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	Treatment in Accounts
	Treatment in Taxation

	
2.
	Valuation of Inventory
	As per AS-2, Inventory is valued at Cost or NRV whichever is lower.                                                                           
	As per Taxation, Valuation of Inventory is done same as Accounts subject to business is to be continued i.e. Going Concern Assumption is to be followed.                                                      If Going Concern assumption is not followed then Inventory is valued at market price.
Refer case law:
A.L.A. Firm


	5
	Prior Period Items
	As per AS-5, Prior period items are income or expenses which arise in the current period as a result of omission or error in the preparation of the financial statements of one or more prior periods.       
	As per Section 37(1), prior period expenses are not allowed for deduction in the current year. In line with current practice, even if prior period expenses can be claimed as a deduction for the year to which it pertains (pursuant to a revised return), there are practical limitations on filing a revised return in all such a cases. 
Prior period income is subjected to tax in the current year.

	6
	Depreciation
	As per AS-6 Fixed Assets is depreciated over useful life of Assets. On the basis of such useful life, Rates for Depreciation is prescribed in Schedule   of Companies Act, 1956 are applied.                                          Any profit or Loss on disposal of FA is recognised in Books of Account.

In accounts depreciation is charged when FA is ready for use.
	As per Tax, Concept of Block of Assets applied.                                        Rates for Depreciation on Tangible and Intangible assets are prescribed.                                                    If any Depreciable FA disposed off during the previous year then as per Sec. 50 Capital Gain is determined.               No profit or loss is calculated and accounted on disposal of FA because such adjustment is done through Block of Assets.

In taxation depreciation is allowed only when FA is put to use and used in business.


	
	
	Ex:   On 01.04.2012 a Plant & Machinery having WDV of RS 50,000/- is sold on 01.04.2012 at Rs 40,000/-                                                                                                         Treatment in Accounts:                                                                                                                               Loss of Rs 10,000/- is to be accounted in the Books of Account.   Such loss is not allowed in Tax and added back to the book profit while computing Tax.                                                Treatment in Tax:                                                                                                                                    Rs 40,000/- is to be reduced from the Block of Plant & Machinery and on balance WDV depreciation is calculated.                                                                                                                      Here Rs 10,000/- has been disallowed and this amount is to be allowed as depreciation in no. of years. 

	10
	Fixed Assets
	As per AS-10 Fixed Assets can be revalued and depreciation is calculated on such revalued value.
	In Income Tax Revaluation of FA is not allowed.
  Here difference is arises on two points first is while calculating depreciation as per Tax revaluation amount is not considered and the second is while disposing FA revaluation amount is not included on the cost of FA.

	11
	Effect of changes in Foreign Exchange Fluctuation
	Revenue Nature:
The treatment of foreign exchange fluctuation in the nature of Revenue is same in the Accounts and Tax.  
Ex:  XYZ  Pvt Ltd( Indian Co.) purchased goods on credit from US in US$ 10,000/- on 01.04.2012 at that time exchange rate was Rs 45.   XYZ Pvt Ltd not make any payment till 31.03.2013 and at that time exchange rate was Rs 47 then as per Para 13 of AS-11 subsequent recognition is made. In this case loss of Rs 20,000/- [(47-45)*10,000] is recognised in Books of Account.                                                                                        In Income Tax such loss of Rs 20,000/- is allowed as expenses. We can say treatment in Tax and Account is same on exchange fluctuation arising in the nature of Revenue.

	
	
	Capital Nature:

	
	
	 As per AS-11 exchange fluctuation arising in the nature of capital i.e. For FA ,Para 46 and 46A for Depreciable Assets and Non Depreciable Assets is applied
	In income tax subsequent recognition in the nature of Capital is not allowed.            Sec 43A is introduced for allowing foreign exchange fluctuation arising only at the time of payment on Capital Assets provided that such asset is acquired from a country outside India.              

	 12
	Government Grants
	Revenue Nature:                                                                                                                                                      If  the nature of government grant  received is of Revenue Nature then treatment is same in Accounts and Tax                                                                                 

	
	
	Capital Nature:

If government grant received for Non Depreciable Assets such as Land then government grant is credited to Capital Reserve. Later no treatment is done of such Capital Reserve through Profit & Loss, because Land never gives any effect to Profit or Loss unless it is disposed off.

If government grant is received for Depreciable assets then there are two method for accounting of grant namely i) Deferred Grant Method ii) Deductive Method                                          Under Deferred Grant Method grant are shown as Deferred Income in ‘’Reserves & Surplus’’  and amortized in Profit and Loss Account in the ratio of Depreciation.                                      Under Deductive Method grant received is deducted from Fixed Assets.

	                                                                               Government grant received for Fixed Assets is reduced from the cost of the Assets                                                               

	
	
	The difference is arise if we applied Deferred grant Method in Accounts

	
	
	Ex: ABC Pvt Ltd received government grant of Rs 5,00,000/- to purchased a Depreciable Fixed Assets, Rate of depreciation on such asset is 10%, then the following journal entries is to be passed:  
Year- 1
On receipt of Grant:                                                                                                            Bank A/c---------------------------  Dr            500000                                                                                                      To Grant (Liab.)                                                          500000                                                                                   On purchase of Fixed Assets:                                                                                              Fixed Assets A/c------------------Dr            500000                                                                                                     To Bank                                                                        500000                                                                                          On transfer of Grant                                                                                                                   Grant ( Liab.) A/c----------------Dr              500000                                                                                    To Deferred Grant                                                     500000                                                                      On transfer of Grant to P&L A/c

	
	
	Deferred Grant A/c------Dr          50000                                                                                                 To P&L A/c                                                     50000                                                                                                                                           



















