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(Central Board of Direct Taxes) 

NOT.lFICA TION 
INCOME-TAX 

Ne Delhi, the 25th January 1996 

S.O.(E) In exercise of the powers conferred by sub-sec ion (2) of section 145 of the Income-tax Act, 196 1 ( 43 of J 96\ ), the Central Government hereby notifies the following accounting standards to be followed by all assessees following m rcantile system of accounting, namely:-
A. Accounting Standard 1 relating to disclosu rc of accounting policies: 

.. ( 1) All significant accounting policies adopted in the preparati n and presentation of financial statements shall be disclosed. 
(2) The disclosure of the significant accounting policies s II form part of the financial statements and the significant accounting policies shall normally be disclosed in one plac·e. (3) Any change in an accounting pol icy which has a material ffect in the previous year or in the years subsequent to the previous years shall be disclosed. The impact of, and the adjustments resulting from, such change, if material, shall be shown in the tina ciat statements of the period in which such change is m<1de to reflect the effect of such change. WI ere the effect of such change is not ascertainable, wholly or in part. the fact shall be indicated If a change is made in the accounting policies which has no material effect on the financial s atements for the previous year but which is reasonably expected to have a material effect in a year subsequent to previous year, the fact of such change shall be appropriately disclosed in he previous year in which the change is adopted. 
(4) Accounting Policies adopted by an assessee should be sue so as to represent a true and fair view of the state of affairs of the business. profession or voc ion in the financial statements prepared and presented on the basis of such accounting policie . For this purpose, the major considerations governing the selection and application of acco nting policies are following, namely:-
(i) Prudence:- Provisions should be made for all known li bilities and losses even though the amount cannot be determined with certainty and represents on a b.est estimate in the light of ~:-iailable information; 

. . (ii) • Substance over form:- The accounting treatment and pre ntation in financial statements of transactions and events should be governed by their substanc and not merely by the legal form; 



(2) (iii) Materiality:- Financial statements should disclose. all mate ial items, the knowledge of which might influence the decisions ofthe user of the financtal statem nts. (S) If the fundamental accounting assumptions relating to ?oin Concern, Consisten:y an.d Accrual are followed in financial statements, specific disclosure m re pect of such assumptiOns ts not required. If a fundamental accounting assumption is not followed, such fact shall be disclosed. l 6i) For the purposes of the paragraphs ( 1) to ( 5), the expressions, - . . 
(a) "Accounting policies" means the specific accounting applying those principles adopted by the assessee in the prepar~tion statements; 
(b) "Accrual" refers to the assumption that revenues an recognised as they are earned or incurred (and not as money is recei the financial statements of the periods to which they relate; 

inciples and the methods of 
nd presentation of financial 

costs are accrued, that is, 
ed or paid) and recorded in 

(c) "Consistency'' refers to the assumption that accountin policies are consistent from one period to another; 
(d) "Financial Statements" means any statement to pro ide information about the financial position, performance and changes in the financial position fan assessee and includes balance sheet, profit and loss account and other statements and exp anatory notes forming part thereof; 
(e) "Going concern" refers to the assumption that th assessee has neither the intention nor the necessity of liquidation or of curtailing materiall the scale of the business, 'J)rofession or vocation and intends to continue his business, profi ssion or vocation for the foreseeable future. 

B. Accounting Standard II relating to disclosure of Prior and Extraordinary .items and changes in accounting policies: 
' 
(7) Prior period items shall be separately disclosed in the pro loss account in the previous year together with their nature and amount in a manner so th t their impact on profit or loss in the previous year can be perceived. (8) Extraordinary items of the enterprise during the previous ye shall be disclosed in the profit and loss account as part of taxable income. The nature and am nt of each such item shall be separately disclosed in a manner so that their relative significance d effect on the operating results of the previous year can be perceived. (9) A change in an accounting policy shall be made only if th adoption .of a different accounting policy is required by statute or if it is considered that the change would result in a more appropriate preparation or presentation of the financial statements by an assessee. ( 1 0) Any change in an accounting policy which has a material effe t shall be disclosed. The impact of, and the adjustments resulting from such change, if mater I, shall be shown in the financial statements of the period in which such change is made to eflect the effect of such ~e. ~here the effect of such change is not ascertainable, wholly in part, the fact shall be md1cated. If a change is made in the accounting policies which has o material effect on the Jinancial statements for the previous year but which is reasonably expect d t9 have a material 



(3) 
effect in years subsequent to the previous years, the fact of such hange sha11 be appropriately disclosed in the previous year in which the change is adopted. (11) A change in an accounting estimate that has a material e ct in previous year shall be ~isclosed and quantified. Any change in an accounting estimat~ w ch is reasonably expected to have a material effect in years subsequent to previous year shall also e disclosed. (12) If a question arises as to whether a change is a change in ac unting policy or a change in an accounting estimate, such a question shall be referred to the Boar for decision.· (13) For the purposes of the paragraphs (7) to ( 12), the expr.essio s, -

(a) "Accounting estimate" means an estimate made for t e purpose of preparation of financial statements which is based on the circumstances existing a the time when the financial statements are prepared; 
· (b) "Accounting policies" means the specific accounting rinciples and the method of applying those principles adopted by the assessee in the preparation and presentation of financial statements; 

(c) "Extraordinary items" ~eans gains or lo.sses w ich arise from events or transactions which are distinct from the ordinary activities of the usiness and which are both material and expected not to recur frequently or regularly. Extraord nary items includes material adjustments necessitated by circumstances which though related o years· preceeding to the "" previous years are determined in the previous year: 
Provided that income or expenses arising from the ordinary ctivities of the business or profession or vocation of an assessee though abnormal in amount or i frequent in occurrence shall not qualify as extraordinary item. 
(d) "Financial Statements" means any statement to pro ide information about the financial position, performance and changes in the financial position f an assessee and includes balance sheet, profit and loss account and other statements and exp natory notes forming part thereof: 
(e) "Prior period items" means material charges or credits which arise in the previous year as a result of errors or omissions in the preparation of the financia statements of one or more prev1ous years: 
Provided that the charge or credit arising on the outcome of contingency, which at the time of occurrence could not be estimated accurately shall not con itute the correction of an error but a change in estimate and such an item shall not be treated as a prior period item. 
This notification shall come into force with effect from 1st d of April, 1996 and shall accordingly apply to assessment year 1997 - 1998 and subsequent asses ment years. 

: F.No. 132/7/95-TPL 
Nc '<1C1~ C\ 

~~· 
(K.D. Gupta) 

Joint Secreta to Government oflndia 
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