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INFORMATIVE NOTE ON

INCOME
COMPUTATION
AND DISCLOSURE
STANDARDS [ICDS]
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WHY IS IT IMPORTANT TO KNOW?

Importance
of ICDS
ICDS have come into force with effect from
1st day of April, 2015 and it deals with the
manner in which income is to be computed
for taxation purpose. This itself makes it
very relevant.
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April 1, 2015
Mark your Calendar
ICDS shall apply to all the tax-payers
with effect from April 1, 2015. This
means that all income computation
for taxation purposes after this date is
to be done after taking into effect the
implication of the ICDS. The following
presentation will assist you in better
appreciating the impact of the ICDS.
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THE DEVELOPMENT OF ICDS

ICDS Through the Time

1995

1996

2002-2010

Provision introduced

First notified

Committee

Section 145 of the Act was
amended to empower the CG
the power to notify the
accounting standards to be
followed for computing ‘income’.
The intention in framing the
Standards under the Act was to
compute the income precisely
and objectively.

Made notification of two AS:
1. Disclosure of Accounting
Policies
2. Disclosure of Prior Period
and Extraordinary Items and
Changes in Accounting
Policies

Central Government setup
committee for formulating AS to
be notified under the Act (in 2002).
Subsequently, the CBDT setup
another committee to:
1. Harmonize the AS issued by
ICAI with provisions of the Act
2. Suggest appropriate
amendments in the Act
necessitated by transition to
IND-AS.
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THE DEVELOPMENT OF ICDS

ICDS Through the Time

2012

2014

2015

Drafts released

ICDS

Notified

Based on the recommendations
of the committee, CG published
drafts of 14 standards for public
comments. They were known as
Tax Accounting Standards (TAS)

Section 145(2) was amended to
replace the term ‘Accounting
Standard’ with the term ‘Income
Computation and Disclosure
Standards’ (ICDS)

The CG released new draft of 12
revised ICDS in January, 2015
and notified 10 ICDS effective
FY2015-16. The same are
applicable to all tax-payers
following mercantile method of
accounting.
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BACKGROUND

ICDS General Principles
Applicability
Applies to all taxpayers following mercantile method
of accounting
Hence, not applicable to taxpayers following
cash method of accounting.
No threshold for applicability
Applicable to all taxpayers irrespective of the
quantum of income or turnover
Even non-resident taxpayers would have to
compute income of PE/ branch as per ICDS
Applicable for income to be computed under the
following heads:
Profits and gains from business or profession
Income from other sources

General principles
ICDS are prima facie in line with the Accounting
Standards (‘AS’) issued by the ICAI with some
carve-outs based upon the suggestions made by the
committee setup by the CBDT.
Only 10 ICDS are notified. Hence, the treatment for
items pertaining to remaining topics shall continue to
be governed by the applicable ASs.
The terms not defined in the ICDS derive their
meaning from the Act.
The ICDS are concise when compared to the AS
because it does not contain any explanations/
illustrations.
Not complying with the ICDS leads to best judgment
assessment.
In case of any conflict between Act and ICDS, Act to
prevail.
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BACKGROUND

ICDS General Principles
Need?
To compute income for tax purpose precisely
and objectively
Committee suggested
Impractical for tax-payer to maintain two
separate books of accounts
Appropriate legislative amendments should be
made to the Act to prevent any revenue
leakages

How to implement?
Where to disclose?
The same shall most probably be implemented
in the Income Tax Returns of the tax-payers
How to ensure compliance?
Most probably, the Form 3CD may be modified
so that a tax auditor is required to certify that
the computation of taxable income is made in
accordance with the provisions of ICDS.

IFRS is also round the corner
What are ICDS?
As the name suggests, ICDS are standards for
computing and disclosing income for tax
purposes.

The Committee considered all ASs but
recommended fewer ICDS as the balance ASs deal
with presentation issues.

8

INCOME COMPUTATION AND DISCLOSURE STANDARDS

Understanding them
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ICDS I RELATING TO

Accounting Policies
Salient features of the ICDS lies as under:
Selection of accounting policies
Selection to represent a true and fair view of the state of affairs and income of the business, profession or
vocation
Prudence
Known to mean non-recognition of anticipated profits but recognition of known liabilities and losses on
best estimate basis
Marked to market loss or an expected loss shall not be recognized unless the recognition of such loss is in
accordance with the provisions of any other ICDS
Instances where such loss can be recognized in accordance with other ICDSs
Inventory valuation loss, other than the category-wise valuation of Securities
MTM forex loss on monetary items (including forwards & options for hedging purposes)
Provisions for liabilities on a reasonable certainty basis
Materiality
The ICDS contains no mention as to materiality. The committee setup by the CBDT had suggested that “Since the Act does not recognize the
concept of materiality for the purpose of computation of taxable income, the same has not been incorporated in the TAS”
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ICDS I RELATING TO

Accounting Policies
Salient features of the ICDS lies as under:
Change in accounting policies
An accounting policy shall not be changed without any reasonable cause.
Disclosure on change in accounting policy
Disclosure shall be made in the year in which such change is adopted along with the amount by which
any item is affected by such change, to the extent ascertainable.
If the amount is not ascertainable, wholly or in part, such fact shall also be disclosed.
If there is no material effect in the year of change, then disclosure shall be made:
In the year of change; and
In the year in which such change has material effect for the first time
Disclosure of accounting policies or of changes therein cannot remedy a wrong or inappropriate treatment of
any item
If a fundamental accounting assumption is not followed, the fact shall be disclosed.
Transitional Provisions
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ICDS II RELATING TO

Valuation of Inventories
Salient features of the ICDS lies as under:
Valuation to be lower of Cost or NRV.
Determination of Cost
Cost of Inventories
To include cost of purchase, cost of services, costs of conversion and other costs incurred to bring
inventories to present location and condition.
Methods allowed:
FIFO
Weighted average
Specific identification
Retail method
Standard cost method is not permitted [Even though permitted under Companies (Cost
Records and Audit) Rules, 2014].
Method once adopted shall not be changed without reasonable cause.
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ICDS II RELATING TO

Valuation of Inventories
Salient features of the ICDS lies as under:
Determination of Cost (…contd.)
Cost of services
Cost shall consist of labour and other costs of personnel directly engaged in providing the service
including supervisory personnel and attributable overheads.
Extremely difficult to determine value of services for someone on contingent model i. e. development
of a formulation subject to testing and approval?
Value of opening inventory to remain same as value at end of immediately preceding year.
In case where the business is commenced during the year, opening inventory shall be the cost of
inventory available, if any, on the day of commencement of the business
Machinery spares which can be used only in connection with tangible asset and their use is expected to be
irregular, shall be treated as tangible fixed assets.
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
realisable value.
Transitional Provisions
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ICDS III RELATING TO

Construction Contracts
Salient features of the ICDS lies as under:
To be applied in determination of income for a construction contract of a contractor.
Applies to all types of construction contracts:
Fixed price
Cost plus
Hybrid
Mandates the Percentage-of-completion-method (POCM) of recognising revenue.
Early stages defined at 25%.
Contract revenue shall be recognised when there is reasonable certainty of its ultimate collection.
Retention money shall accrue to the contractor on POCM basis
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.
Cost to commensurate with relatable proportion of work
The contract cost shall not be reduced by any incidental income in the nature of interest, dividends or capital
gains. Such income arising shall be taxed as per the applicable provisions of the Act.
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ICDS III RELATING TO

Construction Contracts
Salient features of the ICDS lies as under:
Future or anticipated losses expected on onerous contracts, shall not be allowed unless such losses are
actually incurred.
The losses incurred shall be allowed only in proportion to the stage of completion.
Service Contract
Compulsory to follow the POCM
Additional disclosures required
Transitional Provisions

15

ICDS IV RELATING TO

Revenue Recognition
Salient features of the ICDS lies as under:
Only POCM method is recognised. Completed Service method is done away with.
Mandates service income also to be recognised as per POCM. However, applies only to service providers
following mercantile system.
Dividend income to be recognised as per applicable provisions of the Act
The postponement of revenue due to uncertainty is restricted to claims for price escalation and export
incentives.
Additional disclosures are required
Transitional Provisions
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ICDS V RELATING TO

Tangible Fixed Assets
Salient features of the ICDS lies as under:
Applies to all tangible fixed assets – consistent with definition of ‘block of assets’ under the Act
Mostly in lines with AS-10
ICDS V mandates all non-monetary considerations to be recorded at fair value of tangible fixed asset so
acquired.
Depreciation needs to be provided as per the Act
No provision for recognition of revaluation of assets
Additional disclosures are required
Transitional Provisions
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ICDS VI RELATING TO

Effects of changes in Foreign Exchange rates
Salient features of the ICDS lies as under:

Forex fluctuations on monetary items
• Gain or loss on MTM basis
Capital

Related to
imported assets

S. 43A (Capitalization on
payment basis)

No change in position

Revenue

Others

Not applicable for tax
purposes, on capital account

• Subject to S.43A , Gain or loss to be recognized as income/expense on MTM basis
• Transitional provision grandfathers amount recognized till 31 March 2015
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ICDS VI RELATING TO

Effects of changes in Foreign Exchange rates
Salient features of the ICDS lies as under:

Forex derivatives covered by ICDS

Forward Contracts

• ICDS recognises loss/ gain on
actual settlement basis
(including premium/ discount)
• ICDS permits MTM

Foreign Currency Option

ICDS does not distinguish between capital and revenue

•
•
•
•

Trading
Speculation
Firm Commitments#
Highly probable
forecast#

Hedging Contracts

• ICDS allows loss/ gain on MTM basis
• Premium/ discount to be amortized over contract life (Same as AS)
# ICAI

• May have significant
impact for banks
• May result in MAT
mismatch
• Need to guard
against
characterization as
speculative

AS- 11 excludes these contracts. ICDS explains firm commitment to mean assets/liabilities which exists by end of previous year
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ICDS VI RELATING TO

Effects of changes in Foreign Exchange rates
Salient features of the ICDS lies as under:

Forex derivatives not covered by ICDS

Forex derivatives like cross currency swaps, futures, interest rate swaps, exotic products

Committee had recommended formulation of separate ICDS

ICDS silent on the issue

However, ICDS I prohibits MTM or expected losses!
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ICDS VI RELATING TO

Effects of changes in Foreign Exchange rates
Salient features of the ICDS lies as under:

Foreign Operations

Integral Operations (e. g.,
Warehouse, liaison office)

• ICDS applies same principles as own assets and liabilities
subject to S. 43A and Rule 115
• But no distinction between capital vs. revenue
(Largely aligns with ICAI AS-11)

Non-integral (e. g.,
Independent branch)

• ICDS requires translation on MTM to be recognized as
income/expense (whereas ICAI AS-11 requires
accumulation in reserve)
• No distinction between capital and revenue items
• MTM to be recognized even on tangible fixed asset??
• Transitional provision grandfathers amount ‘recognized’
till 31 Mar 2015
Can Tax Authority seek upfront recognition in FY 201516 of amount lying in reserve on 31 Mar 2015?
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ICDS VII RELATING TO

Government Grants
Salient features of the ICDS lies as under:
Government Grant will also include subsidies, cash incentives, duty drawbacks, waiver, concessions,
reimbursements, etc.
Grant given for:
Depreciable asset
Deducted from the actual cost of the asset concerned or from the WDV of block of assets to which
concerned asset belongs
Non-depreciable asset
Grant shall be recognised as income over the same period over which the cost of meeting such
obligations is charged to income
Recognition of Government grant shall not be postponed beyond the date of actual receipt.
Any kind of Government grant which is not specifically mentioned in the ICDS shall be accounted for as
income over the periods necessary to match them with the related costs which they are intended to
compensate.
Additional disclosures are required
Transitional Provisions
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ICDS VIII RELATING TO

Securities
Salient features of the ICDS lies as under:
Deals with securities held as stock-in-trade
High impact tax-payers:
Stock brokers
NBFCs
Others involved in securities’ trading
Non-monetary considerations to be recognised at fair value of securities acquired
Category-wise approach for valuing at year-end provided [not individual security-wise]:
Shares
Debt securities
Convertible securities
Others
Unlisted/ Unquoted securities to be valued at actual cost initially recognised
Where unpaid interest has accrued before the acquisition of an interest-bearing security and is included in the
price paid for the security, the subsequent receipt of interest is allocated between pre-acquisition and postacquisition periods; the pre-acquisition portion of the interest is deducted from the actual cost.
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ICDS IX RELATING TO

Borrowing Costs
Salient features of the ICDS lies as under:
Deals with treatment of borrowing costs
Borrowing costs incurred for purpose of acquisition, construction or production of Qualifying assets shall be
capitalised
S. 36(1)(iii) is the section of the Act governing allowance of interest expenditure with an exception to interest
amount resulting into extension of business.
ICDS defines qualifying assets to include tangible assets, intangible assets (no substantial period requirement)
and inventories requiring more than twelve months to bring them to saleable condition
Extent of capitalisation
Exclusive borrowing for qualifying asset – entire amount of borrowing cost to be capitalised
General borrowing – A*(B/C)
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ICDS IX RELATING TO

Borrowing Costs
Salient features of the ICDS lies as under:
Commencement of capitalisation
Exclusive borrowings – From date on which funds are borrowed
General borrowings – From date on which funds are utilised
Cessation of capitalisation
Tangible and Intangible Qualifying Assets – When such asset is first put to use
Inventory - when substantially all the activities necessary to prepare such inventory for its intended sale
are complete
Points contained in AS-16 which are absent in ICDS IX
Reduction of income (from temporary deployment of specified loans) from borrowing cost
Suspension of capitalisation during interruption of active development of asset
Additional disclosures are required
Transitional Provisionss
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ICDS X RELATING TO

Provisions, Contingent Liabilities and Contingent Assets
Salient features of the ICDS lies as under:
When can a provision for liability be made?
Present obligation as a result of past event
Reasonably certain
Reliable estimate
No discounting of amount of provision to PV
Contingent Liability
ICDS provides that no person shall recognize a Contingent Liability
Contingent Asset
Contingent assets are assessed continually and when it becomes reasonably certain (and not virtually
certain) that inflow of economic benefit will arise, the asset and related income are recognised in the
previous year in which the change occurs.
The income shall not be discounted to its PV
ICDS does not contain anything about onerous executory contracts
Additional disclosures are required
Transitional Provisionss
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INCOME COMPUTATION AND DISCLOSURE STANDARDS

Key Takeaways
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POSSIBILITY OF

Double Taxation
In a good taxation system, there should be minimum differences between the accounting profits and the
taxable income.
However, the ICDS go against this basic principle of ‘ease in doing business’.
Many provisions of the ICDS
Accelerate recognition of income
Not allowing losses (which are recorded in books of accounts)
Timing differences would be created
Double taxation of same income:
Taxpayer would be under Normal tax in the year in which income is recognised as per ICDS.
Brought under Normal Tax for that year
Same income would be subsequently recognised in the books as per applicable GAAP.
Brought under MAT for the year in which it is recognised in books
Similar with losses
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ICDS

Key Takeaways
Reasonable
certainty/ cause
A subjective interpretation would follow
A lot of reliance on senior experts and post-facto events
Conflict with some basic principles (recognition of contingent
asset)

Definition of Qualifying
asset for ICDS IX has been
so framed to include all
tangible assets. The Tax
Authorities may go on a
disallowance spree taking
such vast definition to their
advantage, similar to S.
14A..

Judicial judgments to
be overridden by the
Tax Authorities. One
may take a view that
judgments are nothing
but interpretation of Act
and the Act overrides
the ICDS.

High impact for
persons trading in
Securities due to the
category-wise
approach for valuing
at end of period

Various places where
the notional income is
sought to be taxed
such as category-wise
Securities’ valuation or
contingent assets or
retention money in
Construction contracts

“

As contingent
liabilities are not to
be provided,
sometimes
foreseeable losses
also may not be
allowed

ICDS IX relating to
Borrowing Costs has far
reaching impact due to its
significant departure from
the existing AS. This would
entail a lot of computation
and probably, ensuing
confusion

A lot of preparation
and readiness would
be required by the
taxpayers in order to
comply with the
requirements of the
ICDS.
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HOW SHOULD YOU MOVE AHEAD?

Gearing for ICDS
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THE WAY FORWARD FOR THE COMPANY

The Need
Due to the notification of the ICDS w. e. f. 01/04/2015, it is imperative for the Company to be prepared to assess the impact that
these ICDS have on it as well as compute its income in accordance with applicable ICDS for calculating its instalment value of
Advance Tax payable, so as to reduce the interest burden (on shortfall) to the extent possible.

STEP ONE

STEP TWO

STEP THREE

STEP FOUR

The Company will have
to understand the ICDS
and gauge its impact

The Company shall
have to identify the key
impact areas that are
present in the
Company’s Income
Computation

The Company shall
have to effectively
compute its income as
per the applicable
ICDS, thereby enabling
itself to save interest on
shortfall of Advance Tax
installment

The Company shall
have to be fully
compliant with the
requirements of ICDS
by ensuring adequate
disclosures and comply
with transitional
provisions
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HOW TO APPROACH?

ICDS CYCLE
Stage One
Train your people and acquaint
them with the requirements of
ICDS

01

04

Identify key impact areas and
devise a tax efficient manner of
resolving the impact whilst
complying with ICDS

02

Stage Four
Ensure compliance with ICDS on a
complete basis

Stage Two

03

Stage Three
Prepare the income statement in
accordance with the applicable
ICDS
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202, Paritosh Building,

Thank You!

River front, Usmanpura

OUR EMAIL

OUR PHONE

OUR WEBSITE

services@kpcindia.com

+91 79 2755 1333

www.kpcindia.com

