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Impact of Ind AS adoption on MAT
Introduction
Considering the applicability of the Indian Accounting
Standards (Ind AS) to various classes of companies covered
under the roadmap issued by the Ministry of Corporate
Affairs (MCA), a much needed amendment has now been
introduced in Section 115JB of the Income Tax Act, 1961
(hereinafter referred to as ‘Section 115JB’). This
amendment brings a horizontal equity across companies,
irrespective of the fact whether they follow Ind AS or the
existing GAAP for computing book profits under Section
115JB for the purpose of Minimum Alternate Tax (MAT).
The companies that have adopted Ind AS will be finalising
their first financial statements as per Ind AS for year ended
31 March 2017. The amendments in the income tax
provisions will enable these companies to compute the
book profits for the determination of tax liability under
MAT.
A company that is liable to pay tax under MAT needs to
calculate book profit as per the provision of Section 115JB
(2) which stipulates various adjustments that need to be
made to profits in the statement of profit and loss.
Section 115JB has now been amended to include
subsection 2A, 2B and 2C to incorporate adjustments as
mandated by Ind AS such as:
•
•

•

Adjustments made to retained earning on the first
time adoption of Ind AS;
Valuation of various assets and liabilities at fair
value either through the statement of profit and
loss or through Other Comprehensive Income
(OCI);
Gains/loss on demerger recognised in the
statement of profit and loss.

Impact of MAT on first time adoption of
Ind AS
The date of transition as per Ind AS 101, for companies
adopting Ind AS from FY 2016-17, is 1 April 2015.
As per the explanation to subsection 2C of Section 115JB,
‘convergence date’ is the first day of the Ind AS reporting
period i.e. 1 April 2016.
For example, companies that have adopted Ind AS with
effect from 1 April 2016 are required to prepare their
financial statements for 2016-17 as per the requirements
of Ind AS. These companies are also required to prepare an
opening balance sheet as of 1 April 2015 and restate the
financial statements for the comparative period 2015-16. In
such cases, the first time adoption adjustments, as of 31
March 2016, shall be considered for the computation of
MAT liability for previous year 2016-17 (assessment year
2017-18) and thereafter. In simple terms, this means that
all the adjustments as on the date of transition i.e. 1 April
2015, plus all adjustments during the comparative year i.e.
FY 2015-16, shall be considered for the purpose of MAT in
the year 2016-17.
A company on their first time adoption of Ind AS is
required to make various adjustments in opening
reserves/retained earnings as on the date of convergence.
Subsequently, some of these items will never be
reclassified to the statement of profit and loss or included
in the computation of book profits. The treatment of such
items is summarised in the table below. Furthermore, the
adjustments recorded in OCI will subsequently be
reclassified to the statement of profit and loss and shall be
included in the book profits in the year in which these are
reclassified.

Sr.
No.
1.

Treatment under Ind AS

MAT implication on First time adoption

Revaluation of
Property, Plant &
Equipment’s (PPE) and
intangible assets.

Changes in carrying value to be adjusted
in opening retained earnings.

To be included in the book profits at the time of
disposal/realisation/retirement or at the time of
transfer.

2.

Gains and losses from
investment in equity
instruments designed
at fair value through
OCI.

Changes in the carrying value to be
adjusted in opening retained earnings.

To be included in the book profits at the time of
disposal/realisation/retirement or at the time of
transfer.

3.

Re-measurements of
defined benefit plans.

Changes in the carrying value to be
adjusted in opening retained earnings.

To be included in the book profits equally over
a period of five years*, starting from the year of
first time adoption of Ind AS.

4.

Investments in
subsidiaries, joint
ventures and
associates.

If an entity adopts the fair value as the
deemed cost for investments in
subsidiaries, joint ventures and associates
in the opening financial statements, then
the difference in the carrying value and
fair value should be adjusted in retained
earnings.

The adjustment in retained earnings shall be
included in the book profit at the time of
realisation of such investment.

5.

Cumulative translation
differences of foreign
operations.

Companies can opt for exemption where
cumulative difference will be deemed to
be zero and the same will be adjusted in
retained earnings.

The cumulative translation differences on the
date of transition which has been transferred to
equity/retained earnings shall be included in
the book profits at the time of disposal of
foreign operation.

6.

Any other item. For eg:

Adjustments to be made in opening
retained earnings/other equity.

To be included in the book profits equally over
a period of five years* starting from the year of
first time adoption of Ind AS.

Particulars

• Decommissioning
liability;

Depreciation and gain/loss on transfer shall be
computed without considering retained
earnings adjustments on account of
revaluation.

• Borrowing cost
adjustments;
• Equity component of
compound financial
instruments#, etc.

*Furthermore, the period of five years proposed shall
be previous years 2016-17, 2017-18, 2018-19, 2019-20
and 2020-21.

# As per the amendment to Finance Bill 2017 the definition
of transition amount now includes “equity component of
compound financial instruments”.

MAT on Ind AS compliant financial
statements
For MAT calculation, the starting point is the net profit as
per the statement of profit and loss before considering any
items forming a part of OCI. No further adjustments to
such profits shall be made other than those already
specified under Section 115JB.
Sr.
No.
1.

Particulars

OCI includes certain items that will permanently be
recorded in reserves and will never be reclassified to the
statement of profit and loss. These items shall be included
in book profits for MAT purposes at the point of time as
specified in the table below:

Treatment under Ind AS

MAT implication on subsequent Ind AS
financials
To be included in book profits at the time of
disposal/realisation/retirement or at the time of
transfer.
Depreciation and gain/loss on transfer shall be
computed without considering such retained
earnings adjustments on account of fair
valuation.

Revaluation of
Property, Plant &
Equipment’s (PPE) and
Intangible assets.

Revaluation adjustments are recognised
through OCI. In the year of sale,
profit/loss on sale is recognised in the
statement of profit and loss.

2.

Gains and losses from
investments in equity
instruments designed
at fair value through
OCI.

Fair valuation adjustments may be
recognised through OCI. In the year of
sale, profit/loss on sale is recognised in
OCI.

To be included in book profits at the time of
disposal/realisation/retirement or at the time of
transfer.

3.

Re-measurements of
defined benefit plans.

Fair valuation adjustments are
recognised through OCI.

To be included in book profits every year as the
re-measurements gains and losses arises.

4.

Translation differences
of foreign operations.

Foreign exchange translation
adjustments are recognised through
OCI.

The translation differences will be considered for
the purpose of MAT when the same are
reclassified to profit and loss at the time of sale.

5.

Any other item eg:decommissioning
liability, borrowing cost
adjustments, etc.

Adjustments are recognised through
OCI.

To be included in book profits every year as the
gains and losses arise.

MAT on distribution of non-cash assets to shareholders (eg. demerger):Sr.
No.
1.

Particulars
Distribution of noncash assets to
shareholder.

Treatment under Ind AS

MAT implication

1. Non-cash assets shall be accounted
at fair value and the difference
arising between carrying value and
fair value shall be recognised in
profit and loss.

1. The amount adjusted in profit and loss shall be
ignored for the purpose of book profit as the
corresponding effect is in retained earnings
which shall be debited at the time of distribution
of non-cash assets as deemed dividend.

2. The reserves are debited at fair value
for the distribution of assets.

2. In the books of the resulting company, if any
change in the values of property and liabilities
are recorded at values different from the values
before the demerger, it shall be ignored for the
purpose of book profit.

In Retrospect:

•

The amendment proposed under Section 115 JB by the
union government is a welcome move and clarifies the
adjustments to be made to the book profit by companies
on first time adoption of Ind AS and thereafter. However,
the amendment lacks clarification on few critical aspects
like:

•

Treatment for companies with early (voluntary)
adoption of Ind AS.
In case companies opt for fair valuation through
the statement of profit and loss, no adjustment to
book profit is to be made, thus resulting in
taxation of unrealised income.

These teething issues need to be clarified soon for
bringing in effective horizontal equity amongst corporate
community irrespective of the GAAP that they follow.
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