
AS 22 – TAXES 
 
Applicability 
 
AS 22 has become applicable to all listed companies with effect from 01/04/2001. 
 
The AS will also be applicable to all non-listed corporates with effect from 01/04/2002 and to all 
other non-corporate entities with effect from 01/04/2003. Hence, now in financial statements two 
taxes will be accounted for (a) current income tax and (b) deferred income tax. 
 
AS 22 is a measurement standard meaning thereby that it involves accounting along with 
disclosure requirements in financial statements. 
 
Issue 1 : 
 

A company on prudent basis makes provision for contingency which is charged above the line in 
profit & loss statement. However, such provision for contingency is not allowable under the   tax 
law.  Is such provision a timing difference or a permanent difference? 

☞ Provision for contingency made in accounts by debit to profit and loss statement, will 
reduce the accounting income, though, such debits are not allowed in  income tax. When 
such  eventuality takes place and liability is discharged, the same will be allowed in income 
tax. This gives   rise   to   timing difference. Alternatively,  if  such contingency donot   occur    
and  the   same  is credited back to profit and loss statement,  the  profit  of  that year  will   
increase.  Under   such circumstances, deferred tax working is required to be done 
considering this as a timing difference. 

  
Issue 2 : 
 

A company over the past few years pays minimum alternate tax (MAT) on book profits and 
anticipates to pay so even for coming few years. Company has calculated the workings of 
deferred tax but wants to apply the minimum alternate tax rate of 7.5% on this working and not 
the regular corporate tax rate of 35%. Is the contention of the company right. 

☞ Minimum alternate tax is tax payable on book-profits and not on taxable  income  as  
computed under Income-tax   Act,  1961. In  fact, tax  rate  of 7.5 % cannot now be carried 
forward nor set-off. Thus, it  is  more like a permanent loss  not capable of reversal or set-
off. Again, projecting future income / investments is uncertain more so when equations 
change very frequently due to severe competition taking place  due  to globalisation. Under 
such circumstances, Deferred tax rate should be calculated at normal tax rate and not at 
minimum alternate tax rate. The Institute of Chartered Accountants have also opined the 
same view stating that the rate of 7.5% is relevant for the   purpose of measurement of   
current tax and doesnot, in itself, give rise to any deferred tax since this payment of tax is 
pursuant to the special provision of the Act. 

 
Issue 3 : 
 

A company’s year ending is 31st March. For year ending 31st March, 2003, for measuring 
Deferred tax assets and liabilities, should the company use tax rate at 36.75% or tax rate at 
35.875%.  

☞ Accounting Standard mentions that assets and liabilities should be measured using tax 
rates and tax laws that have been enacted or substantively enacted by the balance sheet 
date. The announcement of a new tax rate or law by the government  has the substantive 
effect of actual enactment  i.e.  the parliamentary process is such that enactment is usually 
guaranteed.  

 

Further, the AS specifically refers to ‘by the balance sheet date’ and not at the date on 
which the financial statements are approved for issuance. Since, budget for 03-04 is 
already introduced in the parliament in February’03, and the effective tax rate proposed is 
35.875% (including surcharge of 2.5%),the year end position should  be  worked  out  at 
rate of 35.875%  and  not  at rate of 36.75%, which is the tax rate for 02-03. 

 



Issue 4 : 
 

A company has unabsorbed loss of Rs.100 lakhs and unabsorbed depreciation of Rs.80 lakhs 
giving rise to Deferred tax assets. The book value of Fixed Assets exceed the written down 
amount of  Fixed   Assets  by Rs.60 lakhs, giving rise to deferred tax liability. Company is not 
virtually certain supported by convincing evidence as to whether  there will be sufficient future 
taxable income against which such deferred tax assets can be realized. Company wants to 
create deferred tax liability for Rs.60 lakhs as also deferred tax assets to the extent of Rs.60 
lakhs, as a result net deferred tax will be Rs.NIL  

☞  Creation of deferred tax liability and deferred tax assets are two separate issues. 
Regarding unabsorbed depreciation or carry forward losses under tax laws, Accounting 
Standard stipulates that deferred tax assets should be recognised only to the extent there 
is virtual certainty supported by convincing evidence that sufficient future taxable income 
will be available against which such deferred tax assets  can  be  realized. Whereas  
deferred  tax liability has   to   be  created in  any   case and set-off or adjustment against 
deferred tax asset can never be an issue. On a stand   alone   basis, it  will be observed 
that the issues mentioned above are   independent   and   have  no correlation or nexus 
with one another. Thus, it would not be  prudent nor possible to make such a claim of 
adjustment. The company should only create deferred tax liability for Rs.60 lakhs, without 
creating deferred tax asset upto Rs.60 lakhs. If deferred tax assets is also created, it may 
so happen that over the time, deferred tax liability will get adjusted but deferred tax assets 
may remain at the same amount for Rs.60 lakhs. 

 

Issue 5 : 
 

A company as at 31/03/2003, revalues its fixed assets. Revalued amount comes to Rs.410 lakhs, 
against book value of Rs.300 lakhs. The written down amount as per Income-tax is Rs.200 lakhs. 
Company has created deferred tax liability on Rs.100 lakhs, being the difference between book 
values as per financial statement and Income – tax. 

☞  Question for consideration is whether deferred tax liability on Rs.110 lakhs is also required 
to be created.   Ordinarily, revaluation of Rs.110 lakhs would be credited to Revaluation 
reserve. Depreciation in accounts would   be   provided   on  Rs.410 lakhs and for the 
increased value of Rs.110 lakhs, a corresponding withdrawl would be made from 
revaluation reserve, as a result net write-off in profit & loss statement would be on Rs.300 
lakhs. 
Argument for not creating deferred tax liability on Rs.110 lakhs is that the entry is notional, 
no corresponding tax benefit is available on Rs.110 lakhs and finally, the net financial 
position in profit and loss statement do not undergo a change. 

 
Proponents in favour of creating Deferred tax liability argue that as book-value is 
substituted by revalued amount, the comparison should be made between revalued 
amount and its corresponding written down amount. Further as the economic benefit is 
expected to flow from Rs.410 lakhs, i.e. the company will earn Rs.410 lakhs taxable 
income (either through usage or subsequently through sale) in order to recover the asset (if 
it doesnot expect to do this, the asset should not be carried at Rs.410 lakhs). 

 

Though, the end result i.e. net profit   under  both   the cases will remain same, the 
presentational change will be of prime importance. In the second case, depreciation 
withdrawl from revaluation reserve will be less and a write-back of Deferred tax liability will 
take place making the net result same. 

 

It is argued that the second method is more appropriate in view of    the    timing    
difference taking place between revised book value and tax written down amount. 

  
Issue 6 : 
 

A company for year ended 31/03/2002, worked out the opening Deferred Tax balance as on 
01/04/2001. The net deferred tax liabilities of Rs.500 lakhs was created by a charge   to   general 
reserve.  At   the    time   of finalising the accounts for the year ending 31/03/2003, company 
noticed a deferred liability outstanding as of 31/03/2001 of Rs.100 lakhs for which no 
corresponding deferred tax liability was created on 01/04/2001. Company now wants to create 
deferred tax liability of Rs.35 lakhs plus surcharge by debit to General reserve. 



☞ The contention of the company is that since the liability relates prior to 01/04/2001 and not 
arising during the year, the treatment as given to transitional provisions should be made 
applicable. 

 
The above is an item which is covered by AS 5, which deals with prior period items. Having 
failed to recognise the liability, which is subsequently noticed would be  covered by AS 5  
and not under the Transitional provisions of AS 22. Company will be required to provide 
deferred tax liability at tax rate of 01/04/2001 and  consider it  as a  prior   period item by 
debit to profit   and  loss statement of the year ending 31/03/2003. 

 
Issue 7 : 

 
A company reporting financial position before tax is loss of Rs.20 lakhs. Due to timing difference, 
certain provisions made are allowable on payment basis, not likely to take place in coming  
years.  This gives rise to creation of deferred tax assets of Rs.30 lakhs. There is reasonable 
certainty that sufficient future taxable income will be available against which such deferred tax 
assets can be realized. Company is uncertain, as to whether it should report loss for the year or 
profit for the year. 

☞ AS 22 deals with Taxes on income. Tax will now have two components, current and 
deferred. Further, tax is a charge against profit whether debit or credit. Hence, if after tax, 
net resultant figure is profit, company should report profit and not loss for the year.  

  
And lastly Issue 8 :  
 
A company has incurred Rs.500 lakhs as voluntary retirement separation expense in the 
Financial year 01-02. Company in financial statement amortizes the same equally over a period 
of five years, thus not giving rise to deferred tax asset / liability. 
 
For the year ending 31/03/2003, company, decides to write-off the unamortized amount of 
Rs.400 lakhs against securities premium account. Thus Rs.100 lakhs will be claimed in each 
financial year as a deductible expenditure without corresponding  write-off in financial  statement.   
Question   arises should company write-off Rs.400 lakhs against securities premium account 
ignoring subsequent effect of deferred tax. 

☞ One school of thought would argue that since there will be no timing difference left now, 
between accounting income and taxable income, no deferred tax should be created  at the   
time of write-off   of    Rs. 400 lakhs against  securities  premium account. As a result, 
accounting profit for four subsequent years will increase by Rs.100 lakhs. 

 
Other school of thought which is conservative and believes in matching concept, argues 
that deferred tax asset of Rs.140 lakhs (assuming the tax rate at 35% on Rs. 400 lakhs) 
should be created by credit to securities premium account. An  equal amount of Rs.35 
lakhs per year should be then written off each year, leaving an accounting surplus of Rs.65 
lakhs per year. 

 
We would invite readers views on above, to keep the issue alive as two equally 
arguable case exists, but the answer can be only one. 

  
CHANGE IN CARRYING AMOUNT 
 
The carrying amount of deferred tax assets and liabilities may change even though there is no 
change in the amount of the related timing differences. This can result, for example, from : 
 
• a change in tax rates or tax laws 

• a re-assessment of the recoverability of deferred tax assets or 

• a change in the expected manner of recovery of an asset. 

  
 



Hints for working Deferred tax 
 
It is advisable to prepare columnar chart showing opening and closing balances of items having 
timing differences e.g. fixed assets, investments 43 B items, Debtors, Misc. expenditure, etc. 
After applying tax rate to the closing balance, the difference between closing balance and 
opening balance be worked out, to ascertain the deferred tax amount to be charged / credited to 
profit and loss statement. 
 
The net profit / loss after adjusting the permanent difference should be worked out. The sum total 
of current tax and net deferred tax amount, would be more or less equal to the tax worked out on 
profit / loss after such adjustments. 

  
 
 
 
 


