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1. Legal force for maintaining the securities 
portfolio by banks:-
Section 24 (2A) of the Banking Regulations Act, 1949 
provides that a scheduled bank, in addition to the 
average daily balance which it is, or may be, required 
to maintain under Section 42 of the Reserve Bank of 
India Act, 1934 (2 of 1934) and every other banking 
company, in addition to the cash reserve which it is 
required to maintain under Section 18, shall maintain 
in India, assets, the value of which shall not be less 
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than such percentage not exceeding forty per cent, of 
the total of its demand and time liabilities in India is 
on the last Friday of the second preceding fortnight as 
the Reserve Bank may, by notification in the Official 
Gazette, specify from time to time and such assets 
shall to maintained, in such form and manner, as may 
be specified in such notification.

Further, in terms of RBI notification no. DBR.No.Ret.
BC.63/12.01.001/2015-16 dated 10th December 2015, 
such assets shall be maintained in the form of cash, 
gold, balance with other scheduled banks and in 
unencumbered securities specified by RBI.
As such, every banking company is required to 
hold securities for the purpose of maintaining the 
Statutory Liquidity Ratio in the form as laid down 
by RBI from time to time, following the provisions of 
Banking Regulation Act, 1949.
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2. RBI guidelines in relation to Categorisation 
of Securities:-

The securities are required to be held under 
‘Investment head’ in Balance Sheet after classifying 
the same into following three categories:--

(a) Available for Sale (AFS)
(b) Held to Maturity (HTM)
(c) Held for Trading (HFT)

The securities held under AFS and HFT categories 
are required to be marked to market at quarterly and 
monthly intervals respectively and net depreciation 
under each classification is provided for and net 
appreciation, if any, is to be ignored. The securities 
held under HTM category is carried at cost. If the 
acquisition cost is more than the face value of security, 
the premium is amortised in residual maturity period 
by following the “constant yield method”. The banks 
have to reflect the amortised amount in ‘Schedule 13 
– Interest Earned: Item II – Income on Investments’, 
as a deduction.
3. Existing treatment of securities for tax 
purpose:-

Before introduction of ICDS, the banks were following 
different practices to account for securities in books and 
for tax purposes. In the books, banks were following 
guidelines prescribed by RBI whereas for Income Tax 
purpose, majority of banks were treating the entire 
security portfolio (including HTM securities) as stock 
in trade and claiming deductions of trading loss (Mark 
to Market). This treatment has also been confirmed 
by various judicial authorities including apex court 
since number of years. It is pertinent to mention that 
claiming deduction of trading loss on HTM securities, 
treating the same as Stock in trade, results into only 
deferment of tax and there was not any permanent 
difference and banks were creating deferred tax 
liability on the same.

4. Proposed treatment of securities for tax 
purpose:-

ICDS-VIII relating to “Securities” Part B deals 
with securities held by a scheduled bank or public 
financial institutions formed under a Central or a 
State Act or so declared under the Companies Act, 
1956 (1 of 1956) or the Companies Act, 2013 (18 of 
2013). It states that 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.

In other words, now banks have to mandatorily follow 
the RBI guidelines in relation to securities and no other 
treatment can be given for tax purposes. Due to this, 
banks has come under one umbrella in respect of tax 
treatment of securities portfolio and existing litigations 
on this front before various jurisdictional authorities 
will come to an end.

5. Validity of ICDS-VIII for Banks:-

The validity of ICDS provisions was challenged by The 
Chamber of Tax Consultants and Anothers before Delhi 
High Court [2018] 400 ITR 178 (Delhi). The Court held 
that the force of judicial precedents can be overridden 
only by a validation law passed by the Parliament, which 
removes the defect that the courts had found in the 
existing law. Such power cannot be exercised by the 
Executive. The Court had a look at each ICDS so as to 
sort out the provisions which may have the overriding 
effect on existing judicial precedents and struck down 
such provisions declaring ultra vires. While framing the 
decision, the court declared only Part A of ICDS-VIII as 
ultra vires.

Therefore, Part B of ICDS-VIII is still in force 
and banking companies are bound to follow the 
provisions of the same while computing its taxable  
income.

In other words, now banks have to mandatorily follow 
the RBI guidelines in relation to securities and no 

other treatment can be given for tax purposes.
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6. Comparison between the treatment given by banks for computing taxable income before 
and after introduction of ICDS VIII:-

Type of 
Securities

Treatment before ICDS 
(treating entire portfolio as stock 

in trade)

Proposed treatment after ICDS applicability

AFS and HFT All the securities are marked 
to market and trading loss (net 
depreciation), if any, is claimed as 
deduction while computing taxable 
income of the bank.

Since treatment prescribed by RBI is to be followed, 
these securities are still to be marked to market 
following basket approach instead of script wise 
approach treating the same as stock in trade.

HTM Since treatment prescribed by RBI is to be followed, 
HTM securities will not be marked to market for 
computing taxable income and therefore, carried at 
acquisition cost. However, the premium over and 
above the fact value will be amortised over the period 
remaining to maturity.

It is again reiterated that the major impact on taxable 
income after introduction of ICDS will be due to the 
treatment given for HTM securities by the bank. 

7. Allowance for Amortisation of Premium 
on HTM Securities:-

Now, the question arises whether the banking 
companies will get deduction on account of 
amortisation of investments under Income tax Act, 
1961 while following the treatment advised by RBI.

Section 32 of the Income tax Act, 1961 allows 
deduction in respect of depreciation on various 
assets. It does not talk about the deduction on 
account of amortisation of investments. Even, no 
other section specifically talks for providing any 
deduction on account of amortisation being capital in 
nature. However, we may have a look on the following 
for claiming deduction on account of amortisation:-

CBDT issued instruction no. 17/2008 dated 
26.11.2008 explaining various deductions that 
banks may claim and the same will be allowed only 
after thorough examination of the claim and facts 
by Income Tax Officers. Para (vii) of this instruction 
inter alia states that “Investments classified under 
HTM category need not be marked to market and are 
carried at acquisition cost unless these are more than 
the face value, in which case the premium should be 
amortised over the period remaining to maturity. The 
latest guidelines of the RBI may be referred to for 
allowing any such claims”. 

As such, the intention of CBDT is to provide 
deduction for amortisation of premium on HTM 
securities in line with RBI guidelines.
In the case of ACIT vs. The Bank of Rajasthan Ltd. 

(2011) TIOL-35-ITAT-Mumbai, Hon’ble ITAT has 
held that in case of banks, the premium paid in excess 
of face value of investments classified under HTM 
category which has been amortised over the period 
till maturity is allowable as revenue expenditure since 
the claim is as per RBI Guidelines and CBDT also has 
directed to allow such premium. 
In the case of Catholic Syrian Bank Ltd. vs. CIT 
[ITA No. 1251 of 2009, Hon’ble Kerala High Court 
held that amortisation on purchase of Government 
securities was made as per prudential norms of the 
RBI and same was allowable deduction.

In case of Nagpur Urban Co-operative Bank Ltd. vs. 
Addl. CIT [ITA No. 280 & 281/PN/2015], Hon’ble 
ITAT, Pune held that amortisation premium paid on 
Government Securities debited to Profit and Loss 
Account, as per RBI guidelines has to be allowed 
being expenses incurred during the course of business 
of banking, Assessing Officer is directed accordingly.

In the case of Suvarnyug Sahkari Bank Ltd. vs. ACIT 
(ITA No.1668/PN/2012), Pune ITAT held that AO 
was not justified in making addition of `.36,62,956/- 
being amortisation of premium paid on purchase of 
Government Securities. Since the amount is of nature 
of Revenue expenditure expended out pertaining to 
relevant previous year, hence, allowable as business 
expenditure.
The same view has also been taken in the 
following judgements:-

� ACIT vs. Ahmednagar District Central Co-
op Bank Ltd. (ITA 1983/PN/2013).

� CIT vs. HDFC Bank Ltd. (ITA 330 of 2012) – 
Bombay High Court. 
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Moreover, it is a mandate given by RBI to Banks to 
hold these securities without which banks can’t run its 
business and it is also not open to the banks to decide 
anything contrary in this matter, hence the same should 
be allowed without considering other related issues.
Therefore, it can be inferred from the above verdicts 
and instructions issued by CBDT that banks may claim 
amortisation of premium on HTM securities, although 

capital in nature, while computing its taxable income 
as a special case, in the form of revenue / business 
expenditure.

8. Deferred Tax Liability lying in the books on 
account of existing treatment of securities:- 

In terms of the provisions laid down by Accounting 
Standard – 22 “Accounting for taxes on income”, banks 
were creating deferred tax liability on the amount 
of trading loss as being claimed treating the entire 
portfolio of securities as stock in trade due to timing 
difference. This amount of DTL is utilised when market 
shows improvement and bank earns trading income on 
these securities when marked to market. The position 
of DTL and its utilisation will be as under:-

Type of Securities DTL Manner of utilisation of DTL
AFS and HFT Though the approach followed in books 

and for computing taxable income were 
more or less same, still DTL would have 
been created for timing difference arises 
due to the methods applied for making 
the securities marked to market i.e. bucket 
method under books in terms of RBI 
guidelines and script wise method while 
computing taxable income.

There is no defined procedure for 
reversal/utilisation of DTL in such case.  
After applicability of ICDS-VIII, banks 
are required to mandatorily follow the 
RBI guidelines for tax treatment of 
securities portfolio. As such, it can be said 
that the treatment given in the past will 
not be reversed anymore and accordingly, 
DTL created earlier on account of timing 
difference will no longer be required to 
maintain. Therefore, it may at once be 
reversed and credit to Profit & Loss A/c. 
However, in my opinion, banks may utilise 
the amount of DTL lying in books while 
creating tax provisions in coming years in 
any reasonable and phased manner so as 
to minimise the impact on Profit & Loss 
A/c and not to show the absorbed picture 
of P&L being an extraordinary item.

HTM Since the approach followed in books 
of account and for computing taxable 
income, was altogether different, DTL 
would have been created on the following 
amount:-
(Trading loss claimed – Amortisation 
of premium – profit on sale, if any as 
disallowed)

Sum up
In the light of legal position stated above, the author is of 
the view that RBI guidelines are binding on the assessee 
for the purpose of maintaining books of accounts and 
also for computing taxable income after introduction of 
ICDS-VIII. The major impact on taxable income will be 
due to change in the treatment of HTM securities. 
On the positive side, this change will overcome the 
following difficulties / complexities:-

� Dual account maintenance for securities 
portfolio.

� Ascertaining Mark to Market loss on the HTM 
securities.

� Creation of Deferred Tax Liability and keeping 
track of its utilisation.

� Unwanted litigation on this front.
�  Other related miscellaneous issues.

On the negative side, the only loss to the bank will be in 
the form of interest which the banks were enjoying due 
to deferment of actual tax payment.
At last, it can be said that the Profit & Loss A/c of the 
banks will remain tax neutral on year to year basis. 
On one hand, this change will increase the current tax 
liability of the bank but on the other, it will reduce the 
requirement for maintaining DTL almost in the same 
proportion; leaving the P&L intact. In other words, now 
banks have to provide for more in the form of current 
tax liability which earlier otherwise be provided for 
in the form of Deferred tax liability in line with the 
provisions of AS -22.

Therefore, it can be inferred from the verdicts and 
instructions issued by CBDT that banks may claim 

amortisation of premium on HTM securities, although 
capital in nature, while computing its taxable income as a 

special case, in the form of revenue / business expenditure.

Peace comes from within. Do not seek it without. - Buddha
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