I.R. 118/VI MINISTRY OF FINANCE
DEPARTMENT OF INLAND REVERUE
NICOSIA

Circular No.: 1987/21
Income Tax: 1987/20 23rd July, 1987.

To All Assessing Staff,

Real Estate Developers & Contractors:-

Timing of profit recognition for tax purposes
Computation of taxable profit

Computation of Expenditure for Capital Allowances

———— I enclose detailed instructions on the above subject with effect
as from:-

(i) 1.1.1988 for contracts starting thereafter

(ii) 1.1.1989 for accounts submitted thereafter in respect of
previous years

Accounts in respect of existing contracts submitted by 31.12.1988
can be on the basis of previous practice provided that if the
percentage of completion method was used, it will not be changed
to the substantially completed method.

Make sure that all additional information set out in Appendices
Al-A4 is submitted with the accounts in time.

PR / I .
Iy
/ 4 ,"-’._,,r /;,__-' g
f/ . /’,// ; [/ S ‘ "‘\ i
cting Director

of the Department of Inland Revenue.

Copy to: All Authorised Accountants (E.A.E. 1987/2)

I.R. 151/1I

AG/AP
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B

(iv) Final cost of sitms: Un completian of separation all actual
Npenses are‘&ppcrtianed to the sites on the basie of known alis
astimated selling prices.This cost figure is not sub i

FEvision, it im0 < whenever the site in sola ang ab wh
price,to find rhe profit ona simply deducts from the prioe,ih
coet.

For additional information to be provided in respect of saoh
project separately with the submission o accounts of aind
davel opers see fppeEndisd Hity. It i3 emphaszised that both the
accounts and the information must be Lept separately fope manh
project. For axampla ses Appendiy B {1).

<. Fixed Frice Contracts (Construction of flats oftfices /shops
undertaken on accownt of third parky s

Timing of profit reconnition:
Tazpayer can choose petween the following two methods but hi
is exercised once for all contracts. '

i1

a) The substantially completed method: -

profit 12 recognised 1n the year that worl certified raas
of the total contract price (including agreed artrazs) .
i assessed to tax 1n that vyear irrespective of actual
receipts to that date.

The provisional tax provisions for the imposition o
additional tax due ta low computation will apply to that
profits only

o
1

(b) The perocentage aof complebion method: —
profit 18 recoanised right from the start of the R e
in any Case a2z 5000 A% wor k expecuted enicpeds IR Of
price plus agrees aitiras. Chargeabls profit is caloulat
baziz of cash paceived and provisional tan provisions §

o the contrach 15 completed.

GO AR

coamtract FProftito oo Wori: Certified

Contrach Price

Preeat it For year A F Frodit oup o year L7 profit up Lo wealm LEoLe
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1+ method fh\
o Nork Ca“*l """"
Egtimatead "tﬂ+1t
Tanable Frofit =

Gelling i
-{mne assume bhalt land was purd
change for the eraction uf £

The
I+ land wa

foffices.estimata ot inclade tlats/shob: &

tramnsyerread Lo ]¢Pd5wnwr o does land cost be 1tcludaa
calcocwlatinons.

(n comepletion of
Actusl sales and
caloulations are
+inal profit. Actual
provisional tax par
The method followsd (23 or (b),determines the years for which
additional t i dww o low computations.
Mots, that ans g ' ats/offices snter the calculations
simated sselling prie L ai the time of completion of the project.
fAlao note that any 4 E ars transferred to ?“m
tand owoer 1in excha taken into consider:
@ither az sales or heing reduced by o

ianmd to btake such account.

are known and the above
with actual “ignraﬂ to arrive at
e compared with estimated figuwres o

4
i

)"D £

]

I"!
o
ey

o] 13 2 o letion of the project

i oost f&r fufdrm prm%if $~xhu1ntxu"£ when their sale
Fczt ot unseld shop/flat/offices Est 1.Frsee (1~ F¥).
Ty =ale,Frotil o= ﬁﬂtuﬂl ﬂEl.Pfluw - Cost

1o elther the
it *hE devel oper is rnoht Lhe
cumentad,
e s und
1z mstimatsc
: : the bkasiz
spendl ture inourred F the proportion of the wmri alrs
carried oubt, mulal any par* of the project be bransters
the owner of land 10 e\anan for the land, i1its cost sho
ev-iuded from the project’s construction cost . Buoh cosl
egqual to the cost of the 11ﬂd o the devslopa2r.

1 1 mated
et weon Conbractor
contractor himsed s
st as estimsted by
construction himsel
ot the subms s
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(143 Where a project is wnderviakan in phases, Tor profit recgni Lion

purpoeses,each phasze 1s 1o he conzidered separately,
Swimming pools, tennis

courts, pm‘iinu zpaces,costs for
the whole project must he allocated to the phases on the bssis
of the aresa of sach phase,.
1110 Claims in . dispute, supported by documentary evidence are to be
included in the profits of the year of their satt]amvn1
additional 1nformation to be submittad with the accounits see
Appendix ALZ) and for an Example szes Appendl:s B{OE).

CEPITA. ALLOWSNCES

For ths buyer
On completion of the praieat Qaﬁh ﬁhﬁpﬁ%latfa¥¥iae will

pe allocated with 1ts cons cost on the bhasis uf 1te arsa and
weight factor as per the arc %1.aat3 oF Civil anqlnpe of bt &3
For capital allowanoe purposes &n slement of the pro é;t.

to the construction, should be added to that construction cost. The
profit element can be raleoulsted as follows:

Actual Salﬁf and E"txmeﬁd Sales on complation X

Leca: Land valued at outset of project (X)
Qufhﬁl con trv'flm ipendl ture (X2

Frofit to Cost = Profit = 100
Land Yalue + Construchion Cost
Exvpendi ture for Cap.sl ces = (1 4+ % Frofit) Construchion Cost,

For jand owner
fiz per value of land
the developer. This

Feoeivard or plus any Cas
allocated to the ahupm/flat
relevant weilght factors

Ord sy on
For Additic
?¢p9"t1~e1,.

| . no slemsnt of profit to be added.
mErrmat ion and Erample see Appendices A4 arnd EBE{4)

The provisions of bhis Dheoular affeoct as Tollows:
iy Contracts starting aftar 1.
i1y Accounts in respsct oot any year submitted after 31.12.88

Arcounts 1n respect of existing conbrscts subimi tted by Fl1.12.8
o the basis of the pra2vious ﬂractzze {mither bthe peroentage
complation method or the subatantially completed method?. Howevei, o
LhAﬂML o4 the basis of profit recognition to the substantially

onpleted method will be allawed for “ﬁﬂtldiyu that acoounts have
mlr ady been submitied on the percentage oOf conpletion method,
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Subvml Lted only in Lhe first year of Lhe

whenaver neosssary wuntil

finalisead.

Saband e
zaparation
ot the

SUREBNEEE

in the
=t s
aoaration

first year
are revised
for- Actual

and whenaver
and on comple
saeparation

Sobmi bhed svery Year kil
ie recelwed.

in year of sale.

all ravenue
w3 nee Sl

o

Submi s



Aopendin ALD)

S - e i s ot s s s e s o ey

Intormation

Client:

Name, identity card moregistration no.if company,full address,

{11 Land site:
Registration fo.s Eheet Flan No.:
Lacations Area

B3} DPescraiption of Structure
semant Parking Space/ Area Weight Specific .
Gor Shoreromm’ shap ) Factor Extras
with or without
mezzarine/ M fice/
Flat
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Anpendix  ALI)
Information.
Nevelopment projesis
a) Land Jsite ’
i} Registration MNos Cheet Flan Not
Location: fArean
ii‘Fste oFf Acguisiiion.
sMethad of Acguisition
1v) Purchazs prioe
vy MNamz,identiby card no., address of pravinus owner and the
connection direct or indirect,if any, with present owner.
vi) I4 For cost caloulations the value of lang considared was mhher
rran the purchass price, incliude copy of the estimate and the o
o which the Market Yalus was basned.
vii) Copy of the agreemsnt for the purchase of land, i+ applicabla.
by Cost of project

et

LRI ARG ¥

Estimated Cost of Constr
project or the case of
agreed contract prioe,

in

rontractor heing dther
COpY

+ -

Pudget at the gtart of th
than bhe develo

of the agresment to be attached.

ijon as per

=y Frogress of Frojecht
i} As per work certified if contractor 13 other thap davel opar.
113 fas per achual cost e the date as per the Books of dccount 1f
contractor and developsr ars one and the =ams.
From Frevigus Current Crurpdl ki va
Tear Yaar
1. Matertals
2.l abour
Y3, Professional Fees
¥4, Subcontractors
L, Obher SHpensEs
X Mames, identity card no, adaresses % anpuntz pald to he 1ncinded.
gy Deszription of Crructure L oot aof Consto votaon
per shop/fiat/otfice.
S Farking. Area
Sk s 0
Wittt o K
fiate ot
MNots: In cases th ayment to band owners CMpE GBS o83
+1atssh vk anst.uhtxmn tor be
allocate ’ ¢ pe the cost of
1andg and ol construction should
he allegated affices. The same Dasls
af construc 3 e uued for land ownars’
flats/office hop & developers’ flats Jofdices/shops. Ingtaats
which shops/ ats ntfiroes are to bDe L n:terf@d tao land olERr .

PR

P



romy

Appendix A2

shopltlatsotfice,

D

ranatarrenl

W E Yeaarlsy
Interes
Faid

f v er s '

[T,

See

Informationn ¥



PR I )

coreatrustlon

truchion
md Dost

,.
it
)
il




Appendl
Examples
L.and Development
Land cost=s £40,000
Separation Expenses {estimated) = 15,000
Actual Separation Expencsss
at the =2nd of Znd year= 2G,000

Site Est.Sell.Frice Actual Gell.Frice Cash Recegipts Cash Receipts
Year 1 Year 2
9, 000 Py OGO 4, 500 2y 000

10,000 —

12, 000 - - o

b0 L0 NI U A i S e

B e T

100,000

TSI IR I DT

Year 1

ot e G s ity

Esi. Lot Eite

"
i

= (40,000 - 1B 000 i F, 000
e e 22 G Q@HO
1060, Q00

Frofit Si1te 1 D, O00n - 4,280 = 4,000

h

Recognised Profit Site 1= 4,080 »« 4,300

e e g

tirewias calculations carried cut +or Site T and 4 anad the total
assessed in ya2ar 1.

Year 2.
Egt.Cost Site 1 = (40,000 + J0,000) 1 2,000
e 3z 6 AQ0
10O, 200
Crofit Site 1| = 9,000 - 5,400 = 1,600
Recognised Frofit Side 1= 3,600 % 5,300
—————— oz 3500

G, D00

T, 000 2,000 4,500 e 000

10,000 10, 000 5, 000 2,300

12,000 e — —
8, 000 Q000 ——— 3, 00
8,000 D00 J— 1,000
13 2 D0 11,000 — 5 . GO0
3 12, 000 _— e ——

fa L.l

§o

]
c-u/.-l—

Bt

ofit
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Frofit already recognised in Yesse 1 o= 2 Q25
7 f.“ . SR W vy o ¢ It ‘"' -
Year 2 Site 1 Profit Rec. = 2,500-2,025

= G775

Same calculations carried out for Site 2 0% 4
Year 2. h

Appandi E(1)



Appendiy
Example
Figed Frice Contract
Contract Frice and Extras Agreed = GO0, Q00
ork Certified = EO0, 000
Cost Attributable to Contract = 250, 00
Fetimated Cost to Completion = 150, 000
Cash received to reporting date = 200, D00

fethod () Substantislly Complated Method.

Contract Expenditure to date = 250, Q00
Est.Cost to Completion = 150, H00
Total Contract Expenditure 400, Q00
Work Certified w100 = 200,000 » 100
~~~~~~~~~~~~~~~~~ e = &0.0%
Contract Frice Extras S00, 000

Therefore no profit recognised at this stage. ¢

Method (h) Percentage of Completion Method

Work Certified x 100 = 30CG,000 @ 100

e e o e = HO%
Contract Price J500, 000

Theretora profit is asszessed to tax as follows:-

Contract Frofit=500,000 - (250,200 + 150,000) = 100,000

Frofit to this dates= 100,000 3 100,000

~~~~~~~~~ = 50, 00O
SO0, 000
Taxable profit =60,000 x 200,000 = 40,000

FO0, 000
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Appendi x
Evample

DEVELOPMEMNT PROJECT

YEAR 1

Ext,.Sales fActusl Sales Cazh Receiphls

T3, QO I, OO

L
3, 0

T, 000 8, 000 R0, 000

25,000
BE, QG0

& e
iy 00

B oG R e B e

RO, TN

ESISWBIR I RN - = SRl St~

TEAR 2

ot 80 Bhens it e M 100 o e g ot e b W fts i o et bt e o o W W Wt W Sh s St P e 08 AL AR S W e 5N S s Ao

Actual Ssles Cum, Cash Reoceipts

r
pe

I, 000

TConstrucison Cost o date

B T L T PR ) S

tet.onstruction
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fppendix B3I

methiod (k) as follows:
(3=t

2w Actual Sal
v Cazsh FReceilpts

T, QOO

o o . .

Year i proiject completed

210, QGO
Py, OO0
ﬁQ,QQQ

5
1 Construction Lo

rore Sos e o o oot et s S med 00n

Frofit margin 70,000

e 3z 1

210,000

p 1 3
h receipts far the year =145,000 T, 000 =110, 000

7

Al le Frofit under method (b= 110,000 = Bh, bBT
Tarzhblae Frofit under method (&) = 3 v oactual sales

= o 180, 600
P ot =

ar 1 method (b))

i = A
L RO

awable profit =

IR A



Total SBales

Frofits Dost= &O,000 2 100

e e s e ot e A2s Saate et e e Boem e e D

150, 0D

ShopsFiat = Ar=a Weight Factor

B oo v v [ i

IR

i

Shop 1 20 osg.mow O

v 20 sg.m.n GL8 F 16
Flat 1 15C sq.m.x 1 = 15
v2 1590 sg.m.x | = 150
v 1590 sg.m. L = 150
g - 148 sg.men 1 = 1468

ot saas st e e

I
o
i
el

Appendix B4}
Example

221G, 000
G0, 000
L0, OO0

&0, D00

Congt.Cost +
Profit

Ze10t

Z.101
22,077
29,077

—_— ey
=29 w b 7&

Construction Cost

12,563
154, OO0
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