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ISSUE

1. The issue is how should deferred tax assets and deferred tax liabilities be disclosed in the balance sheet of a company.

CONSENSUS

2.  In case of a company, deferred tax assets should be disclosed on the face of the balance sheet separately after the
head ‘Investments’ and deferred tax liabilities should be disclosed on the face of the balance sheet separately after
the head ‘Unsecured Loans’.

BASIS FOR CONCLUSIONS

3. Paragraph 30 of Accounting Standard (AS) 22, Accounting for Taxes on Income, provides as follows:

“30. Deferred tax assets and liabilities should be distinguished from assets and liabilities represent-
ing current tax for the period.  Deferred tax assets and liabilities should be disclosed under a separate head-
ing in the balance sheet of the enterprise, separately from current assets and current liabilities.”

From the above, it may be noted that the deferred tax assets and deferred tax liabilities should be disclosed sepa-
rately from current assets and current liabilities.

4. Part I of Schedule VI to the Companies Act, 1956, does not contain a specific head for disclosure of deferred tax
assets/liabilities. Section 211(1) of the Companies Act, 1956, provides that every balance sheet of a company shall
be prepared in the form set out in Part I of Schedule VI, or as near thereto as circumstances admit. It is, therefore, clear
that format of balance sheet as set out in Part I of Schedule VI to the Companies Act, 1956, has in-built flexibility
to accommodate necessary modifications.  A deferred tax asset is normally more liquid (realisable) as compared to
fixed assets and investments and less liquid as compared to current assets. Therefore, in case of a company, it is
appropriate to present the amount of the deferred tax assets after the head ‘Investments’.  Similarly, keeping in view
the nature of a ‘deferred tax liability’, it is appropriate that the same is presented in the balance sheet of a company
after the head ‘Unsecured Loans’.

ISSUE

1. Paragraph 11 of AS 21, paragraph 7 of AS 23 and paragraph 29 of AS 27 use the words ‘near future’ in the context
of exclusions from consolidation, application of the equity method and application of the proportionate consoli-
dation method, respectively.
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2. The issue is what period of time should be considered as ‘near future’ for the above purposes.

CONSENSUS

3. The issue as to what period of time should be considered as near future for the purposes of AS 21, AS 23 and AS
27 primarily depends on the facts and circumstances of each case. However, ordinarily, the meaning of the words
‘near future’ should be considered as not more than twelve months from acquisition of relevant investments unless
a longer period can be justified on the basis of facts and circumstances of the case. The intention with regard to dis-
posal of the relevant investment should be considered at the time of acquisition of the investment.  Accordingly,
if the relevant investment is acquired without an intention to its subsequent disposal in near future, and subse-
quently, it is decided to dispose off the investment, such an investment is not excluded from consolidation, appli-
cation of the equity method or application of the proportionate consolidation method, as the case may be, until the
investment is actually disposed off.  Conversely, if the relevant investment is acquired with an intention to its sub-
sequent disposal in near future, however, due to some valid reasons, it could not be disposed off within that period,
the same will continue to be excluded from consolidation, application of the equity method or application of the
proportionate consolidation method, as the case may be, provided there is no change in the intention.

BASIS FOR CONCLUSIONS

4. A period of more than twelve months would not normally signify ‘near future’. Accordingly, it is considered appro-
priate that the near future should normally be considered as a period not exceeding twelve months.

5. Paragraph 11 of AS 21, paragraph 7 of AS 23 and paragraph 29 of AS 27, also use the words, ‘acquired and held’.
Accordingly, for exclusion from consolidation, application of the equity method or application of the proportion-
ate consolidation, as the case may be, consideration of the intention at the time of acquisition of the relevant invest-
ment is essential.

ISSUE
1. Paragraph 17 of AS 22 requires that “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 evidence that sufficient future taxable income will be available against which such deferred tax
assets can be realised”.

2. The issue is what amounts to ‘virtual certainty supported by convincing evidence’ for the purpose of paragraph 17
of AS 22.

CONSENSUS
3. Determination of virtual certainty that sufficient future taxable income will be available is a matter of judgement

and will have to be evaluated on a case to case basis. Virtual certainty refers to the extent of certainty, which, for all
practical purposes, can be considered certain.  Virtual certainty cannot be based merely on forecasts of perfor-
mance such as business plans.  

4. Virtual certainty is not a matter of perception and it should be supported by convincing evidence. Evidence is a
matter of fact. To be convincing, the evidence should be available at the reporting date in a concrete form, for
example, a profitable binding export order, cancellation of which will result in payment of heavy damages by the
defaulting party. On the other hand, a projection of the future profits made by an enterprise based on the future
capital expenditures or future restructuring etc., submitted even to an outside agency, e.g., to a credit agency for
obtaining loans and accepted by that agency cannot, in isolation, be considered as convincing evidence.
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BASIS FOR CONCLUSIONS

5. In a situation where an enterprise does not have unabsorbed depreciation or carry forward of losses, the degree of
certainty required under AS 22 for recognition of deferred tax asset is ‘reasonable certainty’. In contrast, as a mea-
sure of greater prudence, AS 22 prescribes a much higher level of certainty, i.e., virtual certainty, for recognition of
deferred tax asset in a situation where an enterprise has unabsorbed depreciation or carry forward of losses.
Therefore, the level of certainty required for recognition of deferred tax asset in a situation where an enterprise has
unabsorbed depreciation or carry forward of losses is much more than the situation where the enterprise does not
have the same.

6. Projections on the basis of future actions of an enterprise cannot be considered as convincing evidence since the
enterprise may change its plans on the basis of subsequent developments.

ISSUE
1. Paragraph 4 (e) of AS 16, ‘Borrowing Costs’, provides that borrowing costs may include “exchange differences aris-

ing from foreign currency borrowings to the extent that they are regarded as an adjustment to interest costs”.

2. The issue is which exchange differences are covered under paragraph 4 (e) of AS 16.

CONSENSUS

3. Paragraph 4 (e) of AS 16 covers exchange differences on the amount of principal of the foreign currency borrow-
ings to the extent of difference between interest on local currency borrowings and interest on foreign currency bor-
rowings.  For this purpose, the interest rate for the local currency borrowings should be considered as that rate at
which the enterprise would have raised the borrowings locally had the enterprise not decided to raise the foreign
currency borrowings. If the difference between the interest on local currency borrowings and the interest on for-
eign currency borrowings is equal to or more than the exchange difference on the amount of principal of the for-
eign currency borrowings, the entire amount of exchange difference is covered under paragraph 4 (e) of AS 16.

The Appendix to this Interpretation illustrates the application of the above requirements.

BASIS FOR CONCLUSIONS

4. Enterprises often borrow in foreign currency at a lower interest rate as an alternative to borrowing locally in rupees,
at a higher rate.  However, the likely currency depreciation and resulting exchange loss often offset, fully or partly,
the difference in the interest rates. In such cases, the exchange difference on the foreign currency borrowings to
the extent of the difference between interest on local currency borrowing and interest on foreign currency bor-
rowing, is regarded as an adjustment to the interest costs.  This exchange difference is, in substance, a borrowing
cost.  In case of an enterprise, which instead of borrowing locally at a higher interest rate, borrows in foreign cur-
rency on the basis that the interest cost on foreign currency borrowings as adjusted by the exchange fluctuations,
is expected to be less than the interest cost of an equivalent rupee borrowing, it is not appropriate to consider only
the explicit interest cost on the foreign currency borrowing as the borrowing costs. In such a case, to the extent the
exchange differences are regarded as an adjustment to the interest costs, as explained above, the same should also
be considered as borrowing costs and accounted for accordingly with a view to reflect economic reality.
Accordingly, such an exchange difference is covered under AS 16.
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5. The explicit interest cost, including exchange difference thereon, if any, is covered under paragraph 4 (a) of AS 16,
which provides that borrowing costs may include interest and commitment charges on bank borrowing and other
short term and long term borrowings.  Accordingly, the intention of paragraph 4(e) of AS 16 is to cover exchange
differences on the amount of the principal of the foreign currency borrowings.  Further, since paragraph 4 (e) uses
the words ‘to the extent that they are regarded as an adjustment to interest costs’, the entire exchange difference on
principal amount is not covered by paragraph 4 (e). Since, the difference between interest on local currency bor-
rowings and interest on foreign currency borrowings, is regarded as an adjustment to the interest costs, only the
exchange difference to the extent of such difference is covered by paragraph 4 (e) of AS 16.  The entire exchange
difference on the principal amount is regarded as an adjustment to the interest cost only in a situation where the
difference between interest on local currency borrowings and interest on foreign currency borrowings is equal to
or more than the exchange difference.

Appendix

Note: This appendix is illustrative only and does not form part of the Accounting Standards Interpretation. The purpose of this appen-

dix is to illustrate the application of the Interpretation to assist in clarifying its meaning.

Facts:

XYZ Ltd. has taken a loan of USD 10,000 on April 1, 20X3, for a specific project at an interest rate of 5% p.a., payable
annually.  On April 1, 20X3, the exchange rate between the currencies was Rs. 45 per USD.  The exchange rate, as at
March 31, 20X4, is Rs. 48 per USD.  The corresponding amount could have been borrowed by XYZ Ltd. in local cur-
rency at an interest rate of 11 per cent per annum as on April 1, 20X3.

The following computation would be made to determine the amount of borrowing costs for the purposes of paragraph 4(e) of AS 16:

(i) Interest for the period = USD 10,000 x 5%x Rs. 48/USD
= Rs. 24,000/-

(ii) Increase in the liability towards the principal amount = USD 10,000 x (48-45)
= Rs. 30,000/-

(iii) Interest that would have resulted if the loan was taken in Indian currency = USD 10000 x 45 x 11% = Rs. 49,500

(iv) Difference between interest on local currency borrowing and foreign currency borrowing = Rs. 49,500 – Rs.
24,000 = Rs. 25,500

Therefore, out of Rs. 30,000 increase in the liability towards principal amount, only Rs. 25,500 will be considered as
the borrowing cost.  Thus, total borrowing cost would be Rs. 49,500 being the aggregate of interest of Rs. 24,000 on
foreign currency borrowings (covered by paragraph 4(a) of AS 16) plus the exchange difference to the extent of dif-
ference between interest on local currency borrowing and interest on foreign currency borrowing of Rs. 25,500. Thus,
Rs. 49,500 would be considered as the borrowing cost to be accounted for as per AS 16 and the remaining Rs. 4,500
would be considered as the exchange difference to be accounted for as per Accounting Standard (AS) 11, The Effects
of Changes in Foreign Exchange Rates.

In the above example, if the interest rate on local currency borrowings is assumed to be 13% instead of 11%, the entire
exchange difference of Rs. 30,000 would be considered as borrowing costs, since in that case the difference between
the interest on local currency borrowings and foreign currency borrowings (i.e., Rs. 34,500 (Rs. 58,500 – Rs. 24,000))
is more than the exchange difference of Rs. 30,000.  Therefore, in such a case, the total borrowing cost would be Rs.
54,000 (Rs. 24,000 + Rs. 30,000) which would be accounted for under AS 16 and there would be no exchange differ-
ence to be accounted for under AS 11.
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ISSUES
1. The following issues relating to accounting for taxes

on income in the case of an amalgamation are dealt
with in this Interpretation:
(i) In an amalgamation in the nature of purchase,

where the consideration for the amalgamation is
allocated to the individual identifiable assets/lia-
bilities of the transferor enterprise on the basis of
their fair values at the date of amalgamation as
per AS 14, ‘Accounting for Amalgamations’, and
the carrying amounts thereof for tax purposes
continue to be the same as that for the transferor
enterprise, whether deferred tax on the differ-
ence between the values of the assets/liabilities
arrived at for accounting purposes on the basis
of their fair values and the carrying amounts
thereof for tax purposes should be recognised.2

(ii) If any deferred tax asset, including in respect of
unabsorbed depreciation and carry forward of
losses, was not recognised by the transferor
enterprise, because the conditions relating to
prudence laid down in paragraph 15 or para-
graph 17, as the case may be, of AS 22, were not
satisfied, whether the transferee enterprise can
recognise the same if the conditions relating to
prudence as per AS 22 are satisfied.

CONSENSUS

2. In an amalgamation in the nature of purchase, where
the consideration for the amalgamation is allocated
to the individual identifiable assets/liabilities on the
basis of their fair values at the date of amalgamation
as per AS 14, ‘Accounting for Amalgamations’, and
the carrying amounts thereof for tax purposes con-
tinue to be the same as that for the transferor enter-
prise, deferred tax on the difference between the val-
ues of the assets/liabilities, arrived at for accounting
purposes on the basis of their fair values, and the car-
rying amounts thereof for tax purposes should not
be recognised as this constitutes a permanent differ-

ence.  The consequent differences between the
amounts of depreciation for accounting purposes
and tax purposes in respect of such assets in subse-
quent years would also be permanent differences.

3. In a situation where any deferred tax asset, including
in respect of unabsorbed depreciation and carry for-
ward of losses, was not recognised by the transferor
enterprise, because the conditions relating to pru-
dence laid down in paragraph 15 or paragraph 17, as
the case may be, of AS 22, were not satisfied, the
transferee enterprise can recognise the same if the
conditions relating to prudence as per AS 22 are sat-
isfied.  In such a case, the accounting treatment, as
described below, depends on the nature of amalga-
mation as well as the accounting treatment adopted
for amalgamation in accordance with AS 14.
(i) Where the amalgamation is in the nature of pur-

chase and the consideration for the amalgama-
tion is allocated to individual identifiable
assets/liabilities on the basis of their fair values
at the date of amalgamation as permitted in AS
14, the deferred tax assets should be recognised
by the transferee enterprise at the time of amal-
gamation itself considering these as identifiable
assets. These deferred tax assets can be recog-
nised at the time of amalgamation only if the
conditions relating to prudence laid down in
paragraph 15 or paragraph 17, as the case may be,
of AS 22, are satisfied from the point of view of
the transferee enterprise at the time of amalga-
mation.  The recognition of deferred tax assets
will automatically affect the amount of the good-
will/capital reserve arising on amalgamation. 

In a case where the conditions for recognition of
deferred tax assets as per AS 22 are not satisfied
at the time of the amalgamation, but are satisfied
by the first annual balance sheet date following
the amalgamation, the deferred tax assets are
recognised in accordance with paragraph 19 of
AS 22. The corresponding adjustment should be
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made to the goodwill/capital reserve arising on
the amalgamation.  If, however, the conditions
for recognition of deferred tax assets are not sat-
isfied even by the first annual balance sheet date
following the amalgamation, the corresponding
effect of any subsequent recognition of the
deferred tax asset on the satisfaction of the con-
ditions should be given in the statement of profit
and loss of the year in which the conditions are
satisfied and not in the goodwill/capital reserve.

(ii) Where the amalgamation is in the nature of pur-
chase and the transferee enterprise incorporates
the assets/liabilities of the transferor enterprise
at their existing carrying amounts as permitted in
AS 14, the deferred tax assets should not be
recognised at the time of amalgamation.
However, if, by the first annual balance sheet
date subsequent to amalgamation, the unrecog-
nised deferred tax assets are recognised pursuant
to the provisions of paragraph 19 of AS 22 relat-
ing to re-assessment of unrecognised deferred
tax assets, the corresponding adjustment should
be made to goodwill/capital reserve arising on
the amalgamation. In a case where the condi-
tions for recognition of deferred tax assets as per
AS 22 are not satisfied by the first annual balance
sheet date following the amalgamation, the cor-
responding effect of any subsequent recognition
of the deferred tax asset on the satisfaction of the
conditions should be given in the statement
of profit and loss of the year in which the
conditions are satisfied and not in the good-
will/capital reserve.

(iii) Where the amalgamation is in the nature of
merger, the deferred tax assets should not be
recognised at the time of amalgamation.
However, if, by the first annual balance sheet
date subsequent to the amalgamation, the
unrecognised deferred tax assets are recognised
pursuant to the provisions of paragraph 19 of AS
22 relating to re-assessment of unrecognised
deferred tax assets, the corresponding adjust-
ment should be made to the revenue reserves. In
a case where the conditions for recognition of
deferred tax assets as per AS 22 are not satisfied
by the first annual balance sheet date following
the amalgamation, the corresponding effect of
any subsequent recognition of the deferred tax

asset on the satisfaction of the conditions should
be given in the statement of profit and loss of the
year in which the conditions are satisfied and not
in the revenue reserves.

BASIS FOR CONCLUSIONS

4. AS 22 is based on the ‘income statement approach’.
In an amalgamation in the nature of purchase, recog-
nition of individual identifiable assets/liabilities of
the transferor enterprise on the basis of their fair val-
ues at the date of amalgamation does not affect the
statement of profit and loss. In a situation where, as
per the tax laws, the carrying amounts of the
assets/liabilities acquired as a result of amalgamation
in the nature of purchase continue to be the same as
that for the transferor enterprise, the difference
between the carrying amounts of assets/liabilities
(with reference to fair values) for accounting pur-
poses and the carrying amounts thereof for tax pur-
poses will never be allowed for deduction for tax
purposes. Accordingly, the difference between the
carrying amounts of assets/liabilities for accounting
purposes and that for tax purposes is a permanent
difference.  The consequent differences between the
amounts of depreciation for accounting purposes
and tax purposes in respect of such assets in subse-
quent years would also be permanent differences.

5. There may be certain deferred tax assets that were not
recognised by the transferor enterprise before the
amalgamation because there was no reasonable cer-
tainty or virtual certainty, as the case may be, of the
availability of future taxable income against which
such assets can be realised. On amalgamation, the
availability of future taxable income may become rea-
sonably certain or virtually certain, as the case may be,
against which such assets can be realised.

In the case of amalgamation in the nature of pur-
chase where the consideration for amalgamation is
allocated to individual identifiable assets and liabili-
ties on the basis of their fair values, the deferred tax
assets are recognised, subject to the requirements of
AS 22, considering these as identifiable assets at the
time of amalgamation itself since identifiable assets
and liabilities acquired include assets, such as
deferred tax assets, and liabilities not recorded in the
financial statements of transferor enterprise. The
recognition of deferred tax assets will automatically



affect the amount of the goodwill/capital reserve
arising on amalgamation.

In case of amalgamation in the nature of purchase
where the transferee enterprise incorporates the
assets and liabilities of the transferor enterprise at
their existing carrying amounts as per AS 14, the
deferred tax assets are not recognised at the time of
amalgamation since, as per AS 14, assets/liabilities of
the transferor enterprise are recognised at their exist-
ing carrying amounts in the balance sheet of the
transferee enterprise. Therefore, the assets which are
not appearing in the balance sheet of the transferor
enterprise at the time of amalgamation can not be
recognised. However, by the first annual balance
sheet date following the amalgamation, the deferred
tax assets are recognised by the transferee enterprise
subject to the provisions of paragraph 19 of AS 22.
The corresponding adjustment is made in the good-
will/capital reserve, since, normally, the benefits to
be received from deferred tax assets are in-built in
the purchase consideration. Since, in such a case, the
benefits to be received from deferred tax assets get
clubbed with the goodwill/capital reserve, on a sep-
arate recognition of deferred tax assets by the first
annual balance sheet date following the amalgama-
tion, it is appropriate to adjust the same against good-
will/capital reserve and not in the statement of profit
and loss of the transferee enterprise. In a case where
the conditions of recognition of deferred tax assets
as per AS 22 are not satisfied by the first annual bal-
ance sheet date following the amalgamation, the cor-
responding effect of any subsequent recognition of
the deferred tax asset on the satisfaction of the con-
ditions is given in the statement of profit and loss of
the year in which the conditions are satisfied and not
in the goodwill/capital reserve.  The reason for this
is that after the first annual balance sheet following
the amalgamation, the satisfaction of conditions

relating to prudence as laid down in AS 22, is not
attributed to the amalgamation but is a result of the
operations of the combined enterprises.  Therefore,
it is not appropriate to adjust the goodwill/capital
reserves arising on amalgamation.

In case of amalgamation in the nature of merger, since
as per AS 14, assets/liabilities of the transferor enter-
prise are recognised at their existing carrying amounts
in the balance sheet of the transferee enterprise, at the
time of amalgamation, no deferred tax asset is recog-
nised.  However, by the first annual balance sheet date
following the amalgamation, the deferred tax assets
are recognised subject to the provisions of paragraph
19 of AS 22. The corresponding adjustment is made
to the revenue reserves, since in case of amalgamation
in the nature of merger the situation should be the
same had merged entities were continuing as one
entity from the beginning.  Keeping in view this
objective, the corresponding effect is given to rev-
enue reserves since had the merged entities been con-
tinuing as one entity from the beginning, the deferred
tax assets would have been recognised earlier and
would have affected the revenue reserves and not the
profit or loss for the year. In a case where the condi-
tions of recognition of deferred tax assets as per AS
22 are not satisfied by the first annual balance sheet
date following the amalgamation, the corresponding
effect of any subsequent recognition of the deferred
tax assets on the satisfaction of the conditions is given
in the statement of profit and loss of the year in which
the conditions are satisfied and not to the revenue
reserves.  The reason for this is that after the first
annual balance sheet following the amalgamation,
the satisfaction of conditions relating to prudence
as laid down in AS 22, is not attributed to the
merger but is a result of the operations of the merged
entities.  Therefore, it is not appropriate to adjust the
revenue reserves. ■
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1 The authority of this ASI is the same as that of the Accounting Standard(s) to which it relates. The contents of this
ASI are intended for the limited purpose of the Accounting Standard(s) to which it relates.  ASI is intended to apply
only to material items.

2 In case of an amalgamation in the nature of merger and amalgamation in the nature of purchase where the transferee
enterprise incorporates the assets/liabilities of the transferor enterprise at their existing carrying amounts as per AS
14 and the carrying amounts thereof for tax purposes continue to be the same as that for the transferor enterprise,
the amalgamation does not, in itself, give rise to any difference between the carrying amounts of assets/liabilities for
accounting purposes and tax purposes and, consequently, to any deferred tax asset/liability.  Accordingly, in respect
of such amalgamations, this issue does not arise.


