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Taxation
[bookmark: _Hlk16612024]Question
Ivy plc.
Instructions
In the context of deferred tax, explain what permanent and timing differences are.  
[bookmark: _GoBack]Give examples of both.
Answer
Permanent differences are differences which will not reverse in future periods, and so have no tax effects in those later periods.  Permanent differences therefore represent: 
income and expenses in the accounts which are not taxed, or
income and expenses in the tax return which are not in the accounts.

Examples of permanent differences are:
· non-allowable accounting expenses such as fines and business entertainment expenses 
· non-taxable accounting income such as intra-group dividends received and interest on tax repayments
· income in the tax return such as transfer pricing credits which are not in the accounts
· tax return expenses such as research and development tax credits, which are not in the accounts.

Timing differences are differences which arise from including income and expenses in tax returns in periods which are different to the periods in which they are recognised in the accounts. 
Examples of timing differences include:
capital allowances – capital allowances relieved in the tax return for tangible fixed assets differ from the depreciation on those assets in the accounts.  You looked at depreciation in chapter 6
tax losses carried forward – current period tax losses which are not relievable in the period but are carried forward to use in future periods
investment property revaluations – gains or losses on the revaluation of investment properties are recognised in accounting profit in the period when the revaluation occurs, but they're only taxed when the properties are sold.
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