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Comprehensive Analyses of MAT with different aspects:
This article has been written considering the provisions of the Finance Act, 2009 as well as Finance Act, 2010.
Background and the logic of introduction:
MAT was first introduced in the form of Section 80VVA by the Finance Act, 1983. This was omitted by the Finance Act, 1987. The Finance Act, 1987 introduced MAT in the form of a tax on book profits in Section 115.The tax remained in force for three years (i.e. From A.Y. 1988-89 to A.Y.1990-91) and was withdrawn by the Finance Act, 1990(from A.Y.1991-92).MAT was again introduced with the insertion of Section 115JA by the Finance (No. 2) Act, 1996 (from A.Y.1997-98). And Section 115JA was replaced by Section 115JB by the Finance Act, 2000. (From A.Y.2001-02)
Why?

Normally, a company is liable to pay tax on the income computed in accordance with the provisions of the income tax Act, but the profit and loss account of the company is prepared as per provisions of the Companies Act. There were large number of companies who had book profits as per their profit and loss account but were not paying any tax because income computed as per provisions of the income tax act was either nil or negative or insignificant. In such case, although the companies were showing book profits and declaring dividends to the shareholders, they were not paying any income tax. These companies are popularly known as Zero Tax companies. In order to bring such companies under the income tax act net, section 115JA was introduced w.e.f assessment year 1997-98.
Applicability:
· It is applicable to Domestic Company and Foreign Company (In case of foreign companies profit of Indian business segment is to be taken).
· It is not applicable to SEZ after 31-03-2005.

· Moreover, it is not applicable to Nonresident assessee when their profit is computed on presumptive basis under section 44AB and 44BB or a flat rate under section 115A as the computation of profit becomes immaterial.

What is MAT Liability?
In case of a company, if income tax payable is less than 15% (w.e.f. A.Y. 2011-12 @18%) of book profits, then tax payable will be as under

Example:
Particulars


              Rs.
Business Income


40,000

Tax payable @30%


12,000

So tax Payable as per

Normal provisions


12,000--------------------------------A
Book Profit 

                  100,000
15% of book profit = 

15,000 (115JB liability) -----------B
Here as Rs.12000< Rs.15,000, provisions of section 115JB will come into picture and now the tax payable will be Rs.15,000 and not Rs,12,000(plus surcharge***,Education cess, SHEC as may be applicable on A or B whichever is higher)

*** From A.Y.2011-12 the rate of surcharge applicable to domestic company (if total income exceeds Rs. 1 crore) is reduced from 10% to 7.5%

In the above illustration the word used is BOOK PROFIT means the profit as per company law provisions and so for this purpose P&L A/c is to be prepared as per Schedule-VI of the Companies Act, 1956 or Indian GAAP.

Moreover, necessary ASs (Accounting Standards), APs (Accounting Policies), the methods and rates of depreciation should be according to section 210 of the companies Act, 1956.This is because it may be possible that accounting year for companies act purpose and income tax purpose may be different and so for different period the accounting policies may be different and due to this higher profit is reported to shareholders and lower profit is reported to income tax authorities. Moreover, it is worthwhile to note that  in computing book profit Capital Gain should be added. The logic is that even under clause 3(xii) (b) of Part II of schedule-VI of the companies act, profit or loss in the respect of transactions of abnormal/exceptional nature are to be disclosed.
Now how the book profit will be calculated has been discussed as under:
Particulars

Profit as per P&L A/c (computed as per companies act)

Add:

· Income tax paid (Note 1) (including Tax on distributed profit u/s 115O, Distribution Tax u/s 115R and interest on income tax ***)
· Income tax Payable or Income tax provisions (Note2)
· Any transfer to reserve (Note-3)
· Provisions for ascertained liability (i.e. Contingent liability) (Note4)
· Provisions for loss of subsidiary company
· Dividend Paid/Proposed
· Expenses relating to exempt income u/s 10, 10A, 10B, 11, 12   (Note 5)
· Depreciation (As per A/c)
*** These items should be added vide amendment in the Finance Act, 2008 and with retrospective effect from A.Y.2001-02
Less:
· Withdrawal from the reserve or provisions
· Exempt income u/s 10, 10A, 10B, 11, and 12
· Any C/F of losses/Unabsorbed depreciation as per company w.e.l (see explanation below )
· Profit eligible for deduction u/s 80HHC, 80HHE, 80HHF

· Profit of sick industrial company
· Profit of tonnage Tax Company (section-115VO)

· Depreciation (as per income tax) (however excluding depreciation on revaluation of assets) (Note 6)
· Amount withdrawn from the revaluation reserve to the extent it does not exceed the amount of depreciation on account of revaluation of assets
Explanation for c/f of losses and unabsorbed depreciation,

(a) The loss shall not include depreciation;

(b) The provisions of this clause shall not apply if the amount of loss

Brought forward or unabsorbed depreciation is nil; or

* The amount of profits is eligible for deduction under Section 80HHC,

8OHHE, 80HHF
Here below are the notes explaining the additions or deductions with respect to computation of book profit
Note-1
Income tax includes surcharge, Education cess, Secondary and higher education cess .
Note-2
Wealth tax, gift tax, interest tax, sur tax, foreign tax (i.e. tax imposed by foreign government on foreign income) STT, BCTT and FBT (both now no more prevailing) , Penalty, should not be added. Moreover, the amount of deferred tax and deferred tax provision should be added back as it as an ascertained liability. 
Note-3
Reserve includes statutory reserve and reserve created by financial institution u/s 36(i) (viii)/ (viiia).However reserve does not include specified reserve u/s 33AC.Moreover debenture Redemption Reserve cannot be added back 

Note-4
· The provision for meeting an impending (foreseeable) liability is not added back in computing the book profit.
· Provision for doubtful debt cannot be added back as it is not a provision for liability nor the amount in the nature of reserve.
· The Provision for gratuity on the basis of actuarial calculations should be added in computing the book profit.
· Provision for diminution in value of investments and for doubtful loans and advances is not to be added while computing the book profit.
· Provision for loss on account of fluctuation in foreign exchange is not added back while computing book profit.
· Liability to pay retiring benefit can be deductible provided it should be accurately estimated. So it should be deducted.
Note-5
When a company runs one individual business constituting different activities income from some activity is exempt from tax, overhead expenses which cannot be apportioned between exempt income and taxable income, are not to be added back. (Based on the Case of Maharashtra Sugar Mills Ltd judgment) However, keeping in the view of the provisions of section 14A this point is yet doubtful and debatable so the benefit of this judgment may /may not be available
With effect from A.Y.2005-06, expenses incurred on infrastructure capital fund or company referred to in section 10(23G) shall not be added back.

With effect from A.Y. 2007-08 expenses relating to in section 10(38) shall not be added back


Any other expenses (other than those relating to exempt income) should not be added back for computing the book profit, even if such expense is disallowed under the Income Tax Act.
Note-6
i) If there is change in the method of accounting policy (i.e. from WDV to SLM) then the excess provision for depreciation should be reduced from the book profit

II) If the amount of withdrawal from the revaluation reserve is > depreciation provided on differential revaluation and the same is credited to profit and Loss Account should be reduced from book profit

· Where the value of either B/f loss or unabsorbed depreciation is Nil, no amount should be reduced from book profit.

· No interest is allowable on  such MAT credit.
· There is no condition for filing the return of income in time for C/F of MAT credit.
· The tax credit is allowed even if tax was paid late.

· The provisions of advance tax is applicable to MAT.
· Interest covered u/s 234A, 234B, 234C will also applicable to MAT liability just like income tax.

General Points:

· If a sum is debited to P&L A/c under the provisions of the act, it will not be added in computing the book profit even if it is disallowed u/s 37 of the income tax act or under other provisions of the IT Act, 1961.

· Under income tax act Chapter XIIB of the Income Tax Act, 1961 covers Minimum Alternate Tax U/s. 115JB, which covers cases under ‘Special Provision for Payment of tax by certain companies’.


· The Assessing Officer has powers to recompute the book profit in following two situations:

a)

If the profit and loss account is not prepared according to the provisions of Parts II and III of the sixth Schedule of the Companies Act.1956 and

b)

If he finds that in computing the book profit the Accounting Policies, Accounting Standards, methods, rates of depreciation adopted for preparing the profit and Loss Account is different with those adopted for preparing profit and Loss Account for book profit purpose.

· MAT credit u/s 115JAA can be carried forward permissible for a period of 10 assessment years succeeding the assessment year in which the MAT is paid and can be set off against the tax on total income computed under the normal provisions of the act but if the tax liability u/s 115JB < the tax liability under normal provisions, then the difference cannot be C/F.This has been explained by an example below:
Example No 1:
Tax on Book profit is 
150,000

Tax on income is      
105,000
MAT credit u/s 115JAA
  45,000

Example No 2:

Tax on book profit is 
100

Tax on income is 

 200
Difference is not

100

MAT credit



As the tax liability

Under income tax

Is more than book

Profit

Example No 3:

Year 1

Tax on book profit is 
 400

Tax on income is 

 200
Normal liability

 200

Year 2

Tax on Book profit is
 550

Tax on Income is 

1000
Difference


 450


In the year 2 Tax on Income > Tax on book profit so tax payable will be as under

Tax on income is 

1000

Less: Set off of C/F 

  200
Net tax payable

  800

In the above example if the credit c/f was Rs.700 , then the tax payable in the year 2 would be calculated as follow-

Tax Payable


1000

Less: Set off 
            450
Tax payable
 

  550

(Credit available    700 

But Restricted to 450)

So Balance C/F--(250  to the next year

In other words, the excess of normal tax over section 115JB liability is the amount of maximum set off permissible. No interest is payable on such MAT credit
Now here rates of Tax for MAT has been shown for both the finance Act

· Rates of MAT for Finance Act, 2009 is as under:

	Types of co
	If book profit =< 1 crore


	If book profit > 1 crore

	
	IT
	SC
	EC
	SHEC
	Total
	IT
	SC
	EC
	SHEC
	Total

	Domestic
	15
	-
	0.3
	0.15
	15.45
	15
	1.5
	0.33
	0.165
	16.995

	Foreign
	15
	-
	0.3
	0.15
	15.45
	15
	0.375
	0.3075
	0153
	15.836


For Finance Act, 2010 the effective rate of MAT would be 19.9305%.
Guidance Note on MAT issued by ICAI

MAT should be Dr to P&L A/c.

MAT credit cannot be shown in B/S as advance tax.

MAT credit if available should be disclosed in notes to accounts

MAT credit availed in subsequent year would reduce the tax provision for that year

Accounting treatment of MAT has been explained in this guidance notes and in this article as under
Audit Report for MAT (Form No 29B)

Every company to whom the provisions of section115JB are applicable has to get a report from CA in Form No 29B certifying that the book profit computed as per section 115JB as correct.

The auditor has to refer to the test checks, Guidance note, SAPs and keep in mind the concept of materiality. Moreover the Guidance note on ‘Auditors Reports and certificates for special purpose’ should be referred

In case the auditor wants to qualify his report in Form No 29B then the same should be made according to ‘Statement on Qualifications in Auditors Report’ and reasons thereof should be given.

Audit Documentation should be maintained in respect of information being certified. 

The Auditor can rely upon the Tax audit report or on the statutory report.

As long as the accounts laid before the AGM and the accounts from which the book profit is calculated should be based on similar accounting policies, Accounting Standards, and the rates and methods of depreciation should be same. If there found any discrepancies and other adverse points in the accounts being examined for book profit then it is advisable for auditor to suitably disclose these qualifications in his report

If the Income Tax Payable on total income is not less than 15% of book profit then ‘NOT APPLICABLE’ is to be mentioned in para-2 of the report and against item No 14 of the Annexure A.

Certain unclear and debatable issues:
A) Accumulated loss or unabsorbed depreciation and business re-organization
In case the partnership/proprietary concern succeeded by the company then whether accumulated loss or depreciation remaining unabsorbed as on the date of succession/conversion would be eligible for set off against book profit?
No

B) C/f of unabsorbed losses

Example. 
Company’s taxable income is  100

B/f losses is 

    150

C/F losses now (100-150) is (50)

Book profit 


     10

Here there is loss as per normal provisions but as per section 115JB book profit is positive, in such case what would be the amount of loss/depreciation that would be C/F?
Whether the amount as per the normal provisions of the Act

Or

Whether the amount as per book profit

Here there exists difference of opinion but mostly the preferable is first one

c) Aggregation of opening balance in profit and Loss Account
As per the requirements of Schedule-VI the opening balance in the profit and Loss Account is to be aggregated with the current year’s profit and Loss Account and final figure is to be shown in b/s. Now suppose if a company occurs a loss in the current year, the same would be deducted from earlier year’s profits.

Can such C/F loss be allowed as deduction in computing the book profit in the subsequent year?
Such loss cannot be said to be set off against the earlier year’s profit as losses are to be set off against profits earned in years subsequent to the year in which the losses have been incurred and not against profit of prior years.

Deduction of loss from prior year’s profit is just a method of presentation in the b/s as per Schedule-VI
d) Can MAT Credit be considered as a 
Deferred Tax Asset for the purpose AS-22?
  No

e) Whether MAT Credit is an asset?
 Yes.

Accounting Journal Entry:

The following entries are relevant in this context:

(a) For recognizing MAT CREDIT as an Asset:

By MAT Credit Entitlement Account Dr.

To Profit and Loss Account
MAT Credit should be reviewed at each balance sheet date .

(b) At the time of availment of MAT Credit:

By Provision for Taxation Account Dr.

To MAT Credit Entitlement Account

(c) At the time of writing down of MAT Credit Entitlement:

By Profit and Loss Account Dr.

To MAT Credit Entitlement Account

The difference arising out of MAT paid and MAT Credit Entitlement can be treated as TAX PAID during the year.

Presentation in the Financial Statements:

In Balance Sheet MAT credit should be shown under the head Loans and Advances as “MAT Credit Entitlement”
In the year of Set off it should be shown as a deduction from the” Provision for Taxation “on the liability side of the balance Sheet. The unavailed amount of MAT Credit entitlement, if any should be shown and presented as stated above in the balance sheet 
MAT and ASI-6:
According to Para-6 of Accounting Standard Interpretation 6 ‘Accounting for Taxes on Income in the context of section 115JB of the Income Tax Act, 1961.” Issued by the ICAI, MAT is a current Tax. Accordingly the tax expense arising on account of MAT should be charged at the gross amount, in the p&l a/c in the year of payment of MAT.


