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|CDS In brief



Introduction

Accounting Standards (‘TAS’) vide section 145(2) of the Income-tax Act, 1961 (‘th

e Finance Act, 1995 empowered the Central Government (‘CG’) to notify Tax
e
Jan 1995| Act’)

e CG notified two TAS’s comparable to ICAI AS-1 and AS-5
Jan 1996

July 2002

e The Committee suggested:
e Adoption of ICAI AS without modification
Nov 2003| e Suitable amendments to be made in the Act to prevent revenue leakage

e CG Constituted a committee (2002 Committee) for formulation of TAS ]




Introduction

Dec 2010

Oct 2012

July 2014

January
2015

* CG constituted new Committee to study harmonization of ICAI AS with
the Income-tax Act and suggest Tax standards

published drafts of 14 standards for public comments

e Section 145(2) amended vide Finance Act, 2014 to replace the term
‘Accounting Standard’ with the term ‘Income Computation and Disclosur

e Based on final report submitted by Committee in August 2012, CG ]
e
Standards’ (ICDS)

e 12 draft ICDS released for public comments (including intent of transition
FY 2015-16)




Introduction

*10 ICDS notified for taxpayers following mercantile method of accounting, effective from FY 2015-16 (AY 2016-17)
March 2015
*CBDT notified new Income-tax return forms applicable from FY 2015-16 (AY 2016-17) onwards containing a separate schedule on
ICDS to capture effect of each ICDS on profits
April 2016
*CBDT defers the applicability of ICDS to FY 2016-17 (AY 2017-18) vide its press release dated July 06, 2016 considering the
recommendations by expert committee
July 2016
¢10 ICDS re-notified effective from FY 2016-17 (AY 2017-18)
*0ld ICDS notification rescinded - vide Notification 86/2016
Sepzt(t)a;nsber ePrescribed relevant amendment to the format of the tax audit report vide Notification 88/2016 — Clause 13(d) to Clause 13(f)
eCircular No. 10/2017 dated 23 March 2017 issued which includes various FAQ
March 2017




Applicability & Issues

Revised ICDS apply with effect from assessment year 2017-18, while
section 145(2) was amended with effect from assessment year 2015-16
and also notification dated 31 March, 2015 superseded notification dated
25th January, 1996.

Therefore, for assessment years 2015-16 and 2016-17, earlier AS notified
under section 145(2) would not apply, since the said section provides for
ICDS to be followed.

Further, since ICDS notified are applicable only from assessment year
2017-18, ICDS are also not required to be followed for the above two
years.

Effectively, therefore, for assessment years 2015-16 and 2016-17, neither
AS nor ICDS would apply.

ICDS would apply only with effect from assessment year 2017-18.



Scope

ICDS Relevant AS

ICDS | — Accounting Policies AS-1 and AS-5
ICDS 2 - Valuation of Inventories AS-2
ICDS 3 - Construction Contracts AS-7
ICDS 4 - Revenue Recognition AS-9
ICDS 5 - Tangible fixed assets AS-10
ICDS 6 - Effects of changes in foreign exchange rates AS-11
ICDS 7 - Government Grants AS-12
ICDS 8 — Securities AS-13
ICDS 9 - Borrowing costs AS-16
ICDS 10 - Provisions, Contingent Liabilities & Assets AS-29




Scope

PGEP OR
Other Sources

-

Individual/HUF Other
Assessee

INCOME

Irrespective of
Tax Audit

Applicability

Liable for Tax
Audit

Mot liable to
Tax Audit

Accounting

&,\)

MERCANTILE
BASIS

CASH
BASIS




Example

« Mr X is atrader. He has asked you whether ICDS is applicable to him for
FY 2016-17 or not. Kindly advise him.

 Facts are as under.

— Case A - his turnover in was FY 15-16 Rs.3.5 cr while turnover in FY 16-17
was Rs.30 lakhs

— Case B - his turnover in FY 15-16 was Rs 80 lakhs, while in FY 16-17 it
increased to Rs.3 cr.

(Note: Ignore section Presumptive Taxation for the time being)
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Scope

 The ICDS have been issued for computation of income chargeable under

the head ‘Income from Business and Profession’ and ‘Income from Other
Sources’.

— Assessee having income from two business, one from manufacturing business
and other from commission agency business. For manufacturing business,

mercantile system is followed and commission business, cash system is
followed.

— 1s ICDS applicable for both business or either of them?

— Different methods of accounting for different sources of income
« J. K. Bankersv. CIT — 94 ITR 107 (All.)
 CIT v Smt Vimla D Sonwane - 212 ITR 489 (Bom.)
 CIT v VTC Leasing & Finance Ltd - 323 ITR 514 (Raj)
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Scope

Can assessee change the method of accounting from mercantile to
cash system of accounting?

An accounting method is different from an accounting policy.

A change in accounting method itself does not amount to a change in
accounting policy, but is a change in the method itself. Therefore, para 5 of
ICDS I, which deals with change in accounting policy, and the requirement
of reasonable cause for such change, would not apply.

In the context of section 145, various courts have held that an assessee is
entitled to change the method of accounting, if such change is bona fide. If
such method of accounting is a permissible method and is regularly
followed thereafter, the change of method cannot be rejected.

— Molmould Corporation v CIT - 202 ITR 789 (Bom)
— CIT v Carborandum Universal Limited - 149 ITR 759 (Mad).
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Scope

ICDS are to be applied only for computation of income and not for the
purpose of maintenance of books of accounts.

— No disclosure to be made in financial statements
— FAQ 25 clarifies as under.

“Net effect on the income due to application of ICDS is to be disclosed in the
Return of income. The disclosures required under ICDS shall be made in the
tax audit report in Form 3CD. However, there shall not be any separate
disclosure requirements for persons who are not liable to tax audit”
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Scope

« Assessee covered by presumptive tax scheme viz. section 44AD, 44AE,
44ADA, 44B, 44BB, 44BBA, etc.
— ICDS applicable to assessee covered by above presumptive sections

— FAQ 3 clarifies as under.

“1CDS is applicable to specified persons having income chargeable under the
head "Profits and gains of business or profession’ or ‘Income from other
sources’. Therefore, the relevant provisions of ICDS shall also apply to the
persons computing income under the relevant presumptive taxation scheme.
For example, for computing presumptive income of a partnership firm under
section 44AD of the Act, the provisions of ICDS on Construction Contract or
Revenue recognition shall apply for determining the receipts or turnover, as
the case may be.
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Scope

Applicability to non-residents
— If income of non-resident is taxable on gross basis, ICDS will apply.

— If provisions of DTAA are claimed, it will override all provisions of the Act
iIncluding section 145(2) and ICDS notified thereunder.

— FAQ 14 clarifies as under.

“Yes, the provisions of ICDS shall also apply for computation of these
iIncomes on gross basis for arriving at the amount chargeable to tax.

— Retention money — whether to be included as income of non-resident
architecturer?
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Scope

* In case of conflict between the Act and the ICDS, provisions of the Act will
prevail over the ICDS.

* FAQ 2 clarifies as under.

“The ICDS have been notified after due deliberation and after examining
judicial views for bringing certainty on the issues covered by it. Certain
judicial pronouncements were pronounced in the absence of authoritative
guidance on these issues under the Act for computing Income under the
head “Profits and gains of business or profession” or Income from other
sources. Since certainty is now provided by notifying ICDS under section
145(2), the provisions of ICDS shall be applicable to the transactional issues
dealt therein in relation to assessment year 2017-18 and subsequent
assessment years.”

« Ratio of SC rulings vs. ICDS provisions

— If SC ruling is based on generally accepted accounting principles and courts
have interpreted law on the basis of such principles, such decisions will now be
subject to the provisions of ICDS.

— If SC ruling has interpreted provisions of the Act, such ruling may continue to
override ICDS.
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Scope

ICDS vs. Rules

— ICDS VI and FAQ 4 both clarifies that ICDS will be subject to the provisions of
the Rules

ICDS vs. Circulars / Press Release

— ACircular / Press Release merely clarifies the CBDT'’s view relating to a
particular provision of law. Such a circular therefore, merely interprets the law
as it is viewed by the CBDT.

— Also, it is well established that CBDT circulars are binding only on tax officers,
and not on assessee.

— Circular / Press Release issued by CBDT prior to ICDS will no longer be valid.

Applicability for MAT & AMT
— MAT : it is based on book profits and hence, not applicable

— AMT : itis computed on adjusted total income as per regular provisions of the
Act; hence, applicable.
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Scope

It may be possible that a particular income is required to be recognised as
per ICDS but has not been recognised in the books of account or a
particular expense which is not deductible as per ICDS has been
recognised in the books of account.

Such deviations from the provisions of ICDS are required to be adjusted
while computing the income under the heads “Profits and gains of
business or profession” and “Income from other sources”. The income
under these two heads shall necessarily be computed in accordance with
the provisions of ICDS.

A transitional provision entered in all the ICDS except for ICDS on
Securities says that income, expenses, loss or provision existing or
entered into 01/04/2016 are to be recognised as per ICDS, however the
same, if any, recognised before 31/03/2016 shall be taken into account for
recognising the same for the period commencing on 01/04/2016.

The main purpose of this transitional provision is to avoid double taxation/
non taxation in the pre and post ICDS period.
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FAQs — Circular No. 10/2017 dated 23 March 2017

Question 8: Para 4(ii) of ICDS-I provides that Market to Market ( MTM)

loss or an expected loss shall not he recognized unless the recognition
IS In accordance with the provisions of any other ICDS. Whether similar
consideration applies to recognition of MTM gain or expected incomes?

Answer: Same principle as contained in ICDS-I relating to MTM losses or an
expected loss shall apply mutatis Mutandis to MTM gains or an expected
profit.

Question 11: Whether the recognition of retention money, receipt of
which is contingent on the satisfaction of certain performance criterion
IS to be recognized as revenue on billing?

Answer: Retention money, being part of overall contract revenue, shall be
recognised as revenue subject to reasonable certainty of its ultimate
collection contained in para 9 of ICDS-IIl on Construction contracts.
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FAQs — Circular No. 10/2017 dated 23 March 2017

Question 13: The condition of reasonable certainty of ultimate collection
IS not laid down for taxation of interest, royalty and dividend. Whether
the taxpayer is obliged to account for such income even when the
collection thereof is uncertain?

Answer: As a principle, interest accrues on time basis and royalty accrues on
the basis of contractual terms. Subsequent non recovery in either cases can
be claimed as deduction in view of amendment to 5.36 (1) (vii). Further, the
provision of the Act (e.g. Section 43D) shall prevail over the provisions of
ICDS.
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FAQs — Circular No. 10/2017 dated 23 March 2017

Question 15: Para 8 of ICDS-V states expenditure incurred on
commissioning of project, including expenditure incurred on test runs
and experimental production shall be capitalized. It also states that
expenditure incurred after the plant has begun commercial production
l.e., production intended for sale or captive consumption shall be
treated as revenue expenditure. What shall be the treatment of expense
Incurred after the conduct of test runs and experimental production but
before commencement of commercial production?

Answer: As clarified in Para 8 of ICDS-V, the expenditure incurred till the
plant has begun commercial production, that is, production intended for sale
or captive consumption, shall be treated as capital expenditure.
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FAQs — Circular No. 10/2017 dated 23 March 2017

Question 20: There are specific provisions in the Act read with Rules
under which a portion of borrowing cost may get disallowed under
sections like 14A, 43(1), 40(a)(i), 40(a)(ia), 40A(2)(b), etc of the Act.
Whether borrowing costs to be capitalized under ICDS-IX should
exclude portion of borrowing costs which gets disallowed under such
specific provisions?

Answer: Since specific provisions of the Act override the provisions of ICDS,
it is clarified that borrowing costs to be considered for capitalization under
ICDS IX shall exclude those borrowing costs which are disallowed under
specific provisions of the Act. Capitalization of borrowing cost shall apply for
that portion of the borrowing cost which is otherwise allowable as deduction
under the Act.
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FAQs — Circular No. 10/2017 dated 23 March 2017

Question 24: Expenditure on most post-retirement benefits like
provident fund, gratuity, etc. are covered by specific provisions. There
are other post-retirement benefits offered by companies like medical
benefits. Such benefits are covered by AS-15 for which no parallel ICDS
has been notified. Whether provision for these liabilities are excluded
from scope of ICDS X?

Answer: It is clarified that provisioning for employee benefit which are
otherwise covered by AS 15 shall continue to be governed by specific
provisions of the Act and are not dealt with by ICDS-X.
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Disclosures In Tax Audit



Tax Audit perspective

« CBDT Notifications no. 88/2016 dated 29 September 2016
 Clause 13(d), (e) and (f)

* (d) Detalls of deviation, if any, in the method of accounting employed in the
previous year from accounting standards prescribed under Section 145
and the effect thereof on the Profit or Loss — stands deleted

 (d) Whether any adjustment is required to be made to the profits or
loss for complying with the provisions of income computation and
disclosure standards notified under section 145(2)

— Select ‘Yes’ or ‘No’
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Tax Audit perspective

(=) If answer to (dl above is in the affirmative, give details of such adjustmeants:

Checrease

Increasa in im et effect
profit (R=s.) profit{F=.) (=]
== | Accounting Policies _ _ _
Waluationm of
DS Inventoaries — — -
Construction
i Contracts - - —
CDS IV EE'-.-'En_u_e
Recognition - - —
Tangibxle Fixed
HCDES W Asseaelts - - —
Changes in Foreign
i Exchange Rates - - -
oo Wil Sovernments
Srants - - -
0= Wil Securities _ _ _
o= 12 Borrowing Costs B B a
Frovisions,
ICDS 3 Contimaent

Liabilities and
Contimgent Assats

Taotal
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Tax Audit Perspective

(e)

ITf answer to (b)) above is in the affirmative, give details of such adjustment:

Increase

Cecrease

et Effect

chs |

Accounting
Folicies

sl

YWaluation of
Inventories

20,

Qoo

18,

Qoo

2,000

s 1

Construction
Contract

13,

000

20,

o0

(2,000%

DS 1

Revenue
Recognition

18,

Qoo

20,

Qoo

(2,000%

chos W

Tangible Fixed
Accetls

20,

000

20,000

IcChs Wi

Changes in
Foreign
Exchange
Rates

20,

o0

(20,000%

s Wi

Sovernments
Srants

13,

000

20,

o0

(2,000%

0= W

Securities

20,

Qoo

18,

Qoo

2,000

DS IX

Borrowing
Costis

25,

Qoo

17,

Qoo

2,000

IChDs X

Frovisions,
Contingent
Liabilities and
Contingent
Assels

17,

000

25,

o0

(2,000}

Total

156,

000

158,

o0

(2,000%

27



Tax Audit perspective

C[(F) Disclosure as per [CDS:

Annexure 6

|CDS I-Accounting Policies

ICDS I-Valuation of Inventories

|CDS I-Construction Contracts

[iv)

ICDS V-Fevenue Recognition

(v)

ICDS V-Tangible Fixed Assets

(wi)

ICDS VI-Governments Grants

(Vii )

|CDS X Borrowing Costs

['.."I:I:I: :

ICDS  X-Provisions, Confingent
Liabilities and Contingent Assets
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Tax Audit perspective

» Practical Aspect- the Auditor separately needs to upload Form 3CD
through the utility as prescribed by the IT Dept-but the utility has
space constraint- Each field in form 3CD utility of Dept against clause

13(f) accepts maximum of 500 character.

* As such, separate attachment/annexure for the same has to be given
while uploading the Tax Audit Report.
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Tax Audit perspective

ANNEXURE &

CLAUSE  DISCLOSURES AS PERICDS

15(f)

ICDS

Model Disclosure required as per ICDS

Disclosures

| - Accounting Policies

1)All significant accounting policies
adopted by a person shall be disclosed

Please refer to Other Notes to
Financial Statements

2)Any change in an accounting policy Mo Change
which has a material effect

3)The amount by which any item is affected Mot Appicable
by such change

4)Where such amount is not ascertainable, Mot Appicable
wholly or in part

5)If a change is made in the accounting Mot Appicable

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.
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Tax Audit perspective

Il - Valuation of
Inventories

1)The accounting policies adopted in
measuring inventories including the cost
formulae used.

Please refer to Other Notes to
Financial Statements

2) Where Standard Costing has been used
as a measurement of cost, details of such
inventories

Not Applicable

3)The total carrying amount of inventories
and its classification appropriate to a
pErson.

Refer Note No. 16 of Annual
Accounts

Il - Construction
Contracts

1)Disclose the amount of contract revenue
recognised as revenue in the period

2)Disclose the methods used to determine
the stage of completion of contracts in
progress.

J)For contracts in progress, amount of
costs incurred and recognised profits (less

recognised losses) upto the reporting date.

4)For contracts in progress, the amount of
advances received.

a)For contracts in progress, the amount of
retentions.

Not Applicable
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Tax Audit perspective

IV - Revenue
Recognition

1)In a transaction involving sale of good,
total amount not recognised as revenue
during the previous year

MNIL

2)The amount of revenue from service
transactions recognised as revenue during
the previous year

Refer Mote No. 23 of Annual
Accounts

3)The method used to determine the stage
of completion of service transactions in
progress

Percentage completion method

4)For service transactions in progress,
disclose amount of costs incurred and
recognised profits (less recognised losses)
upto end of previous year.

MNIL

5)For service transactions in progress,
disclose the amount of advances received.

MNIL

6)For service transactions in progress,
disclose the amount of retentions.

MNIL
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Tax Audit perspective

V - Tangible Fixed
Assets

1)Description of asset or block of assets

2)Rate of depreciation

J)Actual cost or written down value, as the
case may be

4) Deductions during the year with dates.

2) In the case of any addition of an asset,
date put to use including adjustmenis on
account of—

i)Central Value Added Tax credit claimed
and allowed under the CENVAT Credit
Rules, 2004.

ilChange in rate of exchange of currency.

jiiysubsidy or grant or reimbursement, by
whatever name called.

6)Depreciation Allowable.

7)Written down value at the end of year.

Refer Annexure No &
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Tax Audit perspective

VIl - Governments
Grants

1)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.

2)Mature and extent of Government granis
recognised during the previous year as
income.

J)Nature and extent of Government granis
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

4)Nature and extent of Government granis
not recognised during the previous year as
income and reasons thereof.

Not Applicable

|X - Borrowing Costs

1)The accounting policy adopted for
borrowing costs.

Please refer to Other Notes to
Financial Statements

2)The amount of borrowing cosis
capitalised during the previous year.

MIL
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Tax Audit perspective

X - Provisions,
Contingent Liabilities
and Contingent Assets”

1 }ﬂ brief ﬂESEriF}tiDﬂ of the nature of the
obligation

A provision shall be recognised
when the Assessee has a present
obligation as a result of a past
event, it is reasonably certain that
an outflow of resources embodying
economic benefits will be required
fo settle the obligation, and a
reliable estimate can be made of
the amount of the obligation_

2)The carrying amount at the beginning
and end of the previous year.

Please refer to Mote No. O of
Financial Statements

J)Additional provisions made during the
previous year, including increases o
existing provisions.

Please refer to Other Notes to
Financial Statements

4)Amounts used, that is incurred and
charged against the provision, during the
pPrevious year.

Please refer to Other Notes to
Financial Statements

2)Unused amounts reversed during the
previous year.

Please refer to Other Notes to
Financial Statements

6)The amount of any expected
reimbursement, stating the amount of any
asset that has been recognised for that
expected reimbursement.

M
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Importance for Auditor

e Statutory Auditor
— Primary concerned with the accuracy and/or correctness of Provision for
Taxation. — (AS 22)
— May also effects Deferred Taxation
— May have impact on MAT CREDIT Receivable
— And likewise other consequential figures and disclosures gets affected
(e.g. EPS)

« Tax Auditor

— Directly having a direct bearing on reporting requirement of 3CD- with
special emphasis to clause 13(d) of 3CD.

— Clause 13(d) requires the Auditor to report; — whether any adjustment is
required to be made to the profits or loss of the entity
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Consequences of non-compliance

* Non-compliance with the ICDS may invite Best Judgement Assessment
u/s 144 of the Act, since provision of section 145(3) of the Act empower
AO to do Best Judgement Assessment if AO is not satisfied about the

» correctness or completeness of accounts; or

» Method of accounting (cash or mercantile) not regularly followed; or
» Income not computed in accordance with ICDS
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Summary

Act will prevail and
adjustments to be
made in COlI

AS /
Ind As

Act

ICDS will prevail over
AS / Ind AS;
adjustments to be
made in TAR and COlI

Act will prevail and no
effect of ICDS

ICDS
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|ICDS IV — Revenue
Recognition



Scope of ICDS IV — Revenue Recognition

ICDS IV applicable to recognition of income arising in the course of the
ordinary activities of a person from;

« The sale of goods
 The rendering of services

 The use by others of the person’s resources yielding interest, royalties
or dividends



ICDS IV — Revenue Recognition

Revenue from sale of goods- When to be recognised
» when the property in the goods has been transferred for a price or

» all significant risks and rewards of ownership have been
transferred and the seller retains no effective control over the

goods.

» 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.

» Escalation of price/ export incentives — uncertainty - no revenue
recognition.- Whether Principles of the decision of SC in the case
of CIT v. Excel Industries Ltd. (358 ITR 295) can still be applied?

Reasonable Certainty of ultimate collection- a must for
revenue recognition



ICDS IV — Revenue Recognition

Rendering of services

» Percentage Completion Method

» If duration of service contract is not more than 90 days, then revenue may be
recognised when the rendering of services is completed or substantially

completed.

If the services are provided by an indeterminate number of acts
over a specific period of time, revenue may be recognised on
Straight Line Basis over the specific period
Eg: Retainership fees, AMC contracts etc.
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Case Study — Percentage Completion Method

Facts
A « A obtains and executes a service contract
Executes Service with ‘B’

Contract

« Billing milestone at completion of 75% of

I o work
« Atthe end of Year 1, ‘A’ has completed 50%

of the work

Flow of revenue . By the end of Year 2, ‘A’ has completed all
the work and recognized revenue earned

from the contract in its books
Table 1: Pre-ICDS (Contract Completion Method) Table 2: Post-ICDS (Contract Completion Method)
rriois et ews Wi Leri_Lerz
Net Profit as per books 1,000 Net Profit as per books 1,000
Tax payable @ 30% - 300 Net Profit under ICDS 500 500
Tax payable under - 185 Tax payable @ 30% 150 150
MAT @ 18.5% Tax payable under - 185
Total Tax liability 300 MAT @ 18.5%
Total Tax liability 335
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Case Study — Percentage Completion Method

Mr. Kadar Khan, a professor, conducts a coaching class for CA Students.
Since, the curriculum goes on for more than a year, therefore, he
recognises revenue once the batch is over. i.e. after completion of the
batch.

In FY 16-17, 2 batches were conducted. One was carry forward batch
started in the earlier year of which 20% work was completed upto
31.3.2016.

The said batch was completed in FY 16-17 to the extent of 80% and total
revenue from the said batch was Rs.250,000/-.

In respect of other batch, it was started in March 2017 and only 10% work
was complete. Estimated revenue from the said batch was Rs.16,00,000/-

Please advise.

Revenue as per books?
Revenue as per ICDS?
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ICDS IV — Revenue Recognition

Interest
» Interest shall accrue on the time basis determined by the amount
outstanding and the rate applicable.

» Interest on refund of any tax, duty or cess — deemed to be income of the
year in which it is received

» Discount or premium on debt securities shall be spread over the term of
the security

Royalties

» 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.

Dividends

» Dividends are recognised in accordance with the provisions of the Act.-
Refer section 8.
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Tax Treatment under Pre-ICDS vis-a-vis Post-ICDS

m Tax Treatment under Pre-ICDS Tax Treatment under Post-ICDS
Aspect

1

Sale of
Goods

Rendering
of
Services

Revenue to be recognised on fulfilment
of conditions:

o Property in goods transferred
or all significant risks and rewards of
ownership transferred; and

o No significant uncertainty regarding
amount of Consideration

As per AS-9, revenue from service
transactions is recognized either by:

o the proportionate completion method
or

o the completed service contract
Method

The conditions for revenue recognition remains the
same as AS-9

No illustrations as provided in AS-9 to determine when
the conditions are fulfilled—

o0 Whether illustrations in AS-9 be referred and relied?
o Whether the conditions contained in various Acts
(such as Sale of Goods Act) be referred and

relied?

* Under ICDS, revenue from service transactions to be
recognized mandatorily by the percentage completion
method

» The provisions of ICDS Il relating to construction
contracts vis-a-vis recognition of revenue shall apply
mutatis mutandis

* However, when services are provided by an
indeterminate number of acts over a specific period
of time, revenue may be recognised on a straight
line basis over the specific period.

* Revenue from service contracts with duration of
not more than ninety days may be recognised when
the rendering of services under that contract is
completed or substantially completed.



Tax Treatment under Pre-ICDS vis-a-vis Post-ICDS

Sr. Relevant Tax Treatment under Pre-ICDS Tax Treatment under Post-ICDS
No. Aspect

Recognition of + As per AS-9 interestincome < Similar to AS-9, interest income to be

Interest IS recognized on time basis recognized on time basis
Income » Interest on refund of any tax, duty or
* As per Act, interest income is cess shall be deemed to be the income
taxable basis the accrual of the previous year in which such
concept interest is received

« Test of accrual not relevant?
» Impact on interest on sticky loans
» Time basis Vs Real income theory

4 Recognition of Recognized as per the terms No change in ICDS
Royalty of the agreement
Income

5 Recognition of + Dividend to be recognised in accordance with the provisions of the Act —
Dividend * In the previous year in which it is declared, distributed or paid,;
* Interim dividend — when the dividend is unconditionally made
available



Tax Treatment under Pre-ICDS vis-a-vis Post-ICDS

Relevant Aspect Tax Treatment under Pre-ICDS Tax Treatment under Post-ICDS

Uncertainty in * As per AS-9, the revenue « Silent on such condition

collection of recognition of interest could be * Prudence / Real Income Theory
Interest and postponed if it would be still applicable?

Royalties unreasonable to expect * Refer FAQ 13 issued by CBDT

ultimate collection

Judicial Precedents on Interest income-
» Right to receive - E.D. Sassoon & Co. Ltd. v. CIT (SC) (26 ITR 27)

» Interest income to accrue on coupon date - DIT v. Credit Suisse First Boston (Cyprus)
Ltd 351 ITR 323 (Bom.)
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ICDS — FAQs issued by CBDT on 23 March 2017

 Question 13: The condition of reasonable certainty of ultimate
collection is not laid down for taxation of interest, royalty and
dividend. Whether the taxpayer is obliged to account for such
iIncome even when the collection thereof is uncertain?

» As a principle, interest accrues on time basis and royalty accrues on the
basis of contractual terms. Subsequent non-recovery in either cases can
be claimed as deduction in view of amendment to S.36 (1) (vii). Further,
the provision of the Act (e.g. Section 43D) shall prevail over the provisions
of ICDS.

What if offered to tax under the head income

from other sources?

49



Interest recognition —some issues...

By computing the interest as mandated by the ICDS, there is a likelihood
of mismatch of tax deducted at source, since interest income will be
computed and taxed in one assessment year, but certificate for tax
deduction will be available in the subsequent year. It may also happen that
before the interest becomes payable as per the terms of issue of the
security, the holder of the security may sell the security. In such a case,
Interest may not have been booked as an expense by the issuer, and tax
will not have been deducted by the issuer of the security.

The assessee offering the income computed on the basis of this ICDS will
not receive certificate for tax deducted at source. On the other hand, the
purchaser of the security, who receives the certificate for tax deducted at
source, would have held the security only for a part of the period covered
by the TDS certificate. So, the person receiving the certificate for TDS will
consider interest only for the period for which he held the security, while
the TDS certificate will reflect interest for a longer period.
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Interest recognition —some issues...

« Attimes, debt securities are issued at a discount and redeemed at par
or issued at par and redeemed at a premium after the term of the
security.

* |In such cases, the debt security may or may not carry interest. The ICDS
In para 8(3) requires that in such cases the discount or the premium
IS effectively treated as interest accruing over the period to maturity.

« The ICDS does not specify whether the accrual should be based on
compound interest or simple interest. If interest is to be computed by
compounding, at what rests’ will it be compounded — will it be
compounded every guarter or every six months or on yearly basis?

 While the total revenue to be recognised over the term of the security
will be the same, amount to be recognised from year to year will be
different based on whether the calculation is done considering simple
Interest or compound interest and the method of compounding.

« Assessee may follow any reasonable method consistently for
calculation of interest considering the facts and terms and

conditions of the debt security.
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ICDS — FAQs issued by CBDT on 23 March 2017

* Question 14 : Whether ICDS is applicable to revenues which are
liable to tax on gross basis like interest, royalty and fees for technical
services for non-residents under section 115A of the Act.?

» Yes, the provisions of ICDS shall also apply for computation of these
Incomes on gross basis for arriving at the amount chargeable to tax.

Royalty / FTS taxable under the Tax Treaty only

when amount actually paid
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Royalty —some issues...

« The ICDS requires that royalties shall accrue in accordance with the
terms of agreement between the parties and be recognised accordingly.
However, the ICDS provides that, considering the substance of the transaction, if

it IS more appropriate to recognise royalties on other systematic and rational
basis, then such other basis shall be adopted for recognising the royalties.

« If royalty is taxed under the provisions of any DTA, provisions of such
DTA will prevail over the provisions of the Act and consequently,
provisions of the ICDS will not apply.
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Transitional Provisions

In case of Services

The transitional provisions of Income Computation and Disclosure Standard
on construction contract shall mutatis mutandis apply to the recognition of
revenue and the associated costs for a service transaction undertaken on or
before the 31st day of March, 2016 but not completed by the said date

l.e- Service Transaction before 31.3.16 — ICDS not applicable to such cases

In case of Others

Revenue for a transaction, other than a service transaction referred to in Para
11, undertaken on or before the 31st day of March, 2016 but not completed by
the said date shall be recognised in accordance with the provisions of this
standard for the previous year commencing on the 1st day of April, 2016 and
subsequent previous year. The amount of revenue, if any, recognised for the said
transaction for any previous year commencing on or before the 1st day of April,
2015 shall be taken into account for recognising revenue for the said transaction
for the previous year commencing on the 1st day of April, 2016and subsequent
previous years.

l.e.Other Cases- ICDS will be APPLICABLE- irrespective of dates
Subject to adjustment of recognition made earlier, if any




lllustrative- ICDS IV related

« Clause 13(e) — ICDS IV impact

Increase in Profit | Decrease in
(Rs.) Profit (Rs.)

Service Contract
exceeding 90
days has
been recognized
on
Revenue completed

Recognition 50,500 NIL 50,500 contract basis
in books , which
now as
per ICDS is
recognised on
Percentage
Completion
Method



ICDS IV- related disclosure checklist...

V. Revenue
Recognition

1. For transactions 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

2.the amount of revenue from service
transactions recognised as revenue during the
previous year

3. the method used to determine the stage of
completion of service transactions in Progress

4. for service transactions in progress

a. amount of costs incurred and recognised
profits (less recognised losses) upto end of
previous year

b. the amount of advances received

c. the amount of retentions

NIL or the amount as
Applicable

Refer Note to
Financial Statements

Percentage
Completion method

Cost Rs.150,000/-,
Profit Recognised Rs.5,000/-

Rs.60,000/-

NIL or the amount as
Applicable



ICDS IV — Practical Aspect

Disclosure:

« Additional disclosure is to be made in line with AS 7/ICDS Ill. May
consider including the disclosure in notes to account in line with AS 7.

* No effect on contracts/services which were in progress on 31.03.2016.

 |f service contract beyond 90 days and recognised on completed contract
method, need to adjust and disclosure as per ICDS.
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ICDS V — Tangible Fixed
ASSets



ICDS V — Tangible Fixed Assets

AS-10 ICDS

« [t applies to tangible fixed assets. <« It applies to only tangible fixed

assets.
« Cost of fixed asset comprises its It has similar definition to AS 10 but
purchase price, non refundable the words used are actual cost as
taxes and any directly attributable compared to cost in AS -10

cost of bringing the asset to its
working condition for its intended
use.

Impact:
The Act provides for the definition of the term ‘actual cost’ and it is again

repeated in the ICDS but it does not modify the concept of actual cost.
However when there is conflict in interpreting the abovementioned term under
ICDS and Act, the Act will prevail over ICDS. Such a narrow definition in

ICDS might encourage the taxpayer to contend that expenditure on
acquisition which is not part of actual cost should be deductible as revenue
Instead of capitalising.



ICDS V — Tangible Fixed Assets

AS- 10 ICDS

« AS 10 read with guidance note on  « It provides that machinery spares

Machinery for Spares provides for which can be used only in
charge to P/L, however spares to connection with an item of tangible
specific asset should be capitalised fixed asset and their use is
and shall form part of that Asset. expected to be irregular, shall be
capitalized.
Impact:

ICDS specifies that machinery spares dedicated to a tangible fixed asset
should be capitalized, It does not provide any further guidance on
subsequent treatment that whether it will form part of the block of the asset.
However, in absence of such clarification spares would form part of the block
and once the principal asset is put to use, the spares shall qualify for the
depreciation at the same rate.



ICDS V — Tangible Fixed Assets

Capitalisation of
spare parts, stand-
by equipment

and servicing
equipment

Depreciation

Revaluation

Recognised as asset, if they meet
the criteria of PPE.

Depreciation based on the useful
life of the assets

Assets can be revalued based on
the guidelines of the AS. However,
no specific guideline is there on
frequency of revaluation.

All stand-by/service equipment to
be capitalised. Spares parts to be
capitalised, if used for specific asset
and use is irregular.

To be guided by income tax
provision and not by ICDS.

Not covered in ICDS. However, as
per the Act only actual cost to be
considered.



Assets acquired against non — monetary consideration

AS-10 ICDS V

 When a fixed asset is acquired in  When a tangible fixed asset is

exchange or in part exchange for acquired in exchange for other
another asset, the cost of acquired asset, the fair value of the tangible
asset should be recorded either at fixed asset so acquired shall be its
FMV or NBV of asset given up, actual cost

adjusted for any balancing
payment or receipt of cash or other
consideration.

* Fixed asset acquired in exchange + When a tangible fixed asset is

for shares or other securities in the acquired in exchange for shares or
enterprise should be recorded at its other securities, the fair value of
FMV, or the FMV of the securities the tangible fixed asset so acquired
Issued, whichever is more clearly shall be its actual cost.

evident.



Asset acquired for a consolidated price & change of method

AS-10 ICDS V

 Para 15.3 says that when several + When several assets are

assets are purchased for purchased for a consolidated
consolidated price, the price, the consideration shall be
consideration is apportioned on fair apportioned to the various assets
basis as determined by competent on a fair basis.

valuers.

Impact: In absence of determination by registered valuers in ICDS words “fair
basis” becomes subjective and might be prone to litigation.

« |t provides specific treatment in * |t does not have any provision for
case of change of method of change of method or revaluation
depreciation. as these do not have any

relevance under the Income Tax
Act 1961.



Miscellaneous

e Assets held for rental-If income from such assets is taxable under PGBP
or 10S, ICDS V is applicable.

« Purchase of insignificant items under AS 10 and IndAS16 to be expensed,
under ICDS V no distinction between significant and non significant items
as materiality not relevant.

« Standby Equipments, Servicing Equipments, Machinery Spares under As
10, IndAS16 and ICDS V.

« Land is a qualifying asset under ICDS on Borrowing Costs-Capitalisation
of interest

« Under AS 10 and IndAS16, dismantling cost and the cost of removing the
item and restoring the site is required to be capitalized at the inception.
Adjustment will be required to block of assets and in computation to the
net profit as per P/L A/c. These costs will be allowed in the year in which it
IS actually incurred.
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Miscellaneous

Para 6 of ICDS V-Cost of tangible fixed asset may undergo changes on
account of

a)Price adjustment, changes in duties or similar factors
b)Exchange fluctuation as per ICDS VI

Para 7 of ICDS V-Administrative and General Overheads attributable to
specified asset to be capitalized. As per AS 10, in case of running
business such overheads are debited to P/L A/c.

Para 8 of ICDS V-Expenditure on start up, commissioning of project and

test run expenses to be capitalized as per ICDS. Conflicting judgements.

FAQ 15 of Circular No 10 dated 23 March, 2017.
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Dismantling / Restoration Costs

IND AS-16

Cost of asset include initial estimate of dismantling cost/restoration cost of property, plant and
equipment. (Para 16(c) of Ind AS16 — Property, Plant and Equipment)

Further, where the effect of time value of money is material, amount of provision should be
present value of expenditures expected to be incurred. (Para 45 of Ind AS 37 -Provisions,
Contingent Liabilities and Contingent Assets)

Tax Perspective
Provision for dismantling cost to be reduced from the cost of the asset to arrive at Actual Cost

u/s. 43(1) of the income-tax Act, 1961 (Act).
It is allowable as deduction in computing income of the PY in which dismantling cost is

actually incurred.
For Tax Audit, scrutiny of the Asset Account and Dismantling Cost Account required every

year.




Liquidated Damages

IND AS-16

Liquidated damages (not in the nature of loss of revenue) would be adjusted against the cost of
assets. (Para 16 of Ind AS 16 — Property, Plant and Equipment)

Tax Perspective

ICDS is silent as regards compensation in nature of loss of revenue.

Based on Supreme Court decision in CIT v. Saurashtra Cement Limited (325 ITR 422), it would
be possible to treat it as capital receipt.




Valuation in case of exchange of assets

IND AS-16

* In case asset is acquired in exchange of another asset (does not lack commercial substance and
assets are reliably measurable), the cost of acquired asset should be recorded at fair value of
asset given up or fair value of asset received, whichever is more clearly evident. (Para 24 & Para

27 of Ind AS 16 — Property, Plant and Equipment)

If the acquired asset is not measured at fair value, its cost is measured at carrying amount of
the asset given up. (Para 24 of Ind AS 16 — Property, Plant and Equipment)

Tax Perspective

* As per ICDS, asset acquired in exchange for another asset has to be recognized on the basis of
fair value of asset so acquired.

* Asset acquired in exchange for shares or other securities, fair value of asset so acquired




Inspection Charges

Ind AS 16
Expenses incurred for major inspection at regular interval are capitalized in the cost of asset.

Carrying value of previous inspection charges is derecognized from the cost of asset an discharged
to P&L. (Para 14 of Ind AS 16 — Property, Plant and Equipment)

Tax Perspective

e |CDS is silent on this point.

* Inspection expenses does not increase the value of fixed assets and hence the same will not be
permitted to be added to the cost.




Expenses incurred between trial run and production

Ind AS 16

Recognition of costs in the carrying amount of an item of property, plant and equipment ceases
when the item is in the location and condition necessary for it to be capable of operating in the
manner intended by the management.

Tax Perspective

FAQ 15 of circular no. 10/2017 states that the expenditure incurred till the plant begun commercial
production, that is, production intended for sale or captive consumption, shall be treated as capital
expenditure.




lllustrative- ICDS V related dislcosure

 Clause 13(e) — ICDS V impact

Increase in Decrease in Net
Profit (Rs) Profit (Rs) Impact (Rs)
FA Adjustments

relating to
capitalisation of

Tangible spare parts and
Fixed Asset 30,000 5,000 25,000 others



ICDS V - Disclosure

Description of asset or block of assets;
Rate of depreciation;
Actual cost or WDV, as the case may be;

Additions or deductions during the year with dates; in the case of any
addition of an asset, date put to use; including adjustments on account
of—

a) CENVAT credit claimed and allowed under CENVAT Credit Rules,
2004,

b) Change in rate of exchange of currency;

c) Subsidy or grant or reimbursement, by whatever name called;
Depreciation Allowable; and

Written down value at the end of year.

May refer to clause 18 of Form 3CD — as both are same.

To give effect of differential treatment of spare parts, stand-by equipment and
servicing equipment in ITR and Form 3CD.
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|ICDS VI — The Effects of Changes
In Foreign Exchange Rates



ICDS VI

Foreign currency transaction shall be recorded initially at exchange rate
as on the date of transaction or at a weekly / monthly average rate (if
rates do not fluctuate significantly from actual)

Exchange difference on monetary items at each year-end shall be
recognized as income / expense.

— Cash, receivables and payables

Non-monetary items- exchange gain or loss shall not be recognised
— Fixed Assets, inventories and investments in equity shares
— The above is made subject to section 43A and rule 115 of the Act

— Further, inventory carried at NRV shall be converted at exchange rate when
such value was determined

All exchange differences relating to integral/non-integral foreign operations
will be done as mentioned above
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ICDS VI

Premium / discount on certain forward exchange contracts shall be
amortized over life of the contract and exchange differences /differences
on renewal or cancellation will be recognized as income / expense

ICDS prescribes that premium / discount / 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 should be recognized at the time of
settlement. MTM adjustment on such contracts to be disallowed
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Monetary items

Forex

Fluctuation —
monetary items

Capital Revenue

Gains or losses
Others allowed on
MTM basis

Pertaining to
imported assets

Current Tax
Position

Section 43A —
capitalisation
on payment

No effect given

in tax being
capital in nature

v

ICDS Subject to section 43A, gains or losses to be No change in the position
recognised as income / expense on MTM basis
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ICDS VI — Practical Aspect

« To adjust MTM gain/loss on forward exchange contracts entered into for
trading or speculation.

« To adjust foreign exchange difference capitalised as per AS.

« To adjust FCTR on translation of financial statement of non-integral foreign
operation.

No disclosure requirement
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