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Total cost of construction 47.60
Less: Total contract price (45.00)
Total foreseeable loss to be recognized as expense 2.60

According to of AS 7, when it is probable that total contract costs will exceed total contract revenue, the
expected loss should be recognized as an expense immediately.

Question 14 =% Seif
Rajendra undertook a contract X 20,00,000 on an arrangement that 80% of the value of work done, as
certified by the architect of the contractee should be paid immediately and that the r ining 20% be
retained until the Contract was completed. In Year 1, the amounts expended were|X 8,60,000,| the work
was certified for X 8,00,000 and 80% of this was paid as agreed. It was estimated that future expenditure
to complete the Contract would be X 10,00,000. In Year 2, the amounts expended were Three-
fourth of the work under contract wamd as done e by December 31st and 80% of thls was received
accordingly. It was estimated that future expenditure to complete the Contract would be X 4,00,000. In
Year 3, the amounts expended were X 3,10,000 and on June 30th, the whole Contract was completed. Show
how Contract revenue would be recognized in the P & L A/c of Mr. Rajendra each year.

(PYP 5 Marks , Nov 20)(MTP 5 Marks Sep "23)
Answer 14

(a) Year 1 z L

Actual expenditure 8,60,000 | e = 860@

Futu;e estin:jated expenditure 10,00,000 860(!17 + IOOD 000

Total Expenditure 18,60,000

. = hb-2nY. ‘
2%/
% of work completed = 8,60,000/18,60,000 x 100 = 46.24%(Rounded off) Rep- Pee = 2000000 % 102 /
Revenue to be recognized (cumulative) = 20,00,000 x 76.95% = 15,39,000 q.'u-u 800
Less: revenue recognized in Year 1 =(9,24,800) (s} > _8_§_9d_)2_
Revenue to be recognized in Year 2 X 6,14,200 pmb"{- - CAB00
Ya s- ..

Year 2 . Yea;z SoC ;

Actual expend/.ture 4,75,000 860@ 4 H’ISUI)

Future Expenditure 4,00,000 1 H 00 000

Expenditure incurred in year 1 8,60,000 860@ + N'ISUD

17,35,000 lsas'oOO - T6- -qsf-

% of work completed= 4,75,000+8,60,000/ 17,35,000= 76.95%(Rounded off) 738000
Revenue to be recognized (cumulative) = 20,00,000 x76.95% = 15,39,000
Less: revenue recognized in Year 1 = (9,24,800) Revenue to be recognized in Year 1 = Rs. 6,14,200
Year 3

Whole contract got completed therefore total contract value less revenue recognized up to year
amount of revenue to be recognized in year 3 i.e. 20,00,000 — 15,39,000 (9,24,800 + 6,14,200)
=%4,61,000. Note: Calendar year has been considered as accounting year.
¢R = Q000000 RT4-4ST = 1S3A000 - G400 = §14200
ce tzasooo 8600cb = 415000
P = THao
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