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situations of Tax Holiday under Sections
10A and 10B of the Income-tax Act, 1961

Accounting Standard (AS) 22, Accounting for Taxes
on Income

ISSUE

1. Chapter III of the Income-tax Act, 1961 (hereinafter referred to as the
‘Act’) deals with incomes which do not form part of total income. Sections
10A and 10B of the Act are covered under Chapter III. These sections
allow certain deductions, for certain years, from the total income of an
assessee. These deductions are commonly described as ‘tax holiday’
and the period during which these deductions are available is commonly
described
as ‘tax holiday period’.

2. The issue is how AS 22 should be applied in the situations of tax-
holiday under sections 10A and 10B of the Act.

CONSENSUS

3. The deferred tax in respect of timing differences which originate during
the tax holiday period and reverse during the tax holiday period, should not
be recognised to the extent deduction from the total income of an enterprise
is allowed during the tax holiday period as per the provisions of sections
10A and 10B of the Act.

4. Deferred tax in respect of timing differences which originate during the
tax holiday period but reverse after the tax holiday period should be recognised

1 Published in ‘The Chartered Accountant’, December 2002, pp. 610-611. The
authority of this ASI is the same as that of the Accounting Standard to which it
relates. The contents of this ASI are intended for the limited purpose of the
Accounting Standard to which it relates.   ASI is intended to apply only to material
items.
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in the year in which the timing differences originate.  However, recognition
of deferred tax assets should be subject to the consideration of prudence as
laid down in paragraphs 15 to 18 of AS 22.

5. For the above purposes, the timing differences which originate first
should be considered to reverse first.

BASIS FOR CONCLUSIONS

6. Sections 10A and 10B are covered under Chapter III of the Act. These
sections allow certain deductions, for certain years, from the total income of
the assessee.

7. The Framework for the Preparation and Presentation of Financial
Statements provides that “An asset is recognised in the balance sheet when
it is probable that the future economic benefits associated with it will flow
to the enterprise and the asset has a cost or value that can be measured
reliably”. The Framework also provides that “A liability is recognised in
the balance sheet when it is probable that an outflow of resources
embodying economic benefits will result from the settlement of a present
obligation and the amount at which the settlement will take place can be
measured reliably”. In the situation of tax holiday under sections 10A
and
10B of the Act, it is probable that deferred tax assets and liabilities in
respect of timing differences which originate and reverse during the
tax holiday period will not be realised or settled. Accordingly, a deferred
tax asset or a liability for timing differences which reverse during the tax
holiday period does not meet the above criteria for recognition of asset or
liability,
as the case may be, and therefore is not recognised to the extent deduction
from the total income of the enterprise is allowed during the tax holiday
period as per the provisions of sections 10A and 10B of the Act.

8. Deferred tax assets/liabilities for timing differences which reverse after
the tax holiday period are recognised in the period in which these differences
originate because these can be realised/paid after the expiry of the tax holiday
period by payment of lesser or higher amount of tax after the tax holiday
period because of reversal of timing differences.

9. This Interpretation prescribes the same accounting treatment for
situations of tax holiday under sections 10A and 10B of the Act as prescribed
for situations of tax holiday under sections 80-IA and 80-IB of the Act (see
ASI 3).
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According to one view situation of tax holiday under sections 10A and 10B
should be treated differently as compared to situations of tax holiday under
sections 80-IA and 80-IB of the Act since sections 10A and 10B are covered
under Chapter III of the Act which deals with incomes which do not form
part of total income whereas sections 80-IA and 80-IB are covered under
Chapter VI-A which deals with deductions to be made in computing total
income.

This view was not accepted because irrespective of the fact that Sections
10A and 10B are covered under Chapter III and Sections 80-IA and 80-IB
are covered under Chapter VI-A, the substance of the reliefs, in terms of
economic reality is the same. Keeping in view the ‘substance over form’
principle of accounting as laid down in AS 1, Disclosure of Accounting
Policies, there should not be any difference between the treatment in
respect of tax holiday under sections 80-IA, 80-IB and 10A, 10B.


