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Background

On 31 March 2015, the Ministry of Finance (MoF) issued 10 Income Computation and 
Disclosure Standards (ICDS) operationalising a new framework for computation of 
taxable income by all assessees other than an individual or a Hindu Undivided Family 
who is not required to get his/her accounts of the Previous Year (PY) audited in 
accordance with the provisions of Section 44AB of the Income-tax Act, 1961 (IT Act). 
Such assessees need to follow the mercantile system of accounting, for the purposes 
of computation of income chargeable to income-tax under the head ‘Profits and Gains 
of Business or Profession’ or ‘Income from other sources’. The ICDS are applicable to 
the specified assessees from Assessment Year (AY) 2017-18.

The Finance Minister constituted a Committee (the Committee) comprising of experts 
from accounting, departmental officers and representatives from the Institute of 
Chartered Accountants of India (ICAI) to recommend the areas in respect of which 
further ICDS may be notified under the IT Act.

New development

The Committee vide a press release dated 11 May 2017 has issued the draft ICDS on 
real estate transactions (draft ICDS). The draft ICDS is based on the Guidance Note 
issued on Real Estate Transactions (ICAI GN) issued by ICAI in 2012. For the purposes 
of providing uniformity, certainty and harmonising the same with provisions of the IT 
Act, the Committee suggested certain changes in draft ICDS in comparison to the ICAI 
GN. 

The draft ICDS is open for comments from stakeholders till 26 May 2017. 

This issue of First Notes provides an overview of the draft ICDS issued by the MoF.

Overview of the draft ICDS

Applicability   

• Forms of real estate transactions: Similar to ICAI GN, the ICDS should be applied 
for determination of income from all forms of transactions in real estate, including 
land, building and rights in relation thereto. This will include the following:

– Sale of plots of land (including long term sale type leases) without any 
developments

– Sale of plots of land (including long term sale type leases) with development in 
the form of common facilities

– Development and sale of residential and commercial units, row houses, 
independent houses, with or without an undivided share in land
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– Acquisition, utilisation and transfer of development 
rights

– Redevelopment of existing buildings and structures

– Joint development agreements for any of the above 
activities.

Definition of a project

The draft ICDS emphasises that a project would be the 
smallest group of units, plots or saleable spaces, as the 
case may be, which are linked with a common set of basic 
facilities. While the ICAI GN requires the set of facilities to 
be connected by a common set of amenities to constitute a 
single project. 

Illustrative list of items falling in the definition of project 
cost

The draft ICDS does not include an illustrative list of items 
(as given in the ICAI GN) that can be included, allocated or 
excluded in the definition of project cost.

Recognition

• Projects where the economic substance is similar to a 
construction contract: Apply Percentage Of Completion 
Method (POCM) as per ICDS III, Construction Contracts to 
recognise project revenue and project costs. Revenue 
under POCM should be recognised when:

– The expenditure incurred on construction and 
development costs is 25 per cent or more of the 
construction and development costs

– 25 per cent or more of the saleable project area is 
secured by contracts or agreements with buyers and

– 10 per cent or more of the total revenue as per the 
agreements of sale or any other legally enforceable 
documents are realised in respect of each of the 
contracts and it is reasonably certain that the parties 
to such contracts will comply with the payment terms 
as defined in the contracts.

• Projects where the economic substance is not similar to 
a construction contract: Apply ICDS IV, Revenue 
Recognition. Provisions of para 3,4 and 5 of ICDS IV 
would apply provided:

– The seller has transferred to the buyer all significant 
risks and rewards of ownership and the seller retains 
no effective control of the real estate to a degree 
usually associated with ownership or the seller has 
effectively handed over possession of the real estate 
unit to the buyer forming part of the transaction

– No significant uncertainty exists regarding the 
amount of consideration that will be derived from the 
real estate sales

– There is a reasonable certainty that the revenue will 
be ultimately collected from buyers.

• Indicators of economic substance of project being 
similar to a construction contract are as follows:

– The duration of such projects is beyond 12 
months and the project commencement date 
and project completion date fall into different 
previous years

– Project involves activities similar to 
construction contracts such as land 
development, structural engineering, 
architectural design, construction or activities of 
similar nature

– While individual units of the project are 
contracted to be delivered to different buyers 
these are interdependent upon or interrelated to 
completion of a number of common activities 
with or without provision of common facilities

– The construction or development activities form 
a significant proportion of the project activity. 

Transferable Development Rights (TDRs)
Cost of acquisition of development rights should be 
added to the project costs in case the development 
rights are utilised in a real estate project.

• In case of rights acquired by way of direct 
purchase or development and construction of 
built-up area: Recognise cost of acquisition as the 
cost of purchases or amount spent on 
development or construction of built up area, 
respectively.

• In case of rights acquired by way of giving up of 
rights over existing structures or open land:
Development rights should be recorded at fair 
value of the acquired development rights.

• In case of sale/transfer of development rights: 
Revenue should be recognised if both the 
conditions mentioned below are met:

– Title of the right is transferred to the buyer and

– It is reasonable to expect that the revenue will 
be ultimately collected.

ICAI GN: It provides the same guidance as mentioned 
in the draft ICDS.

ICAI GN: It provides the same guidance as 
mentioned in the draft ICDS.

ICAI GN: In case of acquisition of TDRs, the ICAI 
GN provides that where development rights are 
acquired by way of giving up of rights over 
existing structures or open land, the development 
rights shall be recorded at the fair market value or 
net book value.

ICAI GN: It provides the same guidance as mentioned 
in the draft ICDS.
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Transactions with multiple elements

Similar to ICAI GN, in case of a contract for delivery of 
goods or services in addition to the construction or 
development of real estate between a person and a buyer:

• Contract consideration should be split into separately 
identifiable components including one for the 
construction and delivery of real estate units

• Consideration received or receivable should be 
allocated to each component on the basis of the fair 
value of each component.

• Recognition of revenue of each of the components 
should be as per the provisions of the relevant ICDS.  

Disclosures

Disclosure requirements of the draft ICDS are as follows:

• Disclose amount of project revenue recognised as 
revenue in the period

• Disclose the methods used to determine the project 
revenue recognised in the period

• Disclose the method used to determine the stage of 
completion of the project.

• In case of projects in progress as at the end of the 
previous year, disclose:

– The aggregate amount of costs incurred and 
profits recognised (less recognised losses) to date

– The amount of advances received

– The amount of work in progress and the value of 
inventories and

– Excess of revenue recognised over actual bills 
raised (unbilled revenue).

Transitional provisions

• Project revenue and project costs associated with 
the real estate project, which commenced on or 
after 1 April 201X should be recognised in 
accordance with the provisions of this standard.

• Project revenue and project costs associated with 
the real estate project, which commenced on or 
before the 31 March 201X but not completed by 
the said date, should be recognised based on the 
method regularly followed by the person prior to 
the previous year beginning on the 1 April 201X.

ICAI GN: It provides the same guidance as 
mentioned in the draft ICDS.

Our comments

In order to put rest to the controversy on whether ICDS III and ICDS IV are applicable to real estate transactions, the 
CBDT has now released draft ICDS on real estate transactions. The draft ICDS has made certain changes when 
compared with the ICAI GN on real estate transactions in areas such as:

• Definition of project: Use of the term ‘basic facilities’ in place of ‘common facilities’ as defined in the ICAI GN. The 
intention behind this change is that this is expected to provide clarity and consistency but is likely to result in 
recognition of revenues earlier.

• Application of POCM for real estate projects: The ICAI GN permits all methods for determining POCM e.g., cost 
incurred, survey of work done, technical estimation, etc. The ICAI GN, however, puts a cap on recognition of 
revenue based on POCM with reference to project cost incurred. The draft ICDS does not provide for capping the 
recognition of revenue based on POCM determined with reference to the project cost incurred.  

• Measurement of revenue for TDRs: The ICDS proposes recognition of TDRs acquired by way of giving up of 
rights over existing structures or open land, then TDRs would be recorded at the fair value of the TDRs so 
acquired. While the ICAI GN required them to be recorded at fair market value or net book value.

• Alignment with Ind AS GN on real estate transactions: Like all other ICDS, the draft ICDS is based on ICAI GN 
issued in 2012, it has certain differences from Ind AS. Key differences are the measurement of revenue - under 
Ind AS revenue is recognised at fair value of the consideration received or receivable. Additionally, when TDRs 
are acquired by way of giving up of rights over existing structures or open land then the cost of such TDRs would 
be measured at fair value unless (a) the exchange transaction lacks commercial substance or (b) the fair value of 
neither the asset received nor the asset given up is reliably measurable. The acquired asset is measured in this 
way even if an entity cannot immediately derecognise the asset given up. If the acquired asset is not measured at 
fair value, its cost is measured at the carrying amount of the asset given up.

• Transitional provisions: As there was no clear guidance available, the assessees may have used various methods 
for recognising project revenue and project cost. Therefore, projects that would have commenced before the 
applicability of this ICDS (as explained in the transition provisions above) would continue to recognise project 
revenue and project cost as per the method followed by the assessee for the period before transition to this ICDS. 
Thus, for some time, the assessees are likely to follow two separate methods of accounting project revenue and 
cost in case they were following some other method of accounting for their existing projects. 
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The bottom line

There is no specific Accounting Standard in Indian GAAP for accounting of real estate transactions and the 
accounting for such transactions is largely driven by the ICAI GN. It is welcome step by the MoF to prescribe an ICDS 
on this topic to bring the clarity and certainty around computation of income for the real estate projects. It will bring 
clarity and certainty in application of provisions of ICDS and computation of taxable income to this sector. We 
encourage stakeholders to provide their comments to the Committee by 26 May 2017. 

It is also important to note that while there are some minor changes, the ICDS is largely aligned with the accounting 
principles prescribed in the ICAI GN which will result in smooth transition. However, there are few areas where it 
differs from Ind AS GN on real estate transactions.
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Issue no. 9 – April 2017

The topics covered in this issue are:

• Accounting for prior period errors in Ind AS financial statements
• Accounting for foreign currency translation reserve under Ind AS
• Acceptance of deposits – regulatory requirements under the Companies Act, 2013
• IASB proposed amendments to IFRS 8, Operating Segments

• Regulatory updates

ICAI issues exposure draft on clarifications to Ind AS 115
9 May 2017

As a result of the discussions of the Transition Resource Group (TRG) which was set up jointly by the IASB and the 
U.S. Financial Accounting Standards Board (FASB), on 12 April 2016, the IASB issued amendments to IFRS 15. These 
amendments did not change the underlying principles of IFRS 15 but clarified some requirements and provided 
additional transitional relief to companies that were implementing IFRS 15.

To keep Ind AS updated with revisions made to IFRS, in order to maintain convergence, similar amendments were 
required in the Indian context. Accordingly, on 26 April 2017, the ICAI issued an Exposure Draft on Clarifications to 
Ind AS 115 (Exposure Draft). This Exposure Draft also proposes that Ind AS 115 would be applicable for accounting 
periods beginning on or after 1 April 2018.

The last date for comments on the exposure draft is 16 May 2017.

This issue of IFRS notes provides an overview of the amendments proposed in the Exposure Draft by the ICAI.

Missed an issue of Accounting and Auditing Update or First Notes

The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual or entity. Although we endeavour to provide accurate 
and timely information, there can be no guarantee that such information is accurate as of the date it is received or that it will continue to be accurate in the future. No one should act on 
such information without appropriate professional advice after a thorough examination of the particular situation.
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This document is meant for e-communication only.

Feedback/queries can be sent to aaupdate@kpmg.com

Previous editions are available to download from: www.kpmg.com/in

KPMG in India’s IFRS institute

Visit KPMG in India’s IFRS institute - a web-based platform, which seeks to act as a wide-ranging site for
information and updates on IFRS implementation in India.

The website provides information and resources to help board and audit committee members, executives,
management, stakeholders and government representatives gain insight and access to thought leadership
publications that are based on the evolving global financial reporting framework.

Ind AS - Practical perspectives
KPMG in India’s Ind AS - Practical perspectives through aims to put a finger on the pulse of India Inc’s adoption of 
Ind AS and capture emerging trends and practices.

Our impact assessment is based on Nifty 50 companies which would be the first group of companies to report Ind 
AS results. The Nifty 50 companies have released their financial results for the quarter ended 31 December 2016.

Out of the companies comprising Nifty 50 index, eight companies are banks, one is Non-Banking Financial 
Company (NBFC) and two companies follow a different date of transition to Ind AS. Therefore, our analysis would 
comprise the remaining 39 companies.

This can be accessed on KPMG in India website - ‘Ind AS- Practical perspectives’ webpage

Issuance of draft regulations for fast track insolvency of corporate persons covered under the Insolvency and 
Bankruptcy Code

28 April 2017

On 18 April 2017, the Insolvency and Bankruptcy Board of India has issued the below rules for public comments:

• Draft Insolvency and Bankruptcy Board of India (Fast Track Insolvency Resolution Process for Corporate 
Persons) Regulations, 2017 (draft Insolvency Regulations, 2017) 

• Draft notification for eligible corporate debtors under Section 55(2) of the Code.

To enhance the stability of the financial sector, RBI issued a circular advising banks to ensure that they have 
adequate provisions for loans and advances at all times. It encouraged banks to consider higher provisioning rates 
for standard assets (as compared to the minimum rates prescribed in the Master Circular) and review the provisions 
made for advances to stressed sectors of the economy.

This issue of First Notes provide an overview of the draft provisions.

https://home.kpmg.com/in/en/home/services/advisory/risk-consulting/accounting-advisory-services/ind-as-transition.html
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