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Sub: Report regard ing Irame work for co mp uta tion of book profit for the pu rposes of levy of

~Iinimum Alternate Tax (MAT) under sec tion 115JH of the lncornc-tax Act. 1961 for Indian

.a ccoun ting Sta ndards {lnd AS) complia nt com pa nies in th e yea r of ado ption a nd th ereafter-

Kindly refer to the Order of Centra l Board of Direct Taxes (CBDT) from F. No. 133123~O I5­

TPL dated 8th June. 20 15 constituting this Committee to inter alia suggest the framework for
computation of book profit for the purposes of levy of Minimum Alternate Tax (i\,tAT) under section
115JB of the Income-tax Act. 1961 (' the Act') for Indian Accounting Standards (Ind AS) co mpliant
companies in the year o f adoption and thereafter. The Committee discussed in detail the provisions of
section 115JB of the Act.J nd AS and relevant sections of the Companies Act. 2013 during its meetings
held for suggesting framework for computation of books profit of Ind AS compliant com pan ies.

.., The provisions of section 115JB of the Act provide for levy of MAT on the basis of "book
profit" i.e. the net profit d isclosed in the profit and loss acco unt prepared in accordance with the
provisions of the Companies Act. For determining the book profit, section 115JB of the Act provides
for certa in adj ustments ma inly for items relating to income-tax, appropriation of profi t. adjustment for
brought forward loss/unabsorbed depreciation. reva luation of assets. distribution of dividend. etc. The
adjustment for brought fo rward loss/unabsorbed depreciation is provided on the basis of I~C provisions
contained in section 205 of the Companies Act. 1956 which provides computation machinery for
determining the amount available for distribution of dividend. The adjustments indicate that the
provisions of section 115JB of'the Act seek to compute the realised profit before tax which is ava ilable
for appropriation/distribution. Hence. there appears to be an implicit relation between the distributable
profits which is available for payment of dividend under the Companies Act and the tax base for
levying MAT under section 115JB of the Act.
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3. Section 129 of the Companies Act, ~O I3 requires la) ing of financi al statement in the annual
general meetin g. For an lnd AS compliant co mpany. the financia l statements shall include bala nce
sheet. profit & loss acco unt and statement o f change in equ ity . An Ind AS co mpliant company sha ll be
req uired to bifurcate its profit and loss acco unt into following 1\\ 0 part s:-

A. Net profit or loss for the year:

B. Net other comprehensive income (this will includ e both (i) items 10 be reclassi fied to

profit or loss in subsequent periods. and (ii) items not to be reclassified 10 profit or

loss in subsequent periods).

.t. Sec tion 123 of the Companies Act. 2013 contains provrsron s relating to dec larat ion o f

div idend by a company•. The section inter alia provides that the dividend shall be declared out of the
profi ts of the company for the current year or out of the profit s of the earlier yea r. It is further provided
that in case of inadequacy of profits. the dividend can be declared out of the accu mulated profits of the
earlier year which has been transferred to the reserve . It is also spec ified that reserve for this purpo se
shall mean free reserves only. Sect ion 2(43) of the Compa nies Act . 2013 provides that free reserve
shall not include any amount representing unrealiscd gains. notiona l gai ns or reva luation of assets. or
any change in carrying amount of an asset or of a liability recognized in equ ity. includi ng surplus in
profi t and loss account on measurement of the asset or the liability at fa ir val ue.Thus. section l2J read
with section 2(-13) prohib its distribution of d ividend out of reserves conta ining notional/un realised
gains. The Committee noted that fair value accounting is predominant in Ind AS and acco rding ly the
net profit and net other comprehensive income of the current year may incl ude a sizeable amou nt of
notional/unrealised gains or losses. Therefore. it appears that the dividend is allowed to be paid out of
profits of the current year without any adjustment s in respect of notional/unreal iscd gains.

5. Further. the defi nition of free reserve under section 2(43) of the Compan ies Act. 20 13 provides
for exclusion of notional/unrealised gains only and is silent about the trea tment of notional/unrealised
losses.

6. Section )97 of the Companies Act. 20 13 provides that total managerial remune rat ion payab le
by' a public company should not exceed 11% of the net profit for that year. Section 198 of the
Companies Act which contains the mecha nism for computation of profit for th is purpose inter alia
provides that profit for th is purpose shall not include any changes in the carry ing amount of an asse t o r
of a liability recognized in equity. including surplus in profit and loss accou nt on measurement of the
asset or the liability at fair value.

7. In view of the above differi ng requ irements in the Compa nies Act lo r treatment of
unrealised/not iona l gains and losses. the Committee issued a letter dated 2t b July. 20 15 (enclosed as
Annexure A) requesting the CS DT for seeking clarifications on these issues from Minist ry o f
Corporate Affa irs (~ICA ).
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8. The ~lCA vide letter from File S o. 17/ 13-1/:!015 C L V dated ll" January. :!0 16 (enclosed as
Annexure B) intimated that all notional! unrealized gains included in Net other comp rehensive income
are required to be excluded for the purposes of arriving at distributable profits for payment of div idend
as well as for calculation of profit for managerial remuneration. The items listed by the MCA are
reproduced below -

I . Changes in revaluation surplus (Ind AS 16 and Ind AS 38):

11. Remeasurements of de fined benefit plans (lnd AS 19);

111. Gain and losses arising from translating the financia l statements of a fore ign operat ion (lnd AS

2 1);

1\ . Gains and losses from investrnerus in equity instrume nts designated at fair value (Ind AS 109):

v. Gains and losses on financia l assets measured at fair value (Ind AS 109):

vi. The effective portion of gains and losses on hedging instruments in a cash flow hedge and the

gains and losses on hedging instrumen ts that hedge invest ments in eq uity instruments

measured at fair value through other comprehensive income in accordance with paragraph

5.7.5 of Ind AS 109 (lnd AS 109);

\ 11. For particular liabilities designated as at fai r value through profi t or loss. the amount of the

change in fair value that is attributable to changes in the liab ility' s cred it risk (Ind AS 109);

\ 1Il . Changes in the value of the time value of options when separa ting the intr insic value and time

value of an option contract and des ignating as the hedging instrument only the changes in the

intrinsic value (Chapter 6 of lnd AS 109):

rx. Changes in the value of the forward elemen ts of forward contracts when separating the

forward element and spot element of a forward contract and designating as the hedging

instrument only the changes in the spot e lement. and change s in the value of the foreign

currency basis spread of a financial instrument when exc luding it from the designation of that

financial instrument as the hedging instrumen t (Chapter 6 of Ind AS 109 ).

The ~ICA suggested that the above principle may be extend ed for recko ning book profits for the
purposes of MAT previ sions.

Q. The Committee deliberated on the issue and recommen ds the following -

I. Based on the inputs from the i\'ICA that current yea r profit s (excluding net other

comprehensive income) will be availab le for distrib ution as dividends. and conside ring the

implicit relation between the distributab le profits which is avai lab le for payment of dividend

under the Compan ies Act and the tax base for levying ~tAT. no further adju stments are

required to be made to the net profits (excluding net other co mprehensive income) of Ind AS

compliant companies. other than those already specified under section 115JB of the Act.

II. As discussed. the net profits (exclud ing net other comprehensive income) under Ind AS may

include a sizeable amount of not ionalfunrealised ga ins or losses. In the event that the ~ICA

prescribes any further adjustments to the curren t year profits (excluding net other

comprehensive income) for computation of distributab le profi ts. the requirement for any

additiona l adjustments to the book profit under sect ion 115JB may be examined.
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III. As discussed in para J above. the net other comprehensive income includes certain items that

\\ ill permanently be recorded in reserves and hence neve r be reclassified to the statement of

profit and loss account! included in the computation of boo k profits. The Committee

recommends that these items should be included in boo k profit s for ~IAT purposes at an

appropr iate point of time. An illustrative list of such items a long \..-ith the recom mended

treatment for MAT is given below -

51. :"'0. Items Recomm ended treatment

1 Cha nges in revalua tion surplus (lnd AS 16 and To be incl uded in book profits
Ind AS 38) at the time of realisat ion!

disposa ll ret irement
2 Remeasuremcnts of defined benefi t plans (Ind To be included in book profi ts

AS 19) every year as the
remcasurements ga ins and
losses arise

3 Gains and losses from investments in equ ity To be included in boo k profit s
instruments designated at fair value through at the time of reali sation
other comprehensive income (Ind AS 109)

10. The Committee also deliberated the impact of first time ado ption of Ind AS. The accounting

policies that an entity uses in its opening Ind AS balance sheet at the time of first time adoption may

differ from those that it previously used in its Ind ian GAAP financial stateme nts. An ent ity is requ ired

to record these adj ustments d irectly in retained earn ings! reserves at the date of transition to Ind AS.

The Committee noted that several of these items wou ld subseq uently never be recla ssified to the

statement of profit and loss accou nt! included in the co mputation of book profit s. Accordin gly. the

Committee recommends the following .

1. Those adj ustments recorded in reserves and which wou ld subsequently be reclassified to the

pro li t and loss account. should be incl uded in book protits in the year in wh ich these arc

reclassified to the profit and loss account;

II. Those adj ustme nts recorded in net other comprehensive income and \vhich would neve r be

subsequently reclassified to the profit and loss account (as d iscussed in para 9.111 above).

should be included in book profi ts as provided in para 9.11I above:

Il l. All other adjustments recorded in retained earn ings and which would otherwise never

subsequently be reclassified to the profit and loss account. should be included in book profits

in the year of first time adoption of Ind AS:

Section 115JB already provides for certain adjustments for computation of bock profit.The above

adjustments would be subject to the existing provisions of Section 115J8 (e.g. the amount set aside as

provision for dimi nution in the value of any asset is required to be added to book profits and

accordingly would not be included in any of the adjustments mentioned above).

I I. It may be noted that due to widening of the sco pe of the term s of reference of the Commi ttee

from time to time. the Committee in the given time has not been able to complete its deliberation on
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examining the lnd AS! ICAI guidance notes for the purpose of identifying the areas where additional
ICDSneedto benotified.

•

End :as above

Copy to:

1) Member (L& C). CBOT""- t-:
2) jS (TPL - I). CBOT :,{l)'

'f}!~;.
(M P l.ohta]

Convene r of MAT - Ind AS Committee

1L-
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Smt. AnitaKapur
TIle Chairperson
Central Board of Direct Taxes
KOlin Block, New Ddhi-llOOO I.

Madam,

Conven or .
\I AT - lI,d AS Committee

Mumbai
27lb. July, 2015

•

Su h: Req uest for seeking c1ari ficlil iunfgllidan cc fro m M e A in r.l'."I''''d of applica t ion of certa in

prm isinn~ uf Co mllanies Acl, 2013 to Ind As compliant co mpa nies _ reg.

Kindly refer to rbe Order of Central Board of Direct Taxes (CROT) from E No.l H1231201S·
TPl . dated 8'" June, 20 15 constituting this Committee to rmer alia suggest the framework for
computation of book profit for the purposes of levy of Minimum Alternate Tax (MAT) under section
115.IH of the Income-tax Act, 1961 ('t he Act') lor Indian ACCDUJ1l ill~ Standards (Ind AS) compliant
companies in the year of adoption and tbereatter. The Committee discussed in detailthe provis ions of
sec tion 11SID or ue Act, Inti AS and relevant sections of tbe Compan ies Act, 2013 during its meetings
held for sugg..-sling framework fOI" computation of books profit (If lnd-A s compl iant companies.
During the discussion It was fell by the Committee that it is not poss ible to recommend the framework
without getting clarity/guidance on certain issues relating to application of certain provisions of the
Companies Act, 20 1) to Too-AS compliant companies.

2. TIle provisions of section 115JH of the Act provide lor levy of MAT 0 11 the basis of "book
profit' i.e. the net profit disclosed in the profi t and loss acco unt prepared in accordance with the
plovi:;inlli o r the Companies ,Act . For determining the hook profit, section 115m of the Act provides
Icr cert ain atlJustment<;: mainly for items lelating to income-tax, appropria tion of proli t, adius tment for
bH"lught forward los<;:/unabMlrht=d depreciation. re \laluMlun of assets . distribu tion (If dividend , etc. The
adjust ment tor brought Iorward los.""unahsorbed deprec iation is provided on the basis of the provisions
c:onl,lincd in section 205 of the Companies Act, 1956 which provides computation machinery tor
determining the amount availnhle fin distribution of dividend Th e adjustments indicate that the
provisions of seclion 115ID of the Act seek to compute the realised profit before tax which is available
for appropriation/di stribution. Hence, there appears to be an implicit rela tion between the distributable
profits which i ~ available for payment of dividend under the Companies Act and the tax base for
levying MAT under section 11smof tbe Act.

J. Section 123 of the Compan ies Act. 2013 contain.s provmons relating to declarati on of
dividend by a company The section inter "Jill provides that the dividend shall be declared out of the
profits o f the company for the current year or out of the profits (If the earlier year after providing for
depreciation in accordance with the provisions of Schedule II of the Companies Act, 20 13. lt is further
provided that in case of inadequacy of profit, the dividend can be declared out of the accumulated
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profits oflhe earlier year which has been transferred 10 the reserve. It is also provided thai reserve for
this pUlpo~e shall mean free reserves only. Section 2(43) or tile Companies Act, 20 13 provides that
free reserve shall not incl ude any amount representi ng unrealised gains , notional ga ins 0 1 revaluation
of assets, or any change in carr ying amount of an asset or of a liability- recognized in equity, including
surplus i ll profit and loss account onmeasurern ent of the asset or the liab ility at fair value.

4. Section 129 of the Companies Act, 2013 requir es laying of tlnancial statement in I~ annual
general meeting For an Ind AS Compliant compa ny, the financial statements shall incl ude balance
sheet , profit & loss account and statement of change in equity. An lnd AS co mpliant com pany shall be
required to bifurcate its profit and loss account into following three parts:-

A. Net profit or loss for the year.

B. '\'et other comprebersi ve income 10 be recl assified to profi t or loss in subsequent

periods (the item.. included in this part shall be routed 10 the profit and los'> accou nt o f

the future period on happening ofce rtain events); and

C. Net other comprehensive income 110t 10 be rcclessified to profi t or loss in subsequent

periods (the items iuoluded in this para shallnever be rout ed to the profit and loss

account of'thc future period),

5. Section 123 of the Companies Act, 20 13, as discussed above, prohibits distribution of
dividend out of reserves containing nc tionabu nreahsed gains . However, the dividend is allo wed to be
raid out of profits o f the current year/earlier year witho ut any restriction in respect of
rot ional/onrcalised gains The fair value accou nting is predom ina nt in tbe lnd AS. therefore. the net
pm(il!l1l't other cornprebensive mcomc of rilecurrent year/ea rlier year shall inc lude a sizeable amcunr
tlf ootlonal /unro:al ised ga ins or losses. A:; there is no restrict ion (111 distribut ion of profit from
rotional/unrealised gains included in the net p cfisuet other comprebensrve income of the current
y~ar/earliC1 year, there appears 10 be inconsislency in the treatment of notional/unrealiscd gains for the
p Il TJIl,'lSCS of drstnburion of dividen d OUI of net profltsnet other com prehensive income o f the current
ycar/cartier year as compared 10 dividend paymen t from accumu lated reserves The rational e behind
this diffe rential ueauucnt could not be appreciated by the Couumucc. The Committee was also of the
view tha i a" far as possible the view taken for the unrealized I notiona l gains f losses for MAT and
distributi on of dividends should he on consis tent bas is. In view of this, it is requested that the Minis try
of Corporate Affairs (MeA) may he requested to com municate the underlying pr inciples fur providing
dif ferent treatmen t to notiooal/ unrealised gains for distributiou o r dividend so that the Com mittee can
take an informed view in thi,.; mailer.

6. Further, section 197 of the Companies Act. 2013 prov ides that the tota l managerial
remunerat ion paya ble by a public coml);tny should not exceed 11~o o f the net profi t for that yea r.
Section 198 o f the Companies Act which contains the mechanism for co mputation of profi t fl1.-- this
purpose imar alia provides that profit for this purpose shall not include any changes in the ca rrying
amount of an asset or of a liability recognized in equi ty. including surplus in profit and lru::s account on
measurement of the asse t or the liability at fair va lue. In view of 'his requ irement and treatme nt of
notioual/unrealiscd gains for the purposes of dividend. discussed above , it appears that a company has
to calculate the profi ts excluding the notionalrun realised gains for the purposes of determining the
dis tributable surplus for divide nd payment and for determining the base for manageria l remuneration .
This would require re-writing of accounts especially for 1111 lnd AS compliant company. 111 view of
this, it is requested that the MeA may be requested to intimate that whether the Me A is proposing to
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issue any guidance for calculating the said distributable surplus or base for manager ial remuneration
for ensuring uniformity in application by lnd AS compliant companies.

7. FUI1~r. the definition of free reserve under section 2(43) of the Companies Act, 20 13 provides
for exclusion (If notional.unrealised gains only and is silent 300ut the treatmen t o f notional/cnrealiscd
losses. Hence, the MeA may also be reques ted 10 provide clarity for trea tme nt of notionabtnueati sed
losses for the purposes of computation of free rescrve . With illtroduc tioo o f lnd AS, the computation
of the profits after exclud ing The unrealized I notional gains J losses would involve complex
computations. It is therefore necessary also to asce rtain from \-teA thai whether they are considering
any change in the law for avoiding such complex computations for dcrcrtnining the profi ts for
distribution of profits 0 1 managerial remuneration, etc .

8. As per the orde r dated 8'~ June, 2015 referred to above, the Committee was supposed to submit

its interim report on the issue of \olAf calc ulatio n of 11K! AS compliant companies by 31" July, 20 tS.

The Committee had delibera ted this issue in det ail in its three meetings, however, due 10 uncertainty

on the issues relating to application of certain provisions of the Companies Act. 20 13 ment ioned

above, the interim report could not be finalised. ln view of this, it is req ues ted that tl~ timeline for

submiss ion of inter im report on the issue of \-fAT calculationmay be extended suitably.

- >1["
JI. S"

(~1. P, Lohia)
Conveno r of \-fAT -bld AS Committee
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File No. 17/1341201 5 CL V

lmn m<l'IT IGovernment of India

Cf;'j'4ft:e ~ A'4 1(>j ll IMinistry of Corporate Affairs

qi-q<ft ;j f:)1<><, T! fll7r, In ~,

5th Floor, A wing, Shastri Bhawan,

sT. {I;,lore; >mR; U"s,~~ - 110001

Dr. Rajendra Prasad Road, New Delhi - 110001
Dated: 11" January, 2016

OFFICE MEMORANDUM
Subject: Computation of Mini mum Alternate Tax (MAT) liabilities for companies
migrating to Ind-AS -reg.

The undersigned is directed to refer to letter no. 133/23/2015-TPL da ted
15.09.201 5 on the captioned subject and to state as follows:

2. Tha t the issue flagged by the Department of Revenue is as to wha t should be

the 'Book Profit' for the purposes of ap plication of MAT provisions i.e. Section 115JB

of the Income Tax Act, 1961 for the lnd AS compliant companies in the light of the

fact that the book profit as per proposed Sched ule III of the Companies Act, 2013

(which is yet to be notified) is arrived at afte r considering / taking into account

notional /unrealized gains which is termed as 'Net Other Comprehensive Income' of

the year.

3. This aspec t is also desired to be examined In the context of Section 123 of

Companies Act, 2013 (dealing with Declarati on of Dividend) and Section 198 of

Companies Act, 2013 (dea ling with calculating profits for the purpose of Managerial

Remu neration) as the underlying principle of these provisions also appears to be

similar as that of Section 115 JB of the Income Tax Act, 1961.

4. The above issue has been examined. in consultation with ICAI and the

following observa tions are made:-

(i.) The Ind AS compliant Schedule III of the Compa nies Act, 2013 has been

recommended by NACAS and is under co sideration of Ministry. The said Sched ule

III is enclosed for your reference. Items at serial number XIII, XIV and XV may be of

relevance.

(ii.) The total Comprehensive Income do per proposed Schedule III (Par t II ) i.e.

proposed revised form of Profit & Loss " c ou nt for Ind AS compliant companies, is

the aggregate of the " Profi t for the per iod" and "O ther Comprehensive income" (i.e.

Aggrega te of items Xlll and XIV of Par t II : Sched ule Ill).
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(iii.) That the com ponents of "Other comprehensive income" include:

(a) changes in revaluation surplus (Ind AS 1 . and Ind AS 38); (b) remeasurements of

defined benefit p lans (Ind AS 19); (c) Gain" and losses aris ing from translating the

financial s tatements of a foreign operation (lnd AS 21); (d ) gains and losses from

investm ents in equi ty instruments design ated at fair value (lnd AS 109), (da) gains

and losses on financial asse ts measured at ia ir va lue (Ind AS 109), (e) the effective

portion oi gains and losses on hedging instruments in a cash flow hedge and the gains

and losses on hedging ins trumen ts that hedge invest ments in equity instruments

measu red at fair value throu gh other com prehensive income in accordance w ith

paragraph 5.7.5 of Ind AS 109 (lnd AS 109), (f) for particular liabilities design ated as

at fair value through profit or loss, the amoun t of the change in fair value that is

attributable to changes in the liability's cred it risk (Ind AS 109), (g) Changes in the

value of the time va lue of options when sepa ra ting the intrinsic value and time va lue

of an option contrac t and designating as the hed ging instrument only the cha nges in

the in trinsic value (Chapter 6 of lnd AS 109), (h) Changes in the value of the forward

elements of forward contracts when separa ting the fo rward element and spo t element

of a forwa rd contract and designa ting as the hedging instru ment only the changes in

the spot element, and changes in the value of the foreign currency bas is spread of a

financial instru ment when exclud ing it from the designati on oi that financial

instru ment as the hed ging ins trument (Cha tor 6 of Ind AS 109).

:J. The items mentioned at 3 (iii) above are all no tional / unrealized ga ins and hence,

these are required to be excluded for the purposes of arriv ing at d is tribu table pro fits

for payment of d ividend as well as for ca lcula tion of profi t for managerial

remuneration . The Department of Revenue may, the refore, like to extend the above

princip le for reckoning book profits for the purposes of MAT pro visions.

6. This issues wit h the approva l of the competent authori ty.

Yours faithfully,

~~Z{
(M R Bhat)~

Joint Director

~ Rajesh Kumar Bhoot,
Director (TPL-III ),

"Vo Finance, % Revenue,
Central Board of Direct Taxes,
North Block, New Delh i-1000l.
2. Guard File
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