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Accounting Standard (AS) 22, ‘Accounting for Taxes on Income’, issued bythe 
Council of the Institute of Chartered Accountants of India, comes into effect 

in respect of accounting periods commencing on or after 1-4-2001. It is 
mandatory in nature2 for: 
(a) All the accounting periods commencing on or after 01.04.2001, in 

respect of the following: 
1.  Enterprises whose equity or debt securities are listed on a recognised 

stock exchange in India and enterprises that are in the process of 
issuing equity or debt securities that will be listed on a recognised 
stock exchange in India as evidenced by the board of directors’ 

resolution in this regard.   
2. All the enterprises of a group, if the parent presents consolidated 

financial statements and the Accounting Standard is mandatory in 
nature in respect of any of the enterprises of that group in terms of (i) 

above.  
(b) All the accounting periods commencing on or after 01.04.2002, in 
respect of companies not covered by (a) above. 

(c) All the accounting periods commencing on or after 01.04.2006, in 
respect of all other enterprises. 

. 
Definitions 
Accounting income (loss) is the net profit or loss for a period, as 

reported in the statement of profit and loss, before deducting income 
tax expense or adding income tax saving.  

 

Taxable income (tax loss) is the amount of the income (loss) for a 
period, determined in accordance with the tax laws, based upon 

which income  tax payable (recoverable) is determined. 
 

Tax expense (tax saving) is the aggregate of current tax and 
deferred tax charged or credited to the statement of profit and loss 
for the period. 

 
Current tax is the amount of income tax determined to be payable 

(recoverable) in respect of the taxable income (tax loss) for a period. 
 
Deferred tax is the tax effect of timing differences.  

Timing differences are the differences between taxable income and 
accounting income for a period that originate in one period and are 

capable of reversal in one or more subsequent periods   
 



Permanent differences are the differences between taxable income 
and accounting income for a period that originate in one period and 

do not  reverse subsequently. 
 

 
Taxable income is calculated in accordance with tax laws. In some 
circumstances, the requirements of these laws to compute taxable income 

differ from the accounting policies applied to determine accounting income. 
The effect of this difference is that the taxable income and accounting income 

may not be the same. 
 
The differences between taxable income and accounting income can be 

classified into permanent differences and timing differences. Permanent 
differences are those differences between taxable income and accounting 

income which originate in one period and do not reverse subsequently. For 
instance, if for the purpose of computing taxable income, the tax laws allow 
only a part of an item of expenditure, the disallowed amount would result in 

a permanent difference. 
 

Timing differences are those differences between taxable income and 
accounting income for a period that originate in one period and are capable 

of reversal in one or more subsequent periods. Timing differences arise 
because the period in which some items of revenue and expenses are 
included in taxable income do not coincide with the period in which such 

items of revenue and expenses are included or considered in arriving at 
accounting income. For example, machinery purchased for scientific research 

related to business is fully allowed as deduction in the first year for tax 
purposes whereas the same would be charged to the statement of profit and 
loss as depreciation over its useful life. The total depreciation charged on the 

machinery for accounting purposes and the amount allowed as deduction for 
tax purposes will ultimately be the same, but periods over which the 

depreciation is charged and the deduction is allowed will differ.  

 
 Unabsorbed depreciation and carry forward of losses which can be setoff 

against future taxable income are also considered as timing differences and 
result in deferred tax assets, subject to consideration of prudence  

 
Recognition 
Tax expense for the period, comprising current tax and deferred tax, 

should be included in the determination of the net profit or loss for 
the period. 

 
Taxes on income are considered to be an expense incurred by the enterprise 
in earning income and are accrued in the same period as the revenue and 

expenses to which they relate. Such matching may result into timing 
differences. The tax effects of timing differences are included in the tax 

expense in the statement of profit and loss and as Deferred Tax Assets  or as 
Deferred Tax Liabilities, in the Balance Sheet. 



Permanent differences do not result in deferred tax assets or deferred 
tax liabilities. 

 
 Deferred tax should be recognised for all the timing differences, 

subject to the consideration of prudence in respect of deferred tax 
assets 
 

Except in the situations stated below  deferred tax assets should be 
recognised and carried forward only to the extent that there is a 

reasonable certainty that sufficient future taxable income will be 
available against which such deferred tax assets can be realised. 
 

 While recognising the tax effect of timing differences, consideration of 
prudence cannot be ignored. Therefore, deferred tax assets are recognised 

and carried forward only to the extent that there is a reasonable certainty of 
their realisation. This reasonable level of certainty would normally be 
achieved by examining the past record of the enterprise and by making 

realistic estimates of profits for the future. 
 

Where an enterprise has unabsorbed depreciation or carry forward of 
losses under tax laws, deferred tax assets should be recognised only 

to the extent that there is virtual certainty supported by convincing 
evidence4 that sufficient future taxable income will be available 
against which such deferred tax assets can be realised. 

 
The existence of unabsorbed depreciation or carry forward of lossesunder tax 

laws is strong evidence that future taxable income may not be available. 
Therefore, when an enterprise has a history of recent losses, the enterprise 
recognises deferred tax assets only to the extent that it has timing 

differences the reversal of which will result in sufficient income or there is  
other convincing evidence that sufficient taxable income will be available 

against which such deferred tax assets can be realised. In such  

circumstances, the nature of the evidence supporting its recognition is 
disclosed. 

 
Re-assessment of Unrecognised Deferred Tax Assets 

At each balance sheet date, an enterprise re-assesses unrecognized deferred 
tax assets. The enterprise recognises previously unrecognized deferred tax 
assets to the extent that it has become reasonably certain or virtually 

certain, as the case may be (see paragraphs 15 to 18), that sufficient future 
taxable income will be available against which such deferred tax assets can 

be realised. For example, an improvement in trading conditions may make it 
reasonably certain that the enterprise will be able to generate sufficient 
taxable income in the future. 

 
Measurement 



 Current tax should be measured at the amount expected to be paid 
to (recovered from) the taxation authorities, using the applicable tax 

rates and tax laws. 
 

 Deferred tax assets and liabilities should be measured using the tax 
rates and tax laws that have been enacted or substantively enacted 
by the balance sheet date.  

 
Deferred tax assets and liabilities are usually measured using the tax rates 

and tax laws that have been enacted. However, certain announcements of 
tax rates and tax laws by the government may have the substantive effect of 
actual enactment. In these circumstances, deferred tax assets and liabilities 

are measured using such announced tax rate and tax laws. 
 

When different tax rates apply to different levels of taxable income, 
deferred tax assets and liabilities are measured using average rates. 
 

Deferred tax assets and liabilities should not be discounted to their 
present value. 

 
The reliable determination of deferred tax assets and liabilities on a 

discounted basis requires detailed scheduling of the timing of the reversal of 
each timing difference. In a number of cases such scheduling is impracticable 
or highly complex. Therefore, it is inappropriate to require discounting of 

deferred tax assets and liabilities.  
 

Review of Deferred Tax Assets 
 
The carrying amount of deferred tax assets should be reviewed at 

each balance sheet date. An enterprise should write-down the 
carrying amount of a deferred tax asset to the extent that it is no 

longer reasonably certain or virtually certain, as the case may be, 

that sufficient future taxable income will be available against which 
deferred tax asset can be realised. Any such write-down may be 

reversed to the extent that it becomes reasonably certain or virtually 
certain, as the case may be, that sufficient future taxable income will 

be available.  
 
Presentation and Disclosure 

 An enterprise should offset assets and liabilities representing 
current tax if the enterprise: 

(a) has a legally enforceable right to set off the recognised 
amounts; and 
(b) intends to settle the asset and the liability on a net basis. 

 
An enterprise will normally have a legally enforceable right to set off an asset 

and liability representing current tax when they relate to income taxes levied 



under the same governing taxation laws and the taxation laws permit the 
enterprise to make or receive a single net payment. 

 
An enterprise should offset deferred tax assets and deferred tax 

liabilities if: 
(a) the enterprise has a legally enforceable right to set off assets 
against liabilities representing current tax; and 

 
(b) the deferred tax assets and the deferred tax liabilities relate 

to taxes on income levied by the same governing taxation 
laws. 
Deferred tax assets and liabilities should be distinguished from 

assets and liabilities representing current tax for the period. 
Deferred tax assets and liabilities should be disclosed under a 

separate heading in the balance sheet of the enterprise, separately 
from current assets and current liabilities 
The break-up of deferred tax assets and deferred tax liabilities 

into major components of the respective balances should be 
disclosed in the notes to accounts. 

 
The nature of the evidence supporting the recognition of deferred tax 

assets should be disclosed, if an enterprise has unabsorbed 
depreciation or carry forward of losses under tax laws. 
 

Transitional Provisions 
On the first occasion that the taxes on income are accounted for in 

accordance with this Statement, the enterprise should recognise, in 
the financial statements, the deferred tax balance that has 
accumulated prior to the adoption of this Statement as deferred tax 

asset/liability with a corresponding credit/charge to the revenue 
reserves, subject to the consideration of prudence in case of deferred 

tax assets. The amount so credited/charged to the revenue reserves 

should be the same as that which would have resulted if this 
Statement had been in effect from the beginning 

 
34. For the purpose of determining accumulated deferred tax in the period 

in which this Statement is applied for the first time, the opening balances of 
assets and liabilities for accounting purposes and for tax purposes are 
compared and the differences, if any, are determined. The tax effects of 

these differences, if any, should be recognised as deferred tax assets or 
liabilities, if these differences are timing differences. For example, in the 

year in which an enterprise adopts this Statement, the opening balance of a 
fixed asset is Rs. 100 for accounting purposes and Rs. 60 for tax purposes. 
The difference is because the enterprise applies written down value method 

of depreciation for calculating taxable income whereas for accounting 
purposes straight line method is used. This difference will reverse in future 

when depreciation for tax purposes will be lower as compared to the 
depreciation for accounting purposes. In the above case, assuming that 



enacted tax rate for the year is 40% and that there are no other timing 
differences, deferred tax liability of Rs. 16 [(Rs. 100 - Rs. 60) x 40%] would 

be recognised. Another example is an expenditure that has already been 
written off for accounting purposes in the year of its incurrence but is 

allowable for tax purposes over a period of time. In this case, the asset 
representing that expenditure would have a balance only for tax purposes 
but not for accounting purposes. The difference between balance of the 

asset for tax purposes and the balance (which is nil) for accounting purposes 
would be a timing difference which will reverse in future when this 

expenditure would be allowed for tax purposes. Therefore, a deferred tax 
asset would be recognised in respect of this difference subject to the 
consideration of prudence (see paragraphs 15 - 18). 

6 It is clarified that an enterprise, which applies AS 22 for the first time in 
respect of 

accounting period commencing on 1st April, 2001, should determine the 
amount of 
the opening balance of the accumulated deferred tax by using the rate of 

income tax 
applicable as on 1st April, 2001. (See ‘The Chartered Accountant’, October 

2001, 
pp.471-472). 


