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In brief

The Central Government had notified' ten Income Computation and Disclosure Standards (ICDS) to
be applicable with effect from assessment year (AY) 2016-17 for the purpose of computation of
income under the head “Profits and gains of business or profession” (PGBP) and “Income from other
sources” (IFOS). Post receipt of concerns of various stakeholders the Government had deferred the

applicability of ICDS by one year and re-notified® the amended ICDS to be applicable w.e.f AY 2017-

18. Now, the Board has issued various clarifications on the amended ICDS by issuance of a circular®
dated 23 March, 2017.

In detail

This is the summary of frequently asked questions (FAQs) released by the Central Board of Direct
Taxes (CBDT) addressing the queries raised by the stakeholders.

1. What is the interplay between ICDS-I ICDS is not meant for maintenance of books of
and maintenance of books of accounts? | accounts or preparing financial statements. The
accounting policies mentioned in ICDS-I shall be
applicable for computing income under the heads
“PGBP” or “IFOS.”

2, Whether inconsistent judicial The ICDS have been notified after due deliberation
precedents shall prevail over ICDS? and after examining judicial view for bringing
certainty on the issues covered by it. Since certainty
is now provided by notifying ICDS, the provisions of
ICDS shall be applicable to the transactional issues
dealt therein in relation to AY 2017-18 and
subsequent AYs.

! Notification no. S.0. 892 (E) dated 31 March, 2015
2 Notification no. 87 dated 29 September, 2016
8 Circular no. 10/ 2017 dated 23 March, 2017
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3. Does ICDS apply to non-corporate taxpayers that | ICDS shall also apply to persons computing income
are not required to maintain books of account under the relevant presumptive taxation scheme, as
and/ or those are covered by presumptive scheme | ICDS are applicable to specified persons having
of taxation? income chargeable under the head “PGBP” or “IFOS.”

4. If there is a conflict between ICDS and other The provisions of Rules, which deal with specific
specific provisions of the Income-tax rules, 1962 circumstances, shall prevail.

(the Rules), which provisions shall prevail?

5. How will ICDS apply to companies that adopted ICDS shall apply irrespective of the accounting

Ind-AS? standards adopted by companies i.e., either
Accounting Standards (ASs) or Ind-AS.

6. Whether ICDS shall apply to computation of ICDS shall not apply for computation of MAT.
Minimum Alternate Tax (MAT) under section However, ICDS shall apply to AMT, as AMT is
115JB of the Act or Alternate Minimum Tax computed on adjusted total income, which is derived
(AMT) under section 115JC of the Income-tax Act, | by making specified adjustment to total income
1961 (the Act)? computed as per normal provisions of the Act.

7. Whether the provisions of ICDS shall apply to The general provisions of ICDS shall apply to all
banks, non-banking financial institutions, persons, unless there are sector specific provisions
insurance companies, power sector, etc.? contained in the ICDS or the Act.

8. Whether similar principles as contained in ICDS-I | The principle as contained in ICDS-I relating to MTM
related to Marked to Market (MTM) loss or an losses or an expected loss shall apply mutatis
expected loss applies to recognition of MTM gain | mutandis to MTM gains or an expected profit.
or expected incomes?

9. ICDS-I provides that an accounting policy shall Under the Act, “reasonable cause” is an existing
not be changed without “reasonable cause.” The concept and has evolved well over a period conferring
term “reasonable cause” is not defined. desired flexibility to the taxpayer in deserving cases.

10. | Which ICDS would govern derivative ICDS-VI provides guidance on accounting for
instruments? derivative contracts, such as forward contracts and

other similar contracts. For derivatives not within the
scope of ICDS-VI, provisions of ICDS-I would apply.

11. | Whether the recognition of retention money, the | Retention money, being part of the overall contract
receipt of which is contingent on the satisfaction | revenue, shall be recognised as revenue subject to
of certain performance criterion is to be reasonable certainty of its ultimate collection
recognised as revenue on billing? condition contained in para 9 of ICDS-III on

construction contracts.

12. | Whether ICDS-III and ICDS-IV should be applied | At present there is no specific ICDS notified for real
by real estate developers and BOT operators. In estate developers, BOT projects and leases.
addition, whether ICDS is applicable for leases? Therefore, the relevant provisions of the Act and

ICDS shall apply to these transactions as may be
applicable.

13. | The condition of reasonable certainty of ultimate | As a principle, interest accrues on time basis and
collection is not laid down for taxation of interest, | royalty accrues on the basis of contractual terms.
royalty and dividend. Is the taxpayer obliged to Subsequent non-recovery in either cases can be
account for such income even when the collection | claimed as deduction in view of section 36 (1) (vii) of
thereof is uncertain? the Act.
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1\?(') FAQs Answers/ Clarifications

14. | Is ICDS applicable to revenues that are liable to Yes
tax on gross basis for non-residents under section
115A of the Act?

15. | What shall be the treatment of expense incurred It shall be treated as capital expenditure as per para 8
after the conduct of test runs and experimental of ICDS -V.
production but before commencement of
commercial production?

16. | What is the taxability of opening balance as on 1 It shall be recognised in the previous year relevant for
April, 2016 of Foreign Currency Translation assessment year 2017-18 to the extent not recognised
Reserve (FCTR) relating to non-integral foreign in the income computation in the past.
operation, if any, recognised as per AS 11?

17. | For subsidy received prior to 01 April, 2016 but Government grants received on or after 01 April,
not recognised in the books pending satisfaction 2016 and for which recognition criteria is also
of related conditions and achieving reasonable satisfied thereafter, the same shall be recognised as
certainty of receipt, how shall the same be per the provisions of ICDS-VII.

. . 5
recognised under ICDS on or after 01 April, 20167 However, if the subsidy is already received prior to 01
April, 2016, ICDS-VII shall not apply and it shall
continue to be recognised as per the law prevailing
prior to that date.

18. | Whether the taxpayer shall be permitted to claim | Yes
deduction of interest on security offered to tax on
accrual basis but not received while computing
the capital gain?

19. | How the securities held as stock in trade shall be For the measurement of securities held as stock in
valued “category wise” under ICDS-VIIT? trade, the securities are to be first aggregated

category wise. The aggregate cost and net realisable
value (NRV) of each category of security is compared
and the lower of the two is to be taken as carrying
value as per ICDS-VIII.

20. | Whether borrowing costs to be capitalised under | Borrowing costs shall exclude those borrowing costs
ICDS-IX should exclude portion of borrowing that are otherwise not allowable under the specific
costs that is disallowed under specific provisions | provisions of the Act.
such as 14A, 43B, 40(a) and 40A(2)(b)?

21. | Whether bill discounting charges and other Yes, as the definition of “borrowing cost” is an
similar charges would fall under the definition of | inclusive definition.
borrowing cost?

22. | How to allocate borrowing costs relating to On asset-by-asset basis.
general borrowing to different qualifying assets?

23. | What is the impact of Para 20 of ICDS-X Para 20 of ICDS-X provides that provisions or assets
containing transitional provisions? and related income shall be recognised for the year

commencing on or after 01 April, 2016 in accordance
with this ICDS after taking into account amount
recognised, if any, for the same in any previous year
ending on or before March 2016.
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24. | Whether provisions for employee benefits such as | Provisions for employee benefits that are otherwise
provident fund, gratuity etc., are excluded from covered by AS 15 shall continue to be governed by
the scope of ICDS-X? specific provisions of the Act and are not dealt with
by ICDS-X.
25. | Where is the taxpayer required to make Disclosures shall be made in the tax audit report in
disclosures specified in ICDS? Form 3CD. However, there shall not be any separate

disclosure requirement for persons that are not liable
to tax audit.

PricewaterhouseCoope ICDS shall be applied for the first Let’s talk
rs comments time by the taxpayers while filing ) )

the income tax returns for the AY Fora deepel'v discussion of how
The aforesaid circular has 2017-18. Thus, the said Ehls. 1ssue nlught affect your
addressed various issues on the clarifications are a welcome step. usiness, please contact your

applicability of the ICDS. The local PwC advisor

PwC Page 4



Tax Insights

Our Offices

Ahmedabad

1701, 17th Floor, Shapath V,
Opp. Karnavati Club,

S G Highway,

Ahmedabad — 380051
Gujarat

+91-79 3091 7000

Hyderabad
Plot no. 77/A, 8-2-624/A/1, 4th

Floor, Road No. 10, Banjara Hills,

Hyderabad — 500034,
Telangana
+91-40 44246000

Gurgaon

Building No. 10, Tower - C
17th & 18th Floor,

DLF Cyber City,

Gurgaon — 122002
Haryana

+91-124 330 6000

About PwC

Bengaluru

6th Floor

Millenia Tower ‘D’

1 & 2, Murphy Road, Ulsoor,
Bengaluru — 560 008
Karnataka

+91-80 4079 7000

Kolkata

56 & 57, Block DN.
Ground Floor, A- Wing
Sector -V, Salt Lake
Kolkata — 700 091,
West Bengal

+91-033 2357 9101/
4400 1111

Pune

7th Floor, Tower A - Wing 1,
Business Bay, Airport Road,
Yerwada, Pune — 411 006
Maharashtra

+91-20 4100 4444

Chennai

8th Floor

Prestige Palladium Bayan
129-140 Greams Road
Chennai — 600 006
Tamil Nadu

+91 44 4228 5000

Mumbai

PwC House

Plot No. 18A,

Guru Nanak Road(Station Road),
Bandra (West), Mumbai — 400 050
Maharashtra
+91-22 6689 1000

For more information

Contact us at

pwetrs.knowledgemanagement@in.pwc.com

At PwC, our purpose is to build trust in society and solve important problems. We're a network of firms in 157
countries with more than 223,000 people who are committed to delivering quality in assurance, advisory and tax
services. Find out more and tell us what matters to you by visiting us at www.pwc.com.

In India, PwC has offices in these cities: Ahmedabad, Bengaluru, Chennai, Delhi NCR (Gurgaon), Hyderabad, Kolkata,
Mumbai and Pune. For more information about PwC India's service offerings, visit www.pwc.com/in

PwC refers to the PwC International network and/or one or more of its member firms, each of which is a separate,
independent and distinct legal entity. Please see www.pwc.com/structure for further details.

©2017 PwC. All rights reserved

Follow us on:

For private circulation only

This publication has been prepared for general guidance on matters of interest only, and does not constitute professional advice. You should not act upon the information
contained in this publication without obtaining specific professional advice. No representation or warranty (express or implied) is given as to the accuracy or completeness
of the information contained in this publication, and, to the extent permitted by law, PwCPL, its members, employees and agents accept no liability, and disclaim all
responsibility, for the consequences of you or anyone else acting, or refraining to act, in reliance on the information contained in this publication or for any decision based
on it. Without prior permission of PwCPL, this publication may not be quoted in whole or in part or otherwise referred to in any documents.

© 2017 PricewaterhouseCoopers Private Limited. All rights reserved. In this document, “PwC” refers to PricewaterhouseCoopers Private Limited (a limited liability company
in India having Corporate Identity Number or CIN : U74140WB1983PTC036093), which is a member firm of PricewaterhouseCoopers International Limited (PwCIL), each
member firm of which is a separate legal entity.


http://bit.ly/1NslMrH
http://linkd.in/186VxRE
http://on.fb.me/ZeYMDE
http://bit.ly/Z1pmhr
http://www.pwc.com/
http://www.pwc.com/in
http://www.pwc.com/structure
mailto:pwctrs.knowledgemanagement@in.pwc.com

