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1. Proportion of contract costs incurred for work performed upto the
reporting date to the total contract costs.
= Contract Costs incurred

Total contract costs

- Exclusions from contract costs incurred:-
e Contract costs paid for future activities.

e Payments to subcontractors in advance.

2. Surveys of work performed.
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3. Completion of physical proportion of contract work.
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AS-7 ACCOUNTING FOR CONSTRUCTION CONTRACT
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NOTES

° Amount of contract revenue recognised in the eeriod
° Method used to determine contract revenue
I I
. Method used to determine stage oi_’ comeletion of contracts.

 — —

| Inrespect of contracts in progress: /
L |

. The amount of costs incurremd recognised profits upto the

reporting date. / 1SDO 000
e Amount of advances received. (30000 —
e Amount of retentions. 200000
I - ®

Also disclose“

° The amount due trom customer tor contract work as an asset.
'\ ° The amount due to customer tor contract wmys a liability. /'
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AS-7: CONSTRUCTION CONTRACTS
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Compute the percentage of completion and the Contract Revenues and Costs
to be recognized from the following data.

. J
e Contract Price- X75 Lakhs - Rueuule
=7

e Materials issued- ¥18 Lakhs of which materials costing ! Lakhs is still
lying unused at the end of the period. |83:=1S

* Labour paid for workers engaged at the site- 12 Lakhs (X2 Lakhs is still
payable) 12+ <k

Lakhs, Advances paid to subcontractors- X3 Lakhs@

e
e Cost estimated to be incurred to complete the contract- 30 Lakhs

Answer: Here, the Proportionate Cost Method will provide a realistic estimate
of the stage of completion. This is calculated as under —

Lu3

Reyetitdl-=—TS-% ST /-=-42.8SE - I othih .nao's mentoned then assume
me oo ke \whbud meaauved *
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Particulars Computation| Amount
Materials Cost incurred on the Contract X18(-)X3 | 15 Lakhs
(net of Closing Stock)
Add: |Labour Costs incurred on the Contract 12+%2 14 Lakhs
(paid + payable)

Specific Contract Costs Given 6 Lakhs

Sub-Contract Costs (advances should not Given 5 Lakhs
be considered)

Costs Incurred Till Date 40 Lakhs
Add:  |Further Costs to be incurred Given 30 Lakhs
70 Lakhs

Total Contract Costs

Hence, Percentage of Completion based on| (40/70) x 57.14%

Costs = Cost incurred till date 100%
Estimated Total Costs
Contract Revenue to be recognized (as per 57 1;? x X |42.86 Lakhs
Para 21)
Less: |Contract Costs to be recognized (as per as computed (40.00 Lakhs

Para 21)
Therefore, Contract Profit 2.86 hakhs
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: An amount of ¥9,90,000 was incurred on a contract work up to 31t March.
lﬁertificates have been received to date to the value of X12,00,000 against
| ‘which ¥10,80,000 has been received in cash. The cost of work done but not
certified amounted to ?22,500:] It is estimated that by spending an
additional amount of 60,000 (including Provision for contingencies) the
work can be completed in all respects in another two months. The agreed
Contract Price of the work is ?12,505000. Compute a conservative estimate
of the profit to be taken to the P&L A/C as per AS-7. ). tom= qq-as‘l-

= Contott e = 1250000 AQY28/-
Answer: lost

Particulars gz

Total Cost = Cost incurred till Date + Estimated Additional

Cost = 9,90,000 + 60,000 10,50,000
% of completion based on Cost = Cost incurred till date
Estimated Total Costs 94.29%

Contract Revenue to be recognized (12,50,000 x 94.29%) |11,78,625
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Less: |Contract Cost incurred till date 9,90,000
Contract Profit <ﬁ8, 6—2‘5\>
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QUESTION 12

A Company undertakes a number of Contracts. The following particulars are

extracted in respect of certain loss-making contracts. Determine the amount |
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of Expected Loss that should be recognized in the accounts for the year, (in X |
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| [Contract Price 15.00 [)12.50 | 87.50 | 10.00
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Contract A B C D |
|
|
|
Cost Incurred till date 2.00 \10.90 2.50 | 6.00 |
= |
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Costs expected to be incurred to complet 200M 360 | 8800 | 400 | ]
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