AS 22 Accounting for Taxes on Income
This Accounting Standard is applicable to all type of enterprises. Every enterprise maintains its accounting records according to the applicable laws and pays tax according to the Income Tax Act, 1961. There are several reasons that create difference between the incomes as per accounting records of the enterprise and taxable income as per tax records. This accounting standard reconciles such difference between the two incomes.
This AS makes a pool between income as per accounting records and income as per tax laws. It follows the matching concept.
Let us consider some of the important facts related to this accounting standard:

What are the reasons that create difference between the two incomes:-

· Due to considering the items of income and expenses.
E.g.  Penalty paid for the infringement of law, this is debited in the P&L A/c whereas this is not allowed as deduction as per income tax laws.

· Due to considering the amount of such items.

E.g. Rates of depreciation under the company laws and income tax act are different that creates a difference.












Now the fact is that the difference has been created, now how to reconcile such difference?

· To reconcile such difference firstly we have to recognize the nature of such difference.
·  The nature of difference may be:

i. Timing difference: This is the difference that originates in the one accounting period and is capable of reversal in the subsequent one or more accounting periods. 
E.g. unabsorbed depreciation and carry forward losses are timing difference.
ii. Permanent difference: This is the difference in the two incomes that originates in one accounting period and can not be reversed in the subsequent accounting periods. 
E.g. penalty paid for the infringement of law is the permanent difference.
· Timing difference results in the Deferred Tax Asset (DTA) or the Deferred Tax Liability (DTL) whereas for the permanent difference no DTA or DTL should be recognized.
Recognition of Deferred Tax:-
1) Recognition of the deferred tax liability: 
DTL should be recognized when the accounting income is more than the taxable income. It means that the tax paid in the current year as per tax laws is less than the tax as determined as per P&L A/c. It actually means that we have carried forward or deferred the current tax liability. 

2) Recognition of the deferred tax asset in normal cases:
DTA should be recognized when the taxable income as per tax laws is more than the accounting income. It means that the tax paid in the current year is more than the tax as determined as per P&L A/c. It actually means that we have preponed our tax liability.

However for the recognition of the deferred tax prudence should also be considered. DTA should be recognized and carried forward only to the extent that there is reasonable certainty that sufficient future income will be available against which such deferred tax assets can be realized.

3) Recognition of DTA in case of unabsorbed depreciation & carried forward losses:
if there are unabsorbed depreciation and carry forward losses the recognition principle is much strict. The accounting standard says that in such situation DTA should be recognized only when there is virtual certainty supported by the convincing evidence that sufficient future income will be available against which DTA will be realized.
Now the question arises that what is the Virtual Certainty?
To clarify the meaning of the Virtual Certainty ICAI has issued ASI 9. Which says that virtual certainty cannot be merely based on basis past performance it is a matter of perception and should be supported by convincing evidence.

· Reassessment of unrecognized DTA:
Sometimes a DTA can not be recognized on the Balance Sheet date due to non availability of the convincing evidence then we should reassess the availability of the virtual certainty on each subsequent Balance Sheet date and if the virtual certainty is found then such previously unrecognized DTA should be recognized in that year.
· Review of Deferred tax assets:
The carrying amount of DTA should be reviewed on each Balance Sheet date and if we found that any portion of the DTA is not recoverable due to the uncertainty of the future incomes then such portion of the DTA should be written off. 
· Presentation and disclosure requirement by the standard:
· The enterprise should offset the current assets and the liabilities if the enterprise has a legally enforceable right to do so, and if it intends to settle the asset and liability on a net basis.

· The enterprise should offset the deferred tax assets and deferred tax liabilities if the enterprise has a legally enforceable right to set off assets and liabilities representing current tax, and the deferred tax assets and liabilities relate to taxes on income levied by the same governing taxation bodies.
· Deferred tax assets should be shown in the Balance Sheet separately from the current tax assets and liabilities and under the separate heading.
· The breakup of the deferred assets and liabilities should be disclosed in the notes of accounts.
· Where DTA is recognized out of unabsorbed losses and depreciation, the nature of evidence which has supported the virtual certainty should also be disclosed.
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