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ALTERNATE MINIMUM TAX (AMT)
(Alternate Minimum Tax to any person other than company)
Section 115JC - W.e.f. AY 2012-13
W.e.f AY 2013-14; Section 115JC is applicable to any person other than company. In AY 12-13, it
was only applicable to LLP.
Section115JC(1): Where the regular income-tax payable for a previous year by a person (other than

company) is less than 18.5% of its Adjusted Total Income (AMT), such adjusted total income shall be
deemed to be the total income of such person and it shall be liable to pay income-tax on such total
income at the rate of 18.5%.
Adjusted Total Income shall be the Total Income as increased by
A. Deductions claimed under any section in chapter VIA under the heading "C-Deductions in respect
of certain incomes" (Other than 80P),
B. Deduction claimed u/s 10AA &
C. New: Deduction claimed u/s 35AD as reduced by the amount of depreciation allowable u/s 32
as if no deduction u/s 35AD was allowed. [Added by Finance (No. 2 ) Act 2014]
To whom Alternate Minimum Tax shall be applicable [Section 115JEE (1)]
The provisions of Alternate Minimum Tax shall apply to a non-corporate assessee who has claimed any
deduction under:
(a) Sections 80-IA to 80RRB other than section 80P; or
(b) Section 10AA; or
(c) Section 35AD [Added by Finance (No. 2 ) Act 2014]
To whom Alternate Minimum Tax shall not be applicable [Section 115JEE (2)]
However, provisions of AMT is not applicable if, Adjusted TI of
a. Individual
b. HUF
c. AOP/BOI
d. AJP;
doesn’t exceeds Rs. 20,00,000.
Section 115JEE(3): Notwithstanding anything contained in sub-section (1) or (2), the credit for tax paid
under Section 115JC shall be allowed in accordance with the provisions of Section 115JD.
Steps involving calculation of Tax where Alternate Minimum Tax provisions applies:
Step 1:

Calculate the regular Income-tax liability of the non-corporate assessee ignoring the
provisions of Sections 115JC to 115JF.

Step 2:

Calculate Adjusted Total Income of the non-corporate assessee.

Step 3:

Calculate Alternate Minimum Tax by applying 18.5% + 2%EC + 1%SHEC or 18.5% +
Surcharge (as applicable) + 2% EC + 1% SHEC in case Adjusted Total Income exceeds
Rs. 1 crore (Rs. 50 Lakhs in case of Ind./HUF etc), on Adjusted Total Income computed
under Step 2.
Compare tax liability computed under Step 1 and AMT computed under Step 3. If amount
computed under Step 1 is equal to or more than amount computed under Step 3, then the
provisions of Alternate Minimum Tax will not apply.

Step 4:

Step 5:

If amount computed under Step 1 is less than amount computed under Step 3, then amount
computed under Step 3 will be deemed as tax liability of the non-corporate assessee for
such Previous Years.
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Report from an accountant [Section 115JC (3)]:
Every non-corporate assessee to whom this section applies shall obtain a report, in such form as may
prescribed, from an accountant, certifying that the Adjusted Total Income and the Alternate Minimum Tax
have been computed in accordance with the provisions of this Chapter and furnish such report on or before
the due date of furnishing of return of income under section 139(1).
Tax credit for Alternate Minimum Tax [Section 115JD]:


The credit for tax (tax credit) paid shall be allowed to the extent of the excess of the AMT paid over the
regular income-tax.



FA 17: This tax credit shall be allowed to be carried forward up to the 15th tenth assessment year
immediately succeeding the assessment year for which such credit becomes allowable.



It shall be allowed to be set off for an assessment year in which the regular income-tax exceeds the
AMT to the extent of the excess of the regular income-tax over the AMT.



No interest shall be payable on tax credit allowed under section 115JD.
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PRACTICAL QUESTIONs ON AMT
1. ABC LLP has income of Rs 14,00,000 under the head “Profit and Gains of Business or Profession” during
the PY 2017-18. One of its businesses is eligible for deduction @100% of profits u/s 80IB for the AY 201819. The profit from such business included in the business income is Rs 7,00,000. Compute the tax
payable by the LLP assuming it has no other income during the PY 2017-18.

Answer:
Computation of tax payable under Income Tax of ABC LLP
for the A.Y. 2018-19 relating to the P.Y. 2017-18
Particulars
Profit and Gains from Business or Profession
GTI
Less: Deduction u/s 80IB
Total Income
Tax Payable (Rs 7,00,000 × 30%)
Add: Education Cess @ 2%
Add: Secondary and Higher Education Cess @ 1%
Total Tax Payable

Amount (Rs )
14,00,000
14,00,000
7,00,000
7,00,000
2,10,000
4,200
2,100
2,16,300

Computation of Alternate Minimum Tax (AMT) of ABC LLP
for the A.Y. 2018-19 relating to the P.Y. 2017-18
Particulars
Total Income as per the provisions of Income Tax Act, 1961
Add: Deduction u/s 80IB
Adjusted Total Income
Alternate Minimum Tax Payable (Rs 14,00,000 × 18.5%)
Add: Education Cess @ 2%
Add: Secondary and Higher Education Cess @ 1%
Total Tax Payable

Amount (Rs )
7,00,000
7,00,000
14,00,000
2,59,000
5,180
2,590
2,66,770

(i) Since the Income Tax payable as per the provision of the Income Tax Act is less than the Alternate Minimum
Tax, the Adjusted Total Income of Rs 14,00,000 would be deemed to be the Total Income of the LLP and the
LLP would be liable to pay tax @18.5% thereof.
(ii) The amount of tax payable by ABC LLP for the A.Y. 2018-19 would therefore be Rs 2,66,770.
(iii) ABC LLP is eligible for credit to the extent of Rs 50,470 (i.e. Rs 2,66,770 – Rs 2,16,300) to be set off in the
year in which tax on Total Income computed under the regular provision of the Act exceeds the Alternate
th
Minimum Tax. The credit shall be allowed to be carried forward up to the 15 assessment year immediately
succeeding the assessment year for which such credit is allowable.
Question:
2. The following is the profit and loss account for the year ending 31.3.2018 of XYZ (LLP) having 3 partners :
Profit and Loss Account
Establishment & other expenses
48,00,000
Gross profit
68,20,000
Interest to partner @ 15%
Profit on sales of equity shares sold after
X
90,000
2 years through recognised stock exchange 1,40,000
Y
1,20,000
Z
60,000
2,70,000
Salary to designated partners
Rent from house property
1,60,000
X
2,40,000
Interest on bank deposits
10,000
Y
1,80,000
4,20,000
Profit on equity shares sold after
Net profit
17,60,000
10 months through RSE
1,20,000
72,50,000
72,50,000
Additional information :
1. Establishment expenses include Rs. 1,20,000 on account of bonus which was due on 31.3.2018.
2. The LLP is eligible for 100% deduction under section 80-IC as it is established in notified area in Himachal
Pradesh.
3. Shares were sold through recognized stock exchange and securities transaction tax of Rs. 1000 is included in
the establishment expenses on account of the same.
Compute the tax payable by the Limited Liability Firm
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Solution :
Computation of total income of XYZ (LLP) for the AY 2018-19
Income under the head house property
Rs.
Actual Rent
Less : Deduction 30%
Business income
Net profit as per P&L A/c
Less : Income credited but either exempt or taxable under other head
Rent
Profit on sale of shares sold after 2 years
Interest on bank deposit
Profit on sale of shares sold after 10 months

Rs.
Rs.
1,60,000
48,000 1,12,000
17,60,000
1,60,000
1,40,000
10,000
1,20,000

Add: Expenses disallowed
Bonus as per section 43B
Securities Transaction Tax
Interest to partners in excess of 12%
Salary to partners
Book Profit
Less : Salary as per section 40(b) (See working note)

1,20,000
1,000
54,000
4,20,000

Short-term capital gain on sale of equity shares
Income from other sources
Gross Total Income
Less: Deduction under section 80-IC
Total income
Regular income tax payable on total income
(1) Short-term capital gain of Rs. 1,20,000 @ 15%
(2) Balance total income Rs.1,22,000 @ 30%

4,30,000
13,30,000

5,95,000
19,25,000
4,20,00015,05,000
1,20,000
10,000
17,47,000
15,05,000
2,42,000

18,000
36,600
54,600

Adjusted total income
Total income
Add : Deduction u/s Chapter VIA

2,42,000
15,05,000
17,47,000
Alternate Minimum Tax (AMT) 18.5% on Rs. 17,47,000 = Rs. 3,23,195
Hence, adjusted total income shall be total income and the tax payable shall be the alternate minimum tax i.e. on
Rs. 17,47,000 @ 18.5% + 3% (EC + SHEC).
Tax payable
Alternate minimum tax 18.5% on Rs. 17,47,000
Add : 3% Education cess & SHEC
Rounded off

3,23,195
9,696
3,32,891
3,32,890

Working Note:
Salary allowed u/s 40(b)
Book profit
19,25,000
Maximum salary allowed
First 3,00,000 of book profit @ 90%
2,70,000
Balance Rs. 16,25,000 of book profit @ 60%
9,75,000 12,45,000
Salary allowed u/s 40(b) shall be Rs. 12,45,000 or Rs. 4,20,000 whichever is lower i.e. Rs. 4,20,000.
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3. The following is the Profit and Loss Account for the year ended 31.3.2018 of XYZ (LLP) having 3 partners :
Profit and Loss Account
Particulars
Establishment & other
expenses
Interest to partner @ 15%
X
Y
Z
Salary to designated partners
X
Y
Net Profit

Rs

90,000
1,20,000
60,000
2,40,000
1,80,000

Rs
45,50,000

Particulars
Gross Profit
Rent from house property
Interest on Bank deposits

Rs
69,20,000
1,60,000
20,000

2,70,000

4,20,000
18,60,000
71,00,000

71,00,000

The LLP is eligible for 100% deduction under section 80-IC as it is established in notified area in Himachal
Pradesh. Compute the tax payable by the Limited Liability Firm.
Solution :
Computation of Total Income of XYZ (LLP) for the A.Y. 2018-19
Particular
Rs
Rs
Income under the head House Property
Actual Rent
1,60,000
Less : Deduction 30%
48,000
Business Income
Net Profit as per P&L A/c
Less : Income credited but either exempt or taxable under other head
Rent
Interest on bank deposit

1,60,000
20,000

Add : Expenses disallowed
Interest to partners in excess of 12% [i.e. 3/15×2,70,000]
Salary to partners

54,000
4,20,000

Rs

1,12,000

18,60,000

Book Profit
Less : Salary as per section 40(b) (See working note)
Income from Other Sources
Gross Total Income
Less : Deduction under section 80-IC
Total Income

1,80,000
16,80,000

4,74,000
21,54,000
4,20,000

17,34,000
20,000
18,66,000
17,34,000
1,32,000

Regular income tax payable on Total Income
Total Income of Rs. 1,32,000 @ 30%
39,600
Adjusted Total Income
Total Income
Add : Deduction u/s 80-IC

1,32,000
17,34,000
18,66,000

Alternate Minimum Tax (AMT) 18.5% on Rs. 18,66,000 = Rs. 3,45,210
Hence, adjusted total income shall be total income and the tax (payable shall be the Alternate Minimum
Tax) i.e. on Rs. 18,66,000 @ 18.5% + 3% (EC + SHEC).

By CA Suraj Agrawal [9953006445]

SURAJ AGRAWAL TAX CLASSES

CMA-INTER - AMT

SATC

21.6

Tax Payable
Particular
Alternate Minimum Tax 18.5% on Rs. 18,66,000
Add : 3% Education Cess & SHEC

Rs
3,45,210
10,356
3,55,566
3,55,570

Rounded off
Working Note:
Book Profit
Maximum salary allowed
First 3,00,000 of book profit — 90%
Balance Rs.18,54,000 of book profit 60%

21,54,000

2,70,000
11,12,400
13,82,400
Salary allowed shall be Rs. 13,82,400 or Rs. 4,20,000 whichever is lower i.e. Rs. 4,20,000. AMT Credit of Rs.
3,14,782 (3,55,570 – 40,788) is available which can be carried forward for 15 Assessment Years.
4. VKS Polymers LLP is a LLP consisting of the partners L, M and N. The LLP derives income from a trading
unit (D) as well as a manufacturing unit (E). The summarised details of the profits and other related
aspects for the year ended are as under:
Rs in lacs
Profits from unit D
40
Profits from unit E
60
The turnover of the LLP is 120 crores and transfer pricing provisions are not attracted. Unit E is eligible to
claim 100% deduction under section 80-ID and all necessary conditions stand fulfilled. The assessee is
planning to file the return of income on 30th September, 2018. Compute the total income and tax payable
for the assessment year 2018-19. There is some doubt in the mind of the Taxation Manager over two
issues relating to unit D. The assessee seeks your view whether it can file the return of income on 1st
Dec, 2018, after the issues are settled.
The assessee has prepaid taxes to the extent of Rs 13 lacs and hence it is felt that there will be no interest
chargeable under sections 234A, 234B and 234C. Advise the assessee suitable.

Answer: When the return of income has been filed on 30-9-18 [within due date laid down in s. 139(1)]
Computation of Total Income and tax as per normal provisions
Particulars
(Rs in Lacs)
Gross Total Income
100.00
Less: Deduction U/S 80-ID
60.00
Total Income
40.00
Tax Liability as per normal provisions @ 30.9%
12.36
Computation of Adjusted Total Income and AMT as per s. 115JC
Particulars
Total Income
Add: Deduction u/s 80-ID
Adjusted Total Income
Tax Liability @ 19.055% u/s 115JC
Tax Payable (Higher of Tax on Adjusted Total Income and Total Income)

(Rs in Lac)
40.00
60.00
100.00
19.055
19.055

When the return of income has NOT been filed within due date laid down in s. 139(1) As per the provisions
of s. 80AC, no deduction will be available u/s 80-ID when the return of income is filed beyond the due date
laid down in s. 139(1). When no deduction is available u/s 80-ID, the AMT provisions u/s 115JC will not apply.
The total income and tax payable as per normal provisions will be as under:
Particulars
(Rs in Lacs)
Gross Total Income
100.00
Less: Deduction U/S 80-ID (Not allowable in view of s. 80AC)
Nil
Total Income
100.00
Tax Liability as per normal provisions @ 30.9%
30.90
It can be seen from above that there will be a heavily increased tax liability, if the return is filed on 1st Dec, 2018.
The assessee is therefore advised to file the return of income on 30-9-2018.
In case of any error, a revised return can be filed on 1-12-2018.
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ASSESSMENT OF CO-OPERATIVE SOCIETIES
Cooperative society is a society registered under the Cooperative Societies Act, 1912, or under any other law for
the time being in force in any State for registration of co-operative societies.
The deduction provided to various co-operative societies under section 80P are as under:

(A) Where 100% deduction is allowed
In the case of the following co-operative societies, full deduction is allowable in respect of following
incomes:
(I) Profits attributable to certain specified activities [Section 80P(2)(a)]: 100% of the profits, included in
Gross Total Income, attributable to any one or more of the following activities are deductible:
(i) carrying on the business of banking or providing credit facilities to its members; or
(1) W.e.f. assessment year 2007-08, the exemption shall not be available to co-operative banks
other than a primary agricultural credit society or a primary co-operative agricultural and
rural development bank. However, deduction shall still be available to a cooperative society
which is engaged in the business of providing credit facilities to its members.
(2) Regional Rural Banks are not eligible to take deduction under section 8OP.
(ii) a cottage industry; or
(iii) the marketing of the agricultural produce grown by its members; or
The activity of marketing of agricultural produce of its members, referred to in Section 80P, must be
confined to the direct produce from agriculture and not to anything manufactured or
processed out of it.
For instance, paddy is an agricultural produce. If a co-operative society undertakes the sale of paddy
grown by its members, the profits derived there from will gain exemption under this section. But if the
society undertakes the sale of rice processed out of such paddy, the exemption is not
attracted
(iv) the purchase of agricultural implements, seeds, livestock or other articles intended for agriculture for
the purpose of supplying them to its members; or
(v) the processing, without the aid of power, of the agricultural produce of its members; or
(vi) the collective disposal of the labour of its members; or
(vii)fishing or allied activities, that is to say, the catching, curing, processing, preserving, storing or
marketing of fish or the purchase of materials and equipment in connection therewith for the purpose
of supplying them to its members.
(II) Income from investment with other co-operative societies [Section 80P(2)(d)]:
100% of the profits, included in Gross Total Income are deductible in respect of any income by way of
interest or dividends derived by the co-operative society from its investments with any other cooperative society.
(III) Income from letting of ‘godowns or warehouse’ [Section 80P(2)(e)]: 100% of the profits, included in
Gross Total Income are deductible in respect of any income derived by the co-operative society from the
letting of godowns or warehouses for storage, processing or facilitating the marketing of commodities.
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(B) Where deduction is allowed to a limited extent
In the following cases, the co-operative societies are entitled to deduction to a limited extent:
(1) Co-operative society engaged in other activities [Section 80P(2)(c)]:
In the case of a co-operative society engaged in activities, other than those specified above, either
independently of, or in addition to, all or any of the activities so specified, the profits and gains attributable
to such other activities up to the limits indicated below are deductible.
(i) where such co-operative society is a consumers’ cooperative society
(ii) in any other case

- Rs 1,00,000;
- Rs 50,000.

(2) Entire income by way of interest on securities or income from house property if gross total
income of a co-operative society (other than specified co-operative society) does not exceed Rs
20,000 [Section 80P(2)(f)]:
100% of the income from interest on securities or income from house property shall be allowed as
deduction in case of a co-operative society not being—
(i) a housing society or
(ii) an urban consumer society, or
(iii) a society carrying on transport business, or
(iv) a society engaged in the performance of any manufacturing operation with the aid of power provided
its gross total income does not exceed Rs 20,000.
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Steps in Computing Tax Liability of Cooperative Societies
Steps
Step- I :

Compute GTI, ignoring income exempt from tax u/s. 10 to 13A

Step-II :

Deduct permissible deductions u/s 80G, 80GGA, 80GGC, 80JJA, 80JJAA, 80P etc. as
applicable.

Step-III:

Apply the tax rates for the relevant Assessment Year to arrive at the tax incidence.

Tax Rates:
Income Range
1. Where the total income does not exceed Rs
10,000

Rates of tax
10% of the total income

2. Where the total income exceeds Rs 10,000 but
which the does not exceed Rs 20,000

Rs 1,000 plus 20% of the amount by total income
exceeds Rs 10,000

3. Where the total income exceeds Rs 20,000

Rs 3,000 plus 30%, of the amount by which the total
income exceeds Rs 20,000

Surcharge:
However, the tax payable by every cooperative society shall be increased by surcharge @ 12% if total income
exceeds Rs 1 crore, education cess @2% and secondary and higher education cess @ 1%.
Marginal Relief:
The total amount payable as income tax and surcharge on total income exceeding Rs 1 crore shall not exceed the
total amount payable as income tax on a total income of Rs 1 crore by more than the amount of income that
exceeds Rs 1 crore.
AMT:
However, from the Assessment Year 2013-14, tax payable cannot be less than 18.5% of “Adjusted Total
Income” in some specified cases.
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QUESTIONS ON ASSESSMENT OF COOPERATIVE SOCIETIES
1. A co-operative society, engaged in the business of banking, seeks your opinion by the matter of
eligibility of deduction under Section 8OP on the following items of income earned by it during the
year ended 31-3-2018.
(i) Interest on investment in Government securities made out of statutory reserves
(ii) Hire charges of safe deposit lockers.
Solution :
No deduction is allowed under Sec. 80P to any cooperative bank. However, a primary agricultural credit
society or primary co-operative agricultural & rural development bank is eligible for deduction.

2. Heritage Co-operative Society, which is engaged in processing agricultural produce of its members,
without the aid of power and its marketing, furnishes the following particulars, determine its net
income for the assessment year 2018-19:
Income from processing of agricultural produce: Rs. 19,000; income from marketing agricultural
produce: Rs. 2,000; dividends from another co-operative society: Rs. 50,000; income from letting of
godowns: Rs. 20,000; and income from agency business: Rs. 95,000.
Solution:
Statement showing calculation of Net Income of Heritage Co-operative Society for the Assessment
Year 2018-19
Rs.
Rs.
Income from letting of godowns
20,000
Business income:
from processing
19,000
from marketing
2,000
from agency
95,000
1,16,000
IOS: Dividend income
50,000
Gross Total Income
1,86,000
Less: deductions u/s 80P in respect of income from
a. processing of agricultural produce
19,000
b. marketing of agricultural produce
2,000
c. agency business [Sec. 80P(2)(c)][maximum of Rs.50,000]
50,000
d. dividend
50,000
e. letting of Godowns
20,000
1,41,000
Net Income
45,000
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Taxation of AOP & BOI
Point

1.

AOP

BOI

1. Creation

Created by two or more persons voluntarily.

Created by operation of law.

2. Members

Companies, firms, HUFs or individuals.

Only Individuals.

3. Features

Persons join in a common purpose or action. It merely receives the income jointly and is
Mere joint receipt of income not enough. assessable in the like manner and to the
Different from partnership.
same extent as the beneficiaries.

4. Assessee

Not a representative assessee

A representative assessee

Any payment of interest, salary, bonus, commission or remuneration by the AOP/BOI to a member is not
allowable as deduction. [Rent will be allowed]
Where interest is paid by AOP/BOI to a member who has also paid interest to the AOP/BOI, the amount of
interest to be disallowed will be limited to the net amount of interest paid by the AOP/BOI. [Section 40(ba)]

2.

Tax Rates [Section 167B]:
Where shares of members are
determinate and known

Where shares of members are
indeterminate or unknown

1. None of the members
having taxable income
excluding
share
from
AOP/BOI AND none of the
members is assessable at
a
rate
higher
then
Maximum Marginal Rate

At the rates
Individual

At the Maximum Marginal Rate

2. Where any member has
taxable income excluding
share from AOP/BOI AND
none of the members is
assessable at a rate higher
then Maximum Marginal
Rate

At the Maximum Marginal Rate

3. Where any member is
charged to tax at a rate
higher than the MMR (eg:
Foreign
Company
is
member)

Share of that Member
At the rate at which such member
is taxable

applicable

to

At the Maximum Marginal Rate

Tax the entire Income at such
higher rate

Balance Income
At the Maximum Marginal Rate

Note: LTCG @ 20%, STCG (111A) @15%, Casual Income@30%
3.

Maximum Marginal Rate means the rate of tax (including surcharge, if any) applicable to the highest slab of
income in case of individuals [Sec. 2(29C)]

4.

From the Assessment Year 2013-14, tax payable (i.e. tax liability) cannot be less than 18.5 percent of
“Adjusted Total Income” in some specified cases.
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Ascertainment of Member’s share in AOP/BOI where shares are determinate and its taxability
[Section 67A, 86 & 110]
(1) Ascertainment of share in AOP/BOI [Sec. 67A]
Total income of the AOP/BOI
Less: Interest, salary, commission or other remuneration paid to any member
Balance apportionable to the members in proportion to their shares
Share of income allotted to a member (Head’s Wise)
Add: Salary, interest, commission or other remuneration received by the member of the
AOP or BOI
Total share
Less: Interest paid on capital borrowed for the purpose of investment in the AOP/BOI
Net assessable share income

Rs
xxx
xxx
xxx
xxx
xxx
xxx
xxx
xxx

(2) Tax treatment of share income of members [Sec. 86 and Sec. 110]
In computing total income of an assessee, there shall be included share income of a member of an
AOP or BOI subject to Section 86 and 110 of the Act.
The assessment of the members of AOP or BOI depends on whether the AOP or BOI is
chargeable to tax at the Maximum Marginal Rate or at Slab Rate or is not chargeable to tax at all.
Tax-treatment in the 3 cases is discussed below:
(a) Where AOP or BOI is chargeable to tax at a Maximum Marginal Rate or any Higher Rate, the share
of profit of a member is exempt from tax. Thus, it is not to be included in the total income of the
member [Sec. 86(a)]
(b) Where AOP or BOI is not taxed at the Maximum Marginal Rate but it is taxed at slab rates, the
share of profit of a member from AOP or BOI is to be included in the total income of the member
only for rate purposes. The member is entitled to a rebate of tax u/s 110 on the entire share of
profit at the average rate of tax applicable to total income. [Sec. 86(b)].
(c) Where AOP or BOI is not chargeable to tax at all, the share of profit of a member from AOP or BOI
is included in his total income and he will pay tax on it. He is not entitled to any rebate of tax
on such profits [Proviso to Sec. 86(b)].

6.

Computation of member’s share where share is unknown:
Income of AOP/BOI shall not be included in total income of the member
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Questions on AOPs AND BOIs
1. A & B are members of AOP, sharing profit and losses in the ratio of 5 : 3 and they are allowed the
following payments:
A
B
Rs
Rs
(i) Salary
40,000
60,000
(ii) Interest on capital or loan
20,000
10,000
You are required to compute taxable business profits of AOP and share of each member for the
Previous Year 2017-18 in the following cases:
(a) AOP has earned profit of Rs 3,00,000 after making the above payments;
(b) AOP has earned profit of Rs 3,00,000 before making the above payments;
(c) AOP has suffered loss of Rs 3,00,000 after making the above payments; and
(d) AOP has suffered loss of Rs 3,00,000 before making the above payments.
Solution:
Computation of income of AOP for the A.Y. 2018-19
Case (a)
Case(b)
Case (c)
Profit/ loss
(+) 3,00,000 (+) 3,00,000
(-) 3,00,000
Add: Inadmissible payments [Sec 40 (ba)]:
(i) Salary to members (40,000+60,000)
(+) 1,00,000
—
(+) 1,00,000
(ii) Interest on capital/loan to members:
(+) 30,000
—
(+) 30,000
(20,000 + 10,000)
Particulars

Profit/Loss as per Income Tax Law

Particulars
Salary
Interest
Divisible profit:
(a) 4,30,000–
1,30,000
(b) 3,00,000–
1,30,000
(c) (–)
1,70,000
-1,30,000
=(-)
3,00,000
(d) (-) 3,00,000
+(-)
1,30,000=
(-) 4,30,000
Share of
profit/loss

(+) 4,30,000

(+) 3,00,000

(-) 1,70,000

Computation of member’s share in the income/loss of the AOP
Case (a)
Case (b)
Case (c)
A
B
A
B
A
B
40,000
60,000
40,000
60,000
40,000
60,000
20,000
10,000
20,000
10,000
20,000
10,000

Case (d)
(-) 3,00,000
—
—

(-) 3,00,000

Case (d)
A
B
40,000
60,000
20,000
10,000

1,87,500

1,12,500

X

X

X

X

X

X

X

X

1,06,250

63,750

X

X

X

X

X

X

X

X

(1,87,500)

(1,12,500)

X

X

X

X

X

X

X

X

(2,68,750)

(1,61,250)

2,47,500

1,82,500

1,66,250

1,33,750

(1,27,500)

(42,500)

(2,08,750)

(91,250)

(i) Where assessed business income is a profit: Beneficial payments (i.e. salary, bonus, commission and
interest) made to partners should be deducted from assessed profit to arrive at divisible profit, which is to
be apportioned among members.
(ii) Where assessed business income is a loss: Beneficial payments made to partners should be added to
assess loss to arrive at the divisible loss which is to be apportioned among members.
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2. T and Q are individuals, who constitute an Association of Persons, sharing profit and losses in the
ratio of 2:1. For the accounting year ended 31st March 2018, the Profit and Loss Account of the
business was as under:
Particulars
Rs in ‘000 Particulars
Rs in ‘000
Cost of goods sold
6,250.00 Sales
9,900.00
Remuneration to:
Dividend from companies
25.00
T
130.00 Long-term Capital Gains
1,640.00
Q
170.00
256.00
Employees
Interest to :
T
48.30
35.70
Q
Other expenses
111.70
39.00
Sales-tax penalty due
Net Profit
4,524.30
11,565.00

11,565.00

Additional information furnished:
(i) Other expenses included:
(a) entertainment expenses of Rs 35,000;
(b) wristwatches costing Rs 2,500 each were given to 12 dealers, who had exceeded the sales quota
prescribed under a sales promotion scheme;
(c) employer’s contribution of Rs 6,000 to the Provident Fund was paid on 14th January 2018.
(d) Rs 30,000 was paid in cash to an advertising agency for publicity.
(ii) Outstanding sales tax penalty was paid on 15th April 2018. The penalty was imposed by the sales tax
officer for non-filing of returns and statements by the due dates.
(iii) T and Q had, for this year, income from other sources of Rs 3,50,000 and Rs 2,60,000, respectively.
Required to :
(i) Compute the total income of the AOP for the Previous Year 2017-18.
(ii) Ascertain the tax liability of the Association for that year; and
(iii) Ascertain the tax liability for that year of the individual members.
Solution:
(i) Computation of total income of the AOP for PY 2017-18
Particulars
Profit and Gains of Business (see Working Note below)
Long Term Capital Gain
Income from Other Sources [dividend is exempt u/s 10(34), assuming it is
from domestic companies]
Total Income
Working Note:
Computation of profits and gains of business:
Net profit as per Profit and Loss Account
Add: Inadmissible payments:
Interest to members T & Q (Rs 48,300 + Rs 35,700)
Advertising [disallowance u/s 40A(3)
Remuneration to members T & Q (Rs 1,30,000 + Rs 1,70,000)
Sales tax penalty due (See Note 3 below)
Less : Income not taxable under this head
Dividend from companies
Long term Capital Gain
Profits and Gains of Business
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Rs

Rs
33,12,300
16,40,000
NIL
49,52,300
45,24,300

84,000
30,000
3,00,000
39,000

4,53,000
49,77,300

25,000
16,40,000

16,65,000
33,12,300
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(ii) Computation of tax liability of the AOP for PY 2017-18
Long-term Capital Gain (Rs 16,40,000 × 20.6%)
Other Income ( Rs 33,12,300 × 35.535%)
Note :
1. Since one of the members has individual income more than the basic exemption limit, the AOP will be
assessed at the maximum marginal rate.
2. Since the employer’s contribution to PF has been paid during the Previous Year 2017-2018 itself, it is
allowable as deduction.
3. Penalty imposed for delay in filing sales tax return is not deductible since it is on account of infraction of
the law requiring filing of the return within the specified period.
4. Gift paid to dealers are solely for business purpose and hence, fully deductible item.
(iii) Computation of Tax Liability of members T & Q for the PY 2017-18
Particulars
Tax on Rs 3,50,000
Less: Rebate u/s 87A
Tax after rebate
Add : Surcharge
Tax before Cess
Add : Education cess @ 2%
Add : SHEC @ 1%
Net Tax Payable

Rs
5,000
2,500
2,500
Nil
2,500
50
25
2,580

Particulars
Tax on Rs 2,60,000
Less: Rebate u/s 87A
Add : Surcharge
Add : Education cess @ 2%
Add : SHEC @ 1%

Net Tax Payable

Rs
500
500
Nil
Nil
Nil
Nil
Nil
Nil

3. JK Associates is an Association of Persons (AOP) consisting of two members, J and K. Shares of the
members are: 60% (J) and 40% (K). Income of the AOP for the previous year 2017-18 is Rs. 6 lacs.
Compute tax liability of the AOP and the members in the following situations:
(i) J and K have their income, other than income from AOP, amounting to Rs. 1 lac and Rs. 2.7 lacs,
respectively.
(ii) J and K’s income, other than income from AOP, amount to Rs. 1 lac and Rs. 1.20 lacs,
respectively.
Answer
Computation of tax of AOP is governed by section 167B of the Income-tax Act, 1961. Tax on total
income of AOP is computed as follows:
i. If individual share of a member is known, and the total income of any member, excluding his share from
such AOP, exceeds the basic exemption limit, then the AOP will pay tax at the maximum marginal rate.
ii. If individual share of a member is known and no member has total income (excluding his share from AOP)
exceeding the basic exemption limit, then the AOP will pay tax at the rates applicable to an
individual.
Section 86 provides for assessment of share in the hands of members of AOP as follows:
A member’s share in the total income of AOP will be treated as follows:i. If an AOP has paid tax at the maximum marginal rate or a higher rate, the member’s share in the total
income of AOP will not be included in his total income and will be exempt.
ii. If the AOP has paid tax at regular rates applicable to an individual, the member’s share in the income of
AOP will be included in his total income and he will be allowed rebate at the average rate of tax in
respect of such share.
Tax Liability of J K Associates, AOP
i. As K’s income, other than that from the AOP, exceeds the basic exemption limit, the AOP shall pay tax at
maximum marginal rate of 35.535 % (i.e. 30% plus 15% surcharge plus education cess@2% plus
secondary and higher education cess@1%). Thus the tax payable by AOP = Rs. 6,00,000 x 35.535% =
Rs. 2,13,210.
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ii. Since none of the members have income, other than income from the AOP, exceeding the basic
exemption limit, the AOP would be taxed at the rates applicable to an individual. Therefore, the AOP’s tax
liability = Rs. 32,500 + Rs. 975 = Rs. 33,475.
Tax Liability of J and K
Particulars
(i)

(ii)

J
Rs.
Exempt
1,00,000
1,00,000
NIL

Share of profit from AOP
Income from other sources
Total Income
Tax liability
Less: Rebate
Total tax payable
Share of profit from AOP
Income from other sources
(A)
Tax liability
Less: Rebate under section 87A
Education cess@2% + SHEC@1%
Total tax payable
Average rate of tax [B/A x 100]
Total tax liability
Less: Rebate under section 86 in respect of
share of profit from AOP (share in AOP x
Average rate of tax)
Tax liability of members
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(B)

NIL

K
Rs.
Exempt
2,70,000
2,70,000
1,000
1,000
NIL

3,60,000
1,00,000
4,60,000
10,500
NIL
10,500
315
10,815
2.351%
10,815

2,40,000
1,20,000
3,60,000
5,500
NIL
5,500
165
5,665
1.574%
5,665

8,464
3,778
2,351 or, 2,350 1,887 or 1,890
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ASSESSMENT PROCEDURE
Self-assessment Tax [Section 140A]
(1) Where any Tax, Interest u/s 234A/B/C & Fee u/s 234F is payable on the basis of any return
required to be furnished under section 139 etc, after taking into account,—
(i)

the amount of tax, if any, already paid under any provision of this Act;

(ii)

any tax deducted or collected at source;

(iii)

any relief of tax or deduction of tax claimed under section 90 or section 91 on account of tax
paid in a country outside India;

(iv)

any relief of tax claimed under section 90A on account of tax paid in any specified territory
outside India referred to in that section; and

(v)

any tax credit claimed to be set off in accordance with the provisions of section
115JAA or section 115JD,

the assessee shall be liable to pay such tax together with interest & fee payable under any
provision of this Act for any delay in furnishing the return or any default or delay in payment of
advance tax, before furnishing the return and the return shall be accompanied by proof of
payment of such tax and interest
Where the amount paid by the assessee under this sub-section falls short of the aggregate
of the tax and interest & fee as aforesaid, the amount so paid shall first be adjusted towards
fee u/s 234F then towards interest payable and the balance, if any, shall be adjusted towards
the tax payable.
(2) After a regular assessment under section 143 or section 144 has been made, any amount paid
under sub-section (1) shall be deemed to have been paid towards such regular assessment
or assessment, as the case may be.
(3) If any assessee fails to pay the whole or any part of such tax or interest/fee in accordance with the
provisions of sub-section (1), he shall, without prejudice to any other consequences which he may
incur, be deemed to be an assessee in default in respect of such tax/interest/fee remaining
unpaid, and all the provisions of this Act shall apply accordingly.

Notice of Demand [Section 156]
When any tax, interest, fee, penalty, fine or any other sum is payable in consequence of any order
passed under this Act, the Assessing Officer shall serve upon the assessee a notice of demand in the
prescribed form specifying the sum so payable :
Provided that where any sum is determined to be payable by the assessee under sub-section (1)
of section 143, the intimation under those sub-sections shall be deemed to be a notice of demand for
the purposes of this section.
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Inquiry before Assessment [Section 142]
Section 142(1): Inquiry
1.

The Assessing Officer has power to make inquiry from any person
a. who has made a return under section 139 or
b. in whose case the time allowed under section 139(1) for furnishing the return has expired.
A notice can be issued:
I. where such person has not made a return within the time allowed under section 139(1),
to furnish a return of his income [142(1)(i)] or
II. to produce such accounts or documents as the Assessing Officer may require
[142(1)(ii)], or
III. to furnish in writing and verified in the prescribed manner information in such form and on
such points or matters including a statement of all assets and liabilities of the
assessee, whether included in the accounts or not, as the Assessing Officer may require
[142(1)(iii)].
Provided:
a. Previous approval of Joint Commissioner is required before requiring the assessee
to furnish a statement of all assets and liabilities not included in the accounts.
b. The AO shall not require the production of any accounts relating to a period more than
3 years prior to the previous year.

Note:
1. Notice u/s 142(1)(i) is not mandatory in case of Best Judgement Assessment u/s 144.
2.

Notice u/s 142(1)(ii) is issued for the purpose of assessment. Normally, notice u/s 142(1)(ii) is
issued after giving the notices u/s 143(2), 144

3.

Notice u/s 142(1)(i) can also be issued after the end of relevant AY

4.

Notice u/s 142(1)(ii) can be issued whether the assessee has filed return of income or not.

Section 142(2): For the purpose of obtaining full information in respect of the income or loss of any
person, the Assessing Officer may make such inquiry as he considers necessary.
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Section 142(2A): Special Audit
1.

If at any stage of proceedings (assessment or re-assessment) before the Assessing Officer,
having regard to the
a. nature and complexity of the accounts,
b. volume of the accounts,
c. doubts about the correctness of the accounts,
d. multiplicity of transactions in the accounts or
e. specialised nature of business activity of the assessee and
f. the interests of the revenue,
opines that it is necessary so to do, he may, with the previous approval of the Principal Chief
Commissioner or Chief Commissioner or Principal Commissioner or Commissioner, direct
the assessee, to get the accounts audited by an accountant, as defined in the Explanation below
section 288(2) and to furnish an audit report, within such period as may be specified, in the
prescribed form.

2.

Provided that the AO shall not direct the assessee to get the accounts so audited unless the
assessee has been given a reasonable opportunity of being heard. [Show Cause Notice]

3.

Period of audit may be extended by AO suomoto or on request of assessee, but total period
should not exceed 180 days from date of receipt of direction.

4.

These provisions of audit shall have effect notwithstanding that the accounts of the assessee have
been already audited. Audit expenses will be paid by CG.

5.

Opportunity to Assessee [Section 142(3)]: The assessee shall be given an opportunity of being
heard in respect of any material gathered on the basis of any inquiry or any audit and proposed
to be utilised for the purposes of the assessment. Such opportunity need not be given where
the assessment is made under section 144.
[Notice u/s 142(2A) cannot be issued after the completion of Assessment /Re-assessment]

Estimation of value of assets by Valuation Officer [Section 142A] [W.e.f. 01/10/2014]
1.

The Assessing Officer may, for the purposes of assessment or reassessment, make a reference to
a Valuation Officer to estimate the value, including fair market value, of any asset, property or
investment and submit a copy of report to him.

2.

The Assessing Officer may make a reference to the Valuation Officer whether or not he is
satisfied about the correctness or completeness of the accounts of the assessee.(Rejection of
books is now not mandatory)

3.

The Valuation Officer shall, estimate the value of the asset, property or investment after taking into
account such evidence as the assessee may produce and any other evidence in his possession
gathered, after giving an opportunity of being heard to the assessee

4.

The Valuation Officer may estimate the value of the asset, property or investment to the best of
his judgment, if the assessee does not co-operate or comply with his directions.

5.

The Valuation Officer shall send a copy of the report of the estimate to the Assessing Officer and
the assessee, within a period of 6 months from the end of the month in which a reference is
made under sub-section (1).
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6.

The Assessing Officer may, on receipt of the report from the Valuation Officer, and after
giving the assessee an opportunity of being heard, take into account such report in making the
assessment or reassessment.

7.

Section 153 provides that the time period beginning with the date on which the reference is made
to the VO and ending with the date on which his report is received by AO shall be excluded from
the time limit provided for completion of assessment.

ASSESSMENT [Section 143]


Assessing Officer can complete the assessment without passing a regular assessment order. The
assessment is completed on the basis of return submitted by the assessee. Assessing Officer
has adopted a two-stage procedure of assessment as part of risk management strategy.



In the first stage, all tax returns are processed to correct arithmetical mistakes, internal
inconsistencies, tax calculation and verification of tax payment. At this stage, no verification of
the income is undertaken.
In the second stage, certain percentage of the tax returns are selected for scrutiny/ audit on the
basis of the probability of deducting tax evasion. At this stage, the tax administration is
concerned with the verification of the income.

Intimation [Section 143(1)]
 Total income of the assessee shall be computed under section 143(1) after making the following
adjustments to the total income in the return
(i)

Any Arithmetical errors in the return; or

(ii) An Incorrect claim, if such incorrect claim is apparent from any information in the return.
(iii) disallowance of loss claimed, if return of the previous year for which set off of loss is
claimed was furnished beyond the due date specified under sub-section (1) of section 139;
(iv) disallowance of expenditure indicated in the audit report but not taken into account in
computing the total income in the return;
(v)

disallowance of deduction claimed under sections 10AA, 80-IA, 80-IAB, 80-IB, 80IC, 80-ID or section 80-IE, if the return is furnished beyond the due date specified under
sub-section (1) of section 139; or

(vi) addition of income appearing in Form 26AS or Form 16A or Form 16 which has not been
included in computing the total income in the return:
Provided that no such adjustments shall be made unless an intimation is given to the assessee
of such adjustments either in writing or in electronic mode
Provided further that the response received from the assessee, if any, shall be considered before
making any adjustment, and in a case where no response is received within 30 days of the issue
of such intimation, such adjustments shall be made;
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 the Tax, Interest & Fee, if any, shall be computed on the basis of the total income computed
above
 an intimation shall be prepared or generated and sent to the assessee specifying the sum
determined to be payable by, or the amount of refund due to, the assessee
 the amount of refund due to the assessee in pursuance of the above determination shall be
granted to the assessee.
 An intimation shall also be sent to the assessee in a case where the loss declared in the return by
the assessee is adjusted but no tax, interest or fee is payable by, or no refund is due to, him:
 No intimation shall be sent after the expiry of 1 year from the end of the financial year in
which the return is made. (Sent and not served)
 The acknowledgement of the return shall be deemed to be the intimation in a case where no
sum is payable by, or refundable to, the assessee, and where no adjustment has been made.
 “An incorrect claim” means claim on the basis of an entry, in the return
(i) of an item, which is inconsistent with another entry of the same or some other item in such
return;
(ii) information required to be furnished to substantiate such entry, has not been furnished
under the Act; or
(iii) in respect of a deduction, where such deduction exceeds specified statutory limit which
may have been expressed as monetary amount or percentage or ratio or fraction.
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Regular Assessment [Section 143(3)] – For verification of income


NOTICE U/S 143(2)
Where a return has been furnished under section 139, or in response to a notice under sub-section
(1) of section 142,the Assessing Officer or the prescribed income tax authority, as the case
may be, shall, if he considers it necessary or expedient to ensure that the assessee has not
understated the income or has not computed excessive loss or has not under-paid the tax
in any manner, serve on the assessee a notice u/s 143(2) requiring him, either to attend his office
or to produce, any evidence on which the assessee may rely in support of the return. [AO is not
required to posses any reason to believe]
However, no notice shall be served after the expiry of SIX months from the end of the
financial year in which the return is furnished.



Section 143(3)
On the day specified in the notice issued under sub-section (2), or as soon afterwards as may be,
after hearing such evidence as the assessee may produce and such other evidence as the
Assessing Officer may require on specified points, and after taking into account all relevant
material which he has gathered, the Assessing Officer shall, by an order in writing, make an
assessment of the total income or loss of the assessee, and determine the sum payable by him
or refund of any amount due to him on the basis of such assessment:

Best Judgement Assessment [Section 144]


Best judgement assessment (popularly known as ex-parte assessment) can be made if the
assessee fails to comply with the requirement of law as following:1. The assessee fails to file a return u/s 139 or
2. He fails to comply with the terms of the notice issued u/s 142(1) or fails to comply with a
direction issued u/s 142(2A).
3. After filing a return he fails to comply with all the terms of the notice issued u/s 143(2).



In such a situation the A.O. after taking into account all relevant materials which he has gathered
and after giving the assessee an opportunity of being heard shall make an assessment of
income or loss to the best of his judgement and determine the sum payable by him.



Provided that such opportunity shall be given by the Assessing Officer by serving a notice calling
upon the assessee to show cause, on a date and time to be specified in the notice, why the
assessment should not be completed to the best of his judgment.



However, where a notice u/s 142(1) has already been issued to the assessee it will not be
necessary to give him such opportunity of being heard.



There is no provision for granting refund u/s 144.



AO u/s 144 cannot assess the income below the returned income & cannot assess the loss higher
than the return loss



Order u/s 144 should be a speaking order. It means AO must specify the basis of computation of
Income u/s 144 & the basis must be rational & scientific.
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Section 153: Time limit for completion of assessment and reassessment.
Regular assessment U/s 143 or 144 must be made within 21 months of the relevant assessment
year.
FA 2017
Provided that in respect of an order of assessment relating to the assessment year commencing
on the 1st day of April, 2018, the provisions of this sub-section shall have effect, as if for the words
"twenty-one months", the words "eighteen months" had been substituted :
Provided further that in respect of an order of assessment relating to the assessment year
commencing on or after the 1st day of April, 2019, the provisions of this sub-section shall have
effect, as if for the words "twenty-one months", the words "twelve months" had been substituted.
Where a reference has been made to the transfer pricing officer for determination of Arm’s Length Price
in International transaction, assessment order under section 143(3) is to be passed within 33
months [or 30 months or 24 months as the case may be] from the end of the relevant AY.
[Extended by 12 Months]

Power of Joint Commissioner to issue directions in certain cases [Section 144A]
A Joint Commissioner may,
 on his own motion or
 on a reference being made to him by the Assessing Officer or


on the application of an assessee,

call for and examine the record of any proceeding in which an assessment is pending and, if he
considers that, having regard to the nature of the case or the amount involved or for any other reason, it
is necessary or expedient so to do, he may issue such directions as he thinks fit for the guidance
of the Assessing Officer to enable him to complete the assessment and such directions shall be
binding on the Assessing Officer.
No directions which are prejudicial to the assessee shall be issued before an opportunity is given to the
assessee to be heard.
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Method of Accounting [Section 145]
1.

Income chargeable under the head "Profits and gains of business or profession" or "Income from
other sources" shall, subject to the provisions of sub-section (2), be computed in accordance with
either cash or mercantile system of accounting regularly employed by the assessee.

2.

The CG may notify in the Official Gazette from time to time Income Computation and Disclosure
Standards (ICDSs) to be followed by any class of assessees or in respect of any class of income.

3.

Where,
 the Assessing Officer is not satisfied about the correctness or completeness of the
accounts of the assessee, or
 the method of accounting provided in sub-section (1) has not been regularly followed by
the assessee, or
 income has not been computed in accordance with the standards notified under subsection (2),
the Assessing Officer may make an assessment in the manner provided in Section 144.

Method of Accounting in certain cases [Section 145A]
Notwithstanding anything to the contrary contained in Section 145,a)

the valuation of purchase and sale of goods and inventory for the purposes of determining the
income chargeable under the head "Profits and gains of business or profession" shall bei. in accordance with the method of accounting regularly employed by the assessee; and
ii. further adjusted to include the amount of any tax, duty, cess or fee (by whatever name
called) 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.
For the purposes of this section, any tax, duty, cess or fee (by whatever name called) under any
law for the time being in force, shall include all such payment notwithstanding any right arising
as a consequence to such payment;

b) interest received by an assessee on compensation or on enhanced compensation, as the case
may be, shall be deemed to be the income of the year in which it is received.
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RECTIFICATION OF MISTAKES [Section 154]
A.

With a view to rectifying any mistakes apparent from the record, an income-tax authority referred to
in Section 116 may amend
 any order passed by it under provisions of this Act or
 any intimation or deemed intimation under Section 143(1).
 amend any intimation under Section 200A(1) – Processing of Statement of TDS
 amend any intimation under Section 206CB(1) – Processing of Statement of TCS
[ITAT is not an Income Tax Authority]

B.

Where any matter has been considered and decided in any proceeding by way of appeal or revision
relating to an order referred above, the authority passing such order may, notwithstanding anything contained
in any law for the time being in force, amend the order in relation to any matter other than the matter
which has been so considered and decided. [Partial Merger]

C.

At whose instance mistakes can be rectified:
a) The concerned authority may make the necessary amendment of its own motion.
b) The concerned authority has to make such amendment for rectifying any mistake brought to its notice
by the assessee or by the deductor/collector.
c) Where the concerned authority is the Commissioner (Appeals) and the mistake has been brought to
his notice by the Assessing Officer, it has to make such amendment.

D.

Procedure:
An amendment of the following nature can be made only after the concerned authority has given notice
in this respect and also a reasonable opportunity of being heard to the assessee or
deductor/collector
(a) Amendment which enhances an assessment.
(b) Amendment which reduces a refund.
(c) Amendment which otherwise increases the liability of the assessee or deductor or collector.
If any amendment enhances the assessment or reduces a refund already made, a notice of demand is
served on the assessee or deductor or collector. Such notice is deemed to be a notice u/s 156.

E.

Time Limit for Rectification:
No amendment under this section can be made after the expiry of 4 years from the end of the financial
year in which the order sought to be amended was passed.
However, if a valid application has been made by the assessee for rectification within the statutory time limit
but is not disposed of by the concerned authority within the time specified, it may be disposed of even after
the expiry of such time limit [Circular No. 73, dated 7th January, 1972]. This relief is, however, not
admissible in case rectification proceedings are initiated by the department itself.

F.

Where an application is made by the assessee/deductor/collector to an Income Tax Authority, the
Income Tax Authority shall pass an order, within a period of 6 months from the end of the month in
which the application is received by it
(a) Making the amendment or
(b) Refusing to allow the claim
If order under section 154 is not passed within 6 months, then the rectification application of the
assessee/deductor/collector shall be deemed to be allowed in favour of the assessee.

G.

Action against Rectification Order:
(i) Appeal can be made to the Commissioner (Appeals) u/s 246A. Appeal can also be made against an
order passed under this section refusing to rectify a mistake.
(ii) Appeal can be made to the Appellate Tribunal u/s 253.
(iii) Revision application can be made u/s 264.
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Class Notes
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MISC. TOPICS
Definition of “Assessee”
As per section 2(7), “assessee” means a person by whom any tax or any other sum of money is payable under the
Income-tax Act, 1961. In addition, the term includes –


Every person in respect of whom any proceeding under the Income-tax Act, 1961 has been taken for the
assessment of –
 his income; or
 the income of any other person in respect of which he is assessable; or
 the loss sustained by him or by such other person; or
 the amount of refund due to him or to such other person.



Every person who is deemed to be an assessee under any provision of the Income-tax Act, 1961;



Every person who is deemed to be an assessee-in-default under any provision of the Income-tax Act, 1961.

Income – Section 2(24):
The expression “Income" is of utmost importance, because under the Income-tax Act, it is income for which a person is
to be charged to tax. Yet the term income has not been defined in the Income-tax Act, except that Section 2(24)
enumerates certain things to be considered as income.
According to the definition given by Section 2(24), Income includesa)

profits and gains of business or profession ;

b)

dividend ;

c)

voluntary contributions received by a Charitable Trust/Religious Trust or University/Educational Institution or
Hospital

d)

the value of any perquisite of profit in lieu of salary taxable u/s 17 and any special allowance or benefit,
specifically granted either to meet personal expenses or for performance of duties of an office or an employment
of profit.

e)

the value of any benefit or perquisite, whether convertible into money or not, received by a director or any of his
relatives including the sums paid by the company which otherwise would have been payable by those persons;

f)

the value of any benefit or perquisite, whether convertible into money or not, obtained by a representative
assessee or by any person on whose behalf or for whose benefit any income is received by the representative
assessee, including any sum paid by the representative assessee, which would otherwise have been payable by
the beneficiary;

g)

any sum chargeable to income-tax under sub-clauses (ii), (iii), (iiia), (iiib), (iiic), (iv), (v), (va) of Section 28,
Section 41 or Section 59;

h)

any capital gains chargeable under Section 45;
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the profits and gains of business of insurance carried on by a mutual insurance company or by a cooperative society, computed in accordance with Section 44;

j)

The profits and gains of any business of banking (including providing credit facilities) carried on by a cooperative society with its members;

k)

any winnings from lotteries, crossword puzzles, races including horse races, card games and other games of
any sort or from gambling or betting of any form or nature whatsoever ;

l)

any sum received by the assessee from his employees towards welfare fund contributions such as Provident
Fund, Superannuation Fund etc.

m) any sum received under a Keyman insurance policy including the sum allocated by way of bonus on such
policy.
n)

any sum referred to in clause (viia) or clause (viib) of Section 56(2).

o)

any sum of money referred to in clause (ix) of sub-section (2) of section 56.

p)

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 other than
(i)

the subsidy or grant or reimbursement which is taken into account for determination of the actual cost of
the asset in accordance with the provisions of Explanation 10 to Section 43(1) or

(ii)

FA16: the subsidy or grant by the CG for the purpose of the corpus of a trust or institute
established by the CG or a SG, as the case may be.

It may be noted that the above mentioned definition merely describes certain receipts as being income. This does not
define the term income itself. Judicial pronouncements, however, have held that the term income is of widest
connotation. Therefore, any other receipts that fall within the natural meaning of the term may also be included
for this purpose.

Some general considerations regarding the concept of income:
•

Regular and definite source:
Income generally denotes monetary return coming in from a source which is regular or expected to be regular.
However, regularity and definite source are not the defining characteristics of income. Even a casual and
non-recurring receipt like income from lottery may be income

•

Form of income: Income may be received in cash as well as in kind

•

Legality of income: Income, even if it is illegal, is taxable under the Income-tax Act

•

Lump sum receipt: Lump sums received may also be treated as income.

•

Outside source: Income should be received from outside. A person cannot make a profit or income by dealing
with himself.

•

Nature at the time of receipt: If an amount is not income at the time of receipt, it cannot be treated as income
subsequently due to changed circumstances.

•

Dispute as regards title to income: Where title to income is in dispute, the recipient of the income shall be
charged to tax although he may have to return the income to the contending party

•

Personal gifts: Gifts which are purely of a personal nature are not income.

•
Pin money: Money received by a wife from her husband to meet her personal expenses is not income.
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Bond Washing Transactions [Section 94]
A bond-washing transaction is a transaction where securities are sold some time before the due date of interest and
reacquired after the due date is over. This practice is adopted by persons in the higher income group to avoid tax by
transferring the securities to their relatives/friends in the lower income group just before the due date of payment of
interest. In such a case, interest would be taxable in the hands of the transferee, who is the legal owner of securities.
In order to discourage such practice, Section 94(1) provides that where the owner of a security transfers the
security just before the due date of interest and buys back the same immediately after the due date and
interest is received by the transferee, such interest income will be deemed to be the income of the transferor
and would be taxable in his hands.

Restrictions on Allowability of Expenditure [Section 14A]
As per section 14A, expenditure incurred in relation to any exempt income is not allowed as a deduction while
computing income under any of the five heads of income [Sub-section (1)].

Instances of agricultural income: The following are some examples of incomes which have
been held to be agricultural income:


Income from use of land for grazing of cattle required for agricultural pursuit.



Profit on sale of crops after harvest, made by cultivator or receiver of rent-in-kind.



Compensation received from insurance company for damage caused to the crops by hailstorm or flood.



Salary, interest on capital, share of profits, etc., received by a partner of a firm having agricultural
income.



Income from running a dairy which is purely incidental to agriculture



Income from growing flowers and creepers.



Income from saplings and seedlings grown in nursery

Instances of non-agricultural income: The following are some examples of incomes which
have been held to be non-agricultural income:


Income from sale of trees, flowers and fruits growing spontaneously in forests



Profits arising from purchase and sale of standing crops



Remuneration received by a manager as a percentage of profit from a firm having agricultural income



Dividends paid by a company from its agricultural incomes



Income from fisheries



Royalty income from mines



Poultry farming



Annuity received for transfer of agricultural land



Interest on arrears of rent payable in respect of agricultural land



Interest received by a money lender in the form of crops
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DISTINCTION BETWEEN CAPITAL AND REVENUE RECEIPTS
Since the subject matter of income-tax is “income”, as a matter of general rule and except for those which
are specifically exempt under the Income-tax Act, all revenue receipts are taxable. A capital receipt is
taxable, subject to the other provisions of the Act, if it falls within the purview of Section 45.
Although the distinction between capital and income is of fundamental importance in accounting, in the
absence of an exhaustive definition of income under the Income-tax Act, such distinction is not easily made.
However, based on a number of judicial pronouncements, the following general principles may be
relied upon while making a distinction between capital and revenue receipts:
a)

Disintegration of single sum into capital and income: Where a composite sum is received, it should
be apportioned and the part which is revenue in nature should be charged to tax.

b) Lump sum and periodic sum: An income need not be recurring one. Similarly, a capital receipt need
not be a single receipt. In a number of cases it has been held that a single or occasional receipt may be
an item of income and an annual receipt recurring over a number of years may be capital receipt.
c)

Magnitude of receipt: The magnitude of receipt is not material for deciding its nature.

d) Accounting treatments: The name given to the transaction by the parties involved or its treatment in
the books of account may not alter its character as capital or revenue. For example, if a receipt is a
trading receipt, its treatment in the books of account otherwise will not prevent the assessing authority
from treating it as trading receipt.
e)

Income from wasting assets: Profits from capital which is consumed and exhausted in the process of
realization, e.g. royalties from mines and quarries, is taxable as income regardless of the consumption
of capital involved in the process.

f)

Receipt from fixed capital: A receipt is not taxable when it is referable as fixed capital. However, what
is capital asset in the hands of one person may be trading asset in the hands of another person and
accordingly, the incidence of tax may vary according to the nature of the trade in connection with which
it arises.

g) Capital sale and business sale: While a transaction entered into in the ordinary course of business is
revenue receipt, profits accruing from the sale of any assets are capital receipt.
h) Transactions in the ordinary course of business: A transaction carried out in the ordinary course of
business is normally in the nature of trade. However, there can be a situation when transaction in the
ordinary course of business may be regarded as capital in nature.
For example, when a moneylender takes over a land from his debtor in satisfaction of a debt and
subsequently sells it, it may be regarded as sale of capital investment. However, whether a
transaction is in the course of business or an isolated transaction, the onus is on the Income-tax
Department to prove it.
i)

Shares and securities: The profit or loss on sale of shares held by an ordinary investor would be
capital in nature, but when such shares are held as part of the business of the assessee, such profits
and losses would be revenue in nature.

Instances of transactions which are capital in nature but specifically taxable:
1. Capital gains arising from sale of capital assets defined in section 2(14). [Section 45]
2. Compensation for termination of service or modification in the terms of service [Section 17(3)]
3. Compensation or other payments due to or received by the persons specified u/s 28(ii)/ u/s 28(va).
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DISTINCTION BETWEEN CAPITAL EXPENDITURES AND REVENUE EXPENDITURES
As with capital receipts and revenue receipts, the distinction between capital expenditure and revenue
expenditure is of utmost importance, because the Income-tax Act normally allows revenue expenditure,
while capital expenditures are by and large disallowed.
The general principles for distinction between capital expenditure and revenue expenditure are more or less
the same as those discussed above.
For example, lump sum and periodic payment or the magnitude of payment or treatment in the books of
account is not the material consideration for distinguishing between capital and revenue expenditures.
Similarly, in distinguishing between capital and revenue expenditures, it does not matter whether the
amount is paid voluntarily or involuntarily.
A few distinguishing tests for capital and revenue expenditures are discussed below:
a.

Acquiring asset or advantage of enduring nature: When a expenditure is made for the purpose of
bringing into existence an asset or an advantages of enduring nature, such expenditure is to be
regarded as capital expenditure.

b.

Capital assets belonging to third parties: Even though a expenditure results in the creation of a
capital asset, if the capital asset belongs to a third party, such expenses will be treated as revenue
expenditure.

c.

Expenditure which facilitates assessee‘s business: If a expenditure facilitates the assessee‘s
trading operations or helps the assessee to carry out business more efficiently, then irrespective of the
consideration that the benefit may be of enduring nature, it will be treated as revenue expenditure.

d.

Expenditure related to fixed capital and circulating capital: Any expenditure in relation to fixed
capital or capital asset is capital expenditure. Expenditure related to stock-in-trade or circulating capital
is revenue in character.

e.

Initial expenditure: Expenditure connected with the basic framework of business, or incurred in
connection with the extension of business or for substantial replacement of equipment are capital in
nature.

f.

Expenditure for goodwill, route permits, etc.: Expenditure incurred for acquiring goodwill is capital
expenditure. Similarly, amount paid by a transport operator for route permit is also capital expenditure.

g.

Payment for know-how, patents and trademarks: On several occasions, the Supreme Court has
held that payments made for acquisition of know-how, trademarks and patents to be revenue
expenditures.

h.

Buying off competition: Any payment made to a competitor so as to prevent them to compete, is a
benefit of enduring nature. It is, therefore, capital expenditure.

i.

Legal expenses for maintenance of asset: Expenditure incurred by the assessee to maintain the
asset in good conditions or legal expenses incurred to defend assessee’s title to the assets is held to be
revenue expenditure.
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TAX PLANNING, TAX AVOIDANCE AND TAX EVASION


The issue involving the distinction among tax planning, tax avoidance and tax evasion is a debatable one that has
resulted into diverse legal judgments in the past.



Accordingly, the Income-tax laws in India and elsewhere have undergone many changes to tackle revenue losses
for the government.



The income-tax law provides for a tax-payer to plan his taxes so that his tax liability is minimal. Thus,
when a person arranges his financial affairs within the scope of the law in a manner that would give him the
maximum benefit of the various exemptions, deductions, rebates and reliefs to reduce his tax liability, it would be
called tax planning.



Nevertheless, the distinction between tax planning and tax avoidance is extremely thin and can be made only
with respect to the intention of the tax-payer.
Any device that twists the law or purports to defeat the spirit of the law, may be called tax avoidance. Tax
avoidance is illegal.



Tax evasion, on the other hand is taking resort to various means such as suppression of facts and figures,
furnishing false details, etc., with a clear intention to deceive. It is a crime against society and is punishable
under the law.
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Income Computation and Disclosure Standards
Under section 145(1), income chargeable under the heads “Profits and gains of business or profession” or
“Income from other sources” shall be computed in accordance with either the cash or mercantile system of
accounting regularly employed by the assessee.
Section 145(2) empowers the Central Government to notify in the Official Gazette from time to time,
income computation and disclosure standards to be followed by any class of assessees or in respect of any
class of income. Non-compliance of ICDS will lead to Best Judgment Assessment u/s 144.
Accordingly, the Central Government has, vide Notification dated 31.3.2015, in exercise of the powers
conferred under section 145(2), notified 10 ICDSs to be followed by all assessees, following the
mercantile system of accounting, for the purposes of computation of income chargeable to income-tax under
the head “Profit and gains of business or profession” or “Income from other sources”.
This notification shall come into force with effect from 1st April, 2015, and shall accordingly apply to the
A.Y. 2016-17 and subsequent assessment years.
However CG further has notified revised ICDSs w.e.f AY 17-18 (in place of Old ICDS) vide notification
dated 29.09.2016.
Newly Notified ICDSs have to be followed by all assessees (other than Individual & HUF who is not
required to get his accounts of the previous year audited as per Section 44AB) following the
mercantile system of accounting from AY 17-18 onwards.
All the notified ICDSs are applicable for computation of income chargeable under the head “Profits and
gains of business or profession” or “Income from other sources” and not for the purpose of maintenance
of books of accounts.
In the case of conflict between the provisions of the Income tax Act, 1961 and the notified ICDSs, the
provisions of the Act shall prevail to that extent.
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10 ICDSs

ICDS No.

Name of the ICDS

ASs

ICDS – I

A - Accounting Policies

AS 1

ICDS – II

I - Valuation of Inventories

AS 2

ICDS – III

C - Construction Contracts

AS 7

ICDS – IV

R - Revenue Recognition

AS 9

ICDS – V

F - Tangible Fixed Assets

AS 10

ICDS – VI

F - The Effects of changes in Foreign Exchange Rates

AS 11

ICDS – VII

G - Government Grants

AS 12

ICDS – VIII

S - Securities

AS 13

ICDS – IX

B - Borrowing Costs

AS 16

ICDS – X

P - Provisions, Contingent Liabilities and Contingent Assets

AS 19
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ICDS I: Accounting Policies
A. This Income Computation and Disclosure Standard deals with significant accounting policies.
B. The fundamental Accounting assumptions as used in this ICDS are:
1.
2.
3.

Going Concern,
Consistency &
Accrual.

Other fundamental accounting assumptions which are conspicuous by their absence are materiality
and prudence. [In the absence of these concepts considerable time and cost will be involved
making adjustments in net profit to arrive at business income.]
C. The standard has defined accounting policy as the specific accounting principles and the methods
of applying those principles adopted by a person.
D. Accounting policies adopted by a person shall be such so as to represent a true and fair view of
the state of affairs and income of the business, profession or vocation.
For this purpose:
(i) the treatment and presentation of transactions and events shall be governed by their
substance and not merely by the legal form; and
(ii) marked to market loss or an expected loss shall not be recognised unless the recognition of
such loss is in accordance with the provisions of any other Income Computation and Disclosure
Standard.
E. An accounting policy shall not be changed without reasonable cause. The word ‘reasonable cause‘
is not defined in the ICDS
F.

Disclosure of accounting policies:
i.
All significant accounting policies adopted by a person shall be disclosed. Any change in an
accounting policy which has a material effect shall be disclosed (with quantum of the effect,
if ascertainable). Where such amount is not ascertainable, the fact shall be indicated.
ii.

If the fundamental accounting assumptions of Going Concern, Consistency and Accrual are
followed, specific disclosure is not required. If a fundamental accounting assumption is
not followed, the fact shall be disclosed.
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26.4

AS 5 which deals with changes in accounting policies, permits change in accounting policies if
adoption of different accounting policies is required by –
i. statute; or
ii. for the purpose of compliance with an accounting standard; or
iii. if such change results in a more appropriate presentation of financial statements.

ICDS I, however, states that an accounting policy should not be changed without any “reasonable
cause”.
The term “reasonable cause” has not been defined and would involve exercise of judgment by
management and tax authorities. A clarification as to the meaning and scope of “reasonable cause” would
help avoid litigation.
Question: How would non-consideration of prudence in selection and application of accounting policies
impact the computation of total income under the Income-tax Act, 1961? Give examples of nonconsideration of prudence in the Income Computation and Disclosure Standards (ICDSs).
Answer
The concept of prudence requires that provisions should be made for all known liabilities and losses
even though the amount cannot be determined with certainty and represents only a best estimate in the light
of available information.
Non-consideration of prudence in selection and application of accounting policies may have the impact of
earlier recognition of income and gains or later recognition of expenses or losses for tax computation.
Examples of non-consideration of prudence in the ICDSs:
(i) The requirement in ICDS VII on Government Grants that recognition of a Government grant shall not
be postponed beyond the date of actual receipt, even if conditions attached to the grant are not
fulfilled.
(ii) Non-recognition of expected losses on construction contracts and contract costs, recovery of which is
not probable, as an expense immediately, in ICDS III on Construction Contracts.
(iii) Non-recognition of provision for loss on onerous contracts (Delayed contracts).
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ICDS II : Valuation of Inventories
A. The standard shall be applicable to the valuation of inventories.
B. However, the following shall be excluded from the purview of the standard:
(a) Work‐in‐progress arising under ‘construction contract’ including directly related service contract
which is dealt with by the ICDS on construction contracts;
(b) Work‐in‐progress which is dealt with by other ICDS;
(c) Shares, debentures and other financial instruments held as stock‐in‐trade which are dealt with
by the ICDS on securities;
(d) Producers‘ inventories of livestock, agriculture and forest products, mineral oils, ores and gases to
the extent that they are measured at net realizable value;
(e) Machinery spares, which can be used only in connection with a tangible fixed asset and their
use is expected to be irregular, shall be dealt with in accordance with the ICDS on tangible fixed
assets.
C. In accordance with the standard, valuation of inventories shall be valued at Cost or Net Realizable
Value, whichever is lower.
D. “Inventories” has been defined to mean assets held for Sale in the ordinary course of business;
 in the process of production for such sale;
 in the form of materials or supplies to be consumed in the production process or in the
rendering of services.
E. "Net Realizable Value" is the estimated selling price in the ordinary course of business less the
estimated costs of completion and the estimated costs necessary to make the sale.
F.

Cost of inventories:
Cost of inventories shall comprise of all costs of purchase, costs of services, costs of conversion and
other costs incurred in bringing the inventories to their present location and condition.


The costs of purchase shall consist of purchase price including duties and taxes, freight
inwards and other expenditure directly attributable to the acquisition. Trade discounts, rebates
and other similar items shall be deducted in determining the costs of purchase.



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



The costs of conversion of inventories shall include costs directly related to the units of
production and a systematic allocation of fixed and variable production overheads that are
incurred in converting materials into finished goods.
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 Other costs shall be included in the cost of inventories only to the extent that they are incurred in
bringing the inventories to their present location and condition.


Interest and other borrowing costs shall not be included in the costs of inventories, unless
they meet the criteria for recognition of interest as a component of the cost as specified in the ICDS
on borrowing costs.

G. In determining the Cost of Inventories, the following costs shall be excluded and recognised as
expenses of the period in which they are incurred, namely: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.
H. Cost formulas:
The standard recognizes three formulae, e.g. (i) Specific Identification Method; (ii) First-in-FirstOut Method; and (iii) Weighted Average Cost.
The Cost of inventories of items that are not ordinarily interchangeable; and goods or services produced
and segregated for specific projects shall be assigned by specific identification of their individual
costs.
Where there are a large numbers of items of inventory which are ordinarily interchangeable, specific
identification of costs shall not be made. Cost of inventories shall be assigned by using the First-in
First-out (FIFO), or weighted average cost formula.
I.

Techniques for the Measurement of Cost:
a) Techniques for the measurement of the cost of inventories, such as the standard cost
method or the retail method, may be used for convenience if the results approximate the actual
cost.
b) Standard costs take into account normal levels of consumption of materials and supplies, labour,
efficiency and capacity utilisation. They are regularly reviewed and, if necessary, revised in the light
of the current conditions.
c) The retail method can be 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. The cost of the inventory is determined by reducing from the sales value
of the inventory, the appropriate percentage gross margin. The percentage used takes into
consideration inventory, which has been marked down to below its original selling price. An
average percentage for each retail department is to be used.

J.

The method of valuation of inventories once adopted by a person in any previous year shall not be
changed without reasonable cause.
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K. Valuation of Inventory in Case of Certain Dissolutions - IMP
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.
L.

Disclosure: The following aspects shall be disclosed:
 the accounting policies adopted in measuring inventories including the cost formulae used; and
 the total carrying amount of inventories and its classification appropriate to a person.
Question:
How is inventory on the date of dissolution of a firm to be valued, where the firm’s business is to
be continued by one of its partners, in a case where the dissolution has taken place on or after
1.4.2016? What was the manner in which such inventory would have been valued had the
dissolution taken place on 31.3.2016?
Answer
Under section 145(1), income chargeable under the heads “Profits and gains of business or profession”
or “Income from other sources” shall be computed in accordance with either the cash or mercantile
system of accounting regularly employed by the assessee. Section 145(2) empowers the Central
Government to notify in the Official Gazette from time to time, income computation and disclosure
standards to be followed by any class of assessees or in respect of any class of income. Accordingly,
the Central Government has, in exercise of the powers conferred under section 145(2), notified ten
income computation and disclosure standards (ICDSs) to be followed by all assesses (other than an
individual or a Hindu undivided family who is not required to get his accounts of the previous year
audited in accordance with the provisions of section 44AB), following the mercantile system of
accounting, for the purposes of computation of income chargeable to income-tax under the head “Profit
and gains of business or profession” or “Income from other sources” , from A.Y. 2017-18.
In case of dissolution of a partnership firm or association of persons or body of individuals, ICDS II on
Valuation of Inventories requires the inventory on the date of dissolution to be valued at the net
realisable value, notwithstanding whether business is discontinued or not.
This requirement in ICDS II is in deviation from the

Supreme Court ruling in Shakti

Trading Co. vs. CIT (2001) 250 ITR 871, where it was

held that if the firm is dissolved due to
death of a partner and the surviving partners reconstitute the firm and continue the business as
before, the firm is entitled to adopt cost or market price, whichever is lower.
Therefore, if the firm was dissolved on 31.3.2016, the valuation of inventory would be governed by the
Supreme Court ruling in Shakti Trading Company’s case. However, if the dissolution takes place on
or after 1.4.2016, it would be governed by ICDS II and the inventory has to be valued at the net
realizable value, notwithstanding whether business is discontinued or not.
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ICDS III: Construction Contracts
A. “Construction contract” is a contract specifically negotiated for the construction of an asset or a
combination of assets that are closely interrelated or interdependent in terms of their design,
technology and function or their ultimate purpose or use and includes:
(i) contract for the rendering of services which are directly related to the construction of the asset,
for example, those for the services of project managers and architects;
(ii) contract for destruction or restoration of assets, and the restoration of the environment
following the demolition of assets.
B. Construction contracts are formulated in a number of ways which are classified as fixed price
contracts and cost plus contracts.
 Fixed price contract is a construction contract in which the contractor agrees to a fixed contract
price, or a fixed rate per unit of output, which may be subject to cost escalation clauses.
 Cost plus contract is a construction contract in which the contractor is reimbursed for allowable
or otherwise defined costs, plus a mark up on these costs or a fixed fee.
C. Combining and Segmenting Construction Contracts:
The requirements of this ICDS shall be applied separately to each construction contract except as
provided for below:
Where a contract covers a number of assets, the construction of each asset should be treated
as a separate construction contract when:
(i) separate proposals have been submitted for each asset;
(ii) each asset has been subject to separate negotiation;
(iii) the costs and revenues of each asset can be identified.
A group of contracts, whether with a single customer or with several customers, should be
treated as a single construction contract when:
a. the group of contracts is negotiated as a single package;
b. the contracts are so closely interrelated that they are, in effect, part of a single project with an
overall profit margin; and
c. the contracts are performed concurrently or in a continuous sequence.
D. Contract Revenue:
(i)
Contract revenue shall be recognised when there is reasonable certainty of its ultimate
collection.
(ii)

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.
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(iii)
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

E. Contract Costs: Contract costs shall comprise of:
(a) costs that relate directly to the specific contract;
(b) costs that are attributable to contract activity in general and can be allocated to the contract;
(c) such other costs as 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.
(e) These costs shall be reduced by any incidental income, not being in the nature of interest,
dividends or capital gains, that is not included in contract revenue.
(f) Costs that cannot be attributed to any contract activity or cannot be allocated to a contract shall
be excluded from the costs of a construction contract.
(g) Contract costs that relate to future activity on the contract are recognised as an asset.
Such costs represent an amount due from the customer and are classified as contract work in
progress.
M. Recognition of Contract Revenue and Expenses
(a) Contract revenue and contract costs associated with the construction contract should be
recognised as revenue and expenses respectively by reference to the stage of completion of
the contract activity at the reporting date.
(b) The standard recognizes percentage completion method, and accordingly, contract revenue is
matched with the contract costs incurred in reaching the stage of completion, resulting in the
reporting of revenue, expenses and profit which can be attributed to the proportion of work
completed.
N. Disclosure: The disclosure requirements under the standard requires a person report:
(a) the amount of contract revenue recognised as revenue in the period; and
(b) the methods used to determine the stage of completion of contracts in progress.
(c) amount of costs incurred and recognised profits (less recognised losses) up to the reporting date;
(d) the amount of advances received; and
(e) the amount of retentions .
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Question: What are the main differences between the treatment given in AS 7 and ICDS III relating to
construction contracts?
Answer
Point
difference
Point in time
recognition
expected loss
construction
contracts

of AS 7 vis-à-vis ICDS III
of AS 7 permits recognition of expected loss on construction contract as well as
of contract costs, recovery of which is not probable, as an expense immediately.
on It also permits recognition of expected loss immediately as an expense, when
it is probable that total contract costs will exceed total contract revenue.
The absence of specific requirement in ICDS III to recognize such expected
losses on construction contracts immediately as expense represents a significant
deviation from AS 7 as well as judicial rulings permitting immediate
recognition of such losses as long as the same are in accordance with the
accounting standard or justified by the principle of prudence or by the nature and
circumstances of the contract.
By implication, such losses are also to be recognized on Percentage of
Completion Method as per ICDS III. Consequently, recognition of losses for
tax purposes is postponed.

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

AS 7 permits decrease in contract revenue as a result of penalties arising
from delays caused by the contractor in the completion of the contract.
However, ICDS III does not permit such reduction in contract revenue.
Non-recognition of decrease in contract revenue as a result of such penalties
would have the effect of inflating the taxable income and consequent tax
liability.

Point in time of ICDS III requires retention money to be treated as part of contract revenue
recognition
of and recognized on percentage of completion method. As per ICDS III,
retention money
“Contract Revenue” shall comprise of the initial amount of revenue agreed in the
contract, including retentions.
However, as per AS 7, contract revenue should comprise the initial amount of
revenue agreed in the contract.
While there is a specific requirement in ICDS III to include retentions, there
is no such requirement in paragraph 10 of AS 7.
Deviation from judicial precedents:
In CIT v. Associated Cables (P) Ltd. and CIT v. Ignifluid Boilers (I) Ltd., 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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ICDS IV: Revenue Recognition
This Income Computation and Disclosure Standard deals with the basis for recognition of revenue
arising in the course of the ordinary activities of a person from
(i) the sale of goods;
(ii) the rendering of services; and
(iii) the use by others of the person‘s resources yielding interest, royalties or dividends.
Definition of revenue:


Revenue has been defined as the gross inflow of cash, receivables or other consideration arising in
the course of the ordinary activities of a person from the sale of goods, from the rendering of services,
or from the use by others of the person‘s resources yielding interest, royalties or dividends.



In an agency relationship, the revenue is the amount of commission and not the gross inflow of
cash, receivables or other consideration.

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


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



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

Rendering of Services
 Revenue from service transactions shall be recognised by the percentage completion method. Under
this method, revenue from service transactions is matched with the service transaction costs incurred in
reaching the stage of completion, resulting in the determination of revenue, expenses and profit
which can be attributed to the proportion of work completed.
Income Computation and Disclosure Standard on construction contract also requires the
recognition of revenue on this basis. The requirements of that Standard shall mutatis mutandis apply
to the recognition of revenue and the associated expenses for a service transaction. 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.
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 However, 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.
The Use of Resources by Others Yielding Interest, Royalties or Dividends


Interest on refund of any tax, duty or cess shall be deemed to be the income of the previous year in
which such interest is received.



Other interest shall accrue on the time basis determined by the amount outstanding and the rate
applicable.



Discount or premium on debt securities held is treated as though it were accruing over the period to
maturity.



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 are recognised in accordance with the provisions of the Act.

Disclosure:
The following shall be disclosed:
(a) In a transaction involving sale of good, total amount not recognised as revenue during the previous
year due to lack of reasonably certainty of its ultimate collection along with nature of uncertainty.
(b) The amount of revenue from service transactions recognised as revenue during the previous year.
(c) the method used to determine the stage of completion of service transactions in progress.
(d) In the case of service transactions in progress, amount of costs incurred and recognised profits (less
recognised losses) up to end of previous year, amount of advance and retentions shall be disclosed.

AS 9 vis-à-vis ICDS IV:
AS 9 requires recognition of revenue only if no significant uncertainty exists regarding the amount of
consideration that will be derived from sale of goods, rendering of services or use by others of enterprise
resources yielding interest, royalties and dividends.
ICDS IV also requires revenue from sale of goods to be recognized when there is reasonable certainty of
its ultimate collection. However, “reasonable certainty for ultimate collection” is not a criterion for
recognition of revenue from rendering of services or use by others of person‘s resources yielding
interest, royalties or dividends.
By implication, revenue recognition cannot be postponed in case of uncertainty regarding
collectability of consideration to be derived from rendering of services or use by others of person‘s
resources yielding interest, dividend or royalty.
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Recognition of revenue from service transactions
AS 9 vis-à-vis ICDS IV:
AS 9 permits revenue from service transactions to be recognised as the service is performed, either by the
proportionate completion method or by the completed service contract method, whichever relates the
revenue to the work accomplished.
ICDS IV requires revenue from service transactions to be recognised only on the basis of percentage
completion method, which may, however, not be appropriate in case of all service transactions.
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.
Further as per ICDS, 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.

Deviation from judicial precedents:
In this regard, ICDS IV is also in deviation with the Supreme Court ruling in UCO Bank v. CIT, where it was
held that interest on sticky loans would not accrue if the same was not recoverable and the Delhi High Court
ruling in DIT v. Brahmaputra Capital Financial Services Ltd., where it was held that interest on nonperforming assets which is not received with no possibility of recovery may not be recognized.
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ICDS V: Tangible Fixed Assets
A. Tangible fixed asset: ‘Tangible fixed asset’ is an asset being land, building, machinery, plant or
furniture held with the intention of being used for the purpose of producing or providing goods or
services and is not held for sale in the normal course of business
B. Cost of assets: The following shall be considered as part of the cost:
(a) The actual cost of an acquired tangible fixed asset shall comprise its purchase price, import duties
and other taxes, excluding those subsequently recoverable, and any directly attributable
expenditure on making the asset ready for its intended use. Any trade discounts and rebates
shall be deducted in arriving at the actual cost.
(b) Administration and other general overhead expenses are to be excluded from the cost of
tangible fixed assets if they do not relate to a specific tangible fixed asset. Expenses which
are specifically attributable to construction of a project or to the acquisition of a tangible fixed asset
or bringing it to its working condition, shall be included as a part of the cost of the project or as a
part of the cost of the tangible fixed asset.
(c) The expenditure incurred on start‐up and commissioning of the project, including the
expenditure incurred on test runs and experimental production, shall be capitalised. 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.
C. Self‐‐constructed Tangible Fixed Assets:
In arriving at the actual cost of self‐constructed tangible fixed assets, the same principles shall apply.
Cost of construction that relate directly to the specific tangible fixed asset and costs that are attributable
to the construction activity in general and can be allocated to the specific tangible fixed asset shall be
included in actual cost. Any internal profits shall be eliminated in arriving at such costs.
D. Non‐‐ monetary Consideration:
When a tangible fixed asset is acquired in exchange for another asset, the fair value of the tangible
fixed asset so acquired shall be its actual cost. When a tangible fixed asset is acquired in exchange
for shares or other securities, the fair value of the tangible fixed asset so acquired shall be its actual
cost.
E. Improvements and 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. Similarly, 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.
F.

Depreciation: Depreciation shall be computed in accordance with the provisions of the Income-tax Act.

G. Transfers: Income arising on transfer of a tangible fixed asset shall be computed in accordance with
the provisions of the Act.
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(ii) Rate of depreciation;
(iii) Actual cost or written down value, as the case may be;
(iv) 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 Central Value Added Tax credit claimed and
allowed under the CENVAT Credit Rules, 2004; change in rate of exchange of currency; and
subsidy or grant or reimbursement, by whatever name called;
(v) Depreciation Allowable; and
(vi) Written down value at the end of year.
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ICDS VI: The Effects of changes in foreign exchange rates
A. This Income Computation and Disclosure Standard deals with:
a) treatment of transactions in foreign currencies;
b) translating the financial statements of foreign operations;
c) treatment of foreign currency transactions in the nature of forward exchange contracts.
B. Definitions:
(a) “Foreign operations of a person” is a branch, by whatever name called, of that person, the activities
of which are based or conducted in a country other than India.
(b) “Foreign currency transaction” is a transaction which is denominated in or requires
settlement in a foreign currency, including transactions arising when a person:
(i) buys or sells goods or services whose price is denominated in a foreign currency; or
(ii) borrows or lends funds when the amounts payable or receivable are denominated in a
foreign currency; or
(iii) becomes a party to an unperformed forward exchange contract; or
(iv) otherwise acquires or disposes of assets, or incurs or settles liabilities, denominated in a
foreign currency.
(c) “Forward exchange contract” means an agreement to exchange different currencies at a forward
rate,
(d) ‘Forward rate’ is the specified exchange rate for exchange of two Currencies at a specified future
date;
(e) “Monetary items” are money held and assets to be received or liabilities to be paid in fixed or
determinable amounts of money. Cash, receivables, and payables are examples of monetary
items;
(f) “Non‐monetary items” are assets and liabilities other than monetary items. Fixed assets,
inventories, and investments in equity shares are examples of non‐‐monetary items;
(g) “Reporting currency” means Indian currency except for foreign operations where it shall mean
currency of the country where the operations are carried out.
C. Initial Recognition
A foreign currency transaction shall be recorded, on initial recognition in the reporting currency, by
applying to the foreign currency amount the exchange rate between the reporting currency and the
foreign currency at the date of the transaction.
An average rate for a week or a month that approximates the actual rate at the date of the transaction
may be used for all transaction in each foreign currency occurring during that period. If the exchange
rate fluctuates significantly, the actual rate at the date of the transaction shall be used.

By CA Suraj Agrawal [9953006445]

SURAJ AGRAWAL TAX CLASSES - 01147542530

CMA-INTER - ICDS
SATC
D. Conversion at Last Date of Previous Year: At last day of each previous year:

26.17

(a) Foreign Currency Monetary Items shall be converted into reporting currency by applying the
closing rate;
(b) where the closing rate does not reflect with reasonable accuracy, the amount in reporting currency
that is likely to be realised from or required to disburse, a foreign currency monetary item owing to
restriction on remittances or the closing rate being unrealistic and it is not possible to effect an
exchange of currencies at that rate, then the relevant monetary item shall be reported in the
reporting currency at the amount which is likely to be realised from or required to disburse
such item at the last date of the previous year; and
(c) non‐monetary items in a foreign currency shall be converted into reporting currency by using the
exchange rate at the date of the transaction.
(d) non-monetary item being inventory which is carried at net realisable value denominated in a
foreign currency shall be reported using the exchange rate that existed when such value
was determined.
E. Recognition of Exchange Differences:
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.
In respect of non‐‐monetary items, exchange differences arising on conversion. There of at the last
day of the previous year shall not be recognised as income or as expense in that previous year.
Notwithstanding anything contained above; initial recognition, conversion and recognition of
exchange difference shall be subject to provisions of section 43A of the Act or Rule 115 of
Income-tax Rules, 1962, as the case may be

F.

Forward Exchange Contracts:
Any premium or discount arising at the inception of a forward exchange contract shall be amortised
as expense or income over the life of the contract. Exchange differences on such a contract shall be
recognised as income or as expense in the previous year in which the exchange rates change.
Any profit or loss arising on cancellation or renewal shall be recognised as income or as expense for
the previous year.
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ICDS VII: Government Grants
A. Grants: This standard deals with government grants (also called subsidies, cash incentives, duty
drawbacks, waiver, concessions, reimbursements, etc.), but it does not deal with Government
assistance other than in the form of Government grants; and Government participation in the
ownership of the enterprise.
B. “Government grants” have been defined as assistance by Government in cash or kind to a person for
past or future compliance with certain conditions. They exclude those forms of Government
assistance which cannot have a value placed upon them and the transactions with Government
which cannot be distinguished from the normal trading transactions of the person.
C. Recognition of Government Grants: Government grants should not be recognised until there is
reasonable assurance that
 the person shall comply with the conditions attached to them, and
 the grants shall be received.
D. Treatment of Government Grants
(i) Where the Government grant relates to a depreciable fixed asset or assets of a person, the
grant shall be deducted from the actual cost of the asset or assets concerned or from the written
down value of block of assets to which concerned asset or assets belonged to.
(ii) Where the Government grant relates to a non‐‐depreciable asset or assets of a person requiring
fulfilment of certain obligations, the grant shall be recognised as income over the same period
over which the cost of meeting such obligations is charged to income.
(iii) 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.
(iv) The Government grant that is receivable as compensation for expenses or losses incurred in a
previous financial year or for the purpose of giving immediate financial support to the person
with no further related costs, shall be recognised as income of the period in which it is receivable.
(v) The Government grants other than covered above shall be recognised as income over the periods
necessary to match them with the related costs which they are intended to compensate.
(vi) The Government grants in the form of non‐monetary assets, given at a concessional rate, shall be
accounted for on the basis of their acquisition cost.
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E. Refund of Government Grants
(i) The amount refundable in respect of a Government grant referred to in paragraphs (ii), (iv) and (v)
above shall be applied first against any unamortised deferred credit remaining in respect of the
Government grant. To the extent that the amount refundable exceeds any such deferred credit, or
where no deferred credit exists, the amount shall be charged to profit and loss statement.
(ii) The amount refundable in respect of a Government grant related to a depreciable fixed asset or
assets shall be recorded by increasing the actual cost or written down value of block of
assets by the amount refundable. Where the actual cost of the asset is increased, depreciation
on the revised actual cost or written down value shall be provided prospectively at the prescribed
rate.
F.

Disclosures: Following disclosure shall be made in respect of Government grants:
(a) 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;
(b) Nature and extent of Government grants recognised during the previous year as income;
(c) Nature and extent of Government grants not recognised during the previous year by way of
deduction from the actual cost of the asset or assets or from the written down value of block of
assets and reasons thereof; and
(d) Nature and extent of Government grants not recognised during the previous year as income
and reasons thereof.

Q: What are the salient features of Income computation and Disclosure Standards relating
to Government Grants and discuss significant deviations between ICDS VII and AS-12?
A: Income Computation and Disclosure standards VII (Government Grants)
Grants relating to depreciable assets shall be deducted from actual cost of asset or WDV of the
block of assets. Grants relating to non-depreciable assets shall be recognized as income of the period
in which a person is rewired to fulfill the obligations for availing the grants and over that period over
which the cost of meeting such obligations changed to income. All other grants shall be recognized
as income of the period in which it is receivable.
Significant deviations between ICDS VII and AS 12
ICDS VII
AS 12
Recognition of grants shall not Recognition of grants depend
be postponed beyond the upon reasonable assurance of
date of actual receipt.
complying conditions attached
to receive such grants

There
is
no
specific
requirement
to
capitalize
grants in the nature of
promoter’s contribution.
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Recognition of Government Grants AS 12 vis-à-vis ICDS VII:
AS 12 provides that Government Grants should not be recognized until there is a reasonable assurance
that the enterprise will comply with the conditions attached to them and the grants will be received.
ICDS VII also provides that Government Grants should not be recognized until there is a reasonable
assurance that the enterprise will comply with the conditions attached to them and the grants will be
received. This requirement is in line with AS 12.
However, ICDS VII goes on to provide that recognition of government grant shall not be postponed
beyond the date of actual receipt.
Therefore, as per ICDS VII, initial recognition of government grants cannot be postponed beyond the date of
actual receipt even in a case where all the recognition conditions in accordance with AS 12 are not
met.
Treatment of Government Grants of capital nature and Government Grants in the nature of
promoter’s contribution AS 12 vis-à-vis ICDS VII:
AS 12 permits government grants in the nature of promoters‘ contribution, i.e., grants given with reference to
the total investment in an undertaking or by way of contribution towards its total capital outlay (for example,
central investment subsidy scheme) to be treated as capital reserve which can neither be distributed as
dividend nor considered as deferred income.
ICDS VII, however, does not contain specific requirement to capitalize government grants in the nature of
promoter‘s contribution. Except in case of government grant relating to a depreciable fixed asset, which has
to be reduced from written down value or actual cost, all other grants have to be recognized as upfront
income or as income over the periods necessary to match them with the related costs which they
are intended to compensate.

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, 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 sub-cluase (xviii) has been inserted in the definition of
income under section 2(24) 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.
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ICDS VIII: Securities
Part A
A. This Income Computation and Disclosure Standard deals with securities held as stock-in‐‐ trade.
B. The Standard does not deal with:
a. the bases for recognition of interest and dividends on securities which are covered by the ICDS on
revenue recognition;
b. securities held by a person engaged in the business of insurance;
c. securities held by mutual funds, venture capital funds, banks and public financial institutions.
C. Recognition and Initial Measurement of Securities:
(i) A security on acquisition shall be recognised at actual cost. The actual cost of a security shall
comprise of its purchase price and include acquisition charges such as brokerage, fees, tax, duty or
cess.
(ii) Where a security is acquired in exchange for other securities, the fair value of the security so
acquired shall be its actual cost.
(iii) Where a security is acquired in exchange for another asset, the fair value of the security so
acquired shall be its actual cost.
(iv) 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 post‐acquisition periods; the pre‐‐acquisition portion of the interest is
deducted from the actual cost.
D. Subsequent Measurement of Securities
(i) 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.
(ii) For above purpose, the comparison of actual cost initially recognised and net realisable value
shall be done categorywise 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.
(iii) The value of securities held as stock-in-trade of a business as on the beginning of the
previous year shall be:
a) the cost of securities available, if any, on the day of the commencement of the business
when the business has commenced during the previous year; and
b) the value of the securities of the business as on the close of the immediately preceding
previous year, in any other case.
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(iv) In case, at the end of any previous year, securities not listed on a recognised stock exchange;
or listed but not quoted on a recognised stock exchange with regularity from time to time, shall
be valued at actual cost initially recognised.
(v) Where the actual cost initially recognised cannot be ascertained by reference to specific
identification, the cost of such security shall be determined on the basis of first-in-first-out
method or weighted average cost formula.

Part B
Scope
This part of Income Computation and Disclosure Standard deals with securities held by a scheduled
bank or public financial institutions.
Classification, Recognition and Measurement of Securities
Securities shall be classified, recognised and measured in accordance with the extant guidelines
issued by the Reserve Bank of India in this regard and any claim for deduction in excess of the
said guidelines shall not be taken into account.
To this extent, the provisions of Income Computation and Disclosure Standard VI on the effect of
changes in foreign exchange rates relating to forward exchange contracts shall not apply.”
Manner of comparison of cost and NRV for valuation of securities held as stock-in trade
ICDS VIII requires securities held as stock-in-trade to be valued at lower of actual cost initially recognized or
net realizable value at the end of the year, whichever is lower. Further, such comparison has to be
done category-wise and not for each individual security.
Deviation from judicial precedents: This requirement in the ICDS deviates from the 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, observed that it is not proper to take into account anticipated profit in
the shape of appreciated value of closing stock, as no prudent trader would show increased profit before
actual realization. This is the theory underlying the valuation of closing stock at the lower of cost or market
price.
The requirement in ICDS VIII to compare the actual cost and net realizable value category-wise, in effect,
results in recognition of anticipated profits since rise in value of some securities will absorb the
decrease in value of the remaining securities in the same category.
Valuation of unlisted or irregularly traded securities at actual cost initially recognized.
ICDS VIII requires valuation of the following securities at actual cost initially recognized – (i) Securities not
listed on a recognized stock exchange; or (ii) Securities listed but not quoted on a recognized stock
exchange with regularity from time to time.
This requirement in ICDS VIII to value such securities at cost would also impact computation of
taxable income and consequent tax liability.
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ICDS IX: Borrowing Costs
A. This Income Computation and Disclosure Standard deals with treatment of borrowing costs. This
Standard does not deal with the actual or imputed cost of owners’ equity and preference share
capital.
B. Definitions:
“Borrowing costs” has been defined as interest and other costs incurred by a person in connection
with the borrowing of funds and include:
(i) commitment charges on borrowings;
(ii) amortised amount of discounts or premiums relating to borrowings;
(iii) amortised amount of ancillary costs incurred in connection with the arrangement of
borrowings;
(iv) finance charges in respect of assets acquired under finance leases or under other similar
arrangements.
“Qualifying asset” has been defined to mean:
(i) land, building, machinery, plant or furniture, being tangible assets;
(ii) know‐how, patents, copyrights, trademarks, licences, franchises or any other business or
commercial rights of similar nature, being intangible assets;
(iii) inventories that require a period of twelve months or more to bring them to a saleable
condition.
C. Recognition:
Borrowing costs that are directly attributable to the acquisition, construction or production of a
qualifying asset shall be capitalised as part of the cost of that asset. The amount of borrowing costs
eligible for capitalisation shall be determined in accordance with this Income Computation and
Disclosure Standard. Other borrowing costs shall be recognised in accordance with the
provisions of the Act.
D. Borrowing Costs Eligible for Capitalisation:
(a) To the extent the funds are borrowed specifically for the purposes of acquisition, construction or
production of a qualifying asset, the amount of borrowing costs to be capitalised on that asset
shall be the actual borrowing costs incurred during the period on the funds so borrowed.
(b) In respect of borrowing other than above, if any, the amount of borrowing costs to be
capitalised shall be computed in accordance with the following formula namely :—
A x B/C
Where,
A = borrowing costs incurred during the previous year except on borrowings referred to in (a) above;
B = (i) the average of costs of qualifying asset as appearing in the balance sheet of a person on the
first day and the last day of the previous year;
(ii) in case the qualifying asset does not appear in the balance sheet of a person on the first day,
half of the cost of qualifying asset; or
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(iii) in case the qualifying asset does not appear in the balance sheet of a person on the last day
of the previous year, the average of the costs of qualifying asset as appearing in the balance
sheet of a person on the first day of the previous year and on the date of put to use or
completion, as the case may be, excluding the extent to which the qualifying assets are
directly funded out of specific borrowings;
C= the average of the amount of total assets as appearing in the balance sheet of a person on the
first day and the last day of the previous year, other than assets to the extent they are directly
funded out of specific borrowings;
Explanation
For the purpose of this paragraph, a qualifying asset shall be such asset that necessarily require
a period of twelve months or more for its acquisition, construction or production.
E. Capitalisation of borrowing costs shall cease:
a) in case of a qualifying asset, when such asset is first put to use;
b) in case of inventory, when substantially all the activities necessary to prepare such inventory for its
intended sale are complete.
F.

Disclosure:
The following disclosure shall be made in respect of borrowing costs:
 the accounting policy adopted for borrowing costs; and
 the amount of borrowing costs capitalised during the previous year.

Treatment of income earned from temporary investment of borrowed funds
AS 16 vis-à-vis ICDS IX:
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. This deviation between AS 16 and ICDS IX would result in increase in
taxable income.

Suspension of capitalization of borrowing costs - AS 16 vis-à-vis ICDS IX:
AS 16 permits suspension of capitalization of borrowing costs during extended periods in which
active development is interrupted. ICDS IX does not permit suspension of capitalization of borrowing
costs in such cases. This deviation between AS 16 and ICDS IX would result in increase in taxable
income.
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ICDS X: Provisions, Contingent Liabilities and Contingent Assets
This Income Computation and Disclosure Standard deals with provisions, contingent liabilities and
contingent assets, except those:
(i) resulting from financial instruments;
(ii) resulting from executory contracts;
(iii) arising in insurance business from contracts with policyholders; and
(iv) covered by another Income Computation and Disclosure Standard.
This Income Computation and Disclosure Standard does not deal with the recognition of revenue which is
dealt with by Income Computation and Disclosure Standard ‐ Revenue Recognition.
The term “provision” is also used in the context of items such as depreciation, impairment of assets and
doubtful debts which are adjustments to the carrying amounts of assets and are not addressed in this
Income Computation and Disclosure Standard.
A. Recognition of provisions:
Provisions shall not be recognized unless the following conditions are met:
 a person 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 to settle the obligation; and
 a reliable estimate can be made of the amount of the obligation.
B. Recognition of Contingent Liabilities: A person shall not recognise a contingent liability.
C. Recognition of contingent assets: A person shall not recognise a contingent asset. Contingent
assets are assessed continually and when it becomes reasonably certain that inflow of economic
benefit will arise, the asset and related income are recognised in the previous year in which the
change occurs.
D. Measurement: The amount recognised as a provision shall be the best estimate of the expenditure
required to settle the present obligation at the end of the previous year. The amount of a provision
shall not be discounted to its present value.
The amount recognised as asset and related income shall be the best estimate of the value of
economic benefit arising at the end of the previous year. The amount and related income shall not be
discounted to its present value.
E. Reimbursements: 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.
Where a person is not liable for payment of costs in case the third party fails to pay, no provision shall
be made for those costs. An obligation, for which a person is jointly and severally liable, is a
contingent liability to the extent that it is expected that the obligation will be settled by the other
parties.
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F. Review: Provisions shall be reviewed at the end of each previous year and adjusted to reflect
the current best estimate. If it is no longer reasonably certain that an outflow of resources embodying
economic benefits will be required to settle the obligation, the provision should be reversed.
An asset and related income recognised as provided above shall be reviewed at the end of each
previous year and adjusted to reflect the current best estimate. If it is no longer reasonably certain
that an inflow of economic benefits will arise, the asset and related income shall be reversed.
G. Disclosures: Following disclosure shall be made in respect of each class of provision:
(a) a brief description of the nature of the obligation;
(b) the carrying amount at the beginning and end of the previous year;
(c) additional provisions made during the previous year, including increases to existing provisions;
(d) amounts used, that is incurred and charged against the provision, during the previous year;
(e) unused amounts reversed during the previous year; and
(f) the amount of any expected reimbursement, stating the amount of any asset that has been
recognised for that expected reimbursement.
(g) Following disclosure shall be made in respect of each class of contingent assets:
 a brief description of the nature of the asset and related income;
 the carrying amount of asset at the beginning and end of the previous year;
 additional amount of asset and related income recognised during the year,
 including increases to assets and related income already recognised;
 amount of asset and related income reversed during the previous year.

ICDS Vs AS
“The conditions for recognition of provisions and contingent assets are more stringent in ICDS X as
compared to AS 29” - Elucidate.
Answer
Condition for recognition of Provision
AS 29 requires recognition of a provision when it is probable that an outflow of resources embodying
economic benefits will be required to settle the obligation. ICDS X requires recognition of a provision only
when it is reasonably certain that an outflow of resources embodying economic benefits will be required to
settle the obligation.
The requirement of “reasonable certainty” in ICDS X to recognize a provision is more stringent as
compared to the requirement of “probability” in AS 29. This may have the effect of postponing the
recognition of provision for tax purposes and consequently, result in earlier payment of taxes.
Condition for recognition of Contingent Asset
Both AS 29 and ICDS X provide that a contingent asset should not be recognized. Further, both AS 29
and ICDS X require contingent assets to be assessed continually. Thereafter, recognition of contingent
assets and related income is required in  AS 29, if inflow of economic benefits is “virtually certain”;
 ICDS X, if inflow of economic benefits is “reasonably certain”.
The requirement of “reasonable certainty” in ICDS X to recognize a contingent asset and the related
income is more stringent as compared to the requirement of “virtual certainty” in AS 29. This
deviation between AS 29 and ICDS X may have the effect of advancing recognition of income for tax
purposes and consequently, result in earlier payment of taxes.
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Salient Features of ICDSs
ICDS I: Accounting Policies
A. This ICDS deals with significant accounting policies
B. While it recognizes the fundamental accounting assumptions of going concern, consistency and
accrual, it does not recognize the concepts of “materiality” and “prudence” in selection of accounting
policies.
C. Treatment and presentation of transactions have to be governed by their substance and not form.
D. Marked to market loss or an expected loss is not to be recognized unless recognition of such loss is in
accordance with the provisions of any other ICD

ICDS II : Valuation of Inventories
A. “Inventories” has been defined to mean assets held for sale in the ordinary course of business;
 in the process of production for such sale;
 in the form of materials or supplies to be consumed in the production process or in the
rendering of services.
B. This ICDS requires inventory to be valued at cost or net realizable value, whichever is lower.
C. This ICDS requires disclosure of the accounting policies adopted in measuring inventories including
the cost formulae used and the total carrying amount of inventories and its classification
appropriate to a person.

ICDS III: Construction Contracts
A. This ICDS is required to be applied in determination of income for a construction contract of a
contractor.
B. It recognizes percentage of completion method (POCM) for recognizing contract revenue and
contract costs associated with a construction contract.
C. This ICDS also contains certain disclosure requirements, like the amount of contract revenue
recognized as revenue in the period, the methods used to determine the stage of completion of
contracts in progress etc.
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ICDS IV: Revenue Recognition
A. This ICDS deals with the bases for recognition of revenue 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.
B. It does not, however, deal with the aspects of revenue recognition which are dealt with by other
ICDSs.
C. “Revenue” is the gross inflow of cash, receivables or other consideration arising in the course of the
ordinary activities of a person from the sale of goods, from the rendering of services, or from the use
by others of the person‘s resources yielding interest, royalties or dividends.
In an agency relationship, the revenue is the amount of commission and not the gross inflow of
cash, receivables or other consideration.
D. This ICDS also contains a provision wherein the revenue from sale of goods could be recognized
when there is reasonable certainty of its ultimate collection.
E. However, “reasonable certainty for ultimate collection” is not a criterion for recognition of revenue
from rendering of services or use by others of person‘s resources yielding interest, royalties or
dividends.
F.

This ICDS contains certain disclosure requirements, like the amount of revenue from service
transactions recognized as revenue during the previous year, the method used to determine the
stage of completion of service transactions in progress, information relating to service transactions
in progress at the end of the previous year etc.

ICDS V: Tangible Fixed Assets
A. This ICDS deals with the treatment of tangible fixed assets.
B. It contains the definition of tangible fixed assets which also provides the criteria for determining
whether an item is to be classified as a tangible fixed asset.
C. “Tangible fixed asset” is an asset being land, building, machinery, plant or furniture held with the
intention of being used for the purpose of producing or providing goods or services and is not held
for sale in the normal course of business.
D. This ICDS provides the components of actual cost of such assets and valuation of such assets in
special cases.
E. The fair value of a tangible fixed asset acquired in exchange for shares or other securities or
another asset shall be its actual cost.
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The ICDS also provides that depreciation on such assets and income arising on transfer of such
assets shall be computed in accordance with the provisions of the Income-tax Act, 1961.

G. The ICDS also contains disclosure requirements in respect of such assets, like the description of
asset or block of assets, rate of depreciation, actual cost or written down value, as the case may
be, etc.

ICDS VI: The Effects of changes in foreign exchange rates
A. This ICDS deals with
 treatment of transactions in foreign currencies,
 translating the financial statements of foreign operations and
 treatment of foreign currency transactions in the nature of forward exchange contracts.
B. This ICDS requires exchange differences arising on settlement of monetary items or conversion
thereof at last day of the previous year to be recognized as income or as expense in that previous
year.
C. In respect of non-monetary items, exchange differences arising on conversion thereof as at the last
day of the previous year shall not be recognized as income or as expense in that previous year.
D. The ICDS contains provisions for initial recognition, conversion at the last date of the previous year
and recognition of exchange differences. These provisions shall be subject to the provisions of
section 43A of the Income tax Act, 1961 and Rule 115 of the Income-tax Rules, 1962.
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ICDS VII: Government Grants
A. This ICDS deals with the treatment of government grants. It recognizes that government grants are
sometimes called by other names such as subsidies, cash incentives, duty drawbacks etc.
B. This ICDS does not deal with Government assistance other than in the form of Government
grants and Government participation in the ownership of the enterprise.
C. It requires recognition of Government Grants when there is a reasonable assurance that the person
shall comply with the conditions attached to them and the grants shall be received. However, it also
states that recognition of Government grant shall not be postponed beyond the date of actual
receipt.
D. This ICDS requires Government grants relatable to depreciable fixed assets to be reduced from
actual cost/WDV. It further provides that where the Government grant is not directly relatable to
the asset acquired, then a pro-rata reduction of the amount of grant should be made in the same
proportion as such asset bears to all assets with reference to which the Government grant is so
received.
E. The standard requires grants relating to non-depreciable fixed assets to be recognized as income
over the same period over which the cost of meeting such obligations is charged to income.
F.

The standard also requires Government grants receivable as compensation for expenses or losses
incurred in a previous financial year or for the purpose of giving immediate financial support to the
person will no further related costs to be recognized as income of the period in which it is
receivable.

G. All other Government Grants have to be recognized as income over the periods necessary to match
them with the related costs which they are intended to compensate.
H. The standard contains certain disclosure requirements, like nature and extent of Government grants
recognized during the previous year as income, nature and extent of Government grants not
recognized during the previous year as income and reasons thereof etc.
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ICDS VIII: Securities
A. This ICDS deals with securities held as stock-in-trade.
B. It requires securities to be recognized at actual cost on acquisition, which shall comprise of its
purchase price and include acquisition charges like brokerage, fees, tax, duty or cess.
C. The actual cost of a security acquired in exchange for other securities or another asset shall be the
fair value of the security so acquired.
D. Subsequently, at the end of any previous year, securities held as stock in-trade have to be valued at
actual cost initially recognized or net realizable value at the end of that previous year, whichever is
lower.
E. It goes on to provide that such comparison of actual cost initially recognized and net realizable value
has to be done category-wise and not for each individual security.

ICDS IX: Borrowing Costs
A. This ICDS deals with the treatment of borrowing costs. It does not deal with the actual or
imputed cost of owners’ equity and preference share capital.
B. It requires borrowing costs which are directly attributable to the acquisition, construction or
production of a qualifying asset to be capitalized as part of the cost of that asset. Other borrowing
costs have to be recognized in accordance with the provisions of the Act.
C. Qualifying asset has been defined to mean land, building, machinery, plant or furniture, being tangible assets;
 know how, patents, copyrights, trade marks, licences, franchises or any other business or
commercial rights of similar nature, being intangible assets;
 inventories that require a period of twelve months or more to bring them to a saleable
condition.
D. This ICDS requires capitalization of specific borrowing costs and general borrowing costs.
E. This ICDS provides the formula for capitalization of borrowing costs when funds are borrowed
generally and used for the purpose of acquisition, construction or production of a qualifying
asset.
F.

It also provides as to when capitalization of borrowing costs would commence and cease.

G. It requires disclosure of the accounting policy adopted for borrowing costs and the amount of
borrowing costs capitalized during the year.
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ICDS X: Provisions, Contingent Liabilities and Contingent Assets
A. This ICDS deals with Provisions, Contingent Liabilities and Contingent Assets.
B. However, it does not deal with provisions, contingent liabilities and contingent assets resulting from financial instruments,
 resulting from executory contracts,
 arising in insurance business from contracts with policyholders and
 covered by another ICDS.
C. It also does not deal with recognition of revenue dealt with by ICDS on Revenue Recognition.
D. The ICDS specifies the conditions for recognition of a provision, namely, existence of a present
obligation as a result of a past event, reasonable certainty that outflow of resources embodying
economic benefits will be required to settle the obligation and making a reliable estimate of the amount
of the obligation.
E. It provides that a person shall not recognize a contingent liability or a contingent asset.
However, it requires contingent assets to be assessed continually. When it becomes reasonably
certain that inflow of economic benefit will arise, the asset and related income have to be recognized
in the previous year in which the change occurs.
F.

It contains provisions for measurement and review of a provision and asset and related income.

G. It also provides that a provision shall be used only for expenditures for which the provision was
originally recognized.
H. The ICDS also contains specific disclosure requirements in respect of each class of provision,
asset and related income recognized
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