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INTRODUCTION TO
CONTRACT ACCOUNTING




TYPES OF CONTRACTS

Description

Fixed Price Pre-agreed amount

Cost-Plus Cost + agreed margin

Time & Material Time billed + cost



FEATURES OF CONTRACT
ACCOUNTING




KEY TERMINOLOGIES

Work Certified Verified by
engineer/client

Work Uncertified Completed, not yet
approved
Retention Money Held post-handover

Notional Profit Interim profit




PROFIT RECOGNITION
METHODS

Method Description

Completed Contract After completion

% of Completion Progressive

Hybrid Sub-project based

Formula:
Notional Profit x Cash Received | Work Certified



PROFIT TRANSFER RULES

<25% No Profit Transfer

25%-50% 1/3 x NP x CR /WC

50%-90% 2/3 x NP x CR/WC

>90% Est. Profit x WC / CP x CR/WC

Examples: Flyover 30% — Limited
Tunnel 85% — Major earnings
Hospital 95% — Near-full



ESCALATION & RETENTION




NUMERICAL EXAMPLE




AS-7 VS IND AS 115

Basis % Completion Performance
Obligation

Recognition Gradual When obligation
fulfilled

Use Construction All long-term

contracts



SUMMARY & RECAP
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