
 

March 2022 SPECIAL EDITION 
 
This special edition newsletter covers the impact of the financial reporting implications of the 
change in the corporate income tax rate and other changes to the tax legislation 
 
IFRS impact of change in corporate income tax rate  
1. Background 

1.1. Budget speech – February 2021 

On 24 February 2021, the Minister of Finance announced the decrease in the corporate income 
tax rate from 28% to 27%. The announcement was as follows: 

‘In this Budget we make the following tax policy proposals. The corporate income tax rate will be 
lowered to 27% for companies with years of assessment commencing on or after 1 April 2022. 
This will be done alongside a broadening of the corporate income tax base by limiting interest 
deductions and assessed losses.  

We will give consideration to further rate decreases to make our tax system more attractive. We 
will do this in a revenue-neutral manner. We also intend to leverage the insights of the Davis Tax 
Committee as we undertake this reform.’ 

SAICA issued educational material in March 2021 stating that the change in the tax rate was 
interpreted as being inextricably linked to other changes in tax law that were not known at the time 
of the budget speech. 

At the time, a significant degree of uncertainty existed due to the inextricably linked other changes 
announced in the 2021 Budget Statement. Consequently, the decision was that, for financial 
reporting purposes, the change in tax rate was not substantively enacted at that date. 

1.2. Budget speech – February 2022 

The Minister of Finance announced the change in the corporate tax rate from 28% to 27% in the 
budget speech on 23 February 2022 for companies with years of assessment ending on or after 
31 March 2023. Based on the announcement made by the Minister of Finance, the change in tax 
rates was done alongside a broadening of the corporate income tax base by limiting interest 
deductions and assessed losses. The proposed changes in the limitation of interest deductions 
and the use of assessed losses were promulgated in the Government Gazette on 19 January 
2022. 

https://www.saica.org.za/resources/52654


The promulgation of amendments are as follows: 

— Section 20 of the Income Tax Act No 58 of 1962 (the Income Tax Act) introduced a limitation 
on the ability of a company to utilise assessed tax losses. A maximum of R1 million or 80% of 
taxable income (whichever is greater) is permitted to be set-off against taxable income. 

— Section 23M which limits the deduction of interest payable to certain parties who are not 
subject to tax, was significantly widened.  

These changes are key to ensuring that the reduction in rate is fiscally neutral. 

The Explanatory Memorandum on the Taxation Laws Amendment Bill, 2021, issued by National 
Treasury providing more guidance and examples of the amendments made to section 20 and 
23M. The changes are complex and we recommend you engage with KPMG experts should you 
be impacted. 

The effective date of the changes promulgated indicate that they will come into operation on the 
date on which the rate of tax in respect of taxable income of a company is first reduced after 
announcement by the Minister of Finance in the Annual National Budget and will apply in respect 
of years of assessment commencing on or after that date. 

2. Financial reporting impact of change in corporate income tax rate  

The guidance provided by IAS 12 Income Taxes is relevant when assessing whether both current 
and deferred tax assets and liabilities are to be measured using the tax rates and tax laws that 
have been enacted or substantively enacted by the end of the reporting period. 

‘Current tax liabilities (assets) for the current and prior periods shall be measured at the amount 
expected to be paid to (recovered from) the taxation authorities, using the tax rates (and tax laws) 
that have been enacted or substantively enacted by the end of the reporting period.’ [IAS 12.46] 

‘Deferred tax assets and liabilities shall be measured at the tax rates that are expected to apply to 
the period when the asset is realised or the liability is settled, based on tax rates (and tax laws) 
that have been enacted or substantively enacted by the end of the reporting period.’ [IAS 12.47] 

Paragraph 7 of Financial Reporting Pronouncement 1 (FRP 1) states that, ‘when changes in the 
tax rates are inextricably linked to other changes in the tax laws, they should be regarded as 
being substantively enacted when they have been approved by Parliament and signed by the 
President.’ 

The conclusion is therefore, that changes in tax rates should be regarded as substantively 
enacted from the time that they are announced in terms of the Minister of Finance’s Budget 
Statement on 23 February 2022, as the change in the tax rate is inextricably linked to other 
changes in the tax laws that were promulgated before the date of the tax rate change 
announcement. 

2.1. Impact on financial reporting periods ended on or before 23 February 2022 (e.g. 31 
December 2021) 

Companies with financial reporting periods ended on or before 23 February 2022 who will issue 
financial statements after 23 February 2022 will recognise current income tax and deferred tax 
using a corporate income tax rate of 28%. 

2.1.1. Subsequent events 
 
The guidance provided by IAS 10 Events after the Reporting Period is relevant when assessing 
whether additional disclosures or adjustments may be required in financial statements. 

http://www.treasury.gov.za/comm_media/press/2022/2021TaxActs/Default.aspx
https://www.gov.za/documents/companies-act-financial-reporting-pronouncement-1-16-mar-2018-0000


 
‘Events after the reporting period are those events, favourable and unfavourable, that occur 
between the end of the reporting period and the date when the financial statements are authorised 
for issue. 

Two types of events can be identified: 

— those that provide evidence of conditions that existed at the end of the reporting period 
(adjusting events after the reporting period); and 

— those that are indicative of conditions that arose after the reporting period (non-adjusting 
events after the reporting period).’ [IAS 10.3] 

The change in the tax rate and other changes in the tax legislation are substantively enacted from 
23 February 2022. This provides evidence of conditions that arose after the reporting date and is 
a non-adjusting event. 

‘If non-adjusting events after the reporting period are material, non-disclosure could reasonably be 
expected to influence decisions that the primary users of general purpose financial statements 
make on the basis of those financial statements, which provide financial information about a 
specific reporting entity. Accordingly, an entity shall disclose the following for each material 
category of non-adjusting event after the reporting period:    

a) nature of the event; and 
b) an estimate of its financial effect, or a statement that such an estimate cannot be made.’ 

[IAS10.21] 

In this case, companies should disclose the non-adjusting event (if material), that the corporate 
income tax rate will decrease (and where applicable, the other linked changes in the tax laws on 
assessed losses and limitation of interest deductions) for the years of assessment ending on or 
after 31 March 2023. 

 

 

 

 

 

 

 

 

 

 

 

Illustrative subsequent events disclosure for entities with 31 December 2021 
year ends: 

On 23 February 2022, the South African Minister of Finance announced a change in 
the corporate tax rate from 28% to 27% for the years of assessment ending on or 
after 31 March 2023.  

Linked to the corporate tax rate change certain measures were put in place by the 
Minister to broaden the tax base to ensure the rate change is fiscally neutral. The 
measures that were promulgated on 19 January 2022 relate to limiting the assessed 
losses that are set off against taxable income to the higher of R1 million or 80% of 
the taxable income  and further limiting of interest deductions in respect of debts 
owed to persons not subject to tax.  

The changes in corporate tax rate, limiting assessed losses and interest deductions 
arose after 31 December 2021 and are considered non-adjusting post balance sheet 
events. 

The rate change (and limiting assessed losses and interest deductions) will affect the 
deferred tax for the year ending 31 December 2022 (and thereafter) and the income 
tax for the year ending 31 December 2023 (and thereafter). The impact of the 1% 
decrease in the corporate tax rate (and limiting assessed losses and interest 
deductions) will be a reduction of RXX million in the deferred tax liability balance 
recognised as at 31 December 2021. [Or if an estimate cannot be made - The impact 
of the 1% decrease in the corporate tax rate (and limiting assessed losses and 
interest deductions) is expected to have an increased/decreased impact on the 
deferred tax liability balance recognised as at 31 December 2021. The company is in 
the process of estimating the financial effect].  

 
This illustration should be amended to reflect the specific company’s facts and 
circumstances. 



2.2. Impact on financial reporting periods ended after 23 February 2022 but before 31 
March 2023 

In terms of IAS 12.81, companies will need to disclose the following as a result of the change in 
the corporate income tax rate: 

— ‘the amount of deferred tax expense (income) relating to changes in the tax rates or the 
imposition of new taxes; 

— a numerical reconciliation between the average effective tax rate and the applicable tax rate, 
disclosing also the basis on which the applicable tax rate is computed; 

— an explanation of changes in the applicable tax rate(s) compared to the previous accounting 
period.’ 

In particular, we expect that the impact will be reflected in the tax rate reconciliation. 

Companies with financial reporting periods ended after 23 February 2022 but before 31 March 
2023 will recognise current income tax using a corporate income tax rate of 28%. 

‘Deferred tax assets and liabilities shall be measured at the tax rates that are expected to apply to 
the period when the asset is realised or the liability is settled, based on tax rates (and tax laws) 
that have been enacted or substantively enacted by the end of the reporting period.’ [IAS 12.47]. 

The deferred tax liability/asset will be calculated as illustrated in the table below: 

 

2.3. Impact on financial reporting periods ended on or after 31 March 2023 

Companies with financial reporting periods ended on or after 31 March 2023 will recognise 
current income tax and deferred tax using a corporate income tax rate of 27% (and the 
other linked changes in terms of assessed losses and limitation of interest deductions).  



Sources (linked to relevant websites where it can be accessed): 
 
— Companies Act: Financial reporting pronouncement 1: Substantively enacted tax rates and tax 

laws 
— SAICA educational material - Application of IAS 12 – Income Taxes – Substantively Enacted 

Tax Rates (Also applicable to IFRS for SMEs) Issued March 2021 
— National Treasury: Explanatory Memorandum on the Taxation Laws Amendment Bill, 2021 
 
 
  
More IFRS news and publications are available from the following sources: 
 

 Follow 'KPMG South Africa’ on LinkedIn 
 

'KPMG Global IFRS Institute’ – click here   
 

kpmg.com/socialmedia   kpmg.com/app 
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