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Guidance document: Northern Territory tax equivalent regime and dividend policy
[bookmark: _GoBack]APPENDIX B
How to calculate income tax equivalent under the accounting profit model
Example: An agency records an accounting profit before tax of $200 000 in the 20XX financial year.
Scenario 1: There are no approved allowable exemptions in calculating the income tax equivalent
	
	Amount

	Profit before tax
	$200 000

	less Tax equivalent (using 30% income tax rate)
	$60 000

	Profit after tax
	$140 000



Scenario 2: There is an unrealised gain of $50 000 associated with changes in the far value of a financial instrument included in the after tax accounting profit.
	
	Amount

	Profit before tax
	$200 000

	less Unrealised gain on financial instrument measured at fair value
	$50 000

	Profit before tax under accounting profit model
	$150 000

	less Tax equivalent (using 30% income tax rate)
	$45 000

	Profit after tax
	$105 000
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Applying prior year losses
An example illustrating how prior year losses can be applied when calculating the income tax equivalent. 

	
	Year 1
	Year 2
	Year 3
	Year 4

	Profit or loss before tax
	$200 000
	$300 000
	- $100 000
	$200 000

	less Prior year loss
	$0
	$0
	$0
	-$100 000

	Adjusted profit before tax
	$200 000
	$300 000
	- $100 000
	$100 000

	less Tax equivalent (assumes 30%)
	$60 000
	$90 000
	$0
	$30 000

	Profit or loss after tax
	$140 000
	$210 000
	- $100 000
	$170 000
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Accounting entries for calculated income tax equivalents
The following journal entries show the recognition and subsequent payment of the income tax equivalent for Scenario 1 above.
1. Journal to recognise the liability as at 30 June 20XX:
	DR
	Income tax expense (399000)
	$60 000
	

	CR
	Provision for income tax (916400)
	
	$60 000



2. Journal to record payment on 31 December 20XX:
	DR
	Provision for income tax (916400)
	$60 000
	

	CR
	Cash at bank (811100)
	
	$60 000
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