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CONSTRUCTION FEDERATION OF INDIA (CFI)

Suggestions on Draft Tax Accounting Standards on ‘Construction Contracts’
Central Board of Direct Taxes (CBDT) has published a discussion paper on Tax Accounting Standards (TAS) in October 2011 alongwith two new draft standards; one on tax accounting on Construction Contracts and other on tax accounting for Government Grants. 

Suggestions have been sought on the above two draft TAS. Following points needs to be considered in the TAS on Tax accounting for construction contracts :

1. The basic objective as has been stated by committee appointed for notification of TAS is to ensure that accounting standard published by Institute of Chartered Accountants of India (ICAI) and Tax Accounting Standards (TAS) by CBDT should be so aligned so that assessees are not required to maintain two sets of books of accounts. It may be however noted that on introduction of Direct Tax Code (DTC) w.e.f. 01/04/2012, results / accounts prepared under Company’s Act and the net profit arrived therefrom will not be the starting point unlike Income Tax Act 1961. Under DTC for each business and or for each source of Income computation of Income needs to be starting from gross revenue of the business / source and therefrom various eligible deductions required to be claimed. Therefore in any case ‘accounting’ and tax would result in two separate working, therefore objective proposed by committed appointed by CBDT would not serve the purpose. Without considering above position, specific comments on TAS are as under :

2. TAS on Tax accounting for construction contracts recognises only percentage completion method, whereas historically construction industry has also been following “project completion method” under taxation. Same has been accepted by Tax Authorities in past. It is relevant in some cases that profit or loss on construction can be reliably estimated / known only on completion of particular project.                 Hence project completion method should also be continued to be recognised for taxation of construction contracts. 

Without prejudice to the above recommendation, committee wants to recognise only percentage completion method then for the contracts already under execution, project completion method should be allowed to be continued and only for those projects which are starting after specified dated (say 01/04/2012) project completion method should not be allowed to be used. 

3. In order to have consistency in understanding and implementation of percentage completion method in true intent and spirit, formulae to be used for computing percentage completion may be clearly specified.

4. In case revenue recognition under percentage method is done based on ‘Work done’ or ‘Revenue billable’ till date then for computing percentage completion, estimated revenue till project completion should clearly define whether and which claims can be considered. In normal practice there are various types of claims raised on client such as Extension of Time claim for delay in execution of project on account of client, Variation claim for change in scope or quantity of work etc. Apart from timing for recognition of these claims, for stage of percentage completion, claims lodged or considered over and above original contract value should be excluded.

5. In case of a specified Infrastructure Projects deduction u/s 80 IA is allowable under Income Tax Act 1961 for projects which have become operational before 31st March 2012.The deduction provided under section can be claimed only after completion of the entire project and therefore in case of these projects application of percentage completion method will be difficult. Rather the deduction available for 10 consecutive years out of 20 years will also pose problem if instead of project completion, percentage completion method is mandated. In such case amendment would also be required u/s 80 IA of the Act. Under DTC scenario this issue might not arise as deduction would be available on the basis of investments made in the project instead of profits of the project. 

6. TAS is silent towards recognising estimated loss for the project vis-a-vis actual loss for the project. TAS should clearly indicate stage of recognition of estimated / actual loss for the project in line with AS 7 issued by ICAI on construction contracts.

7. TAS has defined manner of computation contract revenue and contract cost.             The estimation of revenue and cost based on contract clause should be estimated by the management and duly audited, same should not be matter of challenge by                Tax Authorities. 

8. In case of new contract there are certain initial / preliminary expenses incurred in connection with such contract such as temporary accommodation and facilities for workers, site cleaning and maintenance, provisions of certain tools and equipments. TAS should recognise these types of initial expenses as preliminary expenses since benefit of these types of expenses is spread over till completion of the project, same should be allowed to be amortised / written off over a project period instead of getting charged in the year of incurrence. In few cases it will be exception to the deprecation entitled as per Income Tax u/s 32 of the Act. This will provide uniformity basis towards allowability of these types of expenses. 

9. TAS is silent on timing and accounting of various claims such as extension of time, extra work and related cost. Similar provisions as existing under AS 7 should be brought in by which claim can be recognised as Income / Revenue only when negotiations have reached to the advance stage with the client and claim amount can be reliably measured. 

10. TAS permits to recognise revenue to the extent of cost incurred in early stages of contract. Early stage has been defined to be maximum upto 25% of stage of completion. It is suggested that discretion to recognise such revenue be allowed to the assessee on case to case basis any time after 10% of stage of completion and maximum upto 25% of stage of completion. Same should be clearly disclosed in the Accounts prepared under “Accounting Policy”.

11. TAS is silent for applicability of the standard to projects executed as a developer or concessionaire under Build Own Transfer (BOT) scheme or to Real Estate Developers.

In substance, provisions of AS 7 should be made applicable to the Tax Accounts also in order to avoid maintaining of two sets / computation. 
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