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3.3 Income Computation & Disclosure Standards (ICDS)
In exercise of the powers conferred by section 145(2) of the Income-tax Act, 1961 the Central Government
notified the ICDS

Applicability:
 All assessees
 following the mercantile system

of accounting
having income under the head
PGBP/IFOS

Exception:
It shall not apply to
- Individual/HUF not required to audit their accounts as per

section 44AB or
- persons following cash system of accounting
- assessee opting for presumptive taxation u/s 44AD/ADA/AE

Following principle issues arise on account of interpretation and applicability of ICDS:

Particulars Amt (Rs.)
Net profits as per Books of Accounts
Add: Income not considered/Expenses disallowed
Less: Income to be separately considered/Expenses to be allowed
PGBP

XXX
XX
XX
XXX

IFOS XXX
Add/Less: Adjustments as per ICDS XXX
Gross Total Income XXX

ICDS and MAT
 MAT u/s 115JB is computed net profit as

shown in P&L A/c prepared under the
Companies Act following AS/IND-AS

 ICDS are applicable only for computation of
income under normal provisions of Act.
Provisions of ICDS shall not apply for the
computation of MAT.

ICDS and AMT
 AMT u/s 115JC is computed on adjusted total

income which is derived by making specified
adjustments to total income computed as per
normal provisions of the IT Act.

ICDS shall apply for computation of AMT.

ICDS vs Judgment of Court(s) ICDS vs Provision of the IT Act

Specific provision of IT Rules
(eg. 9A/9B etc.), rules being
specific shall prevail over
general provisions of ICDS.

ICDS and Maintenance of books

Case Law: Woodward
Governor (312 ITR 254)
ICDS shall override the

judicial pronouncements.

For computing the income under
the heads PGBP or IFOS
These are not for the purpose of
maintenance of books of
accounts and prepare financial
statements.



Income Computation & Disclosure Standards (ICDS) Chapter 3.3

C3.2

C3

Question 1
Comment whether ICDS are for the purpose of maintaining books of accounts.
Solution:
ICDS are not meant for maintenance of books of accounts or for preparing financial statements. The
preamble also lays down this aspect. Persons are required to maintain books of accounts and prepare
financial statements as per the accounting policies applicable to them. The accounting policies mentioned in
ICDS I are for the purpose of computing the income under the heads PGBP or IFOS.
Question 2
Whether the provision of ICDS shall apply to banks, non banking financial institutions insurance companies,
power etc..?
Solution
The general provisions of ICDS shall apply to all persons unless there are sector specific provision contained
in the ICDS or the Act. For ex, ICDS VIII contains specific provisions for banks and certain financial institutions
as schedule I of the Act contains specific provisions for insurance business.

ICDS I: Accounting Policies

S.N
o.

Basis As per ICDS-1-
accounting policies

As per Ind AS-1 presentation
of financial statements
Ind AS-8 accounting policies,
Changes in accounting
estimates and Errors

As per AS-1

1 Changes in
accounting policy

Will be done only for
a reasonable cause.
However, a
reasonable cause is
not defined.

Requires retrospective
application of changes in
accounting policies.

If it is required by
i)Statute
ii) Compliance with
accounting
standard
ii) Better

presentation.

2 Prudence   
3 Materiality   

The following points merit consideration :
1. The treatment and presentation of transactions shall be governed by substance and not merely by

form.
2. Marked to market losses shall not be recognized unless as per some other ICDS

Question 3
M/s AB, a partnership firm has been following cash method of accounting for bonus and ex gratia to
employees. This practice has been followed consistently for the past ten years.
However to give better presentation, the firm accounted the same on accrual basis in the previous year
2016-17. As a result, for the P.Y. 2016-17, the expenses of bonus and ex gratia have doubled as compared to
the amounts pertaining to P.Y. 2015-16 and for P.Y. 2014-15.
Advice M/s AB in the light of ICDS?
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Solution:
As per ICDS 1, accounting policies have to be followed consistently. Any change in method of accounting
followed should be justified with reasonable cause.
As the change in the method of accounting of bonus and ex gratia from cash to accrual system has been
made to give better presentation of accounts, it appears to be a reasonable cause.

Question 4
NS Ltd, sold its land and building for INR 10 crore on 1st January, 2017 the cost incurred for acquiring the
property was INR 5 crore. The Conveyance deed was executed on 10th April, 2017, the possession of
property was handed over on 1st January, 2017 itself.
Company is under consideration that since the sale deed was executed in April, 2017, there is no transfer of
title to property and thereby upon the execution of sale deed, profit arising on sale of property is to be
accounted in P.Y. 2017-18.
Advice NS Ltd. in light of ICDS?
Solution:
As per ICDS 1, two aspects needs to be considered.
1. The accounting policies adopted by a person shall be such so as to represent a true and fair view of state

of affairs and income of the business, profession or vocations.
2. Transactions and events shall be governed by their substance and not merely legal form.
NS Limited has handed over the rights and beneficial interest on 1st January, 2017, though the sale deed was
executed subsequently falling next financial year. When possession and rights were handed over to a limited
extent in favour of buyer and consideration for the transactions was also received the profit arising on sale
of land and building has to be recognised as on 31st March, 2017 (P.Y. 2016-17). This is because it is
governed by substance of transactions and not merely by its legal form. Therefore company taking the stand
to show profit only on execution of sale deed does not reflect a true and fair view.

Question 5
Para IV (ii) of ICDS – I provides that market to market loss or an expected loss shall not be recognised unless
the recognisation is in accordance with the provisions of any other ICDS. Whether similar consideration
applies to recognition of MTM gain or expected income.
Solution:
Same principle as contained in ICDS -I relating to MTM losses or an expected loss shall apply mutatis
mutandis or MTM gains or an expected profit.

Question 6
DS Ltd. had an outstanding loan receivable of Rs. 1 crore in Balance Sheet. The loan had turned doubtful for
recovery. Interest on loan was Rs 20 Lakhs during PY 2016-17. Since, the loan and interest was doubtful, DS
Ltd. did not recognise the interest receivable in its books of accounts as per the concept of prudence. DS Ltd
has discharged tax liability under MAT.
Comment on the tax computation under MAT and normal provisions considering the impact of ICDS. (Net
profit as per books = 30 Lakhs)
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Solution:
As per MAT As per Normal provision

Net profit as per books
MAT Liability @ 18.5%

30 Lakh
5.55 Lakh

Net profit as per books
Add: Revenue to be recognised
as per ICDS-1 (Since, it does not
recognise prudence concept)

GTI
Tax @30.9% (incl. cess)

30 Lakh
20 Lakh

50 Lakh
15.45 Lakh

Question 7:
Mr.DS started business of purchase & sale of television sets, follows mercantile system of accounting and
has turnover of Rs. 5 crores during the P.Y. 2016-17. He was liable for tax audit u/s 44AB. Mr. DS has claimed
provision for warranty charges amounting to Rs. 5 Lakhs in the books of accounts based on the concept of
prudence as per AS-1. Examine the treatment of the same in light of ICDS and the provisions of Act
Solution:
1. In case of existing product which is being sold, the claim for warranty is certain and it is capable of being

ascertained and hence, the provision for warranty shall be allowed as deduction.
2. However, in case of new launch of product, in absence of historical claims, the liability is not ascertained

and hence, liability in future.
3. Since, Mr.DS has started the business in the current year and will not have data of historical claims by

customers, the liability is not ascertained.
4. ICDS I does not recognize concept of prudence and accordingly, such provision of warranty shall be

disallowed in computation of income.
5. Further, it is pertinent to note that as per Explanation 1(c) to Section 115JB, such provision for warranty

shall also be added while computing book profits under MAT.

ICDS II: Valuation of Inventories

Assets
- held for sale in the ordinary course of

business (FG)
- in the process of production for such sale

(WIP)
- in the form of materials or supplies to be

consumed in the production process or in
the rendering of services (RM)

EXCEPT

WIP under
Construction

contract –
ICDS VII or
other ICDS

Shares/Deb/
Financial

Instruments
held as SIT –

ICDS VIII

Livestock/
Agriculture/forest
products/mineral

oils/ores and gases to
the extent that they

are measured at NRV

Machinery spares, which
can be used only in
connection with a

tangible fixed asset and
their use is expected to be

irregular-ICDS V
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As per Act - Section 145A – Valuation of inventory
(i) in accordance with the method of accounting regularly employed by the assessee; and

(ii) INCLUDE the amount of any tax, duty, cess or fee actually paid or incurred by the assessee to bring the
goods to the place of its location and condition as on the date of valuation. (even if not recoverable from
Govt)
Thus, ICDS II is in line with Section 145A.

Calculation Cost of Inventories:
Particulars Amount Notes

Cost of Purchase xxx
Add
Purchase Price xxx
Duties and taxes (even if not
recoverable from Govt) xxx

Freight inwards xxx
other expenditure xxx Directly attributable to the acquisition.
Deduct
Trade discount and rebates (xxx)

Cost of services xxx Labour and other costs of personnel directly engaged in
providing the service including supervisory personnel
and attributable overheads

Cost of Conversion
a) Cost directly related to the
units of production

xxx

b) Allocation of fixed production
overhead based on normal
production capacity

Xxx

c) Variable overheads Xxx Assigned to each unit of production on the basis of the
actual use of the production facilities.

Joint Product Costs of conversion of each product are not separately
identifiable, the costs shall be allocated between the
products on a rational and consistent basis.

By Product (xxx) Measure at NRV.
Interest and other borrowing cost NA Not to 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 IX.

Cost of Inventories xxx
Exclusion from cost of inventories
(a) Abnormal amounts of wasted materials, labour, or other production costs;
(b) Storage costs, unless those costs are necessary in the production process prior to a further

production stage;
(c) Administrative overheads that do not contribute to bringing the inventories to their present

location and condition
(d) Selling costs.



Income Computation & Disclosure Standards (ICDS) Chapter 3.3

C3.6

C3

Method of inventory shall not be changed unless there is reasonable cause.

TECHNIQUE FOR MEASUREMENT OF COST

Standard Cost
Cost at normal levels of consumption of
materials and supplies, labour,
efficiency and capacity utilisation.

Retail Method
- Used in the retail trade for measuring inventories of

large number of rapidly changing items that have
similar margins and for which it is impracticable to
use other costing methods.

- Retail value = Sales Value (–) gross margin

VALUATION

Value at Cost or NRV whichever is lower on an item-by-item basis. However, where items of inventory
are similar and cannot be evaluated separately, then value on aggregate basis.
Exception:  Raw Material or WIP shall be valued at cost where the finished products in which
they shall be incorporated are expected to be sold at or above the cost.

Specific Identification Method -
Specific costs are attributed to identified items of
inventory.
a) Product not ordinarily interchangeable
b) Goods/Services produced and segregated for

specific project

FIFO & Weighted Average
a) Product ordinarily interchangeable
b) Other than inventory covered under

specific identification method.

Valuation of inventory in case of dissolution or change in constitution of partnership firm

ICDS II - Value inventory at NRV, whether or not business of firm is discontinued

Contradiction

Firm is dissolved and business is
discontinued
Value inventory at NRV
ALA Firm vs. CIT, (1991) ITR 285 (SC

Firm is dissolved on death of partners and surviving
partners reconstitute of firm and firm is taken over
as going concern.
Value inventory at cost or NRV whichever is lower
Sakthi Trading Co. vs CIT, (2001) 250 ITR 871 (SC).
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S.
No.

Basis of
Difference

ICDS-II IND AS-2 AS-2

1 Costs of
purchase

Consists of purchase price
including duties and taxes,
freight inwards and other
expenditure directly
attributable to the
acquisition.

Consists of purchase price
including duties and taxes
(other than those
subsequently recoverable
by the enterprise from the
taxing authorities), freight
inwards and other
expenditure directly
attributable to the
acquisition.

Consists of purchase
price including duties
and taxes (other than
those subsequently
recoverable by the
enterprise from the
taxing authorities),
freight inwards and
other expenditure
directly attributable to
the acquisition

2 Inventory of
service
providers

The cost of service shall
consist of cost of labour
and other costs of
personnel directly engaged
in providing the service
including supervisory
personnel and attributable
overheads.

Measured at cost of
production and generally
include cost of labour and
other cost of personnel
directly engaged in
providing the services,
including supervisory
personnel and attributable
overhead. Sales and
administration expenses,
profit margin and non
attributable overheads shall
not be included.

NA

3 Valuation of
inventory
on
dissolution
of a
partnership
firm or
association
of person or
body of
individuals

In case of dissolution of a
partnership firm or
association of person or
body of individuals,
notwithstanding whether
business is discontinued or
not, the inventory on the
date of dissolution shall be
valued at the net realizable
value. [Case overruled:
Shakthi Trading(SC)]

NA NA

Question 8:
Beth Ltd has the following products as closing stock which is not interchangeable. The historical and net
realisable value of these products at the year end are as follows:

Products Historical Cost (Rs.) Net Realisable Value (Rs.)
X 12,00,000 15,00,000
Y 40,00,000 53,00,000
Z 34,50,000 24,87,000

What will be the value of the closing stock for the purpose of computation of income?
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Solution:
As per para 3 of ICDS II, “Inventories shall be valued at cost, or net realisable value whichever is lower". In
this case, the valuation of the closing stock has to be done based on each item as follows:
Hence, the closing stock is valued at INR 76,87,000.
Products Historical Cost

(Rs.)
Net Realisable Value (Rs.) Lower of Historical Cost or Net Realisable

Value (Rs.)
X 12,00,000 15,00,000 12,00,000
Y 40,00,000 53,00,000 40,00,000
Z 34,50,000 24,87,000 24,87,000
Total 76,87,000

Particulars Rs.
Purchase Cost 1,50,00,000
Freight Inwards 45,00,000
Duties & Taxes 30,00,000

Cenvat Credit recoverable 15,00,000
Question 9
NTC Ltd engaged in manufacture and sale of machines has the following costs for the year ended 31s'
March:
What is the value of closing stock as on 31” March?
Solution:
In accordance with AS-2, para 7 “The costs of purchase consist of the purchase price including duties and
taxes (other than those subsequent recoverable by the enterprise from the taxing authorities), freight
inwards and other expenditure directly attributable to the acquisition. Trade discounts, rebates, duty
drawbacks and other similar items are deducted in determining the costs of purchase.”
However, in case of ICDS II it specifically mentions that duties and taxes shall be included whether or not
subsequently recoverable by the enterprise.
Hence the valuation of closing stock under ICDS II shall be Rs. 2,40,00,000 (1,50,00,000 + 45,00,000 +
30,00,000 + 15,00,000).
Question 10
XYZ & Co, a partnership firm of Mr. X, Mr. Y & Mr. Z, carried on the business of purchase & sale of furniture.
Mr. Z died and the firm was dissolved on death of Mr. Z. Mr. X & Mr. Y reconstituted the firm and continued
the business as before. The closing stock on the date of dissolution was valued at Cost of Rs. 35,000 being
lower than the Fair Market Value. (The fair market value of the stock is Rs. 45,000). Examine the treatment
of the same in light of ICDS and the provisions of Act.
Solution:

1. The Apex Court in case of Sakthi Trading Co vs. CIT (2001) 250 ITR 871 (SC) held if the firm is
dissolved due to death of partner and the surviving partners reconstitute the firm and continue the
business as before, the firm is entitled to adopt Cost or Fair Market Value whichever is lower.

2. However, ICDS II  requires that closing stock on the date of dissolution shall be valued at Fair Market
Value notwithstanding whether business is discontinued or not.

3. Accordingly, the closing stock shall be valued at Fair Market Value of Rs. 45,000.
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Question 11
The company used to include interest costing in valuation of its finished stock upto financial year 2015-16.
During the financial year 2016-17 the company changed its accounting policy to adopt AS – 2 issued by ICAI
and excluded interest cost in valuation of finished stock. This has resulted in a decrease in the year’s profit
by Rs.15.40 lacs. Examine in light of ICDS
Solution:
Sec. 145 permits a change in method of accounting in arriving at profit and gains provided the changed
method is bonafide and applied consistently in future. The assessee changed its method of valuation of
stock in line with pronouncement of a professional body. Therefore, the genuineness of the change in
method of valuation of stock cannot be questioned. Hence, even though the profit is lower by Rs.15.40
lakhs, it would not have any impact on the computation of income.
It is pertinent to note that as per ICDS I and II, change in accounting policy or valuation of inventory shall
not be made without any reasonable cause. The term ‘reasonable cause’ is not defined. This may give rise
to litigation.

ICDS III: Construction Contracts

Meaning “Construction contract” is a contract specifically negotiated for the construction of an
asset or a combination of assets and includes:
(i) contract for the rendering of services which are directly related to the construction of
the asset;
(ii) contract for destruction or restoration of assets, and the restoration of the
environment following the demolition of assets.

Types  Fixed price contract
 Cost plus contract
 Hybrid contract
 Separate contract
 Single Contract

If contract provides for construction of additional asset, it shall be treated as separate
contract if: (a) the asset differs significantly in design, technology or function from the
asset or assets covered by the original contract; or (b) the price of the asset is
negotiated without having regard to the original contract price

Recognition
of Contract
Revenue &
Cost

On the basis of stage of completion of the contract activity at the reporting date i.e. as
per percentage completion method.

Deviation from judicial precedents:
In CIT v Associated Cables (P) Ltd. (2006) (Bom.) and CIT v Ignifluid Boilers (I) Ltd. (2006) (Mad), it was held
that the payment of retention money in the case of contract is dependent on satisfactory completion of
contract work. The right to receive the retention money accrues only after the obligations under the
contract are fulfilled and, therefore, it would not amount to income of the assessee in the year in which
the amount is retained. The requirement in ICDS III to recognize retention money on percentage of
completion method marks a significant deviation from the decisions pronounced by the Courts.
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Contract Revenue
- Recognise when there is reasonable certainty of

its ultimate collection.
- Contract revenue shall comprise of:

(a) the initial amount of revenue agreed in
the contract, including retentions; and

(b) Variations in contract work, claims and
incentive   payments:

Where contract revenue already recognised as
income is subsequently written off in the books of
accounts as uncollectible, the same shall be
recognised as an expense and not as an
adjustment of the amount of contract revenue.
This is in line with section 36(1)(vii) where the
amount of such debt or part thereof has been
taken to account in computing the income of the
assessee of the previous year in which such debt
or part thereof becomes irrecoverable or of an
earlier previous year on the basis of income
computation and disclosure standards notified
under sub-section (2) of section 145 without
recording the same in the accounts then, such
debt or part thereof shall be allowed in the
previous year in which such debt or part thereof
becomes irrecoverable.

Contract Cost
Contract cost shall comprise of costs that:

(a) relate directly to the specific contract;
(b) attributw to contract activity in general

and can be allocated to the contract;
(c) are specifically chargeable to the

customer under the terms of the
contract; and

(d) allocated borrowing costs in accordance
with the ICDS on Borrowing Costs.

- Reduce any incidental income, not being in
the nature of interest, dividends or capital
gains.

- Costs that are incurred in securing the
contract are also included as part of the
contract costs, provided
(a) they can be separately identified; and
(b) it is probable that the contract shall be

obtained

- When costs incurred in securing a contract are
recognised as an expense in the period in which
they are incurred, they are not included in
contract costs when the contract is obtained in a
subsequent period.
- Contract costs that relate to future activity on

the contract are recognised as an asset. Such
costs are classified as contract work in progress.
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S.
no.

Basis of
Difference

ICDS-III Ind AS-11 AS-7

1 Retentions Contract Revenue includes
retention money irrespective
of conditions being fulfilled or
not (This is against the real
income theory)

- There is no
specific require-
ment to include
retentions, as
paragraph 10 of
AS 7.

2 Early stages of
completion of
contract

Where the outcome of the
contract cannot be estimated
reliably contract revenue is
recognized only to the extent
of cost incurred. It shall not
extent beyond 25% of the
stage of completion.

Contract revenue is recognized only to the
extent of costs incurred.
Contract revenue is recognized only to the
extent of costs incurred.

3 Incidental income Netting off allowed for all
types of costs. However, such
netting off not allowed if
incidental income is in the
nature of interest, dividends
or capital gain.

Costs that relate directly to the specific
contract shall be reduced by any incidental
income that is not included in contract
revenue.
-

PERCENTAGE COMPLETION METHOD

Up to the stage of completion:  contract costs incurred are matched with Contract revenue resulting in
profit which can be attributed to the proportion of work completed.

The stage of completion of a contract shall be determined. Progress payments and advances
received from customers are not determinative of the stage of completion of a contract.

Other important points:
 When the stage of completion is determined by reference to the contract costs incurred upto the

reporting date, only those contract costs that reflect work performed are included in costs incurred upto
the reporting date. Contract costs which are excluded are:
(a)  contract costs that relate to future activity on the contract; and
(b) payments made to subcontractors in advance of work performed under the subcontract

 During the early stages of a contract, where the outcome of the contract cannot be estimated reliably
contract revenue is recognised only to the extent of costs incurred. The early stage of a contract shall
not extend beyond 25 % of the stage of completion.

 The percentage of completion method is applied on a cumulative basis in each previous year to the
current estimates of contract revenue and contract costs. Where there is change in estimates, the
changed estimates shall be used in the period in which the change is made and in subsequent periods.

Recognition of Contract Revenue & Cost
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S.
no.

Basis of
Difference

ICDS-III Ind AS-11 AS-7

4 Treatment of
borrowing costs

Contract cost shall include
borrowing costs in accordance
with the ICDS on borrowings
costs.

Shall not be included in
contract costs.

-

5 Recognition of
expected loss on
construction
contracts

ICDS do not provide for
recognition of probable losses

Expected loss on construction contract as
well  as  contract costs, recovery of which is
not probable, is recognized as  an  expense
immediately.

6 Treatment of
penalties arising
from delays
caused by the
contractor in
completion of the
contract

ICDS III does not permit such
reduction in contract
revenue

Decrease in contract revenue as a result of
penalties is permitted arising from delays
caused by the contractor in the completion
of the contract

Question 12
M.S Ltd had undertaken a construction contract for Rs. 100 crores. The estimated cost of the project was
about Rs. 78 crores. The scheduled contract to be completed was four (4) years. In the course of the
implementation of contract, the estimated cost was over run to Rs. 109 crores. The Board of Directors
suggested to book for Rs. 9 crores losses. What is the position under ICDS-III?
Solution:
As per ICDS-III, the cost incurred in securing a contract are recognized as an expense in the period in which
they are incurred. Therefore, the period in which the cost incurred have to be recognized. The loss of Rs. 9
crores should be recognized by the Company.
Question 13
A.B limited has entered into a contract for a revenue of Rs. 20 crores. The total cost estimated was Rs. 22
crores. Due to various factors work could not be started. Under the scenerio, can loss be shown under ICDS-
III?
Solution:
The fundamental principle applicable as per the ICDS-III is that the unanticipated or the estimated losses are
not recognized. Thereby, the estimated loss of Rs. 2 crores is not recognized under ICDS-III.
Question 14
“AB Ltd" is a company engaged in construction contract with a number of clients. During the year, under
contract, Company has recognized revenue by following accrual system of accounting. Subsequently the
Company realized that one of the customers, from whom a sum of Rs. 50 lakhs is receivable, has gone
insolvent, as a result the amount became non payable.
The Company’s CEO, is of the opinion the amount non receivable can be treated as expense and same may
be debited to the Profit and Loss account as per ICDS-III. What is the position under ICDS-III?
Solution:
Contract revenue shall be recognised when there is a reasonable certainty of its ultimate collection, in case
where revenue is doubtful or there is uncertainty, to that extent, income need not be recognised.
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When contract revenue is already recognised as income subsequently written off in the books of account as
non-collectable, the same shall be recognised as an expenses and not as an adjustment of the amount of
contract of revenue
Therefore, in AB Ltd’s case where full value of contract revenue was already recognised and subsequently
written off in the books amounting to Rs. 50 lakhs, the same may be recognised as an expense.
Therefore, views of CEO are in line with ICDS-III.
Question 15
DS & Co, engaged in the construction of roads, followed mercantile system of accounting and was liable to
audit u/s 44AB. It forecasted that the total expected contract cost will be more than the total expected
contract revenue. Accordingly, in the light of AS-7 and principle of prudence, it recognized expected loss of
Rs. 75,000 immediately. Further, Rs. 40,000 were retained by the contracted and shall be payable only on
the completion of work. DS & Co did not recognize Rs. 40,000 as the revenue for P.Y. 2016-17. Examine the
treatment of the same in light of ICDS and the provisions of Act.
Solution:

1. AS-7 permits recognition of expected loss immediately as an expense if it is probable that total
contract cost will exceed total contract revenue.

2. However, ICDS III does not contain any such specific provision. Accordingly, such losses shall be
recognized as per the percentage completion method suggested by ICDS III.

3. Therefore, the expected loss of Rs. 75,000 shall be recognized on percentage completion method.
4. For the revenue retained, ICDS III requires it to be treated as part of contract revenue and which

shall be recognized on percentage completion method.
5. AS-7 does not contain any specific requirement to include it as part of revenue.
6. Further, in case of CIT v. Associated Cables (P) Ltd. (2006) 286 ITR 596 (Bom.) & CIT v. Ignifluid

Boilers (I) Ltd. (2006) 283 ITR 295 (Mad.), the Court held that payment of retention money in the
case of contract is dependent on satisfactory completion of contract work and accordingly, the right
to receive accrues only after the obligations under the contract are fulfilled and, therefore, it would
not amount to income of the assessee in the year in which the amount is retained.

7. As per ICDS III, retention money of Rs. 40,000 shall be recognized as revenue based on percentage
completion method.

ICDS IV: Revenue Recognition

Meaning
 Revenue is gross inflow of cash, receivables or other consideration arising in the course of the

ordinary activities of a person from
 sale of goods
 rendering of services
 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
Recognition
 Sale of Goods
 When the goods are transferred for a price

with all significant risk and reward of
ownership and seller retains no effective
control of goods transferred.

 Rendering of services
 Percentage Completion Method: Where the

service transaction costs incurred in reaching
the stage of completion is matched with
revenue of such transaction.
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 Revenue shall be recognised when there is
reasonable certainty of its ultimate collection.

 Where the ability to assess the ultimate
collection with reasonable certainty is lacking,
such claim shall be postponed to the extent of
uncertainty involved.

 Straight Line Method: Indeterminate number of
acts over a specific period of time.

 Completion Method: If the duration of the
contract of service is less than 90 days.

Deviation from Judicial Precedents
ICDS IV is also in deviation with Supreme Court ruling in UCO Bank vCIT (1999), wherein it was held that
interest on sticky loans would not accrue if the same was not recoverable and Delhi High Court ruling in
DIT v Bhramaputra Capital Finances Services Ltd. (2011) (Del HC) wherein it was held that interest on non-
performing assets may not be recognized.

Use of resources by others yielding interest, royalties or dividends

Interest Accrue on time basis at rate in force
Interest on refund of any tax, duty or cess PY in which such interest is received
Discount or premium on debt securities held Amortise over the life of security
Royalties 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.

Dividends In accordance with Act i.e. as per section 8 or section
9(1)(iv) of Act.

Amendment to section 36(1)(vii)

If a debt, which has not been recognized in the books of account  as  per the requirement of the accounting
standards but has been taken into account in the computation of income as per the notified ICDSs, has
become irrecoverable, it  can still be claimed as bad debts under section 36(1)(vii)  since  it shall  be  deemed
that the debt has been written off as irrecoverable in the  books of account by virtue of the second proviso
to section  36(1)(vii).

Sr
No

Points of
comparison

ICDS IV Ind AS18 AS 9

1 Revenue
recognition

ICDS IV requires revenue to be
recognized only on percentage
completion method (except in
case where contract is for period
less than 90 days).

AS-9 requires revenue
from service
transactions to be
recognized as the
service is performed,
either by proportionate
completion method or
by the completed
service contract
method, whichever
relates the revenue to
work accomplished.

2 Position of
taxes
collected

ICDS-IV silent in this regard.
However, section 145A (1)(a) of
the Act requires that taxes

Revenue includes only the
gross inflows of economic
benefits received and
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Sr
No

Points of
comparison

ICDS IV Ind AS18 AS 9

from buyer/
client

collected from buyer on sale of
goods shall be included in the
sale of goods. Section 145A
(1)(a). does not apply to
amounts received from
rendering of services.

receivable by the entity on
its. own account.
Therefore, the amount
collected on behalf of third
parties by way of taxes
such as sales taxes, goods
and services taxes and
value added taxes are
excluded from revenue.

3. Criteria for
reasonable
certainity/
uncertainity

Revenue recognition cannot be
postponed in case of uncertainty
regarding collectability of
consideration for rendering of
services or use by other person’s
resources yielding interest,
royalties or dividends.

Revenue recognition
shall be postponed to
the extent of
uncertainty involved.

Question 16
AB Limited is engaged in the construction contracts of roads and bridges. Pursuant to the contract, the
buyer has paid deposit. These deposits were held in term deposit by the said company and earned an
interest of Rs. 78 lakhs. Can the income earned on interest be considered as a contract business under lCDS-
III?  Under which ICDS can this income to be recognized?
Solution:
ICDS-III defines what a construction contract is. The nature of the income earned does not fall within the
meaning of construction contract. Therefore, Rs. 78 lakhs interest earned cannot be considered as a
contract receipt nor can it be reduced in the contract cost. The income has to be recognized pursuant to
ICDS-IV revenue recognition in the year in which interest is earned. The definition of revenue includes
yielding interest.
Question 17
NS Limited invested in AB Limited of 1,00,000 equity shares of Rs.100 each. AB Limited for its financial year
ending 31st March declared dividend at the AGM held on 31st July. NS Limited while finalizing the accounts
has included the said dividend as receivable in its books. Whether such income can be recognized under
ICDS-IV? |f so, when?
Solution:
As per para 9 of ICDS-IV, the income in the nature of dividends are recognized in accordance with the
provisions of the Act. Normally, dividend arises upon the approval at AGM. The date of holding AGM is
crucial, for that financial year the dividend income can be recognized. In the instant case of NS Limited, the
accounts were closed on 31st March. At that point of time, recognizing die dividend as income docs not
arise. Therefore, recognizing dividend in March is not correct.
Question 18
AB Limited entered into an agreement with P Limited of Germany in respect of royalties. Rs. 5 crores was
the royalties receivable for 31st March. Due to various reasons P Limited could not pay the royalty and was
not in a position to meet the royalties. In such circumstances, is it prudent for AB Limited to recognize
revenue on account of royalty?
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Solution:
As per ICDS-IV relating to revenue recognition, royalty shall accrue in accordance with the terms of the
relevant agreement. The royalty has to be recognized in a systematic and rational basis. The revenue shall
be recognized when there is a reasonable certainty of its ultimate collection. In the instant case of AB
Limited there was uncertainty as P Limited was not in a position to meet the royalties. Therefore, it is not
prudent to recognize as Income. If it is recognized as income, then to the extent it is not collectable
provision has to be made.
Question 19
DS Ltd. filed ROI on 30/09/2016 for the P.Y.2015-16. The return was processed u/s 143(1) by 31.01.2017 and
refund of Rs. 10 Lakh was determined along with interest on refund of Rs. 12,000. The refund of Rs. 14,000
was actually received on 30.04.2017. The AO contended that interest on refund would be chargeable to tax
in P.Y. 2016-17 being the year of determination of interest on refund. Examine the correctness of the
contention of AO.
Solution:
As per ICDS IV, interest on refund of taxes shall be deemed to be the income of the previous year in which
such interest is refund. Accordingly, such refund shall be considered as income of P.Y. 2017-18. Accordingly,
the contention of AO is incorrect.
Question 20
BCFS limited is a NBFC. The Company has not credited interest of Rs. 30 lakhs due to certain loan accounts
which had become NPA in its profits & loss account. As Per NBFC prudential Norms (RBI) Directions, 1998,
which is binding on the company, interest or discount or any charges on NPA shall be recognized as income
only when it is actually realize. Can the AO makes addition of such interest on the ground that the assessee,
being a company follows mercantile system of accounting. Examine the impact if BCFS Ltd. would have been
a bank.
Solution:
The issue under consideration is whether in the case of an assessee following mercantile system of
accounting, the interest from the NPA has in fact accrued u/s 5 of the Income – tax Act, 1961.
As per section 145, the income shall be computed in accordance with the method of accounting regularly
followed by the assessee. In case of a NBFC, it is bound by the RBI directives. The classification as NPA is as
per prudential Norms of the RBI. It is pertinent to note that there is no specific provisions for NBFC towards
recognition of such interest Income unlike in the case of Banking companies (refer sec.43D).
In the case of NPAs, the recovery of the principal amount of loan itself is doubtful. Therefore, where the
interest was not received on NPAs and possibility of recovery was almost nil, it could not be treated to have
accrued in favor of the assessee. Accordingly, the assessee, on the basis of prudence, is justified in not
accounting for interest in the books of account on the ground that there is no real accrual of interest from a
NPA u/s 5.
It is pertinent to note that as per ICDS IV, revenue recognition cannot be postponed in case of uncertainty
regarding collectability of consideration in case of interest. This is in deviation with the Supreme Court
ruling in UCO Bank v. CIT (1999) 237 ITR 889, wherein it was held that interest on sticky line would not
accrue if the same is not recoverable.
However, subsequent non-recovery in either cases can be claimed as deduction in view of section
36(1)(vii).
Accordingly, AO can make addition in light of ICDS IV.



Chapter 3.3 Income Computation & Disclosure Standards (ICDS)

C3.17

C3

If BCFS Ltd. would have been bank, provisions of S.43D shall prevail over ICDS and accordingly, it shall be
recognized on credit or receipt whichever is earlier.
Question 21
Whether ICDS is applicable to revenue which are liable to tax on gross basis like interest, royalty and fees for
technical services for non residents u/s  115A of the Act.
Solution:
Yes, the provision of ICDS shall also apply for computation of these incomes on gross basis for arriving at the
amount chargeable to tax

ICDS V: Tangible Fixed Assets
Tangible Fixed Assets 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.

Stand-by equipment & servicing equipment Capitalise
Machinery spares - Charge to P/L as & when consumed

- Capitalise if used only in connection with an
item of tangible fixed asset and their use is
expected to be irregular.

Cost of Fixed Asset (Purchased/Self-Constructed)

Actual cost of purchase xxx

Includes:

Import duties and other taxes (other than duties refunded/recoverable) xxx

Directly attributable expenditure on making the asset ready for its intended use xxx

Expense on start up and commissioning of the project xxx

Expense on test runs and experimental production xxx

Admin & General overhead not to be included if they do not related to specific tangible
fixed asset

Reduce trade discount & rebates xxx

Total xxx
NOTES:
 The expenditure incurred after the plant has begun commercial production, that is, production intended

for sale or captive consumption, shall be treated as revenue expenditure.
 The cost of a tangible fixed asset may undergo changes after its acquisition or construction on account

of-
(i)price adjustment, changes in duties or similar factors;
(ii) exchange fluctuation as specified in ICDS VI

Asset acquired for non-monetary benefit

Fixed asset acquired in exchange for another asset Fair value of the tangible fixed asset so acquired
shall be its actual cost.Tangible fixed asset is acquired in exchange for

shares or other securities
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Improvements & Repairs

- An Expenditure that increases the future benefits from the existing asset beyond its previously
assessed standard of performance is added to the actual cost.

- The cost of an addition or extension to an existing tangible fixed asset which is of a capital nature and
which becomes an integral part of the existing tangible fixed asset is to be added to its actual cost.

- Any addition or extension, which has a separate identity and is capable of being used after the
existing tangible fixed asset is disposed of, shall be treated as separate asset.

Valuation of Tangible Fixed Assets in Special Cases
- 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.

- Where several assets are purchased for a consolidated price, the consideration shall be apportioned
to the various assets on a fair basis.

Depreciation & Transfers
Depreciation & Transfers shall be in accordance with the provisions of section 32 and section 45 of the
Act.

Sr.
No.

Points of comparison ICDS V – Tangible fixed assets Ind AS 18 – Property, Plant and
equipment

1 Initial recognition 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
should be recognized as a fixed asset.

The cost of an item property, plant
& equipment shall be recognized
upon the following -
a) it is probable that future
economic benefits associated with
the item will flow to the entity,
and
b) the cost of the item can be
measured reliably.

2 Position of
recognition of
subsequent
expenditure

Subsequent expenditure will be
capitalized only if they increase the
future benefits from the existing
assessed standard of performance.

Same as above.

3 Major spare parts -
capitalization

Machinery spares shall be charged to
the revenue as and when consumed.
Unless it is directly connected to the
tangible fixed assets and their use is
expected to be irregular will be
capitalized.

Major spare parts will be
recognised as property plant and
equipment when an entity expects
to use them during more than one
period and in connection with an
item of property plant and
equipment.

4 Cost of major
inspections

Not dealt with. Cost of major inspection should be
capitalised.
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Question 22

XY Limited purchased certain heavy duty spare parts which essential to avoid the breakdown of machines.
The CFO of the Company treated purchase of spare parts as a revenue expenditure and debited to the Profit
& Loss Account. What is the position under ICDS V?

Solution:

As per para 8 of ICDS-V, the expenditure incurred on start up and commissioning of the project, including
the expenditure runs and experimental production, shall be capitalized. The Expenditure incurred after the
plant has begun commercial production shall be treated as revenue expenditure. When such spares can be
used only in connection with an item of tangible fixed assets and their use is expected to be irregular they
shall be capitalized as per para 4 of ICDS-V. In view of the fact that spares are used to avoid the breakdown
of the machines, the spares is to enhance the functionality of running of machines. Therefore, it has to be
capitalized instead of revenue expenditure.

Question 23

AB Limited purchased machineries for Rs. 10 crores. The other cost includes duties and freight, etc. for Rs.
1.5 crores. The vendor has provided a trade discount of 10% and additional discount of 10% on 10%. While
preparing the Profit & Loss Account, the management has treated the discount received as an Income in the
Profit & Account. Whether this treatment corresponds to ICDS-V?

Solution:

The components of actual cost of acquired Tangible Fixed Assets as per ICDS include its purchase price,
import duties and other taxes. Any trade discounts and rebates shall be deducted in arriving at the actual
cost.

The trade discount of 10% and additional discount of 10% has to be reduced from the actual cost of Tangible
Fixed Assets rather than crediting to Profit & Loss Account. Therefore, the treatment given by the Company
is not in accordance with ICDS-V.

Question 24

Comment on the following:

(i) AB Pvt. Ltd., during the year has spent Rs. 4 crores towards replacing the existing ceiling of a
building which was in a very bad state. The directors of the company want to treat this expenditure
as building repairs & maintenance. What is the position under ICDS?

(ii) DS Ltd. incurred expenditure on trial runs of plant for Rs. 15,000 till 1st Jan, 2017. The plant was
ready for use on 1st Jan, 2017. However, the commercial production began on 15th, March, 2017. Till
then further expenditure of Rs. 10,000 was incurred.  DS Ltd. capitalized entire expenditure of
Rs.25,000 to plant and claimed depreciation. The AO disallowed capitalization of Rs. 10,000 and
disallowed proportionate depreciation on the ground that capitalization is allowed till the date
when plant began ready to use.

(iii) XY Limited imported a machine from US for 5 lakh US$. When the machine was purchased the dollar
rate was Rs. 65. At the time of settlement, the dollar rate went up to Rs. 69.What is the treatment
under ICDS-V?

Solution:

(i) As per para 12 of ICDS-V, an expenditure that increases the future benefits from the existing asset
beyond its previously assessed standard of performance, has to be added to the actual cost. In the
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instant case, the replacement of the existing ceiling increases the future benefits of the existing
asset which has an enduring benefit. Therefore, such improvements have to be capitalized.

(ii) As per ICDS V, the expenditure incurred till the plant has begun commercial production i.e.
production intended for sale or captive consumption, shall be treated as capital expenditure.
Accordingly, the contention of the AO is incorrect and DS Ltd. shall be allowed to capitalize entire
Rs. 25,000.

(iii) The cost of Tangible Fixed Asset may undergo changes subsequent to its acquisition or construction
on account of exchange fluctuation as specified in ICDS-V. Therefore, in the instant case, the
increase in dollar rate on settlement has to be adjusted to the cost of tangible fixed asset.

Question 25

Examine the taxability or allowability or otherwise in the following cases while computing income under
the head "Profits and gains from business or profession" to be declared in the return of income for the
assessment year 2017-18:

Explain the tax treatment of emergency spares (of plant and machinery) acquired during the year which,
even though kept ready for use, have not actually been used during the relevant previous year.

Solution:

As per ICDS V on Tangible Fixed Assets, 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. Where the spares are capitalised as per the above
requirement, the issue as to provision of depreciation arises – whether depreciation can be provided where
such spares are kept ready for use or is it necessary that they are actually put to use.  This issue was dealt
with by the Delhi High Court in CIT v Insilco Ltd (2010). The Court observed that the expression “used for the
purposes of business” appearing in section 32 also takes into account emergency spares, which, even
though ready for use, yet are not consumed or used during the relevant period. This is because these spares
are specific to a fixed asset, namely plant and machinery, and form an integral part of the fixed asset. These
spares will, in all probability, be useless once the asset is discarded and will also have to be disposed of. In
this sense, the concept of passive use which applies to standby machinery will also apply to emergency
spares. Therefore, once the spares are considered as emergency spares required for plant and machinery,
the assessee would be entitled to capitalize the entire cost of such spares and claim depreciation thereon.

Note – One of the conditions for claim of depreciation is that the asset must be “used for the purpose of
business or profession”. In the past, courts have held that, in certain circumstances, an asset can be said to
be in use even when it is “kept ready for use”. For example, depreciation can be claimed by a transport
company on spare engines kept in store in case of need, though they have not actually been used by the
company. Hence, in such cases, the term “use” embraces both active use and passive use for business
purposes.
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ICDS VI: Effects of changes in foreign exchange rates

Transaction in forex
- buys or sells goods or services
- borrows or lends funds
- Unperformed forward

exchange contract
- acquires or disposes of assets,

or incurs or settles liabilities

Translating financial
statements of foreign
operations

Forward
Exchange
Contracts
Agreement to
exchange
different
currencies at a
forward rate,
and includes a
foreign
currency option
contract or
another
financial
instrument of a
similar nature

Monetary items
Assets/Liabilities

+
Fixed amount

+
In Foreign Currency

Eg. Cash, receivables,
payables

Non-monetary
items
Other than
monetary.
Eg. Fixed assets,
inventories, and
investments in
equity shares

Recognition of Exchange Differences

Initial recognition
- Apply exchange rate

on date of the
transaction

- An average rate
that approximates
the actual rate at
the date of the
transaction may be
used.

- Actual rate may be
used if exchange
rate fluctuates
significantly.

Settlement

Monetary
item

Recognise Inc/
Expense in PY
of settlement/
conversion on
last day of PY

Not to be
Recognised
in PY of
conversion
on last day
of PY

Non-
monetary
item

Conversion at last day of PY

Monetary
item

At rate on
date of
transaction

- At Closing rate
- If closing rate

not reliable,
use actual rate

Non-monetary
item

Inventory
valued at
NRV

Exch rate on
date of
determi-
nation of
NRV

The above recognition principles shall be subject to section 43A or Rule 115
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Financial Statements of Foreign Operations
The financial statements of a foreign operation shall be translated using the above principles and
procedures as if the transactions of the foreign operation had been those of the person himself.

Forward Exchange Contracts
Premium or discount arising at the inception of a
forward exchange contract

Amortise as expense or income over the life of the
contract

Exchange Differences Income or as expense in the previous year in which
the exchange rates change

Any profit or loss arising on cancellation or renewal Recognised as income or as expense for the
previous year

Sr.
No.

Points of
comparison

ICDS VI – The effects of
changes in Foreign

Exchange Rates

AS-11- The effects of
changes in Foreign

Exchange Rates

Ind AS-21 - The effects
of changes in Foreign

Exchange Rates
1 Position of

Forward
Exchange
contracts

Forward Exchange
Contracts are not

intended for trading and
speculation purposes.

AS-11 deals with forward
exchange contracts only
for the purpose of
hedging. Speculation is
not covered by AS-11

Accounted for as
derivatives under Ind AS
109.

2. Position of
exchange
differences long
term monetary
items

In respect of monetary
items, exchange
differences arising on
the settlement thereof
or on conversion
thereof at last day of
the previous year shall
be recognised as
income or as expense in
that previous year.

Exchange differences on
monetary items arising
on the settlement
thereof or on conversion
can be recognised as
income/expense or can
be capitalized as per para
13/46A.

Ind AS provides an
option for recognizing
the Exchange
differences equity and
systematically recognize
it to profit and loss
account over the life of
that monetary item. But
option is to be exercise
once and is irrevocable
and to be applied to all
such items.

3. Exchange
difference on
monetary items
relating to Non
Integral Foreign
Operation

Exchange difference on
monetary items relating
to NIFO is recognized as
income or expense.

Such Exchange difference
in books is recorded in
Foreign Currency
Translation Reserve and
transferred to balance
sheet

No such provision as per
IND AS-21, however, AS-

101 allows monetary
items on which

capitalization was being
done, will apply the

same policy.
4. Exchange

difference on
monetary items
relating to Non
Integral Foreign
Operation

Not recognised under
ICDS

Recognised as
income/expense in the
same year

No concept of IFO exists
under IND AS.



Chapter 3.3 Income Computation & Disclosure Standards (ICDS)

C3.23

C3

Sr.
No.

Points of
comparison

ICDS VI – The effects of
changes in Foreign

Exchange Rates

AS-11- The effects of
changes in Foreign

Exchange Rates

Ind AS-21 - The effects
of changes in Foreign

Exchange Rates
5 gains/loss on

forward
contracts of
firm
commitments
and
trading/specula
tion contracts

Allowed on a settlement
basis under ICDS

Only loss/ gain on
hedging allowed on MTM
basis. Speculation
gains/losses not covered.

Recognised on MTM
basis

Question 26
NS Ltd purchased a machinery for EURO 75,000 on 1st Dec payable after 4 months. The company entered
into a forward contract for 4 months @ Rs. 77 per EURO. Exchange rate per EURO on 1st Dec was Rs. 74.
How is the profit or loss on forward contract recognized in NS Ltd’s books?
Solution:
Forward Rate - Rs. 77
Less: Rate at the inception - Rs. 74
Premium on Contract - Rs. 3 .
Contract Amount - EURO 75,000
Total Loss (75,000 x 3) - Rs. 225,000
Contract period is for 4 months. But the entire loss of Rs. 225,000 will be recognized as an expenses in the
current Financial Year itself, since ICDS-VI provides that, the exchange rate differences on such a contract
shall be recognized as income or as expense in the previous year in which the exchange rates change.

Question 27
Mr. X buys a forward contract of Euro 1,00,000 on 1st Feb 2017 for three months at Rs. 73.32 per Euro. The
exchange rate was Rs. 73 per Euro as on 1st Feb 2016. On 31st March 2017, the exchange rate was Rs. 75
per Euro. On 15th April 2017, he decides to sell the contract at INR 75.20 per Euro. Show how the profits are
recognized.
Solution:
As per para 8(5) of ICDS-VI, “Premium, discount or exchange difference on contracts that are intended for
trading or speculation purposes, or that are entered into to hedge the foreign currency risk of a firm
commitment or a highly probable forecast transaction shall be recognised at the time of settlement.”
In the instance case, the contract is a speculation contract. Hence the premium on the contract will be
ignored. Only the profit/loss at the time of sale of the contract will be recognized.

Sale rate Rs. 75.20
Less: Contract Rate Rs. 73.32

Premium on Contract Rs. 1.88
Contract Amount Euro 100,000
Total Profit (1,00,000 x 1.88) Rs. 1,88,000
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ICDS VII: Government Grants

+

NOTE: Recognition shall not be postponed beyond date of actual receipt.

-Government Grant

-Subsidy

-Cash incentive

-Duty drawback

-Waiver

-Concessions

-Reimbursements

Deals with

RECOGNITION

Reasonable assurance that

Person shall comply
with the conditions

Grant shall be
received
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ICDS VII: Government Grants

+

NOTE: Recognition shall not be postponed beyond date of actual receipt.

-Government Grant

-Cash incentive

-Duty drawback

-Concessions

-Reimbursements

Government
assistance other than
in the form of
Government grants

Government
participation in the
ownership of the
enterprise

Does not deal with

RECOGNITION

Reasonable assurance that

Person shall comply
with the conditions

Grant shall be
received
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ICDS VII: Government Grants

+

NOTE: Recognition shall not be postponed beyond date of actual receipt.

Government
assistance other than
in the form of
Government grants

Government
participation in the
ownership of the
enterprise

RECOGNITION

Reasonable assurance that

Person shall comply
with the conditions

Grant shall be
received
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Deviation from judicial precedent:
The requirement in ICDS VII to recognize such grants as upfront or deferred income   is not in line with the
rationale of the Supreme Court that the purpose of the grant would ultimately determine its nature. The
Supreme Court in, CIT v Ponni Sugar Mills (2008), observed that it is the object for which the subsidy/
assistance is given which determines the nature of the incentive subsidy. If the object of the subsidy
scheme was to enable the assessee to run the business more profitably then the receipt is on revenue
account. On the other hand, if the object of the assistance under the subsidy scheme was to enable the
assessee to set up a new unit or to expand the existing unit then the receipt of the subsidy was     on
capital account.
In line with the requirement in ICDS VII, new section 2(24)(xviii) to provide that assistance in the form of
a subsidy or grant or cash incentive or duty drawback or waiver or concession or reimbursement, by
whatever name called, by the Central Government or a State Government or any authority or body or
agency in cash or kind to the assessee would be considered as income. It is only the subsidy or grant or
reimbursement which has been taken into account for determination of the actual cost of the asset     in
accordance with Explanation 10 to section 43(1) which would not be considered as income.

Non- Depreciable fixed
asset & requires fulfilment
of certain obligation
recognised as income over
the same period over which
the cost of meeting such
obligations is charged to
income.
Govt grant in form of Non-
monetary asset, given at

concessional rate, account
on basis of acquisition cost

Not directly
related to asset
Reduce from
actual cost/WDV
Asset * Govt Grant
/Total Assets in
respect of which
grant is received

Compensation
receivable for
exp/losses incurred
or giving immediate
financial support
Period in which
receivable

Other
recognised as
income over
the periods
necessary to
match them
with the
related costs
which they
are intended
to
compensate.

Depreciable
fixed asset
Deduct from
actual
cost/WDV

Treatment of Government Grants

Grant in respect of
- Non-depreciable asset
- Compensation of loss/exp
- Other Grant
i) Adjust first against unamortized

deferred credit
ii) Balance credit to P/L A/c

Grant in respect of depreciable
asset
Increase Actual Cost/ WDV.
Provide depreciation
prospectively

Refund of Grant
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Sr
No

Points of
comparison

ICDS VI – The effects
of changes in Foreign

Exchange Rates

AS-12- Government Grants Ind AS-21 - The effects
of changes in Foreign

Exchange Rates
1 Valuation of

non-
monetary
grants given
at a
concessional
rate

Non-monetary assets,
given at a concessional
rate should be
accounted for on the
basis of their
acquisition cost.

Grant and assets recorded at
acquisition price.

The value of Non-
monetary grants is
measured at their fair
value.

2 Recognition
principles of
Government
Grants

(i) the person
shall comply with the
conditions attached to
them, and
(ii) The grants shall be
received.
Recognition of
Government grant
shall not be postponed
1 beyond the date of
actual receipt

(i) the person shall
comply with the conditions
attached to them, and
(ii) the grants shall be
received.

The grant should be
recognised only on fulfilment
of above two conditions.

(i) where there is
reasonable assurance
that the enterprise will
comply with the
conditions attached to
them; and
(ii) where such benefits
have been earned by the
enterprise and it is
reasonably certain that
the ultimate collection
will be made.

3 Refund of
Grant relating
to fixed asset

The amount
refundable in respect
of a Government grant
related to a fixed asset
or assets shall be
recorded by increasing
the actual cost or
written down value of
block of assets by the
amount refundable.

The amount refundable in
respect of a Government
grant related to a fixed asset
or assets shall be recorded by
increasing the actual cost or
written down value of block
of assets by the amount
refundable.

Repayment of a grant
related to a fixed asset
shall be recognised by
reducing the deferred
income balance by the
amount repayable.

4. Government
Grants of
capital
nature/ of
promoters
contribution

ICDS VII does not
contain specific
requirement to
capitalize government
grants in the nature of
promoter‘s
contribution

AS  12  permits  government
grants  in  the  nature  of
promoters‘  contribution or
by way of contribution
towards its total capital
outlay to be treated as capital
reserve which can neither be
distributed  as  dividend nor
considered as deferred
income.

No such conditions
mentioned in IND AS.
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Question 28
Examine the taxability in light of the following grants received in light of ICDS and provisions of Act:
a. Amount received towards power subsidy with a stipulation that the same is to be adjusted in the

electricity bills
b. Amount received from CG for the industrial promotion and expansion of capacity of plant
Solution:
a. As per section 2(24)(xviii) assistance in the form of subsidy or grant or cash incentive by the

CG/SG/any authority or body/agency in cash/kind is chargeable to tax as income. ICDS VII recognizes
grant as an income if there is reasonable assurance that:
(i) Person shall comply with the conditions attached to them
(ii) The grants shall be received
However, recognition of grants shall not be postponed beyond the date of actual receipt.
Since, power subsidy has been received by the assessee, it is revenue in nature and chargeable to tax.

b. In line with ICDS VII, section 2(24)(xviii) is added which provides that assistance in the form of subsidy
or grant or cash incentive or duty drawback or waiver or concession or reimbursement by the
CG/SG/any authority or body/agency in cash/kind is chargeable to tax as income except the
subsidy/grant/reimbursement with respect to depreciable asset which has been reduced from actual
cost as per Explanation 10 to Section 43(1).
This requirement in ICDS VII to recognize grants as income is in deviation with Supreme Court ruling in
CIT v. Ponni Sugar Mills (2008) 306 ITR 392 wherein it was held that it is for the object for which the
subsidy/assistance was received. If the object of the subsidy is to enable the assessee to run his
business profitably, then the receipt is on revenue account. If the object was for expansion of unit, the
subsidy is in capital account.
However, as per section 2(24)(xviii) and ICDS VII, the grant for expansion of capacity of plant though
capital in nature, shall be recognized as income.

Question 29
Examine the taxability or allowability or otherwise in the following cases while computing income under
the head "Profits and gains from business or profession" to be declared in the return of income for the
assessment year 2017-18:
Amount received towards power subsidy with a stipulation that the same is to be adjusted in the
electricity bills.
Solution:
As per section 2(24)(xviii) assistance in the form of subsidy or grant or cash incentive by the Central
Government or a State Government or any authority or body or agency in cash or  kind is chargeable to tax
as income. Also, ICDS VII seeks admission of such grant as income. Government grants should not be
recognized until there is reasonable assurance that (i) the person shall comply with the conditions attached
to them, and (ii) the grants shall be received. However, recognition of such grant shall not be postponed
beyond the date of actual receipt. Since power subsidy has been received by the assessee, it is revenue in
nature and chargeable to tax in A.Y. 2017-18.
Question 30
DS Ltd set up a new manufacturing company in backward area government has given a grant to DS Ltd to
acquire plant, machinery and building etc. for Rs. 1 crore.



Income Computation & Disclosure Standards (ICDS) Chapter 3.3

C3.28

C3

The Management, while finalising accounts has credited the said grant to profit and loss account under the
head 'Government Subsidy’.
Whether this treatment is in accordance with ICDS-VII?
Solution:
As per para 5 of ICDS-VII, the Government grants relating to depreciable fixed asset or assets of a person
shall be deducted from the actual costs of the asset or assets concerned or from the written down value of
block of assets to which concerned or assets belonged to.
The treatment meted out by the Company by crediting to Profit and Loss account is not in accordance with
ICDS-VII. The amount received ought to have been deducted from the actual cost of the asset.
Question 31
RS Pvt Ltd, a Company engaged in BPO services, has set up a unit in rural sector. The state government has
agreed to provide subsidy for generating rural employment amounting to Rs. 20 lakhs in a phased manner
for 2 years. The said Company has credited to Profit & Loss Account a sum of Rs. 10 lakhs and fulfilled the
conditions.
Whether the treatment provided is in accordance with ICDS-VII?
Solution:
Where the Government grant relates to non-depreciable asset subject to fulfilment of certain conditions,
the grant shall be recognised as income over the period over which the cost of meeting such obligations is
charged to income.
Considering this, the said company crediting a sum of Rs. 10 lakhs to Profit and Loss account is in accordance
with ICDS-VII.
Question 32
T Pvt Ltd, received a state subsidy for acquiring plant & machinery, building and vehicle, etc for setting up of
a new unit. The composite amount was Rs. 30 lakhs. The said company has acquired machinery, building etc.
incurring cost of Rs. 1 crore. The depreciation on all the assets was Rs. 12 lakhs. On the assets purchased
from the Grant, the depreciation amounts to Rs. 10 lakhs. The CFO of the Company has credited Rs. 30 lakhs
in the Profit & Loss Account. What is the treatment as per ICDS-VII?
Solution:
As per para 7 of ICDS-VII, where the Government grant is of such a nature that it cannot be directly relatable
to the asset acquired, so much of the amount which bears to the total Government grant, the same
proportion as such asset bears to all the assets in respect of or with reference to which the Government
grant is so received, shall be deducted from the actual cost of the asset or shall be reduced from the written
down value of block of assets to which the asset or assets belonged to.
Therefore,
(a) The amount received Rs. 30 lakhs from State Government should be reflected in the liability side of

Balance Sheet.
(b) Out of which a. sum of,—

10 lakhs (depreciation on these assets) x 30 lakhs (Grant received)
12 lakhs (total depreciation)

that is, Rs. 25 lakhs has to be deducted from the said subsidy by transferring same to the profit and loss
account. The effect of this is Rs. 25 lakhs has been recognised as income crediting to Profit & Loss Account
Balance of INR 5 lakhs will be shown as grant or subsidy deferred it liability and balance sheet.
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The CFO’s stand crediting the entire amount of Rs. 30 lakhs to recognise income in profit and loss account is
not in accordance with ICDS-VII.

ICDS VIII: Securities

Deal with: Include: Not apply to:

securities held
as stock in
trade

Shares of a company in
which public are not
substantially
interested but shall not
include derivatives.

Securities held by
person engaged in
business of Mutual
Fund, VCF, Banks
and FIs.

Deviation from Judicial Precedents
The requirement of valuing category-wise and not individual security is in deviation with judicial  position
that  anticipated profit  should  not  be  taken  into  consideration  for  valuation  of  stock-in-trade. The
Supreme Court, in the case of UCO Bank Ltd. v CIT 240 ITR 355, observed that it is not proper to take into
account anticipated profit in the shape of appreciated value of closing stock.

ICDS vis-à-vis IND AS-109
Initial recognition
Security which is purchased, is measured at actual cost which includes purchase price and acquisition
charges like brokerage, fees, tax, duty etc. while as per IND AS-109 Financial instrument is always
recorded at fair value.
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Question 33
Determine the value of the securities held as stock-in-trade for the year ended 31.03.2017

Particulars Cost (Rs.) NRV (Rs.) Contention
of assessee

Contention
of AO

Shares
a. RIL
b. ICICI Bank
c. Tata Steel
d. Marico Ltd.
Total

100
120
140
200
560

75
150
120
190
535

75
120
120
190
505 535

Debentures
a. HUL
b.  MARICO
c. HINDALCO
d. RIL
Total

150
105
125
220
600

160
90

135
230
615

150
90

125
220
585 600

Grand Total 1160 1150 1090 1135
The assessee contended that valuation of closing stock should be made individual security wise. However,
the AO contended that valuation would be done category wise. Examine the correctness of the claim.
Solution:
1. ICDS VIII requires that securities held as stock-in-trade to be valued at lower of cost or NRV. Further,

such comparison has to be done category-wise and not individual security wise.
2. Supreme Court in case of UCO Bank Ltd. v.CIT 240 ITR 355, held that it is not proper to take into account

anticipated profit. The requirement in ICDS VIII is in deviation with this as valuation of security category-
wise results in decrease in the value of some securities being absorbed by the anticipated profits.

3. Accordingly, the contention of AO is correct and the securities shall be valued at Rs. 1,135
Question 34
If a taxpayer sells a security on 30th day of April 2017. The interest payment dates are Dec and June. The

actual date of receipt of interest on 30th day of June 2017 but the interest on acruel basis has been
accounted as income on the 31st day of March 2017. Whether the taxpayer shall be eligible to claim
deduction of such interest i.e. offered to tax but not received while computing capital gains?
Solution:
Yes, the amount already taxed as interest income on acruel basis shall be taken into account for
computation of income arising from such sale.
Question 35
X purchased the following shares on 1st Jan 2017:

(a) 10,000 shares of Y Ltd at Rs. 10 per share for Rs. 100,000
(b) 50,000 shares of ABC Ltd at Rs. 10 per share for Rs. 500,000
(c) 1,00,000 shares of an ’’X” company @ Rs. 20 per share.

He paid brokerage, taxes of Rs. 5,000 towards the purchase of Y Ltd shares and Rs. 25,000 towards purchase
of ABC Ltd shares.
As on 31st March 2017, the market price of the shares was: Y Ltd – Rs. 12 per share and ABC Ltd – Rs. 11 per
share. The shares of “X” Limited company were not quoted in the stock exchange.
What is the value at which the shares have to be recognized?
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Solution
As per para 9 and 10 of ICDS-VIII, subsequent measurement of securities would be as follows:
(a) 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.
(b) For the purpose of para 9, 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, 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.
In the instant case, the shares have to be initially recognized at the following rates:
a) Y Ltd shares
Purchase cost - INR 100,000 (10,000 shares @ INR 10 each)
Brokerage, taxes - INR 5,000
Total - INR 105,000
b) ABC Ltd shares

Purchase cost - Rs. 500,000 (50,000 shares - Rs. 10 each)
Brokerage, taxes Rs. 25,000
Total Rs. 5,25,000

As on 31st March 2017, the shares should be recognized at value which is least of the cost or net realizable
value whichever is lower.
Shares Cost Market Value
Y Ltd 105,000 120,000 (10,000 @ Rs. 12 each)
ABC Ltd 525,000 550,000 (50,000 @ Rs. 11 each)
Total 630,000 670,000

Least of the above is INR 630,000. The shares will be recognized at INR 630,000 as on 31st March 2017.
c) As per ICDS-VIII, at the end of any previous year, in case securities are not listed on a recognised

stock exchange or are listed but not quoted with regularity on a recognised stock exchange, then it
should be valued at actual cost as initially recognised.
Hence, Security X will be valued at actual cost i.e. 20,00,000 (1,00,000@20)

ICDS IX: Borrowing Cost

Definitions:
1. Borrowing costs are interest and other costs incurred by a person in connection with the borrowing of

funds.
2. 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 12 months or more to bring them to a saleable condition.
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Amendment to section 36(1)(iii)
The requirement in ICDS IX to capitalize borrowing costs incurred for acquisition of tangible and intangible
assets, upto the date the asset is first put to use, was not in line with the requirement under the proviso to
section 36(1)(iii) to capitalize interest paid in respect of capital borrowed for acquisition of an asset upto the
date the asset is first put to use only where such acquisition is for extension of existing business/ profession.
Therefore, in order to remove the inconsistency between the requirement under the Income-tax Act, 1961
and the requirement under ICDS IX, the proviso to section 36(1)(iii) has been amended to remove the
condition that the acquisition should have been for extension of existing business or profession for
capitalization of interest borrowed for acquisition of asset upto the date the asset is first put to use.

Sr
No

Points of
comparison

ICDS-IX - Borrowing
costs

AS-16- Borrowing
Costs

IND AS-23 - Borrowing Costs

1 Income
earned from
temporary
investment of
borrowed
funds

ICDS does not permit
reduction of temporary

investments from
borrowing costs.

AS 16 permits income
earned on temporary
investment of
borrowed funds
pending their
expenditure on the
qualifying asset to be
deducted from
borrowing costs
incurred.

IND AS income earned on
temporary investment of
borrowed funds pending
their expenditure on the
qualifying asset to be
deducted from borrowing
costs incurred.

Directly
attributable to
purchase/constru
ction/production
of Qualifying
Asset

Capitalise actual
borrowing cost
incurred during the
period on the funds
so borrowed till the
asset is put to use.

Inventory

Add to cost of inventory
and capitalize till
substantially all the
activities necessary to
prepare such inventory for
its intended sale are
complete.

Borrowing cost not directly
attributable

Capitalise as per formula
A X B/C
A= General Borrowing Cost other than
directly attributable borrowing cost
B= average value of qualifying asset
C = the average of the amount of total assets
as appearing in the balance sheet

Capitalise from the date on which funds were
utilized till the asset is put to use.

Recognition
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Sr
No

Points of
comparison

ICDS-IX - Borrowing
costs

AS-16- Borrowing
Costs

IND AS-23 - Borrowing Costs

2 Suspension of
capitalisation

Not dealt with AS 16 permits
suspension of
capitalization of
borrowing costs during
extended periods in
which active
development is
interrupted.

The capitalization of
borrowing costs shall be
suspended dining the
extended periods in which it
suspends the activities for
development of a qualifying
asset.

Question 36
The assessee before the commencement of commercial production borrowed funds for the purpose of
setting up factories. Since such funds were lying idle, he invested the same in short term deposits with
banks and earned interest thereon. The assesse in his return of income deducted the interest earned on
such deposits from pre-production expenses and capitalized the balance pre-production expenses. Examine
the correctness of the treatment.
Solution:
The Supreme Court in case of Tuticorin Alkali Chemicals & Fertilizers Ltd. held that the interest received by
the company from bank deposits will be taxable as income from other sources under section 56. The
Supreme Court turned down the plea of the assessee that the interest paid by him on the borrowed funds
should be deducted from such interest income. The court held that
(1) the company was at liberty to use the interest income earned in the manner it liked. It could re-invest

such interest income in shares or land or could have purchased a house property or could have declared
dividend. It was not under an obligation to utilize such interest income for payment of interest on the
borrowed funds. There was no overriding title of anybody diverting the income at source to pay the
amount to the lenders of the company. The taxability of income is not dependent upon its destination
or the manner of its utilization.

(2) the interest paid during construction period is covered by the chapter of P/G/B/P. and the interest
earned during the construction period is covered by the chapter of I/O/S. Had the interest been earned
after the commencement of business, then the interest paid would be deductible against the interest
earned. But this is not the case in the present case. The interest paid during construction period has to
be capitalized to the cost of assets and cannot be allowed as deduction under section 57.

(3) It is pertinent to note that Paragraph 11 of AS 16 permits income earned on temporary investment of
borrowed funds pending their expenditure on the qualifying asset to be deducted from borrowing costs
incurred. ICDS IX however, does not permit such reduction from borrowing costs.

Accordingly, interest earned on temporary investment would be treated as IFOS.
Question 37
Examine the taxability or allowability or otherwise in the following cases while computing income under
the head "Profits and gains from business or profession" to be declared in the return of income for the
assessment year 2017-18:
A company engaged in textile manufacturing, debited to its Profit & Loss Account a sum of Rs. 6,00,000,
being  the  interest  on  loan  of  Rs.60,00,000  taken  for  financing  its expansion scheme. The plant and
machinery purchased for the project with the loan were not received during the year and those were still in
transit at the end of the year.  Discuss the admissibility or otherwise of the interest on borrowing.
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Solution:
Interest paid in respect of capital borrowed for the purposes of business or profession is admissible under
section 36(1)(iii). However, any amount of interest paid in respect of capital borrowed for acquisition of an
asset for any period beginning from the date on which the capital was borrowed for acquisition of the asset
till the date on which such asset was first put    to use, shall not be allowed as deduction, whether or not the
acquisition of asset is for the purpose of extension of existing business.
ICDS IX on Borrowing Costs requires capitalisation of borrowing costs directly attributable to the acquisition,
of a qualifying asset, which includes plant and machinery, upto the time when   the asset is first put to use.
In this case, the asset (plant & machinery) was not put to use till the end of the previous year. Therefore,
interest of Rs. 6,00,000 will not be allowed as a deduction but would be capitalised. Hence, the cost of the
asset shall be increased by the amount of interest and depreciation shall be admissible on the enhanced
cost of Rs. 66,00,000, once the asset is put to use.

Question 38
True Ltd borrowed the following amounts on 1st June 2016.
Loan from banks @ 10% pa - Rs. 20 crores
Loan from financial institutions @ 11% p.a — Rs. 10 crores
The amounts borrowed were utilized for:
Factory Plant - Rs. 25 crores
(work started on 1st June 2016 and completed on 31st March 2017)
Working Capital - Rs. 5 crores
What is the borrowing cost to be recognised by True Ltd?
Solution:
Calculation of borrowing costs

Loan from bank 20 crores x 10% x 10/12 Rs. 1.67 crores
Loan from Financial Institutions 10 crores x 11% x 10/12 Rs. 0.92 crores
Total Rs. 2.59 crores

Calculation of Capitalisation Rate= Rs. 2.59 crores / Rs. 30 crores = 8.63%
Treatment of borrowing costs
For Factory Plant - 25 crores x 8.63% x 10/12 = Rs. 1.80 crores
Rs. 1.80 crores has to be capitalized to the factory plant cost.
For Working Capital - 5 crores x 8.63% x 10/12 = Rs. 0.36 crores
Rs. 0.36 crores cannot be capitalized since it is for working capital.
Rs. 0.79 crores (that is, 2.59 crores-1.80crores) has to be recognized as Expense.
Question 39
There are specific provision in the Act read with rules under which a portion of borrowing cost may get
disallowed u/s 14A, 43B, 40(a)(i), 40(a)(ia), 40A(2)(b), etc. of the Act. Whether borrowing costs to be
capitalised  under ICDS-IX should exclude portion  of borrowing costs which gets disallowed under such
specific provisions?
Solution:
Since  specific  provisions of the Act override the provisions of ICDS, it is clearified that borrowing cost to be
considered for caplitalisation under ICDS IX shall exclude those borrowing cost which are disallowed under
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specific provision of the Act . Capitalisation of borrowing cost shall apply for that portion of the borrowing
cost which is otherwise allowable as deduction under the Act.
Question 40
Whether bill discounting charges and other similar charges would fall under the definition of borrowing
cost?
Solution

The definition of borrowing cost is an inclusive definition. Bill discounting charges and other similar charges
are covered as borrowing cost.
Question 41
How to allocate borrowing cost relating to the general borrowing as computed in accordance with the
formula provided under para 6 of ICDS-IX to different qualifying assets?
Solution:
The capitalisation of general borrowing cost under ICDS-IX shall be done on asset by asset basis.

ICDS X: Provision, Contingent Liability & Contingent Asset

ICDS deals with provisions, contingent liabilities and contingent assets
EXCEPT: (a) resulting from financial instruments;

(b) resulting from executory contracts;
(c) arising in insurance business from contracts with policyholders; and
(d) covered by another ICDS

+

+

NOTE
- If these conditions are not met, provision not to be recognized.
- Where details of a proposed new law have yet to be finalised, an obligation arises only when the

legislation is enacted

Recognition

Provision Contingent Liabilities Contingent Assets

Not to be recognized

Reimbursement:
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 person settles the obligation. The amount recognised for the reimbursement shall
not exceed the amount of the provision.

Present obligation as a result of a past event

it is reasonably certain that an outflow of
resources embodying economic benefits will
be required to settle the obligation

Reliable estimate can be made of the amount.
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Sr
No

Points of
comparison

ICDS-X - Provisions, Contingent
Liabilities and Contingent Assets

IND-AS 37 -
Provisions,

Contingent Liabilities
and Contingent

Assets

AS-29- Provisions,
Contingent

Liabilities and
Contingent Assets

1 Recognition
of
Provisions

Provision to be recognised when
outflow of resources to settle the
obligation is reasonably certain.
Term “reasonably certain” has not
been defined in ICDS or Act or Rules.

Provision to be
recognised when
outflow of resources
is probable.

Provision to be
recognised when
outflow of resources
is probable.

Question 42
DS Ltd. has provided an amount of Rs.25 Lakhs being sum estimated as payable to workers based on
agreement to be entered with the workers union towards periodical wage revision once in 3 years. The
provision is based on fair estimation on wage and reasonable certainty of revision once in 3 years. Examine
the allowability of the provision in light of ICDS.
Solution:
1. ICDS X recognizes provision only when:

(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, provision not to be recognized.
2. ICDS X requires ‘reasonable certainty’ for recognition of provision.
3. The provision for the wages is based on the fair estimation and reasonable certainty of revision, the

provision shall be allowable as deduction.
Question 43: The CFO of NS Ltd wants to recognize additional taxes proposed by the State Government on
goods for which law has not yet been enacted as provision in the books of accounts. What is the position
under ICDS-X?
Solution:
Under ICDS-X, provision can be made only when law is enacted. As such, no provision can be made in
respect of law yet to be enacted. Hence, in the instant case, NS Ltd. should not recognize additional taxes
proposed by the State Government on goods for which law has not yet been enacted.
Question 44
l.S Company has accounted for provision for reimbursement by ‘B’ company of expenditure on travel. The
said ‘B’ company has denied to reimburse such expenditure.
‘A’ company wants to make provisions for such reimbursements. What is the position under ICDS-X?
Solution:
Question of recognition of reimbursement on account of expenditure arises only when it is reasonably
certain that reimbursement will be received if a person settles the obligation. If not, it cannot be recognized.
In the instant case, ‘B’ company has denied to reimburse, therefore, making provision for travel by ‘A’
company is not in accordance with ICDS-X.
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Question 45:
Determine the recognition of following in the light of ICDS

(a) Provision for liquidated damages are recovered by the customers of a company for the period of
delay between the due date of supply of goods as per the delivery schedule and the actual date of
delivery of the said goods and there is no clause in the contract to exit from the sales contract(s)
entered with the customer, with or without the payment of penalty. The past experience of the
company shows that in most cases, although the customers extend the due date of supply, the
liquidated damages are recovered in full. The assessee wants to recognise provision liquidated
damages.

(b) The assessee has been manufacturing Valve Actuators in large numbers. The statistical data
indicates that every year some of these manufactured Actuators are found to be defective. The
statistical data over the years also indicates that being sophisticated item no customer is prepared
to buy Valve Actuator without a warranty. Therefore, warranty became integral part of the sale
price of the Valve Actuator(s). In other words, warranty stood attached to the sale price of the
product. The assessee wants to recognise provision for warranty.

Solution:
(a) Provision for liquidated
damages recovered by customers
for delayed deliveries of goods

In the above case, there is a contractual obligation on the part of
the company to pay for liquidated damages as soon as there is a
delay in the supply of goods beyond the due date as per the delivery
schedule. Thus, there exists a present obligation arising from past
event, viz., delay beyond scheduled delivery and settlement of
which is expected to result in an outflow of resources embodying
economic benefits. Accordingly, the company should recognise a
provision in respect of liquidated damages for the period of delay

(b) Provision for warranty Warranty provision needs to be recognized because the appellant is
an enterprise having a present obligation as a result of past events
resulting in an outflow of resources. Lastly, a reliable estimate can
be made of the amount of the obligation.




