Accounting Standard – 7 “Accounting for Construction Contract”
Objective of AS- 
· Provide Accounting Treatment of Revenue and Costs Associated with Construction Contract
· Ensure that the fair accounting has been done arises due to difference in period of commence of contract activity and date of actual completion.

· Resolving the issue of Allocation of Revenue and costs

· Recognition of Revenue and costs in the statements of Profit and Loss Account

SCOPE

· The accounti9ng standard is applied in construction contract in the financial statements of Contractors.

DEFINATION
· Construction Contract: - The contract specifically negotiated for the purpose of construction of a assets, a combination of assets that are closely interrelated or interdependent in terms of their Design, technology, and Function or their terms of use.
Types of Contract: -

· Fixed Price Contract: - Contractors agrees to a fixed price or a fixed rate per unit of output, sometimes it included Escalation Clause.
·  Cost Plus Contract: - Contract is entered with a view of Allowable reimbursable expenses or otherwise defined costs, plus percentage of these costs or a fixed rate. 
Combining and Segmenting Construction Contract

· When a contract covers numbers of assets, the construction of each assets should be treated as a separated construction contract when

a. Separate proposal have been submitted for each assets
b. Each assets have been subject to separate negotiation
c. The cost and revenue of each asset can be identified.
· A group of contract, whether with a single consumer or with several consumers, should be treated as a single construction contract when,

a. The groups of contracts is negotiated as a single package,
b. The contract are so closely interrelated that they are, in effect, part of a single project with an overall profit margin; and 
c. The contracts are performed concurrently or in a continuous sequence.
· A contract may be provide for the construction of additional assets at the option of the customer or may be amended to include the construction of an additional asset. The constructions of additional assets should be treated as a separate construction contract when 

a. The assets differs in design, technology or function from the assets or assets covers by the original contract; or

b. The price of the assets is negotiated without regard to the original contract price.
CONTRACT REVENUE

The contract revenue comprise

· The initial amount of revenue agreed in the contract ; and
· Variations in the contract work, claims and incentive payments 

a. To the extent it is probable that they will result in revenue; and

b. They are capable of being reliably measured.[image: image1.png]



