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Question One
Equity 
Equity refers to the capital contributed by entities or company’s owners, or the difference between a company's total assets and its overall liabilities. Servcorp Limited Company deals with real estate’s investments. 
Contributed Equity 
This is the amount of share capital that is attributable to the shareholders of a company. The issued capital of a company is a correspondence to the subscribed equity share. Servcorp Company’s issued capital for the year ending 2016 and 2017 remained constant (Servcorp.com.au, 2018). The company didn’t issue additional equity shares to the public investors during the period.  A change in the issued capital means that a firm sold new shares to the existing shareholders through a rights issue. Therefore, a constant figure in the issued capital for Servcorp indicates the company did not raise additional capital from the shareholders. 
Reserves 
Reserves refer to the amount of profit that a company sets aside with an objective of strengthening its financial position. The amount is recorded as a liability. The reserves for Servcorp increased from year 2016 ($1,422,000) to year ending 2017 ($12,354) (Servcorp.com.au, 2018). Thus, the company improved its financial position. The liquidity of a company is crucial in various ways. For instance, the company can increase the reserves to cushion itself from harsh economic conditions. Further, a company’s reserves improve a company’s financial image and thus, improve the chances of attracting new investors (Britton and Waterston, 2013). Reserves also enable a company to obtain a huge amount of debts from financial institutions due to its ability to pay. 
Retained Earnings
Retained earnings refer to the amount of the profit that a company allocates for saving. This is the amount of money that is left after a company’s net income is distributed to the shareholders as dividends (Britton and Waterston, 2013). The company’s management has the right to decide whether to pay dividends to the shareholders or not and the amount of income to retain as retained earnings. The retained earnings of Servcorp limited company increased from $108.32 million to $125.4 million for the financial year 2016/2017 (Servcorp.com.au, 2018). Retained earnings are utilized in the capital investments or paying debts. The increase in the retained earnings is thus, attributable to the desire to invest or settle debts. 
Question Two
The financial statement of Servcorp Company the income tax expense for the period ended 2017 is $7.482 million thus lower than the previous year which was $9.118 million (Servcorp.com.au, 2018). This is the tax obligation that corresponds to the 2016/2017 fiscal year. The tax expense is charged on the income generated by the company. The Australian law requires limited companies to pay income tax at a rate of 30% (Servcorp.com.au, 2018). 
Question Three
The tax expense indicated in the company’s income statement does not correspond to 30% of the net profit. The Australian taxation rate policy for business corporations is 30% revised last on the year 2015. The difference is due to some factors such as deductible local taxes, different tax rates in different tax jurisdiction, tax losses, overprovision of tax in previous years and unused tax losses and tax offsets. 
Deductible local taxes reduce the tax obligation of a company. Some income sources are subject to deductions while others are not. Thus, deductibles can be cited as the cause of the difference between the reported tax expense and 30% tax charge on the profit generated by the company. 
Tax laws vary from one jurisdiction to another. Thus, the rates also vary bringing the difference in the reported tax. 
Companies are entitled to pay tax every financial year. The amount is paid an estimate of fixed tax rate percentages, thus recorded on the income statement as a provision (Britton and Waterston, 2013). Therefore the actual tax paid can be less than the approximated value which results in over or under provisions. Overprovision is recognized after the exact tax is paid thus over provisions of the previous financial year are amended on the current period of the income financial report. Hence, the past over provision decreases the amount of income tax to be paid on the current financial year. The company also had an overprovision of tax from the last fiscal period. The overpayment reduces the tax obligation. An overpayment of tax indicates that the company is owed by the tax authorities and thus, the current tax is offset by the overpayment by the same amount. 
Tax losses recovered from the previous financial years resulted to a decrease on the income tax expense, this attributes that the previous income tax was overstated hence in the current fiscal year these losses have to be deducted, thus reducing the income tax expense as per the government tax rates.
Question Four
Deferred tax asset is indicated on the balance sheet as an asset. This is the tax paid by the company in advance or a tax that is overpaid (Britton and Waterston, 2013). Thus, it is an asset to the company regarding overpayment or advance payment. The overpayment or advances are usually recorded i the balance sheet since they are not captured in the income statement. Deferred tax assets are brought by the differences between tax and accounting rules. It also arises due to carry over of losses. When a firm makes a loss in a given fiscal year, the losses are carried forward for the consecutive year as an asset. Thus, the company’s losses become an asset during taxation in the following year. Deferred tax asset reduces the tax liability of business in the next payments. 
Deferred tax liability is the amount of tax that the company owes the tax authority (Britton and Waterston, 2013). It is indicated as a liability since it is not captured in the income statement. It represents the underpayment of tax or tax arrears that a business owes the authority.  This liability increases a business tax obligation. Thus, during the tax payment, the tax obligation on a given year is paid plus the deferred tax liability. Just like the deferred tax asset, the deferred tax liability arises from the differences between the accounting laws and rules.  Further, the deferred tax liability can arise due to underpayment of tax obligation either knowingly or by-laws confusion. Thus, the company is obliged to future payment of the deferred liability, and thus, it is indicated in the statement of financial position as a liability. 
Question 5
Current Tax Assets 
A current tax asset is the amount that a company is owed by the tax authority (Britton and Waterston, 2013). In other words, it is a claim that a company can make to the tax authorities due to overpayment of taxes from the previous fiscal period. On the other hand, the income tax payable is the amount of tax that a company is required to submit to the tax authorities. It is determined by multiplying the net income generated by the company with the rate specified by the tax authority. For instance, the Australian tax law on income tax for local limited companies is 30% (Servcorp.com.au, 2018). 
The financial report for the year 2017 indicates a tax refund receivable that amounts to $625,000 (Servcorp.com.au, 2018). This is an asset to the company and has claimed over it. However, the amount can be carried forward to the next fiscal year to offset the current tax for the period. The tax is also attributable to the yearly transfer from the previous year. 
The company also has income tax payable for the parent entity and the subsidiary entities. The parent company has -$1,313,000 in current tax payable. However, the subsidiaries have $4,971,000 as current tax payable. This indicates that the parent company had overpaid the current tax in the previous year. The current tax for the two entities offset each other to amount to $3,658,000 as tax payable. 
A company is obligated to submit various classes of tax to the tax authority. For instance, a company is obliged to pay Value Added Tax charged on goods and services, and income tax charged on the profit generated by the company. During the preparation of financial reports, a firm determines whether it has overpaid or underpaid the tax obligation. A tax asset becomes the overpaid tax while a tax liability becomes an underpayment. 
Question 6
The interest expense indicated in the comprehensive income statement is $7,482,000 while the cash flow statement shows the tax amount paid amounts to $11,636,000. This indicates that the company paid more than what is reported in the income statement. The difference is attributable to either the current tax asset or obligation. The tax expense indicated in the income statement relates to the tax obligation of the fiscal year 2016/2017. This is the amount that the company incurred as tax during that fiscal period. However, the tax indicated in the cash flow statement shows the actual amount paid by the company as a tax liability. As discussed in the previous question, the company had a tax obligation of $3,658,000 (Servcorp.com.au, 2018). Thus, during the tax remittance, the company paid the tax expenses incurred for the year under study (2016/2017) plus the amount that the company owed the tax authority as a payable tax. 
The cash flow statement represents the actual flow of cash (Britton and Waterston, 2013). However, the income statement is prepared by the principles of accrual accounting. Therefore, the figures indicated in the income statement does not necessarily involve the flow of cash. For instance, depreciation expense does not include the movement of cash. However, it is recorded in the income statement and consequently reduces the reported profit.  
The accrual approach records transaction when they happen as though they have already been settled in cash. For instance, revenue generated by a company usually comprises the debt sales and the cash sales. Thus, when preparing the income statement, revenue is recorded consisting of both the credit sales and the cash sales. The actual movement of cash is not captured in the income statement but rather from the cash flow statement. 
Question 7
What I found confusing is the treatment of tax in a different jurisdiction. For instance, income tax applies to both local and non-local companies. Thus, the Servcorp subsidiaries are taxed in the foreign countries, and the tax expense affects the profitability of the parent company. The branches usually develop their financial reports. Thus, depending on the income tax law jurisdiction, they are charged based on the profit they generate in the foreign markets. Therefore, when preparing the consolidated income statement, the tax incurred by the parent company is supposed to be reflected statements regardless of the tax treatment in the foreign subsidiaries. In other words, the tax loss or gain from the subsidiaries affects the profitability of the parent company which is, in turn, obligated to pay income tax all sources of income. 
Another factor that is confusing is the existence of differed tax asset and liabilities due to differences between the tax laws and the accounting laws. In such a situation which law supersedes the other? A company can hold an underpayment of tax on accounting law resulting to the confusion of which laws to apply when dealing with income tax. 
I have also gained new insights on the ability of a company to carry forward tax obligation to the consequent fiscal years. For instance, Servcorp incurred tax expense amounting to $$7,482,000 but paid more. This indicates that the firm did not fully pay the tax obligation for the fiscal year 2015/2016. 
Another thing that I have learned is the differences on the tax rates in different jurisdictions. The differences in the tax rates can be a basis of saving the overall tax obligation. For instance, when an income tax rate in a foreign country is lower than that of Australia, a company can shift most of the operations in the country with the lower tax rate. For instance, a manufacturing company can offset its local tax obligation by focusing on more sales revenue from the state with the lesser tax rate. 








References
Britton, A. and Waterston, C. (2013). Financial accounting. Harlow: Financial Times	Prentice Hall.
Servcorp.com.au. (2018). 2016/2017 Annual Report [online] Available at:	http://www.servcorp.com.au/media/16125/servcorp_2017-annual-report-web.pdf	[Accessed 3 Jan. 2018].

