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INCOME COMPUTATION AND DISCLOSURE STANDARDS 
- A comprehensive framework for computing taxable income 

 
 

Background: 
 

 
Section 145 of the Income-tax Act, 1961 (‗the Act‗) stipulates that the method of accounting for computation 
of income under the heads‖Profits and gains of business or profession‖‖and ―Income from other sources‖‖ can 

either be cash or mercantile system of accounting. 

The Finance Act, 1995 empowered the Central Government to notify the Accounting Standards for any class 

of assessees or for any class of income. Explaining the reason for introduction of this provision, it was stated 

that there is flexibility in the standards issued by the Institute of Chartered Accountants of India (ICAI) which 

makes it possible for an assessee to avoid the payment of correct taxes by following a particular system and, 

therefore, there is an urgent need to standardize one or more of the alternatives in various standards, so that 

income for tax purpose can be computed precisely and objectively.  

 
In 1996, two Accounting Standards relating to ―disclosure of accounting policies‖ and ―disclosure of prior 
period and extraordinary items and changes in accounting policies‖ were notified.  
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The Government constituted a committee in July 2002 for formulation of Accounting Standards for the 
purposes of notification under the Income-tax Act. The Committee recommended for notification of the 
Accounting Standards issued by the ICAI without any modification along with consequential legislative 
amendments to the Act for preventing any revenue leakage.  
 
Subsequently, the CBDT constituted another Committee to harmonise the Accounting Standards issued by the 
ICAI with the provisions of the Act for the purposes of notification under the Act and also to suggest 
amendments to the Act necessitated by transition to Ind-AS/IFRS. 
 
The Committee t stated that the Accounting Standards to be notified under the Act need harmonization with 
the provisions of the Act. and recommended that the Accounting Standards to be notified under the Act 
should be made applicable only to the computation of taxable income and a taxpayer need not maintain 
separate set of books of account on the basis of these notified Accounting Standards. The Committee also 
recommended that the Accounting Standards to be notified under the Act may be termed as ―Tax Accounting 
Standards‖ (TAS), to distinguish the same from the Accounting Standards issued by the ICAI.  
 
The Committee examined all the thirty one Accounting Standards issued by the ICAI and noted that some of 

the Accounting Standards issued by the ICAI relate to disclosure requirement, whilst some other contain 

matter that are adequately dealt within the Act.  

In view of this, the Committee recommended that Tax Accounting Standards need not to be notified in respect 

of seventeen Accounting Standards issued by the ICAI which relate to disclosure requirement and in respect of 

which the Act adeqautely deals with. . The Committee formulated the drafts of Tax Accounting Standards on 

the issues covered by the rest of the fourteen Accounting Standards issued by the ICAI. The committee while 

framing the Tax Accounting Standards, broadly, adhered to the principles of reduction of litigation, 

minimization of alternatives and giving certainty to issues. 
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Approach & Recommendations: 
 

 
 To avoid the requirement of maintaining two sets of books of account by the taxpayer, the Committee 

recommended that the accounting standards notified under the Act should be made applicable only to the 

computation of taxable income and a taxpayer should not be required to maintain books of account on the 

basis of accounting standards to be notified under the Act. 

 

 To distinguish accounting standards notified under the Act with the Accounting Standards issued by the 

ICAI the Committee recommendeds that the accounting standards notified under the Act should be 

termed as ―Tax Accounting Standards‖ (TAS). 

 

 Each notified TAS should include the following in preamble:  

“This Tax Accounting Standard is applicable for computation of income chargeable under the head “Profits and 
gains of business or profession” or “Income from other sources” and not for the purpose of maintenance of books of 
account.” 
 

 As the TAS would be applicable only for computation of taxable income and taxpayers will not be required 

to maintain books of account on the basis of TAS, the Committee recommended that the TAS should be 

made applicable to all taxpayers for bringing certainty on the issues covered by the TAS. 
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 As the TAS are intended to be in harmony with the provisions of the Act, there should not be any conflict 

between the TAS and the provisions of the Act. However, for resolving conflict arising on account of 

amendment/interpretation between the Act and TAS, the Committee recommended that it should be 

expressly provided in the TAS that in case of conflict, the provisions of the Act shall prevail over the TAS. 

For this purpose, each TAS should include the following preamble: “In the case of conflict between the 
provisions of the Income-tax Act, 1961 and this Tax Accounting Standard, the provisions of the Income-tax Act, 

1961 shall prevail to that extent.” 
 

 The Committee recommended that transitional provisions, wherever required, should also be notified 

along with the TAS. 

 

 For ensuring compliance with the provisions of TAS by the taxpayer, the Committee recommended 

appropriate modification in the return of income. For tax audit cases, the Form 3CD should also be 

modified so that a tax auditor is required to certify that the computation of taxable income is made in 

accordance with the provisions of TAS. 
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ICDS I 

ACCOUNTING POLICIES 

 

 
Fundamental accounting assumptions: 

 


 Going Concern:  


 ―Going concern‖ refers to the assumption that the person has neither the intention nor the necessity 

of liquidation or of curtailing materially the scale of the business, profession or vocation and intends to 

continue his business, profession or vocation for the foreseeable future.  

 


 Consistency:  

 ―Consistency‖ refers to the assumption that accounting policies are consistent from one period to 

another;  
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ICDS – Accounting Policies 

 

 


 Accrual:  

 ―Accrual‖ refers to the assumption that revenues and costs are accrued, that is, recognised as they 
are earned or incurred (and not as money is received or paid) and recorded in the previous year 

to which they relate.  
 

The accounting policies refer to the specific accounting principles and the methods of applying those 

principles adopted by a person. 

 

Considerations in selection and change of Accounting Policies 

 


 Accounting policies adopted by a person shall be such so as to represent a true and fair view of the state 

of affairs and income of the business, profession or vocation. For this purpose,  

 


 the treatment and presentation of transactions and events shall be governed by their substance and 

not merely by the legal form; and  

 


 marked to market loss or an expected loss shall not be recognised unless the 

recognition of such loss is in accordance with the provisions of any other ICDS.  

 


 An accounting policy shall not be changed without reasonable cause.  
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ICDS – Accounting Policies 

 

 


 Disclosure  

 


 All significant accounting policies adopted by a person shall be disclosed.  

 


 Any change in an accounting policy which has a material effect shall be disclosed.  

 


 The amount by which any item is affected by such change shall also be disclosed to the extent 

ascertainable.  

 


 Where such amount is not ascertainable, wholly or in part, the fact shall be indicated.  

 


 If a change is made in the accounting policies which has no material effect for the current previous 

year but which is reasonably expected to have a material effect in later previous years, the fact of 

such change shall be appropriately disclosed:  

 


 in the previous year in which the change is adopted and also  


 in the previous year in which such change has material effect for the first time.  
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ICDS – Accounting Policies 

 


 Disclosures (contd.) 

 


 Disclosure of accounting policies or of changes therein cannot remedy a wrong or inappropriate 

treatment of the item.  


 If the fundamental accounting assumptions of Going Concern, Consistency and Accrual are followed, 

specific disclosure is not required. If a fundamental accounting assumption is not followed, the fact shall 

be disclosed.  

 


 Transitional provisions  

 


 All contract or transaction existing on 01-04-2015 or entered into on or after 01-04-2015 shall be dealt 

with in accordance with the provisions of this standard after taking into account the income, expense or 

loss, if any, recognized in respect of the said contract or transaction for the previous year ending on or 

before 31-03-2015  
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ICDS – Accounting Policies 

 


 Significant Issues  

 


 AS-1 refers to prudence as a consideration for selection for accounting policies but the ICDS does not 

recognize it as criteria for the selection and eliminates the concept of prudence. Based on the concept 

of prudence, AS-1 precludes recognition of anticipated profit and requires recognition of expected 

losses. Since this amounts to differential treatment for recognition of income and losses, the ICDS 

provides that expected losses or mark-to-market losses shall not be recognised unless permitted by any 

other TAS. ICDS is however silent on the treatment of mark to market gains. This shall result in higher 

taxable income. 

 AS-1 read with AS-5 provides that accounting policies may be changed if it is considered that the change 

would result in a more appropriate presentation. ICDS provides that accounting policies shall not be 

changed without a reasonable cause. Nothing has been stated as to what constitutes reasonable cause.  

 AS-1 recognises the concept of materiality for selection of accounting policies. Since the Act does not 

recognise the concept of materiality for the purpose of computation of taxable income, the same has 

not been incorporated in the ICDS. Therefore, any unadjusted audit differences (considered immaterial) 

may have to be considered in the computation of taxable income. Again capitalisation of items which 

are immaterial and have been charged to profit and loss in books of accounts will have to be taken in 

account for computing taxable income. 
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ICDS – Accounting Policies 

 

 If a change is made in the accounting policies which has no material effect for the current year but which 

is reasonably expected to have a material effect in later years, the fact of such change should be 

appropriately disclosed in the year in which the change is adopted and also in the year in which such 

change has material effect for the first time. However, change in depreciation method, though 

considered a change in accounting policy, is given retrospective effect. 

 

 Implications when ―Going Concern Assumption‖ fails – Capital assets revaluations do not affect tax 

computations – the ICDS decline to recognize losses in the valuation of assets on a mark to market 

basis – How the absence of this assumption would impact the tax computations?
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ICDS II 

 

VALUATION OF INVENTORIES 
 

 

 

 


 Inventories defined as assets  

 


 Held for sale in ordinary course of business  

 


 In process of production for such sale  

 


 In form of materials or supplies to be consumed in production process or rendering of services  
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ICDS – Inventories 

 
 


 Scope Exclusions  

 


 Work in progress arising in construction contract including directly related service contract  


 Work in progress dealt by other ICDS  


 Shares, debentures and other financial instruments held as stock in trade  


 Producers inventories of livestock, agriculture and forest products, mineral oils, ores and gases to the 

extent that they are measured at net realizable value 


 Machinery spares which can be used only in connection with a tangible fixed asset and their use is 

expected to be irregular 

 

 


 Measurement  

 

 Valuation at cost, or net realisable value, whichever is lower  
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ICDS – Inventories 

 
 


 Cost of Inventories shall comprise of :  


 costs of purchase,  

 costs of services,  

 costs of conversion,  

 other costs incurred in bringing the inventories to their present location and condition  
 


 Cost of Purchase shall consist of :  

 


 purchase price including duties and taxes, freight inwards and other expenditure directly attributable to 

the acquisition [AS-2 also includes costs, other than those subsequently recoverable from 

the taxing authorities] 

 


 Trade discounts, rebates and other similar items shall be deducted in determining the costs of purchase 

[Duty drawbacks (AS-2) is omitted in view of Section 145A]  

 


 Cost of Services in the case of Service Provider shall consist of :  

 


 labour and other costs of personnel directly engaged in providing the service including supervisory 

personnel and attributable overheads.  
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ICDS – Inventories 

 


 Cost of conversion :  

 

 The costs of conversion of inventories shall include costs directly related to the units of production 

and a systematic allocation of fixed and variable production overheads that are incurred in converting 

materials into finished goods. Fixed production overheads shall be those indirect costs of production 

that remain relatively constant regardless of the volume of production. Variable production 

overheads shall be those indirect costs of production that vary directly or nearly directly, with the 

volume of production. [In case of allocation of fixed production overhead, AS-2 states that 

the actual level of production may be used when it approximates to normal capacity, 

while the ICDS uses the word "shall" instead of "may"] 

 


 Other Costs :  

 


 shall be included in the cost of inventories only to the extent that they are incurred in bringing the 

inventories to their present location and condition.  

 


 Interest and other borrowing costs shall not be included in the costs of inventories,  

 


 unless they meet the criteria for recognition of interest as a component of the cost 

as specified in the ICDS on borrowing costs.  
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ICDS – Inventories 

 

 


 Exclusions from the Cost of Inventories  

 


 Abnormal amounts of wasted materials, labour, or other production costs;  

 


 Storage costs, unless those costs are necessary in the production process prior to a further 

production stage;  

 


 Administrative overheads that do not contribute to bringing the inventories to their present 

location and condition ;  

 


 Selling costs [(AS-2) also refers to distribution costs in addition to Selling costs]  

 


 Cost formulae  


 Specific identification of cost  

 


 FIFO or weighted average cost continues to be the prescribed formula as laid down in AS 2 

 

[The option of standard cost method as a technique for the measurement of cost as per 

paragraph 18 of AS 2 has not been provided in the ICDS] 
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ICDS – Inventories 

 
 


 Net Realisable Value (NRV)  

 

 Inventories shall be written down to NRV on an item-by-item basis.  

 

 Items of inventory relating to the same product line, having similar purposes or end uses and are 

produced and marketed in the same geographical area and cannot be practicably evaluated separately 

from other items in that product line, such inventories shall be grouped together and written down 

to NRV on an aggregate basis.  

 

 NRV shall be based on the most reliable evidence available at the time of valuation.  

 

 The estimates of NRV shall also take into consideration the purpose for which the inventory is held.  

 

 The estimates shall take into consideration fluctuations of price or cost directly relating to events 

occurring after the end of previous year to the extent that such events confirm the conditions 

existing on the last day of the previous year.  
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ICDS – Inventories 

 

 

 Materials and other supplies held for use in the production of inventories shall not be written down 

below the cost, where the finished products in which they shall be incorporated are expected to be 

sold at or above the cost. Where there has been a decline in the price of materials and it is estimated 

that the cost of finished products will exceed the net realisable value, the value of materials shall be 

written down to net realisable value which shall be the replacement cost of such materials.  

 

 


 Value of Opening Inventory  

 

As on the beginning of the previous year shall be :  

 


 The cost of inventory available, if any, on the day of the commencement of the business (when the 

business has commenced during the previous year); and  

 


 the value of the inventory as on the close of the immediately preceding previous year, in any other 

case.  
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ICDS – Inventories 

 

 

      Change of Method of Valuation of Inventory 

 

The method of valuation of inventories once adopted by a person in any previous year shall not be 
changed without reasonable cause. 
 

 


 Transitional Provisions  

 

Interest and other borrowing costs, which don't meet criteria for its recognition as a component of cost, 

but included in the cost of opening inventory as on 01-04-2015, shall be taken into account for 

determining cost of such inventory for valuation as on close of previous year beginning on or after 01-04-

2015 if such inventory continue to remain part of inventory as on close of the previous year beginning on 

or after 01-04-2015 

 


 Disclosure  

 


 the accounting policies adopted in measuring inventories including the cost formulae used; and  

 


 the total carrying amount of inventories and its classification appropriate to a person.  
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ICDS – Inventories 

 


 Significant Issues  

 

 ICDS stipulates inventories valuation in the case of Service Providers.  AS-2 has not prescribed any 

method of valuation of inventories in the case of a service provider.  

 

 The option of Retail method as a technique for the measurement of cost as per paragraph 19 of 

AS 2 has been permitted subject to the conditions that it is to be used only when it is 

impracticable to use the other prescribed methods. The option of department-wise average 

percentage is not permitted. 

 

 AS-2 is silent on change of method of valuation of inventories. The ICDS is not clear on what 

could constitute to be a change in the method, in the absence of any alternative method available-

whether this could include a change in the Cost Formula. 

 

 ICDS does not recommend Standard cost method as a cost formula for measurement of cost 

unlike AS-2. 
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ICDS – Inventories 

 


 Significant Issues  

 

 The value of the inventory of a business as on the beginning of a previous year shall be the same as 

the value of inventory at the end of the immediately preceding previous year. This is a well 

established principle and this principle has specifically been incorporated in the ICDS. 

 

 In case of partnership firm, AOP or BOI inventory on the date of dissolution shall be valued at the 

net realisable value, whether or not business is discontinued. The rule does not take companies 

within its sweep, whether on amalgamation or otherwise. AS 2 is silent on this rule.   
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ICDS IV 

 

REVENUE RECOGNITION 
 


 Definitions 

 ―Revenue‖ is the gross inflow of cash, receivables or other consideration arising in the course of the 
ordinary activities of a person from the sale of goods, from the rendering of services, or from the 
use by others of the person‘s resources yielding interest, royalties or dividends. In an agency 
relationship, the revenue is the amount of commission and not the gross inflow of cash, receivables 
or other consideration. 

 

        Sale of Goods 

 
 In a transaction involving the sale of goods, the revenue shall be recognised when the seller of 

goods has transferred to the buyer the property in the goods for a price or all significant risks and 
rewards of ownership have been transferred to the buyer and the seller retains no effective control 
of the goods transferred to a degree usually associated with ownership. In a situation, where 
transfer of property in goods does not coincide with the transfer of significant risks and rewards of 
ownership, revenue in such a situation shall be recognised at the time of transfer of significant risks 
and rewards of ownership to the buyer. 
 

  Revenue shall be recognised when there is reasonable certainty of its ultimate collection. 
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ICDS – Revenue Recognition 

 

 Where the ability to assess the ultimate collection with reasonable certainty is lacking at the time of 
raising any claim for escalation of price and export incentives, revenue recognition in respect of 
such claim shall be postponed to the extent of uncertainty involved. 

 

Rendering of Services 

 

 Revenue from service transactions shall be recognised by the percentage completion method. 
Under this method, revenue from service transactions is matched with the service transactions 
costs incurred in reaching the stage of completion, resulting in the determination of revenue, 
expenses and profit which can be attributed to the proportion of work completed. 
 

The Use of Resources by Others Yielding Interest, Royalties or Dividends 
 

 Interest shall accrue on the time basis determined by the amount outstanding and the rate 
applicable. Discount or premium on debt securities held is treated as though it were accruing over 
the period to maturity. [This may conflict with the interest income recognition criteria 
applicable to NBFCs as per the Prudential Norms prescribed by the RBI. ] 
 

 Royalties shall accrue in accordance with the terms of the relevant agreement and shall be 
recognised on that basis unless, having regard to the substance of the transaction, it is more 
appropriate to recognise revenue on some other systematic and rational basis. 
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ICDS – Revenue Recognition 

 

 Dividends are recognised in accordance with the provisions of the Act. [Under AS-9, Dividends 
are recognised when the owner’s right to receive the payment is established.] 

 
 

Disclosures 
 
 Following disclosures shall be made in respect of revenue recognition, namely:— 

 
a) in a transaction involving sale of good, total amount not recognised as revenue during the 
previous year due to lack of reasonably certainty of its ultimate collection along with nature of 
uncertainty; 
b) the amount of revenue from service transactions recognised as revenue during the previous 
year; 
c) the method used to determine the stage of completion of service transactions in progress; and 
d) for service transactions in progress at the end of previous year: 
i. amount of costs incurred and recognised profits less recognised losses upto end of previous 
year; 
ii. the amount of advances received; and 
iii. the amount of retentions. 
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ICDS – Revenue Recognition 

 

Significant issues 
 

 AS-9 recognises both the ―proportionate completion method‖ and ―completed service contract 
method‖ for recognition of revenue from service transactions. ICDS provides that revenue from 
service transactions shall only be recognised by following the ―percentage completion method‖. 
This may signifaicantly impact taxable income of service providers. 
 

 Where the ability to assess the ultimate collection with reasonable certainty is lacking, AS-9 
provides for postponement of recognition of revenue only in relation to any claim and export 
incentives. In view of the specific provisions in the Act for bad debts, the postponement of revenue 
due to uncertainty is restricted to claims for price escalation and export incentives.  

 

 As per AS-9, Interest accrues, in most circumstances, on the time basis determined by the 
amount outstanding and the rate applicable. Usually, discount or premium on debt securities held 
is treated as though it were accruing over the period to maturity. Under the ICDS, interest and 
discount or premium on debt securities will be taxed annually in the hands of the holder before 
maturity. 
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ICDS V 

 

TANGIBLE FIXED ASSETS 
 

 


 Definitions 

 

 ―Tangible fixed asset‖ is an asset being land, building, machinery, plant or furniture held with the 
intention of being used for the purpose of producing or providing goods or services and is not 
held for sale in the normal course of business. [AS-10 deals with accounting for all fixed 
assets subject to certain exceptions such as forest, wasting assets and livestock. The 
applicability of ICDS is restricted to tangible fixed assets being land, building, 
machinery, plant or furniture to make the same consistent with the definition of 
“block of assets” as provided in the Act.] 
 

 ―Fair value‖ of an asset is the amount for which that asset could be exchanged between 
knowledgeable, willing parties in an arm‘s length transaction. 

 

 



A.C. Bhuteria & Co.  

Chartered Accountants 

 

ICDS – Tangible Fixed Assets 


 Stand-by equipment and servicing equipment are to be capitalised. Machinery spares shall be 

charged to the revenue as and when consumed. When such spares can be used only in connection 

with an item of tangible fixed asset and their use is expected to be irregular, they shall be 

capitalised. 

 


 The actual cost of an acquired tangible fixed asset shall comprise its purchase price, import duties 

and other taxes, excluding those subsequently recoverable, and any directly attributable 

expenditure on making the asset ready for its intended use. Any trade discounts and rebates shall 

be deducted in arriving at the actual cost. [Section 43(1) of the Income Tax Act, 1961, 

defines “actual cost” to mean the actual cost of the assets to the assessee, reduced by 

that portion of the cost thereof, if any, as has been met directly or indirectly by any 

other person or authority. What shall comprise of the cost has now been stated in the 

ICDS and is in line with Accounting Standard, As-10] 

 When a tangible fixed asset is acquired in exchange for another asset, the fair value of the tangible 

fixed asset so acquired shall be its actual cost. When a tangible fixed asset is acquired in exchange 

for shares or other securities, the fair value of the tangible fixed asset so acquired shall be its actual 

cost. [In the case of acquisition of an asset in exchange for another asset, shares or 

other securities, AS-10 provides that the fair value of the asset/securities given up or 

fair value of the asset acquired, whichever is more clearly evident, should be recorded 

as actual cost.] 
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ICDS – Tangible Fixed Assets 

 

 


 Where a person owns tangible fixed assets jointly with others, the proportion in the actual cost, 

accumulated depreciation and written down value is grouped together with similar fully owned 

tangible fixed assets. Details of such jointly owned tangible fixed assets shall be indicated 

separately in the tangible fixed assets register.  

 


 Where several assets are purchased for a consolidated price, the consideration shall be 

apportioned to the various assets on a fair basis. [AS-10 requires that the consideration shall 

be apportioned to the various assets on a fair basis as determined by competent 

valuers] 

 

Transitional Provisions: 
 
The actual cost of tangible fixed assets, acquisition or construction of which commenced on or 
before the 31st day of March, 2015 but not completed by the said date, shall be recognised in 
accordance with the provisions of this standard. The amount of actual cost, if any, recognised for 
the said assets for any previous year commencing on or before the 1st day of April, 2014 shall be 
taken into account for recognising actual cost of the said assets for the previous year commencing 
on the 1st day of April, 2015 and subsequent previous years. 
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ICDS – Tangible Fixed Assets 

 

 
Significant Issues: 

 
  AS-10 provides guidance for revaluation of assets. As the Act does not recognise the concept of 

revaluation of assets, the portion of AS-10 relating to revaluation of assets is omitted in the ICDS.  
 

  AS -10 provides guidance on retirement and disposal of assets. As the Act contains specific 
provisions relating to retirement and disposal of tangible fixed assets, the same are not 
incorporated in the ICDS.  
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ICDS VIII 

 

SECURITIES 
 


 Scope  

 


 This Income Computation and Disclosure Standard deals with securities held as stock-in-trade. 

 


 This ICDS does not deal with securities held by an entity engaged in the business of insurance and securitie
mutual funds, venture capital funds, banks and public financial institutions formed under a Central or a State 
declared under the Companies Act, 1956 or the Companies Act, 2013 . 

 


 Definitions 

 

 ―Fair value‖ is the amount for which an asset could be exchanged between a knowledgeable, willing
knowledgeable, willing seller in an arm‘s length transaction. 
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ICDS – Securities 

 
 ―Securities‖ shall have the meaning assigned to it in clause (h) of Section 2 of the Securities 

Contract (Regulation) Act, 1956, 42 of 1956, other than Derivatives referred to in sub-clause 
(1a) of that clause.  

 
 Recognition and Initial Measurement of Securities 

 A security on acquisition shall be recognised at actual cost. 

 

 The actual cost of a security shall comprise of its purchase price and include acquisition 

charges such as brokerage, fees, tax, duty or cess. 

 

 Where a security is acquired in exchange for other securities, the fair value of the security so 
acquired shall be its actual cost.  Where a security is acquired in exchange for another asset, 
the fair value of the security so acquired shall be its actual cost. [AS-13 permits 
the fair value of the investment acquired/given up, whichever is more clearly 
evident, to be taken as actual cost.] 

 

 At the end of any previous year, securities held as stock-in-trade shall be valued at actual cost 
initially recognised or net realisable value at the end of that previous year, whichever is lower. 
The comparison of actual cost initially recognised and net realisable value shall be 
done category-wise and not for each individual security. For this purpose,  
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ICDS – Securities 

 

securities shall be classified into the following categories, namely: 
a) shares; 
b) debt securities; 
c) convertible securities; and 
d) any other securities not covered above. 
 

 At the end of any previous year, securities not listed on a recognised stock exchange; or listed 
but not quoted on a recognised stock exchange with regularity from time to time, shall be 
valued at actual cost initially recognised. [However, what constitutes regularity is not 
stated.] 

 Where the actual cost initially recognised cannot be ascertained by reference to specific 
identification, the cost of such security shall be determined on the basis of first-in-first-out 
method. 
 

Opening Stock 
 The value of securities held as stock-in-trade of a business as on the beginning of the previous 

year shall be: 
(a) the cost of securities available, if any, on the day of the commencement of the business 
when the business has commenced during the previous year; and 
(b) the value of the securities of the business as on the close of the immediately preceding 
previous year, in any other case. 
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ICDS – Securities 

 


 Significant Issues 

 

 Securities held as stock-in-trade are outside the scope of AS 13. However, provisions of AS-13 
relating to current investments are applicable to securities held as stock-in-trade with suitable 
modifications. 
 

 Unlike the ICDS, AS-13 states that if an investment is acquired in exchange, or part exchange, 
for another asset, it may be appropriate to determine the acquisition cost of the investment by 
reference the fair value of the investment acquired/given up, whichever is more 
clearly evident. 
 

 The value of securities held as stock-in-trade of a business as on the beginning of the previous 
year shall be the cost of securities available, if any, on the day of the commencement of the 
business when the business has commenced during the previous year.  
 

 Shares not to be valued scripwise, instead they are to be valued category-wise. This will impact 
valuation of securities and may lead to higher taxable income. This provision of the Standard 
however runs contrary to Section 145A which provides that-Notwithstanding anything to the 
contrary contained in section 145, the valuation of purchase and sale of goods and inventory for 
the purposes of determining the income chargeable under the head "Profits and gains of 

https://www.taxmann.com/fileopen.aspx?id=102120000000041051&source=link
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 Significant Issues (contd.) 

 

business or profession" shall be in accordance with the method of accounting regularly 

employed by the assessee; 

 For securities of private and unlisted public companies, thinly traded listed companies, 
reinstatement to cost initially recognised will be required. 

 

 Where the actual cost initially recognised cannot be ascertained by reference to specific 
identification, the cost of such security shall be determined on the basis of first-in-first-out 
method. Therefore, both specific identification and first-in first-out is permitted. First-in first-
out need not be demat account wise, it has to be according to the portfolio of the assessee. 

 

 In case of securities acquired pursuance to merger and demerger, held as stock-in-trade, there 
is no exchange of assets and therefore, fair value of securities acquired cannot be taken as 
their actual cost. 
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ICDS X 

 
PROVISIONS, CONTINGENT LIABILITIES AND 

CONTINGENT ASSETS 
 

 
 


 Scope  

 


 This Income Computation and Disclosure Standard deals with provisions, contingent liabilities 

and contingent assets, except those: 

a) resulting from financial instruments; 
b) resulting from executory contracts; 
c) arising in insurance business from contracts with policyholders; and 
d) covered by another Income Computation and Disclosure Standard. 

 

 



A.C. Bhuteria & Co.  

Chartered Accountants 

 

ICDS – Provisions, Contingent Liabilities and Contingent Assets 

 

 


 Definitions 

 

 “Contingent liability‖ is: 
i) a possible obligation that arises from past events and the existence of which will be 

confirmed only by the occurrence or non-occurrence of one or more uncertain future events 

not wholly within the control of the person; or 

ii) a present obligation that arises from past events but is not recognised because: 

A. it is not reasonably certain that an outflow of resources embodying economic benefits 

will be required to settle the obligation; or 

B. a reliable estimate of the amount of the obligation cannot be made. 

 

 ―Present obligation‖ is an obligation if, based on the evidence available, its existence at the end 

of the previous year is considered reasonably certain. 

 


 Recognition 

 

   A provision shall be recognised when: 
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ICDS – Provisions, Contingent Liabilities and Contingent Assets 

 

 
a. a person has a present obligation as a result of a past event; 
b. it is reasonably certain that an outflow of resources embodying economic benefits will be 
required to settle the obligation; and 
c. a reliable estimate can be made of the amount of the obligation. 
If these conditions are not met, no provision shall be recognised. 
 

    No provision shall be recognised for costs that need to be incurred to operate in the future. 
It is only those obligations arising from past events existing independently of a person‘s 
future actions, that is the future conduct of its business, that are recognised as provisions. 

 
    Where details of a proposed new law have yet to be finalised, an obligation arises only when 

the legislation is enacted. 
 
    A person shall not recognise a contingent liability. 
 
   A person shall not recognise a contingent asset. Contingent assets are assessed continually 

and when it becomes reasonably certain that inflow of economic benefit will arise, the asset 
and related income are recognised in the previous year in which the change occurs. 
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Measurement  

 

   The amount recognised as a provision shall be the best estimate of the expenditure required 
to settle the present obligation at the end of the previous year. The amount of a provision 
shall not be discounted to its present value. 

 
   The amount recognised as asset and related income shall be the best estimate of the value of 

economic benefit arising at the end of the previous year. The amount and related income shall 
not be discounted to its present value. 

 
   Where some or all of the expenditure required to settle a provision is expected to be 

reimbursed by another party, the reimbursement shall be recognised when it is reasonably 
certain that reimbursement will be received if the entity settles the obligation. 
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Significant Issues 
   AS-29 inter-alia stipulates recognition of a provision when it is probable that an outflow of 

economic resources will be required to settle an obligation. ICDS replaces the condition of 
‗probable‘ with ‗reasonably certain‘. The term ‗reasonably certain‘ has not been defined in the 
ICDSs, the Act or the Rules. Revenue authorities may contend that ‗reasonably certain‘ is a lower 
threshold than ‗virtually certain‘. Further, provision for warranty is allowed as an expenditure 
upholding the test of ‗probable‘ warranty obligation. Provisions made on obligations recognized out 
of customary business practices or voluntary obligations may not be allowed. 

   AS-29 is not applicable to ―executory contracts‖ except where contract is onerous. ICDS is not 
applicable to ―executory contracts‖ but does not specifically exclude onerous contracts.   Hence, 
deduction for the accrued liabilities on onerous contracts in books will be allowed in a year in 
which liability to pay arises. 

   AS-29 provides for recognition of a contingent asset when the realisation of related income is 
virtually certain. ICDS replaces the condition of ‘virtually certain‘ with ―reasonably certain‖ 
Contingent assets thus would be recognised earlier for tax purposes. All contingent assets would 
be need to be analysed closely to see if it meets the reasonable certain criteria. It is not made clear 
whether transitional provision requires recognition of all past accumulated contingent assets in F.Y. 
2015-16. 

   As there are specific provisions in the Act for restructuring expenses, the provisions of AS-29 
relating to restructuring costs is not incorporated in the ICDS.  
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ICDS IX  

 

BORROWING COSTS 
Definitions 

 

 “Borrowing costs‖ are interest and other costs incurred by a person in connection with the 

borrowing of funds and include: 

i) commitment charges on borrowings; 

ii) amortised amount of discounts or premiums relating to borrowings; 

iii) amortised amount of ancillary costs incurred in connection with the arrangement of borrowings 

iv) finance charges in respect of assets acquired under finance leases or under other similar 

arrangements.  

 

  ―Qualifying asset‖ means: 
i. land, building, machinery, plant or furniture, being tangible assets; 
ii. know-how, patents, copyrights, trade marks, licences, franchises or any other business or 

commercial rights of similar nature, being intangible assets; 
iii.  inventories that require a period of twelve months or more to bring them to a saleable 

condition. 
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Recognition 

 

 Borrowing costs that are directly attributable to the acquisition, construction or production of a 
qualifying asset shall be capitalised as part of the cost of that asset. Other borrowing costs shall be 
recognised in accordance with the provisions of the Act. 
 

 To the extent the funds are borrowed specifically for the purposes of acquisition, construction or 
production of a qualifying asset, the amount of borrowing costs to be capitalised on that asset shall 
be the actual borrowing costs incurred during the period on the funds so borrowed. The 
capitalization shall commence from the date on which funds were borrowed. 
[Therefore, ICDS requires commencement of capitalisation of borrowing costs to be 
earlier as compared to the AS.] 

 To the extent the funds are borrowed generally and utilised for the purposes of acquisition, 
construction or production of a qualifying asset, the amount of borrowing costs to be capitalised 
shall be computed in accordance with the following formula namely :— 
A X  B 
        C 
Where ‗A‘ - borrowing costs incurred during the previous year except on borrowings directly 
relatable to specific purposes; 
Where ‗B‘ -  i. the average of costs of qualifying asset as appearing in the balance sheet of a person 
on the first day and the last day of the previous year; 
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ii. in case the qualifying asset does not appear in the balance sheet of a person on the 
first day or both on the first day and the last day of previous year, half of the cost of qualifying 
asset; 

iii. in case the qualifying asset does not appear in the balance sheet of a person on the 
last day of previous year, the average of the costs of qualifying asset as appearing in the balance 
sheet of a person on the first day of the previous year and on the date of put to use or completion, 
as the case may be, other than those qualifying assets which are directly funded out of specific 
borrowings; or 

 
Where ‗C‘-   the average of the amount of total assets as appearing in the balance sheet of a person 
on the first day and the last day of the previous year, other than those assets which are directly 
funded out of specific borrowings; 

 

The capitalization shall commence from the date on which funds were utilised. 
 

 For Tangible and Intangible assets, the capitalisation of borrowing costs shall cease when such asset 
is first put to use. For construction completed in parts, capitalisation shall cease when such part is 
first put to use. 

 For inventories, the capitalisation of borrowing costs shall cease when substantially all the activities 
necessary to prepare such inventory for its intended sale are complete. For construction 
completed in parts, capitalisation shall cease when substantially all the activities necessary to 
prepare such part of inventory for its intended sale are complete. 
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Significant Issues 

   

  Unlike AS-16 on borrowing cost, the ICDS on borrowing cost does not provide any minimum 
period criteria for classification as a qualifying asset except for Inventories. Thus, capitalization of 
borrowing cost under ICDS would increase as larger number of assets would now come under the 
ambit of a qualifying asset, thereby reducing current year charge to the Statement of Profit & Loss. . 

  Borrowing costs under AS-16 include exchange differences arising from foreign currency 
borrowings to the extent that they are regarded as an adjustment to interest costs. This concept is 
absent in ICDS. 
 

  AS-16 states that borrowing costs are capitalized as part of the cost of a qualifying asset when it is 
probable that they will result in future economic benefits to the enterprise and the costs can be 
measured reliably. There is no such condition under the ICDS.  

 

 For specific borrowings, the AS-16 permits the capitalization of actual borrowing cost during the 
period less any income on the temporary investment on those borrowings. ICDS does not permit 
this deduction from the actual borrowing cost. Rather, these will be treated as income.  

 

 AS provides that judgment should be used for determining whether general borrowings have been 
utilised to fund Qualifying Assets. ICDS provides a specific formula for capitalising borrowing costs 
relating to general borrowings. 
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Significant Issues 

 
  ICDS on borrowing cost requires commencement of capitalisation of borrowing costs to be earlier 

as compared to the AS. The AS calls for the following conditions to be satisfied to commence 
capitalization: 
- expenditure for acquisition, construction or production of a qualifying asset is being incurred; 
- borrowing costs are being incurred; and 
- activities that are necessary to prepare the asset for its intended use of sale are in progress. 

 

  The AS-16 states that capitalization of borrowing costs should be suspended during extended 
periods in which active development is interrupted. ICDS requires capitalisation even if active 
deployment of the qualifying asset is interrupted 

 

  The AS-16 states that borrowing costs incurred while land acquired for building purposes is held  
without any associated development activity does not qualify capitalization. ICDS does not prohibit 
such capitalization to land. 

For Tangible and Intangible assets or part thereof, the capitalisation of borrowing costs shall cease 
when such asset/ part of the asset, is first put to use. The AS provides that capitalization should 
cease for any qualifying asset when all activities necessary to prepare the qualifying asset for its 
intended use or sale are complete. 
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ICDS VII 

 

GOVERNMENT GRANTS 
 

 

Scope of the Standard 

 


 Deals with the treatment  of Government Grants  

 


 Subsidies, cash incentives, duty drawbacks, waiver, concessions, reimbursements etc  

 

Exclusions from the Scope  

 


 Government assistance which is not in the form of Government Grants  

 


 Government participation in the ownership of the enterprise  
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Definitions 

 


 ―Government‖ refers to the Central Government, State Government, agencies and similar bodies, whether 
local, national or international  

 


 ―Government Grants‖ are assistance by government  

 


 In cash or kind  

 


 For past or future compliance with certain conditions  

 

Excludes 

 


 the assistance in a form which cannot be valued  

 


 Normal trading transactions with government  
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 Recognition of Government Grants  


 It is subject to reasonable assurance as to compliance with conditions attached to the grant and that 

the grants shall be received  

 


 However, recognition shall not be postponed beyond the date of actual receipt  

 


 Treatment of Government Grants  

 

ASSET APPROACH 


 In the case of depreciable fixed assets (Para 5)  

 


 Deduct from the WDV of Block of Assets to which the asset belonged  

 


 Impliedly, recognized  as income in the same pattern as depreciation claimed  

 


 In the case of  non depreciable fixed assets (subject to obligations to be fulfilled) (Para 6)  

 


 Recognized as income over the same period over which the cost of meeting such 

obligations is charged to income. [The ICDS is silent in the case of non depreciable 

fixed asset which is not subject to obligations] 
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 In the case of a grant which is not directly relatable to the asset acquired, proportionate 

adjustment prescribed (Para 7) 

 

 


 In the case of grant: (Para 8)  

 

• received as compensation for expenses or losses incurred in Previous Financial Year or 

 

• for giving immediate financial support to person with no further related costs 

 

To be recognized as income of the period in which it is receivable 
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 The Government Grants not dealt with in Para 5-8 of the ICDS  

 


 Recognized as income over the period necessary to match them with related costs which they 

are intended to compensate. 

 

[Impliedly, the ICDS suggest that a non depreciable asset (with no obligations attached) 

should be recognized as income in the year of recognisition of the Grant] 

 


 In the case of non-monetary assets given at a concessional rate : 

 


 To be accounted for on the basis of acquisition cost. 

 

[IDCS is silent in the treatment in case a non-monetary asset, such as land is given at 

a zero cost.] 
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Refund of Government Grants  


 Refund of Government Grant referred in Para 6,8 and 9  

 


 First apply against any unamortized deferred credit  

 


 Refund in excess of the above to be charged to Statement of Profit & Loss  

 


 Refund of Government Grant related to a depreciable fixed asset  

 


 Increase the WDV of block of assets  

 


 Depreciation prospectively on the  revised WDV of the block of assets  

 


 Transitional Provisions  

 

All the Government grants that meets with the recognition criteria of the ICDS on or after 1st day of 

April and relates to any period ending 31st March 2015 or before 

 


 shall be recognized for the financial year commencing on or after 1st April 2015 after taking into 

account the said Government grant recognized for any period ending on or before 31st March 2015.



A.C. Bhuteria & Co.  

Chartered Accountants 

 

 

ICDS – Government Grants 

 

 

Disclosures 

 


 nature and extent of Government grants recognised during the previous year by way of deduction from 

the actual cost of the asset or assets or from the written down value of block of assets during the 

previous year  

 


 nature and extent of Government grants recognised during the previous year as income  

 


 nature and extent of Government grants not recognised during the previous year by way of deduction 

from the actual cost of the asset or assets or from the written down value of block of assets and reasons 

thereof; and  

 


 nature and extent of Government grants not recognised during the previous year as income and 

reasons thereof
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 Significant Issues 

 


 Grants related to non depreciable assets (without requiring fulfillment of obligations) are credited to 

capital reserve. The ICDS does not recognize this principle.  

 


 Government Grants of the nature of promoters contribution are credited to capital reserve and 

treated as part of shareholders fund. The ICDS is silent on this. 

 


 AS-12 has adopted two broad approaches for the accounting treatment of Government grants. The 

first approach is the "Capital Approach‖ under which, a Government grant is treated as a part of 

shareholders‗ funds and the second approach is the "Income approach‗ under which, a government 
grant is taken to income over one or more periods. The ICDS provides that government grants 

should be treated either as revenue receipt or they should be reduced from the cost of fixed assets 

based on the purpose for which such grant or subsidy is given.  

 


 AS-12 provides that mere receipt of a grant is not necessarily conclusive evidence that the conditions 

attached to the grant have been or will be fulfilled. ICDS provides that recognition of Government 

grant shall not be postponed beyond the date of actual receipt 


 Section 145(2) is a computation provision – ICDS a delegated legislation – cannot override the 

concept of income. 
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Impact of ICDS 

 

 


   Taxes will be levied on income which may not have been actually earned.  

 


   ICDS applies to a ―person‖ and not necessarily an ―assessee‖. 

 


   Deduction for expenses/losses to be denied contrary to the age old accounting principles of prudence.  

 


   Increased gap between book profits and taxable profits may cause deferred tax assets or reduce 

deferred tax liabilities  

 


   Though ICDS does not mandate separate books of account, detailed reconciliations between the book 

profit and taxable income will have to be maintained increasing the compliance cost and at times leakage 

of revenue for the tax department  

 


   The concept of MAT is based on book profits. Therefore, MAT liability will not be affected directly but 

the MAT credit will be impacted.  
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Impact of ICDS 

 
    

 

   

   ICDS provides standards in various areas for computation of taxable income. In case of conflicts 

between the provisions of the Act and ICDS, Act would prevail. However, in case the Act is silent or 

ambiguous, the interplay between ICDS and existing jurisprudence needs to be evaluated. Also, while 

ICDS applies to prospective income computation for tax purposes, it is not clear whether ICDS impacts 

even existing litigation. 

  

   All the ICDS, except ICDS on Securities, have incorporated transitional provisions according to which 

the provisions of ICDS may apply retrospectively in certain cases and prospectively in some other cases. 

 

  The ICDS should also entail appropriate modifications in the return of income and Form No. 3CD.  

 

  The ICDS seem to be based on the current AS issued by ICAI. However, listed companies are required 

to adopt IND AS from 1st April, 2016. Thus, the accounting policies for these companies under IND AS 

could be significantly different from ICDS. Thus, providing clarity on the tax position in ICDS in 

alignment with the IND AS is also essential.  
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