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Introduction
The information value of tax rate reconciliations is argued based on the ability of such disclosures 
to provide stakeholders with valuable information regarding the relationship between corporate 
profits and tax expenditures. Tax rate reconciliations can offer insights into companies’ recurring 
(or normal) tax rates, the transitory component of the income tax expense, earnings management 
and the tax rates on different income sources (Nissim 2023). Furthermore, it could assist researchers 
in understanding the sources of variation in effective tax rates that are applied as a proxy for tax 
avoidance (Drake, Hamilton & Lusch 2020). 

As effective tax rates are summary measures of a company’s transactions, it is important to 
understand the sources of variation in effective tax rates (Drake et al. 2020). Based on tax disclosure 
data, including tax rate reconciliations, studies in the United States of America (hereafter the 
USA) have shown that companies’ loss histories and accounting rules, most notably valuation 
allowances, influence inferences from declining effective tax rates as tax avoidance proxy (Drake 
et al. 2020). Declining cash effective tax rates in multinationals may also be associated with 
declining foreign tax rates (Dyreng et al. 2017). Since 2009, a decline and fluctuation in the effective 
tax rates of Johannesburg Stock Exchange (JSE)-listed companies in South Africa have been 
documented (Greeff 2019; Van der Spuy 2022); however, these prior studies in a South African 
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context do not offer explanations for the fluctuations in 
effective tax rates based on tax rate reconciliations. The 
present study is closely related to the recent study of Schutte 
and Van der Zwan (2024), which is submitted as the first 
study to investigate the trend in book-tax differences in South 
Africa. In their study, tax return data from the South African 
Revenue Service Normal Tax (SARS-NT) panel, as part of the 
United Nations University (UNU) Wider initiative, for the 
period 2013 to 2018, was utilised and the authors concluded 
that the lack of detail on tax return data was a significant 
limiting factor in their ability to describe book-tax differences 
in more detail (Schutte & Van der Zwan 2024). 
Recommendations for future research included describing 
the trend in book-tax differences over a target period that 
also includes the coronavirus disease 2019 (COVID-19) 
pandemic as well as an analysis relating to industries as the 
SARS-NT panel does not contain sufficient industry data 
(Schutte & Van der Zwan 2024). The present study expands 
on the findings of Schutte and Van der Zwan (2024) in four 
specific respects: Firstly, exploiting hand-collected data 
based on tax rate reconciliation disclosures to describe the 
trend in reconciling items in more detail. Secondly, 
documenting the trend in reconciling items to include the 
COVID-19 pandemic. Thirdly, including specific 
investigations of industry classification as an explanation of 
fluctuations in effective tax rates. Fourthly, investigating fair 
value adjustments and disclosure format as explaining 
fluctuations in effective tax rates not included in their study.

In terms of IFRS 9 Financial Instruments, fair value adjustments 
become effective for periods beginning on or after 01 January 
2018 with early adoption permitted (PwC 2017). While IFRS 
9 applies to financial instruments of all types of companies, 
the implication thereof is regarded as particularly important 
for the financial sector, especially banks (Ben Ltaief & Moalla 
2023). The possible consequences of IFRS 9 include increased 
income statement volatility, as the risk will increase and an 
increased number of assets will need to be measured at fair 
value, with changes in fair value recognised in profit and loss 
as they arise (PwC 2017). Management’s discretion in 
estimating the amount and timing of expected credit loss, 
based on the forward-looking information under IFRS 9, has 
been found to lead to greater earnings management (Gomaa 
et al. 2019). The introduction of IFRS 9 and its impact on 
fluctuations in effective tax rates have not yet been explored 
in the context of South African-listed companies.

Disclosure format refers to the format selected by companies 
for presenting tax rate reconciliations, as companies are 
required to disclose an explanation of the relationship between 
the tax expense and accounting profit using two alternatives 
(IASB 2017a, IAS 12 para. 81(c)). The first alternative is a 
numerical reconciliation between the tax expense and the 
product of accounting profit multiplied by the applicable tax 
rate(s), along with disclosing the basis on which the applicable 
tax rate(s) is (are) computed. The second alternative is a 
numerical reconciliation between the average effective tax rate 
and the applicable tax rate, as well as disclosing the basis on 

which the applicable tax rate is computed. In the USA, it 
has  been found that from a reputational cost perspective, 
companies with low effective tax rates often avoid explicit 
mentions of their effective tax rates in an attempt to minimise 
reputational costs related to unfavourable perceptions of their 
tax-related activities (Chychyla, Falsetta & Ramnath 2022). 
Such companies are therefore more likely to use the numerical 
format rather than the percentage format and are less likely to 
mention their tax rates elsewhere in their disclosures (Chychyla 
et al. 2022). The only previous study on tax disclosures by 
listed companies in South Africa, conducted in 2006, revealed 
that the majority (88.7%) of the companies investigated applied 
the percentage format, while the remaining (11.3%) companies 
applied the numerical format (Meyer, Stiglingh & Venter 
2006). Since 2006, significant tax reform has occurred in South 
Africa, including changes in the dividends tax regime and 
increases in applicable rates, which might have influenced 
companies to elect another disclosure format. Since 2006, no 
subsequent study to our knowledge in a South African context 
has explored the relationship between effective tax rates and 
the basis of the presentation of tax expense information 
(electing either the numerical format or the percentage format), 
which is an intended contribution of this study.

The present study aimed to explore tax rate reconciliation 
disclosures based on hand-collected data, to document the 
trends observed and to identify possible sources of 
fluctuations in effective tax rates based on such disclosures. 
The objectives of the study were:

•	 to describe the trend in tax rate reconciling items from 
2015 to 2022 in order to identify possible sources of 
fluctuations in effective tax rates;

•	 to analyse variances in effective tax rates based on fair 
value adjustments and

•	 to analyse variances in effective tax rates based on 
disclosure format.

Prior literature and theoretical 
framework
Tax is regarded as an important element of sustainability 
reporting, resulting in increased demand from stakeholders 
for enhanced disclosures (Hoopes, Robinson & Slemrod 
2023). Investors rely on tax rate reconciliations and other 
disclosures to evaluate income tax risks and opportunities 
(Financial Accounting Standards Board [FASB] 2023). Tax-
related disclosure items can also be beneficial in the prediction 
of 1-year-ahead effective tax rates and offer those tasked with 
setting standards on the relevance of certain tax disclosures 
in achieving the objective of predicting future effective tax 
rates, financial earnings and tax forecasts (Guenther et al. 
2023; Haas 2013). Notwithstanding the noted limitations of 
tax rate reconciliation disclosures, including unreported 
reconciling items and less transparent disclosure, recent 
research still demonstrates its usefulness (Nissim 2023).

In the present study, tax rate reconciliations refer to the 
disclosures required by IAS 12: Income Taxes wherein a 
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company provides an explanation of the relationship 
between the tax expense and accounting profit using two 
alternatives (IASB 2017a, IAS 12 para. 81(c)). Tax 
disclosures in South Africa, however, are not solely guided 
by IAS 12 but are also informed by other regulatory aspects 
of listed companies. The JSE Listings Requirements, 
amended with effect from 19 June 2017, mandate the 
implementation of King IV, the King Code on Corporate 
Governance for South Africa (Institute of Directors 
Southern Africa [IODSA] 2016). King IV is effective in 
respect of financial years commencing on or after 01 April 
2017 resulting in further disclosures (JSE 2018). Responsible 
and transparent tax policy is emphasised as a corporate 
citizenship consideration in King IV (PwC 2016). King IV 
requires companies to demonstrate responsible citizenship 
through a governing tax policy, approved by the board of 
directors, that is compliant with applicable laws, takes 
account of reputational repercussions and enunciates 
aggressive tax strategies (IODSA 2016). A fundamental 
concept in King IV is that the governing body should be 
responsible for a tax policy aligned with responsible 
corporate citizenship and mindful of reputational 
repercussions. In addition, tax-related disclosures were 
further refined by IFRIC 23 Uncertainty over Income Tax 
Treatments issued in June 2017 and effective for periods 
beginning on or after 01 January 2019. IFRIC 23 is applied 
to the determination of taxable profit (tax losses), tax 
bases, unused tax losses, unused tax credits and tax rates 
when there is uncertainty over income tax treatments 
(IASB 2017b, IFRIC 23) and requires an entity to reflect the 
effect based on the probability that the applicable tax 
authorities will accept an uncertain tax treatment or not 
(IASB 2017b, IFRIC 23 para. 11). Despite IAS 12 remaining 
unchanged, the regulatory environment in South Africa 
may have affected disclosures since 2017/2018. It is 
expected that a trend towards more detailed disclosures 
may be noted starting from 2017/2018 because of the 
introduction of King IV and IFRIC 23. 

The tax rate reconciling items disclosed by companies can 
be distinguished based on the different effects and the 
level of discretion of disclosure (Nissim 2023): transitory 
or volatile (such as goodwill impairments and changes in 
valuation allowances); stable over time (such as state and 
local taxes); related to operations (such as fixed non-
deductible expenditure and research and development tax 
credit) and related to financing or investing activities (such 
as interest on state-issued bonds). The aggregate effect of 
tax planning activities, based on different categories of 
reconciling items as individual components, may also vary 
with respect to valuation effects (Wahab & Holland 2012). 
Segregating book-tax differences into different components 
provides indications of preferences for tax planning 
strategies relating to permanent differences, temporary 
differences and statutory tax rate differences (Wahab & 
Holland 2012). Accordingly, previous studies (Mgammal 
2020; Wahab & Holland 2012) have classified 31 reconciling 
items into five broad categories:

•	 Permanent differences – 10 items: (1) Associates and 
joint ventures, (2) Expenses that have no tax effect (non-
deductible), (3) Permanent differences specified, (4) Sale 
of property, (5) Income tax suffered, (6) Rate change 
adjustment, (7) Tax on capital items, (8) Withholding tax 
or secondary taxation, (9) Share-based payments as well 
as share options and (10) Tax benefit from goodwill 
deduction (Mgammal 2020).

•	 Temporary differences – 12 items: (11) Impairment of 
long leasehold property, (12) Recognition of a deferred 
tax asset not previously recognised, (13) Provided 
deferred tax including the movement in unprovided 
deferred tax asset or liability, (14) Exchange differences, 
(15) Timing differences, (16) Present year deferred tax, 
(17) Adjustments in respect of equity accounted 
investments, (18) Deferred tax on retirement benefit 
obligations, (19) Pensions and post-retirement benefits, 
(20) Previous period adjustments, (21) Deferred tax on 
unremitted earnings of overseas subsidiaries and (22) 
Deferred tax asset or deferred tax liability not recognised 
(Mgammal 2020).

•	 Foreign tax rate differentials – one item: (23) Subsidiaries 
operating in other jurisdictions (Mgammal 2020).

•	 Tax losses – three items: (24) Unutilised Tax Losses 
Offsetting (hereafter TLOS) including the tax effect of 
utilisation of formerly unrecognised tax losses, (25) 
Recognition of TLOS as well as the tax effect of utilisation 
of tax losses and (26) Tax effect of unrecognised or 
unutilised losses.

•	 Unclassified – five items: (27) Incentives, credits or relief, 
(28) Restructuring and impairment, (29) Exceptional 
items, (30) Other and (31) Tax on derivative financial 
instruments (Mgammal 2020).

These five broad categories as well as references to the 
Income Tax Act (Republic of South Africa 2023), hereinafter 
referred to as ‘the Act’, are elaborated on within a South 
African context in this section.

Permanent differences
Permanent differences are evident from tax disclosures in 
financial statements and include significant reconciling items 
requiring disclosure through the tax rate reconciliation of the 
effective tax rate to the statutory tax rate (Graham, Raedy & 
Shackelford 2012). Consequently, permanent differences do 
not create deferred tax assets or liabilities but rather cause 
effective tax rates (income tax expense divided by pretax 
income) to differ from statutory tax rates (Graham et al. 
2012). Permanent differences could also indicate tax planning 
(Gaertner, Laplante & Lynch 2016; Wahab & Holland 2015) 
and signify a company’s strategic tax planning activities, as 
this component reflects a portion of book-tax differences that 
are permanent in nature, which could imply permanent tax 
benefits (Zhou [2016] in Wahab [2020]). Non-taxable income, 
as a permanent difference, would be represented by exempt 
income such as dividends received from another resident 
company (section 10(1)(k) of the Act) as well as certain foreign 
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dividends (section 10B of the Act), which depict accruals 
and receipts not subjected to tax. Capital in nature accruals or 
receipts refer to amounts received not as the result of income-
producing activities and not included in gross income (case 
law on the interpretation of the definition of ‘gross income’ in 
section 1(1) of the Act). Non-deductible expenditure, as a 
permanent difference, would be represented by expenditure 
not allowed as a deduction because of expenditure not 
incurred in the carrying on of a trade or in the production of 
income in terms of section 11(a) of the Act or expenditure 
specifically prohibited as a deduction in terms of section 23 of 
the Act (e.g., penalties and interest incurred). Capital in 
nature expenditure furthermore includes specific non-
deductible expenditure resulting in the acquisition or 
establishment of an income-producing asset or right (case 
law on the interpretation of section 11(a) of the Act).

In prior literature, permanent differences have also been 
classified as positive or negative (Gaertner et al. 2016). 
Positive permanent differences are favourable differences 
resulting in taxable income being lower than accounting 
profit (for example, exempt income or non-taxable income), 
whereas negative permanent differences are unfavourable 
differences resulting in taxable income being higher than 
accounting profit (for example, non-deductible expenditure) 
(Gaertner et al. 2016). A further grouping of permanent 
differences as positive or negative could accordingly enhance 
the contribution of the present study. Tax rate change 
adjustments affect the tax rate reconciliation in respect of 
deferred tax. In a South African context, two rate changes 
would have impacted corporates during the period from 
2015 to 2022: (1) the inclusion rate at which capital gains are 
included in normal tax, referred to as the effective capital 
gains tax (hereafter CGT) rate, increased for corporates from 
66.6% to 80% in respect of years of assessment commencing 
on or after 01 March 2016 (Republic of South Africa 2016b) 
and (2) the corporate tax rate in South Africa was reduced 
from 28% to 27% for companies for years of assessment with 
effect from years of assessments ending on or after 31 March 
2023 (National Treasury 2021). These tax rate changes could 
represent a permanent difference because the corresponding 
adjustments against deferred tax in respect of a rate change 
are not deductible or taxable for tax purposes. For the 
purposes of this study, there is no specific expected trend 
concerning permanent differences, apart from the tax rate 
change adjustments based on the literature. Therefore, the 
study intends to explore the trend based on data collected.

Temporary differences
Temporary differences represent instances where the timing 
of deductions or the taxability of amounts differ between 
accounting standards and tax legislation. Deferred taxes are 
informative for financial statement users in terms of value 
relevance despite varying results concerning the value 
relevance of deferred tax liabilities (Görlitz & Dobler 2023). 
Deferred tax assets and deferred tax expenses are value-
relevant in predicting future income taxes, cash flows, 
earnings, market values, abnormal returns, rating changes and 

future credit risks (Görlitz & Dobler 2023). Temporary 
differences indicate reversal strategies of tax planning, but 
despite their temporary nature, these differences have been 
identified as a notable component in tax planning relating to 
tax shelters (Gaertner et al. 2016; Wahab 2020). In addition, 
persistent temporary differences can generate permanent tax 
savings where consistent new temporary differences replace 
reversed temporary differences over time (Wahab & Holland 
2015). Therefore, despite their temporary nature, the trend in 
temporary differences over time requires careful consideration.

Income or loss of a capital nature as a temporary difference 
would include recoupments (section 8(4)(a) of the Act) or 
allowances resulting from the alienation, loss or destruction 
of an allowance asset (section 11(o) of the Act) in respect of 
the disposal of depreciable assets, as well as any resulting 
CGT (section 26 of the Act read with the Eighth Schedule of 
the Act). From a tax perspective, section 24JB of the Act 
applies to gains and losses on ‘financial assets’ and ‘financial 
liabilities’ as defined in IFRS 9 for years of assessment 
commencing on or after 01 January 2014 (Rudnicki 2013). 
Section 24JB of the Act applies in respect of companies that 
are brokers, banks or part of a banking group, stipulating 
that amounts recognised in profit or loss for accounting 
purposes should be included or deducted for tax purposes.

In the South African banking sector, a combination of the 
introduction of IFRS 9 and the outbreak of the COVID-19 
pandemic resulted in a significant increase in credit impairments 
in recent years, which consequently affected the regulatory 
capital of banks because of the recognition of deferred tax 
assets (Abuka 2023). Additionally, deferred tax assets arising 
from temporary differences constitute a larger component of 
regulatory capital in the post-IFRS 9 era (Abuka 2023). For 
other companies to which section 24JB does not apply (i.e. 
those that are neither brokers nor banks or part of a banking 
group), the fair value adjustments for accounting purposes 
could result in permanent or temporary differences that may 
affect effective tax rates. These adjustments could explain 
fluctuations in effective tax rates and warrant consideration in 
the present study. For the purposes of the study, it is therefore 
expected that fair value adjustments as a reconciling item will 
increase since 2019 as a result of the introduction of IFRS 9 and 
the impact of the COVID-19 pandemic.

Foreign tax rate differentials
Foreign tax rate differentials are categorised separately 
because of the different nature of explaining tax planning 
(Mgammal 2020). These differentials refer to taxes incurred 
by subsidiaries operating in foreign jurisdictions, including 
items such as ‘different tax rates’ and ‘withholding taxes’ that 
are not otherwise specified or clarified in tax rate reconciliation 
disclosures. In the South African context, section 6quat of the 
Act affords a credit for foreign taxes incurred; however, this 
credit is included as a tax incentive under a separate category 
(under section 2.5) and not as part of foreign tax rate 
differentials. For the purposes of this study, no specific trend 
is expected in respect of foreign tax rate differentials. 
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Therefore, the study intends to explore the trend based on 
the data collected.

Tax losses
Tax losses are categorised separately as a component 
because of the different nature in explaining tax planning 
(Mgammal 2020). In the present study, tax losses refer to 
assessed losses allowed to be carried forward (section 20 
of the Act) and are linked to deferred tax assets recognised 
to the extent that future taxable income is probable (IASB 
2017a, IAS 12 paras. 24 & 34). Further voluntary disclosure 
of tax loss uncertainties, regarding the utilisation of the 
tax  losses carried forward, enriches the information 
environment, as managers provide additional information 
to meet investor expectations (Flagmeier & Müller 2022). 
The valuation allowances recorded by companies in the 
USA relate to tax loss deferred tax assets that are unlikely 
to be realised (Drake et al. 2020) and have been highlighted 
because of their discretionary nature (Nissim 2023). In the 
South African context, companies are not required to 
recognise valuation allowances as in the USA; however, a 
deferred tax asset would be recognised to the extent that 
future taxable income is probable.

The near-total cessation of economic activity followed by a 
somewhat haphazard partial reopening of the economy 
during the COVID-19 pandemic wreaked havoc on South 
Africa’s tax base (Ajam & Davis 2020). Cash-flow-related 
variables significantly affected company performance during 
the pandemic year, with the real estate and basic materials 
sectors among the worst affected, based on actual versus 
forecasted performance (Muthu & Wesson 2023). The 
resulting lower economic activity likely increased the 
assessed losses carried forward by companies during the 
pandemic as well as post-pandemic. Companies fortunate 
enough to have survived the pandemic will be able to carry 
forward their assessed tax losses for many years, potentially 
resulting in a drastic reduction in revenue flows to the fiscus 
(Ajam & Davis 2020). Section 20 of the Act was amended, 
with effect from years of assessments ending on or after 
31  March 2023, resulting in a potential limitation on the 
tax  losses carried forward by companies. However, this 
amendment did not impact the present study, as the target 
period extends only to 2022. For the purposes of this study, it 
is therefore expected that assessed losses as a reconciling 
item will have increased since 2019 because of the pandemic.

Unclassified (incentives, credits or relief)
The last broad category is unclassified (incentives, credits or 
relief), which are included as reconciling items. In the 
South African context, specific incentives, credits and relief 
relating to corporates were identified for the purposes of this 
study. Firstly, a learnership allowance (an incentive) is an 
additional allowance (deduction) in respect of registered 
learnership agreements, intended to encourage employers to 
create and develop skills by providing an additional tax 
deduction over and above the deduction of salary costs 

(Rudnicki 2016). Section 12H of the Act was introduced in South 
Africa in 2002 (Republic of South Africa 2002) and amended in 
2006 (Republic of South Africa 2005) to include additional 
incentives for disabled employees, with a further refinement in 
2016 (Republic of South Africa 2016a) linked to the National 
Qualifications Framework (NQF) skill level of employees.

Secondly, research and development incentives, represented 
by additional deductions of 50% of the expenditure incurred 
in respect of qualifying research and development (section 
11D of the Act), provide an additional deduction. This 
allowance is not directly linked to expenditure considered 
in the calculation of profit before tax. While section 11D of 
the Act provides generous income tax incentives, the 
interpretation thereof has been recognised as a potential 
hindrance in attaining the goal sought by the South African 
National Treasury to promote sustainable development in 
the country through science and technology (Strauss 2011). 
Other additional allowances (incentives) represent energy-
efficient projects approved before 31 March 2020 (section 
12I of the Act) and investment in Venture Capital Companies 
in respect of shares acquired on or before 30 June 2021 
(section 12J of the Act). The only credits expected to be 
reflected as a reconciling item are foreign taxes allowed as a 
rebate against South African normal tax (section 6quat of the 
Act) or explicit tax credits afforded by governments of 
other  jurisdictions, as disclosed in tax rate reconciliation 
disclosures. For the purposes of the present study, no 
specific trend is expected with respect to unclassified items 
(incentives, credits or relief); therefore, the study intends to 
explore the trend based on the data collected.

In conclusion, a summary of the expected tax rate 
reconciliation components relating to companies, based on 
theoretical analysis of the Act and literature, is provided in 
Table 1 in the five categories previously applied in literature 
(Mgammal 2020; Wahab & Holland 2012).

Research methodology and 
methods
Research methodology
This research study is based on the positivistic paradigm, 
which holds an ontological foundation that views the 
world  objectively and independently from knowledge 
(epistemology) and apart from the researcher (McKerchar 
2008). Prior to conducting the study, ethical clearance was 
obtained to ensure that all research conducted complied with 
the necessary ethical requirements. The research was 
approached from an objectivist’s view as a rigorous scientific 
research process detached from the values and beliefs of the 
researcher (Saunders, Lewis & Thornhill 2019). The study 
was exploratory in nature, characterised as both empirical 
and descriptive. Exploratory research can offer noteworthy 
insights and represent the initial research that forms the basis 
of more conclusive studies (Singh 2007). This study, as an 
exploratory investigation, was not intended to provide 
explanatory evidence based on tax rate reconciliation 
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disclosures. Instead, it aimed to provide insights into the 
trend in such disclosures and possible explanations for 
fluctuations in effective tax rates that could serve as the basis 
for further empirical research.

Target period and population
The target period of the present study includes financial years 
from 2015 to 2022. The population for this study comprises of 
companies listed on the JSE for the entire period of 2015 to 
2022. Companies often adjust their effective tax rates by 1%–
2% points on average, either up or down, during the first 3 
years following a significant initial public offering upon 
entrance to an industry (Chyz et al. 2023). To eliminate the 
confounding factor of these potential adjustments by newly 
listed companies, only companies listed since at least 2012 (3 
years prior to the present study’s target period) were included.

In line with previous studies, Real Estate Investment Trusts 
(hereafter REITs) are excluded from the study because of the 
fact that these corporate entities are subject to different tax 
regimes (Greeff 2019; Van der Spuy & De Jager 2023). Unlike 
many studies that exclude banks and financial institutions 
because of their unique business models, this study retained 
them based on research suggesting that these companies 
play an important role as facilitators of corporate tax 
avoidance (Van der Spuy & De Jager 2023). Using these 
selection criteria, a total of 140 companies were identified as 
the study population.

Data
The study utilised data from three sources: (1) hand-collected 
data from the tax rate reconciliation disclosures in the 

financial statements of companies, (2) financial data obtained 
from the Bloomberg database and (3) Industry Classification 
Benchmark (hereafter ICB) classifications obtained from 
the  JSE. The ICB is  a globally utilised standard for the 
categorisation and comparison of companies by industry and 
sector (JSE n.d.).

A potential benefit of using data from tax disclosures in 
annual financial statements is that these disclosures are 
subject to audits, which provide some assurance regarding 
the reliability of the data. To enhance confidence in the 
financial statements, a qualified external party (an auditor) 
is engaged to examine the financial statements, including 
related disclosures, produced by management. The 
purpose of the annual audit of financial statements is to 
provide users with an opinion on whether the financial 
statements fairly present, in all material respects, the 
key  financial information for the reporting period in 
accordance with the financial reporting framework and 
applicable legislation (Auditor-General South Africa 
2022). Accordingly, an audit is intended to provide the 
users with reasonable assurance about how reliable and 
credible the financial statements are based on whether or 
not the audit procedures performed revealed any material 
errors or omissions in the financial statements (Auditor-
General South Africa 2022). Historically, companies listed 
on the JSE have been found to mostly comply with the 
income tax presentation and disclosure requirements in 
their annual financial statements (Meyer et al. 2006; 
Penning 2014). The following data relating to tax rate 
reconciliations were hand collected from the notes to the 
financial statements of the companies included in this 
study’s population:

TABLE 1: Theoretical rate reconciliation components.
Reconciling item Description

Category 1: Permanent differences
Non-taxable income Exempt income (section 10) and foreign dividends (section 10B)
Capital in nature receipts Accruals or receipts not included in gross income (section 1(1))
Non-deductible expenditure Expenditure prohibited as a deduction (section 23), other than penalties and interest
Penalties and interest Non-deductible penalties and interest incurred (prohibited by section 23)
Capital in nature expenditure 
(non-deductible)

Expenditure of a capital nature such as expenditure in acquiring an income-producing asset or right (case law on interpretation of section 
11(a))

Tax rate changes The increase in the effective rate of CGT in respect of corporates as well as the corporate tax rate reduction from 2022
Category 2: Temporary differences
Deferred tax Deferred tax implications excluding assessed losses recognised under a separate category
Allowance assets temporary 
differences

Capital allowances that differ from accounting depreciation include possible recoupment (section 8(4)(a)); allowances resulting from the 
alienation; loss or destruction of an allowance asset (section 11(o)) and CGT consequences

Fair value adjustments Accounting adjustments in terms of IFRS 9 are not afforded as a deduction or inclusion for tax purposes
Category 3: Foreign tax rate differentials
Foreign taxes Taxes incurred by subsidiaries operating in foreign jurisdictions, including items referred to as ‘different tax rates’ and ‘withholding taxes’ not 

otherwise specified or clarified
Category 4: Tax losses
Tax losses Assessed losses carried forward (section 20) and linked to deferred tax as a deferred tax asset for accounting purposes
Category 5: Unclassified (incentives, credits or relief)
Incentives Learnership allowances (section 12H); research and development (section 11D); energy-efficient projects (section 12I) and investment in 

Venture Capital Companies (section 12J)
Tax credits Foreign taxes rebate (section 6quat) or tax credits specified
Exceptional items Includes the provision for tax recognised or reversed during a year and inter-group eliminations
Tax on derivative financial instruments If explicitly stipulated, the reconciling item is tax relating to a derivative instrument

Note: All references to sections are references to sections in the income tax act and for each category, the reconciling items not specified would be classified as ‘other’.
CGT, capital gains tax; IFRS, international financial reporting standards. 
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•	 The effective tax rate disclosed by companies represents 
the accounting effective tax rate (aetr), which expresses 
income tax as a percentage of profit before tax.

•	 The reconciling items disclosed by companies were 
allocated to different categories as established in Table 1, 
with 15 specific categories and five broad categories 
considered in this study. A variable was created for each 
reconciling item disclosed for each firm-year observation, 
with a value of ‘1’ assigned if the reconciling item was 
classified in an applicable category, and ‘0’ assigned if it 
was not classified in an applicable category.

•	 The top three reconciling items for each firm-year 
observation, based on value (numeric or percentage), 
were recorded in order to document the most notable 
categories of reconciling items over the period that would 
explain fluctuations in effective tax rates.

•	 For each of the top three reconciling items classified as 
permanent differences a further classification as positive 
permanent differences (favourable differences resulting 
in taxable income being lower than accounting profit) 
and negative permanent differences (unfavourable 
differences resulting in taxable income being higher than 
accounting profit) was performed to further elaborate on 
the trend in permanent differences.

•	 The format of disclosure, whether numeric or percentage, 
was captured. Each firm-year observation where the 
reconciling items were presented in a numeric format 
(using only Rand values, not percentages) was classified 
as ‘Numeric’. Conversely, each firm-year observation 
where the reconciling items were presented in a 
percentage format (not using merely Rand values) was 
classified as a ‘Percentage’.

Applying more than one form of effective tax rate could 
contribute to improving robust results and overcoming some 
of the limitations posed by the accounting effective tax rate 
(Stiglingh, Smit & Smit 2022). Accordingly, this study 
considered cash effective tax rates (cetr) in addition to 
accounting effective tax rates (aetr). Data in respect of cash 
effective tax rates (cetr) were calculated based on financial data 
obtained from the Bloomberg Terminal representing cash tax 
paid scaled to profit before tax (Bloomberg fields: CF_CASH_
PAID_FOR_TAX divided by PRETAX_INC_ EXCL_ABN). 
The income tax field (IS_INC_TAX_EXP) includes tax expenses 
resulting from income (from federal, local or foreign sources), 
deferred income taxes and provisions for taxes in respect of 
prior periods, the associates or joint ventures’ share of tax 
expense when disclosed under income taxes by the company 
and in a South African context, tax charges (or benefits) on 
exceptional, unusual or abnormal items (Bloomberg 2023). The 
income tax field (IS_INC_TAX_EXP) excludes any taxes other 
than income taxes, as other taxes are included as a portion of 
operating expenses (Bloomberg 2023).

Data regarding industries were obtained, representing 
the  ICB industry names (ICBIndustryShortName and 
ICBSuperSectorLongName), from the JSE. In a South African 
context, substantial variation in marginal effective tax rates 

depends on economic sectors, with some sectors benefitting 
from accelerated depreciation and favourable tax treatment 
of debt (Ebrahim et al. 2019). The eligibility of certain sectors 
for accelerated allowances and beneficial tax treatment 
underscores the potential information value of tax rate 
reconciliations, as companies are mandated to disclose such 
significant items. Industry classification was accordingly 
included in the mixed-model analysis of variance to control 
for potential industry-specific factors.

Data analysis
Data analysis was performed by means of descriptive statistics 
and a mixed-model analysis of variance. Descriptive statistics 
were analysed based on the frequency of reconciling item 
categories disclosed in tax rate reconciliations and the top 
three reconciling items were also ranked (based on the numeric 
or percentage size of the reconciling items) to capture the 
extent or magnitude to which reconciling items explain the 
trends noted. A mixed-model analysis of variance was then 
performed to investigate whether effective tax rates differed 
statistically significant based on five grouping variables (tax 
rate type, year, industry, fair value adjustment and disclosure 
format). Log transformation was applied to the tax rate 
variables plus one in the mixed-model analysis of variance. 
Normal probability plots were then inspected for each variable 
to determine whether effective tax rates required winsorisation. 
Conducting Fisher’s least significant difference (LSD) post hoc 
tests, the study investigated the statistical difference between 
the means of pairs. The significance of the movement in each 
variable was evaluated using F-statistics and the calculated 
probability (p-value) for each variable by applying a 10% 
significance level (p < 0.10 was regarded as significant). The 
mixed-model analysis of variance was performed using the 
Variance Estimation and Performance Analysis with Correlated 
Data module in TIBCO Statistica (Version 13), which is a data 
analysis and visualisation program.

Ethical considerations
An application for full ethical approval was submitted to the 
Research Ethics Committee: Social, Behavioural and 
Education Research (REC: SBE) and ethics consent was 
received on 17 July 2023. The ethics waiver number is ACC-
2023-28647. The committee issued an ethics waiver for the 
study because it does not involve the participation of human 
participants or the use of personal identifiable information.

Findings
Description of the trend in reconciling items 
from 2015 to 2022
Based on the data collected from 1120 firm-year observations, 
a total of 4872 reconciling items were classified into different 
categories for the period from 2015 to 2022. In considering 
the trend in the observations for each category of reconciling 
items, a comparison of the first half of the target period (2015 
to 2018) and the second half of the target period (2019 to 
2022) is illustrated in Figure 1.
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Noticeably, there was an increase in the majority of categories, 
with seven out of 11 specific categories showing an upward 
trend during the second half of the target period. In line with 
similar studies conducted in China (Mei 2021) and in Spain 
(Gallego 2004), the major types of tax adjustments by South 
African companies based on tax returns for the period 2013 to 
2018 have been noted as credit adjustments that increase 
taxable income rather than debit adjustments that decrease 
taxable income (Schutte & Van der Zwan 2024). The findings 
of the present study for the period 2019 to 2022 confirm, in 
line with prior studies, that the major categories of credit 
adjustments (non-deductible expenditure and capital in 
nature expenditure) exceeded the major categories of debit 
adjustments (non-taxable income and capital in nature 
receipts). The most prominent increases in the number of 
observations were in respect of capital in nature expenditure, 
fair value adjustments and learnership allowances. Assessed 
losses increased during the second half of the target period, 
as expected, reflecting the financial impact of the COVID-19 
pandemic (Ajam & Davis 2020). This negative financial 
impact could have extended to the disposal of major business 
segments or assets, which may account for the increases in 
the capital in nature expenditure noted because of potential 
capital losses or allowances resulting from the alienation, 
loss or destruction of an allowance asset in terms of section 
11(o) of the Act. 

As expected, fair value adjustments increased notably during 
the second half of the target period, largely because of the 
implementation of IFRS 9. The increase in the prevalence of 
these adjustments warrants further investigation because of 
their discretionary nature (Nissim 2023), as they may have 
potential implications for effective tax rates, often applied as 
a proxy for tax avoidance. Despite the increase in research 
and development expenditures during the second half of the 
target period (2019 to 2022), this category had the lowest 
number of observations. Although generous deductions are 

available for research and development (section 11D of the 
Act), the lower uptake observed in this study could 
potentially be explained by the complexities of interpretation. 
The introduction of an online system for application during 
2022 served as a welcomed change in respect of the 
administration of the research and development tax incentive 
contemplated in section 11D (Du Raan 2023). Further 
amendments since 2024, including the extension of the sunset 
clause contained in section 11D and as well as a 6-month 
grace period prior to the date of the application, are also 
positive developments in the interest of researchers and 
innovators (Du Raan 2023). However, certain detail 
refinements to section 11D remain outstanding and 
recommended, in particular relating to patents (Javangwe 
2021). Despite recent developments relating to section 11D 
further refinements to promote sustainable development in 
South Africa through the utilisation of science and technology 
are therefore recommended (Javangwe 2021; Strauss 2011).

Based on the number of observations, a trend was noted; 
however, the number of these observations could differ in 
magnitude in explaining fluctuations in effective tax rates. 
Categories with a high number of observations, such as 
learnership allowances, are expected to be of a lower Rand 
value and, accordingly, explain fluctuations in effective tax 
rates to a lesser extent. In contrast, categories with a low 
number of observations, such as fair value adjustments and 
research and development, are expected to be of higher Rand 
values and, therefore, explain fluctuations in effective tax 
rates to a greater extent. Instead of solely focussing on a 
number of observations, the top three reconciling items were 
also ranked for further investigation (based on the numeric 
or percentage size of the reconciling items) in order to capture 
the extent to which reconciling items explain the trends 
noted. The number of observations for the top three 
reconciling items in each of the five broad categories is 
illustrated in Figure 2. 

FIGURE 1: Number of observations per category compared between the first period (2015–2018) and the second period (2019–2022).
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The findings suggest that permanent differences represented 
the main category for the entire period considered. Permanent 
differences could provide indications of aggressive tax 
planning (Gaertner et al. 2016), and given their significance 
as the top reconciling item category among listed companies 
in South Africa, they merit further consideration in future 
research. Foreign tax rate differentials and temporary 
differences represented the second-largest categories 
throughout the period. A fluctuation in the categories during 
2019 and 2020 is notable and in line with expectations based 
on the impact of the COVID-19 pandemic. Despite tax losses 
and unclassified (incentives, credit or relief) being noted as 
the categories with the fewest observations in the top three 
reconciling items, the inclusion of these categories in the top 
three reconciling items for certain companies underscores 
the significant impact these categories have on explaining 
fluctuations in effective tax rates.

Prior findings suggest that the trend of lower cash-effective 
tax rates documented in the USA stems from positive 
(favourable) permanent and temporary differences (Gaertner 
et al. 2016). Schutte and Van der Zwan (2024) found that 
non-taxable (positive) permanent differences significantly 
exceeded non-deductible (negative) permanent differences 
for South African companies for the period 2013 to 2018. The 
present study found for listed companies that the top three 
reconciling items classified as permanent differences for the 
period 2015 to 2022 consisted of 51.66% positive permanent 
differences and 48.34% negative permanent differences. This 
finding suggests that positive permanent differences were 

only marginally more important, contrary to the significant 
difference noted by Schutte and Van der Zwan (2024) in 
respect of all companies, in explaining the fluctuation of 
effective tax rates of listed companies over the period 2015 
to  2022. The importance of both positive and negative 
permanent differences with respect to listed companies is 
therefore highlighted by the present study, contrary to the 
findings in the USA by Gaertner et al. (2016) that positive 
(favourable) differences are more prevalent in explaining 
fluctuations in effective tax rates.

In respect of fair value adjustments, an analysis of the trend 
for each of the eight industries over the target period is 
illustrated in Figure 3. 

For all industries, an increase in fair value adjustments as 
reconciling items was noted since 2019 in line with 
expectations based on the COVID-19 pandemic and the 
introduction of IFRS 9. The findings, however, highlighted 
the importance of industry-specific factors as the 
telecommunication (tel) and technology (tech) industries 
were noted with the highest average number of fair value 
adjustments as reconciling items. This finding is contrary to 
the expectation that companies in the financial sector, 
especially banks would be most affected by the introduction 
of IFRS 9 (Ben Ltaief & Moalla 2023) and highlight the 
importance of industry classification when investigating 
fluctuations in effective tax rates.

The present study contributes by adding to the only previous 
study in a South African context, that of Meyer et al. (2006), 
by confirming that the majority of firm-year observations 
selected (85%) applied the percentage format, whereas the 
remaining firm-year observations selected (15%) applied 
the  numeric format during the target period considered. The 
numeric disclosure format was elected by 30 companies 
across six of the eight industries, with no numeric format 
noted for companies in two industries (being, the healthcare 

Note: Industry classification: financials (fin); basic materials (bm); healthcare (hc); 
consumable services (cs); industrials (ind); consumable goods (cg); telecommunication (tel) 
and technology (tech).

FIGURE 3: The number of fair value adjustments on average for each company 
in each of the industries (number of fair value adjustment observations divided 
by the number of companies in industry).
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FIGURE 2: Number of observations for the top three reconciling items in each of 
the five broad categories: (a) permanent differences and (b) temporary 
differences; foreign tax rate differentials; tax losses; and unclassified (incentives, 
credits or relief).
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[hc] and telecommunications [tel]) industries. It was observed 
that some companies reported their effective tax rate as a 
percentage separately in their annual reports while disclosing 
their reconciling items in numeric format. Notably, the 30 
companies that elected the numeric format did not separately 
disclose their effective tax rate as a percentage in their annual 
reports. Based on the descriptive statistics, the numeric 
format of disclosure was therefore not concentrated solely 
within a single industry but was represented across various 
industries.

In conclusion, the study documents specific trends in 
reconciling items based on disclosures. The data collected 
demonstrate a noticeable increase in the level of detail in 
disclosure in tax rate reconciliations, particularly from 2018 
onwards. This finding aligns with expectations based on the 
introduction of King IV and amendments to the JSE Listings 
Requirements mandating the implementation of King IV (JSE 
2018; PwC 2016). The increased detail of disclosure enhances 
the potential information value of such disclosures for future 
research focussing on periods from 2018 onward. Contrary to 
the conclusion of Schutte and Van der Zwan (2024) that tax 
return data lacked detail because of the ‘other’ category, which 
significantly limited their ability to describe book-tax 
differences in more detail, the present study was not hampered 
or significantly limited as disclosed tax rate reconciliations 
were found to be in sufficient detail with only a negligible 
number of reconciling items being disclosed as ‘other’ without 
further detail. This finding of the present study contributed to 
existing literature (Meyer et al. 2006; Penning 2014) in support 
of the consistent and detailed tax disclosures by listed 
companies. While the enhanced disclosures since 2018 did not 
affect the trends in the broad categories documented in this 
study, as illustrated in Figure 2, they were noted for some of 
the detailed categories included in Figure 1. The descriptive 
trends noted concerning fair value adjustments and disclosure 
formats are further extended in the ‘Analysis of variance in 
effective tax rates’ section. 

Analysis of variance in effective tax rates
The research study utilised a mixed-model analysis of 
variance to investigate the effective tax rates of companies 
based on five grouping variables: tax rate type, year, industry, 
fair value adjustment and disclosure format. The analysis 
included the interaction between grouping variables to 
investigate whether the tax rates varied over time with 
respect to industry (industry*year); disclosure format 
(format*year) and fair value adjustments (fair value*year). It 
was further investigated whether tax rates varied based on 
tax rate type (aetr vs cetr). The results from the analysis of 
variance in effective tax rates are provided in Table 2. 

Effective tax rates did not show significant variation over 
years (year), across industries (industry) or for industries over 
time (industry*year), suggesting that effective tax rates did 
not fluctuate significantly over the study period. Industry 
classification (industry) approximates significance at the 
10%-level based on Table 2 and this finding suggests the 

importance of industry in explaining differences in tax rate 
types. The variation in effective tax rates was then expanded 
by employing a post hoc test with respect to fair value 
adjustments and disclosure format, as submitted in Figure 4 
and Table 3, respectively, in pursuit of the research objectives 
of the study.

Fair value adjustments (fair value) were found to be a 
statistically significant explanation for the variation in 
effective tax rates at the 10% significance level in respect of 
cash effective tax rates (cetr). In line with expectations, fair 

Note: With the least square means (LS Means) for each of the tax rates (cetr and aetr) compared 
for observations with and without fair value adjustments (a: first graph) and compared for 
observations with the numeric and percentage disclosure format (b: second graph).

FIGURE 4: Fair value adjustments and disclosure format categories variation in 
effective tax rates: (a) based on fair value adjustments and (b) based on 
disclosure format.
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TABLE 3: Fisher’s least significant difference post hoc tests.
Category 1st Mean 2nd Mean MD SD p

Fair value 
adjustments

No*cetr Yes*cetr 0.0030 0.0017 0.076***
No*aetr Yes*aetr 0.0019 0.0017 0.261

Disclosure 
format

Numeric*cetr Percentage*cetr -0.0051 0.0016 0.001**
Numeric*aetr Percentage*aetr -0.0041 0.0015 0.008**

Note: An analysis of variance in effective tax rates (cetr) for each of the categories with the 
mean difference and standard deviation presented for each of the post hoc tests.
MD, mean difference; SD, standard deviation.
*, p < 0.10; **, p < 0.05; ***, p < 0.001.

TABLE 2: Analysis of variance in effective tax rates.
Variable Num 

df
Den
df

F p

Tax rate type 1 1974 3.87 0.05**
Year 7 1974 1.52 0.16
Industry 7 134 1.76 0.10
Industry*year 49 1974 0.97 0.53
Fair value 1 1974 3.02 0.08*
Fair value*year 7 1974 2.09 0.04**
Format 1 1974 8.48 < 0.01***
Format*year 7 1974 3.93 < 0.01***

Note: An analysis of variance in effective tax rates (cetr) for each of the grouping variables 
with the F statistic and the two sets of degrees of freedom, one for the numerator, one for 
the denominator and the significance level (p).
F, F statistic; df, degrees of freedom; Den, denominator; Num, numerator.
*, p < 0.10; **, p < 0.05; ***, p < 0.001.
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value adjustments and effective tax rates varied significantly 
over time (fair value*year), particularly when considering all 
industries following the introduction of IFRS 9 in 2018 and 
the subsequent confounding impact of the COVID-19 
pandemic. Since 2018, when IFRS 9 became effective, a 
notable increase in the number of fair value adjustments was 
noted in total (Figure 1) as well across industries (Figure 3). 
Analysis of firm-year observations revealed that instances 
with a fair value adjustment (‘Yes’) were  associated with 
lower effective tax rates compared to those without fair value 
adjustments (‘No’), as evident from Figure 4, with the lower 
cetr being statistically significant (Table  3). These findings 
enunciate the importance of fair value adjustments in 
explaining fluctuations in effective tax rates.

Disclosure format (format) was found to be a statistically 
significant explanation contributing to the variation in 
effective tax rates and varied over time (format*year), based 
on Table 2. The variation in effective tax rates based on the 
disclosure format category, evident from Figure 4, further 
highlights lower effective tax rates for both tax types. 
Additionally, both tax types were statistically significantly 
lower for the numeric disclosure format, based on Table 3. 
This finding confirms the importance of disclosure format in 
explaining some variation in effective tax rates and is in line 
with the previous study by Chychyla et al. (2022) in the USA, 
which found that companies with lower effective tax rates 
are more likely to use the numeric format, as opposed to the 
percentage format.

A further analysis of the tax rates for observations from each 
of the eight industries with respect to fair value adjustments 
and disclosure format is illustrated in Figure 5. 

In respect of fair value adjustments the majority of industries 
with fair value adjustments had lower tax rates – most 
notable being for industrials (ind) and technology (tech). 
Whereas the remaining industries with fair value adjustments 
had higher tax rates – most notably telecommunications (tel). 
With respect to disclosure format, no observations were 
noted for numeric disclosure format in two industries 
(healthcare (hc) and telecommunications (tel)). Only in one 
industry, financials (fin), numeric disclosure format was 
noted as being associated with higher tax rates. For all other 
industries for numeric disclosure format had lower tax rates 
– most notable being for basic materials (bm) and industrials 
(ind). The basic materials industry has already been 
highlighted as being distinguishable from other industries 
based on their capital intensity and operations (Stiglingh 
et  al. 2022); however, the present study also highlights the 
industrials (ind) industry is also being distinguishable 
from  other industries based on fair value adjustments and 
disclosure format as explanations for fluctuations in effective 
tax rates as well.

Conclusion
The descriptive findings of the study illustrate the potential 
information value of tax rate reconciliation disclosures and 

suggest further empirical research that can be conducted by 
applying data obtained from such tax disclosures.

The first objective of the study was to examine and describe 
the trend in tax rate reconciliation disclosures of JSE-listed 
companies for the period from 2015 to 2022. The study 
highlights permanent differences as the main explanation 
for fluctuations in the effective tax rates of the selected 
listed companies. These permanent differences may indicate 
aggressive tax planning (Gaertner et al. 2016). The 
importance of both positive and negative permanent 
differences in explaining the fluctuation of effective tax 
rates of listed companies is highlighted by the present study 
over the period 2015 to 2022, contrary to the prior findings 
of Schutte and Van der Zwan (2024) and Gaertner et al. 
(2016). Additional empirical research is recommended 
within a South African context to expand on the descriptive 
findings of the study assessing the impact of notable 
reconciling items on effective tax rates through multivariate 
and cross-sectional analyses (Drake et al. 2020); exploring 
the effect of corporate tax planning on tax disclosure 
(Mgammal 2020) and examining the influence of the top 
management team on tax strategies (Wahab 2020). Further 
empirical research will contribute to the debate on possible 

Note: With the least square means (LS Means) for tax rates (cetr) compared for observations 
for each of the eight industries with and without fair value adjustments (a: first graph) and 
compared for observations with the numeric and percentage disclosure format (b: second 
graph).
fin, financials; bm, basic materials; hc, healthcare; ind, industrials; cs, consumable services; 
cg, consumable goods; tel, telecommunication; tech, technology.

FIGURE 5: Fair value adjustments and disclosure format categories variation in 
effective tax rates per industry.

fin bm hc cs ind cg tel tech

1.275

1.278

1.281

1.284

1.287

1.290

1.293

Ta
x r

at
e 

(lo
g)

Industry

Industry

Ta
x r

at
e 

(lo
g)

fin bm hc cs ind cg tel tech

1.275

1.278

1.281

1.284

1.287

1.290

1.293

No fair value adjustment Yes fair value adjustment

Numeric disclosure format Percentage disclosure format

a

b

http://www.sajems.org


Page 12 of 13 Original Research

http://www.sajems.org Open Access

explanations for fluctuations in effective tax rates within a 
South African context.

The study’s second objective was to analyse variances in 
effective tax rates based on two fair value adjustment 
categories – comparing observations with fair value 
adjustments to observations without fair value adjustments. 
Fair value adjustments as a reconciling item were found to 
have increased since 2019, conceivably because of the 
introduction of IFRS 9, and were found to be a statistically 
significant explanation for the variation of effective tax rates 
when considering all industries. These findings highlight 
the importance of fair value adjustments as well as industry 
classification in explaining fluctuations in effective tax rates. 
Further research relating to periods since 2019, during 
which effective tax rates are considered, should give due 
consideration to fair value adjustments as an explanation 
for fluctuations in effective tax rates.

The third objective of the study was to analyse variances in 
effective tax rates based on two disclosure format categories, 
comparing observations presented in a numeric format to 
those in a percentage format. Based on the findings, the 
study concluded that in a South African context, the 
disclosure format was statistically significant in explaining 
fluctuations in effective tax rates. Companies electing the 
numeric format for disclosure were found to have lower 
effective tax rates, consistent with the findings of Chychyla 
et al. (2022) in the USA. The recommendation stemming 
from this finding is that future research considering effective 
tax rates within a South African context should include 
disclosure format as a control variable in analyses.

The findings of this study have a policy implication in 
respect of tax incentives. It was noted that the incentive for 
learnership allowances (section 12H of the Act) was 
increasingly utilised by listed companies over the second 
half of the target period from 2019 to 2022 (Figure 1). A 
further extension of section 12H of the Act, to apply after 
the recently indicated sunset clause of 31 March 2027 
(National Treasury 2024), is therefore recommended to 
continue incentivising job creation and skills development. 
Furthermore, the tax incentive for research and development 
(section 11D of the Act) was noted to have a low uptake 
among selected companies and could warrant further 
refinement to promote sustainable development in South 
Africa utilising science and technology (Javangwe 2021; 
Strauss 2011).

In conclusion, the descriptive findings of the study provide 
insights into potential fluctuations in effective tax rates and 
suggest areas for further research within a South African 
context. The study highlights a trend towards more detailed 
levels of disclosure in tax rate reconciliations, particularly 
since 2018, aligning with the regulatory expectations (JSE 
2018; PwC 2016). This finding of the present study 
contributed to existing literature (Meyer et al. 2006; Penning 
2014) in support of the consistent and detailed tax 

disclosures by listed companies. The increase in detailed 
disclosures noted in this study further supports the value 
and relevance of such tax disclosures in future research.
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