
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