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 1 Supplement: IAS 11 Construction contracts  

 Introduction 

 In this section we introduce construction contracts. We will look at the required treatments and 
disclosures under IAS 11. Make sure that you work through and understand all the examples. 

1.1 The need for IAS 11 
Imagine that you are the accountant at a construction company. Your company is building a large tower 
block that will house offices, under a contract with an investment company. It will take three years to 
build the block and over that time you will obviously have to pay for building materials, wages of workers 
on the building, architects' fees and so on. You will receive periodic payments from the investment 
company at various predetermined stages of the construction. How do you decide, in each of the three 
years, what to include as income and expenditure for the contract in the statement of profit or loss and 
other comprehensive income? 

This is the problem tackled by IAS 11 Construction contracts. 

 

A numerical example might help to illustrate the problem. Suppose that a contract is started on 1 January 
20X5, with an estimated completion date of 31 December 20X6. The final contract price is $1,500,000. 
In the first year, to 31 December 20X5: 

(a) Costs incurred amounted to $600,000. 

(b) Half the work on the contract was completed. 

(c) Certificates of work completed have been issued, to the value of $750,000. (Note. It is usual, in a 
construction contract, for a qualified person such as an architect or engineer to inspect the work 
completed, and if it is satisfactory, to issue certificates. This will then be the notification to the 
customer that progress payments are now due to the contractor. Progress payments are commonly 
the amount of valuation on the work certificates issued, minus a precautionary retention of 10%). 

(d) It is estimated with reasonable certainty that further costs to completion in 20X6 will be 
$600,000. 

What is the contract profit in 20X5, and what entries would be made for the contract at 31 December 
20X5 if: 

(a) Profits are deferred until the completion of the contract? 
(b) A proportion of the estimated revenue and profit is credited to the profit or loss in 20X5? 

 
(a) If profits were deferred until the completion of the contract in 20X6, the revenue and profit 

recognised on the contract in 20X5 would be nil, and the value of work in progress on 31 
December 20X5 would be $600,000. IAS 11 takes the view that this policy is unreasonable, 
because in 20X6, the total profit of $300,000 would be recorded. Since the contract revenues are 
earned throughout 20X5 and 20X6, a profit of nil in 20X5 and $300,000 in 20X6 would be 
contrary to the accruals concept of accounting. 

Example: Construction contract

Solution 



 

 

(b) It is fairer to recognise revenue and profit throughout the duration of the contract. 

As at 31 December 20X5 revenue of $750,000 should be matched with cost of sales of 
$600,000 in the statement of profit or loss and other comprehensive income, leaving an 
attributable profit for 20X5 of $150,000. 

The only entry in the statement of financial position as at 31 December 20X5 is a receivable of 
$750,000 recognising that the company is owed this amount for work done to date. No balance 
remains for work in progress, the whole $600,000 having been recognised in cost of sales. 

 

1.2 What is a construction contract? 
A contract which needs IAS 11 treatment does not have to last for a period of more than one year. The 
main point is that the contract activity starts in one financial period and ends in another, thus creating 
the problem: to which of two or more periods should contract income and costs be allocated? In fact, the 
definition given in the IAS of a construction contract is very straightforward. 

CONSTRUCTION CONTRACT. A contract specifically negotiated for the construction of an asset or a 
combination of assets that are closely interrelated or interdependent in terms of their design, technology 
and function or their ultimate purpose or use. (IAS 11) 

The standard differentiates between fixed price contracts and cost plus contracts. 

FIXED PRICE CONTRACT. A construction contract in which the contractor agrees to a fixed contract price, or 
a fixed rate per unit of output, which in some cases is subject to cost escalation clauses. 

COST PLUS CONTRACT. A construction contract in which the contractor is reimbursed for allowable or 
otherwise defined costs, plus a percentage of these costs or a fixed fee. (IAS 11) 

Construction contracts may involve the building of one asset, eg a bridge, or a series of interrelated assets 
eg an oil refinery. They may also include rendering of services related to the construction of an asset (eg 
architects) or restoring or demolishing an asset. 

 

1.3 Contract revenue  
Contract revenue will be the amount specified in the contract, subject to variations in the contract work, 
incentive payments and claims if these will probably give rise to revenue and if they can be reliably 
measured. The result is that contract revenue is measured at the fair value of the consideration received 
or receivable.  

1.4 Contract costs 
Contract costs consist of: 

 Costs relating directly to the contract 

 Costs attributable to general contract activity which can be allocated to the contract, such as 
insurance, cost of design and technical assistance not directly related to a specific contract and 
construction overheads 

 Any other costs which can be charged to the customer under the contract, which may include 
general administration costs and development costs 

Costs that relate directly to a specific contract include the following. 

 Site labour costs, including site supervision 
 Costs of materials used in construction 
 Depreciation of plant and equipment used on the contract 
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 Costs of moving plant, equipment and materials to and from the contract site 
 Costs of hiring plant and equipment 
 Costs of design and technical assistance that are directly related to the contract 
 Estimated costs of rectification and guarantee work, including expected warranty costs 
 Claims from third parties 

General contract activity costs should be allocated systematically and rationally, and all costs with 
similar characteristics should be treated consistently. The allocation should be based on the normal level 
of construction activity.  

Some costs cannot be attributed to contract activity and so the following should be excluded from 
construction contract costs. 

 General administration costs (unless reimbursement is specified in contract) 
 Selling costs 
 R&D costs (unless reimbursement is specified in contract) 
 Depreciation of idle plant and equipment not used on any particular contract 

1.5 Accounting treatment 

When the outcome of a contract can be estimated reliably, the contract revenue and costs should be 
recognised according to the stage of completion of the contract.  

This is often known as the percentage of completion method. 

If a loss is predicted on a contract, then it should be recognised immediately.  

The percentage of completion method is an application of the accruals assumption. Contract revenue is 
matched to the contract costs incurred in reaching the stage of completion, so revenue, costs and profit 
are attributed to the proportion of work completed. 

We can summarise the treatment as follows. 

 Recognise contract revenue as revenue in the accounting periods in which the work is performed 

 Recognise contract costs as an expense in the accounting period in which the work to which they 
relate is performed 

 Any expected excess of total contract costs over total contract revenue (ie a loss) should be 
recognised as an expense immediately 

 Any costs incurred which relate to future activity should be recognised as an asset if it is probable 
that they will be recovered (often called contract work in progress, ie amounts due from the 
customer) 

 Where amounts have been recognised as contract revenue, but their collectability from the 
customer becomes doubtful, such amounts should be recognised as an expense, not a deduction 
from revenue 

1.6 Determining the stage of completion 
How should you decide on the stage of completion of any contract? IAS 11 gives three methods which are 
commonly used: 

(a) Proportion of contract costs incurred for work carried out to date  

costs estimated Total

date to Costs
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(b) Surveys of work carried out  

 
priceContract

certifiedWork
 

(c) Physical proportion of the contract work completed 

1.7 Prior year figures 
Where a contract has been running for more than one year, the following method is required: 

Statement of profit or loss (for the year) 

(i) Calculate cumulative profit or loss figures 

(ii) Remove prior year figures (so that you are left with current year figures) 

Statement of financial position (cumulative) 

(i) Costs incurred – add together the costs for all years to date 

(ii) Recognised profit or loss – this should be the cumulative figure  

(iii) Progress billings to date – add together the progress billings for all years to date 

 
Centrepoint Co entered into a fixed price contract to build a tower block. The initial amount of revenue 
agreed is $440m. At the beginning of the contract on 1 January 20X6, the initial estimate of the contract 
costs was $400m. At the end of 20X6, the estimate of the total costs rose to $404m. 

During 20X7, Centrepoint agreed to a variation which increases expected revenue from the contract by 
$10m and incurs additional costs of $6m. At the end of 20X7, there are materials stored on site for use 
during the following period which cost $5m. 

It has been decided to determine the stage of completion of the contract by calculating the proportion of 
contract costs incurred for work to date compared to the latest estimated total contract costs. The 
contract costs incurred at the end of each year were as follows: 

20X6: $105.04m,  

20X7: $274.7m (including materials in store),  

20X8: $410m. 

Required 

Calculate the stage of completion for each year of the contract and show how revenues, costs and profits 
will be recognised in each year. 

 
We can summarise the financial data for each year end during the construction period as follows. 

  20X6  20X7  20X8 
  $'000  $'000  $'000 

 Initial amount of revenue agreed in the contract  440,000  440,000  440,000 
 Variation        –            10,000     10,000 
 Total contract revenue  440,000  450,000  450,000 

 Contract costs incurred to date  105,040  274,700  410,000 
 Contract costs to complete  298,960    135,300       –       
 Total estimated contract costs  404,000  410,000  410,000 

 Estimated profit  36,000  40,000  40,000 
 Stage of completion  26%  66%  100% 

Example: Stage of completion

Solution 



  

 

The stage of completion has been calculated using the formula: 

costsestimated Total

date to Costs
 

The stage of completion in 20X7 is calculated by deducting the $5m of materials held for the following 
period from the costs incurred up to that year end, ie $274.7m  $5m = $269.7m.  

$269.7m
$410m

 = 66% (rounded up from 65.78%) 

Revenue, expenses and profit will be recognised in profit or loss as follows. 

   Recognised in  Recognised in 
  To date  prior years  current year 
  $'000  $'000  $'000 

 20X6 Revenue ($440m  26%)  114,400   114,400 
  Costs ($404m  26%)   (105,040)   (105,040) 
      9,360       9,360 

 20X7 Revenue ($450m  66%)  297,000  114,400  182,600 
  Costs ($410m  66%) (270,600)  (105,040)  (165,560) 
    26,400       9,360     17,040 

 20X8 Revenue ($450m  100%)  450,000  297,000  153,000 
  Costs ($410m  100%) (410,000)  (270,600)  (139,400) 
    40,000     26,400        13,600 

You can see from the above example that, when the stage of completion is determined using the contract 
costs incurred to date, only contract costs reflecting the work to date should be included in costs incurred 
to date: 

 Exclude costs relating to future activity, eg cost of materials delivered but not yet used 
 Exclude payments made to subcontractors in advance of work performed 

 

1.8 Outcome of the contract cannot be predicted reliably 
When the contract's outcome cannot be predicted reliably the following treatment should be followed. 

 Only recognise revenue to the extent of contract costs incurred which are expected to be 
recoverable 

 Recognise contract costs as an expense in the period they are incurred 

This no profit/no loss approach reflects the situation near the beginning of a contract, ie the outcome 
cannot be reliably estimated, but it is likely that costs will be recovered. 

 
WB entered into a five year contract with the national government to extend a metro line for an agreed 
fixed fee of $6,000m. 

At the end of the first year, total costs incurred were $850m.  At this stage surveyors estimated that total 
costs of the contract would be in the range $4,000m to $5,500m.  This was based on the fact that 
delays had meant that the project may take substantially more than five years to complete together with 
their experience of similar contracts where costs had spiralled out of control. 

By the end of the first year of the contract invoices for $900m had been issued.  The invoices had not 
been paid, but there was no indication the government would be unable to pay them. 

Example: Metro construction



 

 

Extracts of WB’s financial statements relating to the contract at the end of the first year would record 
revenue and cost of sales of $850m, giving a no profit/no loss position as follows: 

Statement of profit or loss and other comprehensive income  
  $'m 
Revenue   850 
Cost of sales   (850) 
Profit on contract for the year    0 

   

Statement of financial position  
Gross amounts due to customers  
 $'m 
Costs to date  850 
Recognised profits less recognised losses   0 
 850 
Less: progress billings to date  (900) 
Amounts due to customers    (50) 

Trade receivables  
Progress billings to date 900 
Less: cash received     (0) 
  900 

We will look at the accounting treatment of construction contracts in more detail in the following sections. 

1.9 Recognition of expected losses 
Any loss on a contract should be recognised as soon as it is foreseen. The loss will be the amount by 
which total expected contract revenue is exceeded by total expected contract costs. The loss amount is 
not affected by whether work has started on the contract, the stage of completion of the work or profits on 
other contracts (unless they are related contracts treated as a single contract). 

Exam skills 

The treatment of expected losses is very important and students often miss it. An exam question may give 
you a contract on which a loss is expected. The first thing you should do when you attempt a question 
on construction contracts is to work out whether the contract is overall profit making or loss making.  

 

1.10 Summary of accounting treatment 
The following summarises the accounting treatment for construction contracts in the financial statements 
– make sure that you understand it. 



  

 

1.10.1 Accounting entries 
The following table summarises the accounting entries relating to construction contracts: 

 DR CR 

Revenue Gross amounts due from/to 
customers (SOFP) 

Revenue (P/L) 

Cost of sales Cost of sales (P/L) Gross amounts due from/to 
customers (SOFP) 

Progress billings invoiced to 
customers 

Trade receivables (SOFP) Gross amounts due from/to 
customers (SOFP) 

Cash received from customers Cash (SOFP) Trade receivables (SOFP) 

Costs incurred Gross amounts due from/to 
customers (SOFP) 

Trade payables (credit 
purchases) OR Cash (cash 
purchases) (SOFP) 

 

1.10.2 Statement of profit or loss and other comprehensive income  
(a) Revenue and costs 

Sales revenue and associated costs should be recorded in the statement of profit or loss as the 
contract activity progresses: 

(i) Include a proportion of total contract value as sales revenue in the statement of profit or 
loss. The proportion is based on the stage of completion of the contract.  

(ii) The costs incurred in reaching that stage of completion are matched with this sales 
revenue, resulting in the reporting of results which can be attributed to the proportion of 
work completed. 

(iii) Where the outcome cannot be estimated reliably, recognise revenue to the extent of 
recoverable contract costs incurred. 

(b) Profit recognised in the contract 

(i) If the contract is expected to be profitable overall, then profit related to the proportion of 
work carried out should be recognised.  

(ii) If the contract is expected to be loss making overall, then all of the loss must be recognised 
as soon as it is anticipated.  

(iii) Where the outcome cannot be estimated reliably, neither a profit nor a loss should be 
recognised. 

The effect in the statement of profit or loss can be summarised as follows: 

   $ 
Revenue recognised  X 
Cost of sales recognised    (X) 
Recognised profit/loss  X/(X) 



 

 

1.10.3 Statement of financial position 

(a) Gross amount due from/to customers 

  $ 
Costs incurred   X 
Recognised profits less recognised losses     X 
 X 
Less: progress billings to date    (X) 
Amount recognised as an asset/(liability)  X/(X) 

 

Gross amounts due from customers should be recognised as a current asset and gross amounts due to 
customers should be recognised as a current liability.  

Exam alert 

In your exam, make sure you state clearly whether the amount you have calculated is a current asset or 
current liability.  

 

(b) Trade receivables 

   $ 
Progress billings to date    X 
Less: cash received to date  (X) 

   X 

Work through the following example to make sure you understand how the accounting works.  

 
Haggrun Co has two contracts in progress, the details of which are as follows. 

 Happy  Grumpy  
 $'000 $'000 
Total contract price 300 300 
Costs incurred to date 90 150 
Estimated costs to completion 135 225 
Progress payments invoiced and received 116 116 

Required 

Show extracts from the statement of profit or loss and other comprehensive income and the statement of 
financial position for each contract, assuming they are both: 

(a) 40% complete; and 
(b) 36% complete. 

Example: Construction contracts
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Tutorial note: Before doing any other workings, you should calculate whether each contract is expected to 
be profit making or loss making overall.  

Happy contract 

  $’000 
Final contract price  300 
Less: costs to date  (90) 

estimated future costs  (135) 
Estimated final profit     75 

Grumpy contract 

  $’000 
Final contract price  300 
Less: costs to date  (150) 

estimated future costs  (225) 
Estimated final loss    (75) 

Tutorial note: Now we can go on to calculate the amounts that should be recognised in the financial 
statements.  

Happy contract (profit making) 

(a) 40% complete 

Statement of profit or loss and other comprehensive income 
  $'000 
Revenue (300  40%)  120 
Cost of sales (balancing figure)  (90) 
Profit to date (75  40%)   30 

Statement of financial position 
  $'000 
Costs incurred  90 
Recognised profits less recognised losses   30 
 1120 
Less: progress billings to date  (116) 
Amount due from customers      4 

 Amount due from customers is an asset of $4,000 which should be recognised in current assets.  

(b) 36% complete 

Statement of profit or loss and other comprehensive income  
   $'000 
Revenue (300  36%)   108 
Cost of sales (balancing figure)   (81) 
Profit to date (75  36%)   27 
  
Statement of financial position $'000 
Costs to date   90 
Recognised profits less recognised losses    27 
 117 
Less: progress billings to date   (116) 
Amount due from customers       1 

Amount due from customers is an asset of $1,000 which should be recognised in current assets. 

Solution 



 

 

Grumpy contract (loss making) 

(a) 40% complete 

Statement of profit or loss and other comprehensive income  
  $'000 
Revenue (300  40%)  120 
Cost of sales (balancing figure)  (195) 
Recognised loss*    (75) 

 * Remember that the whole of the expected loss is recognised as soon as it is anticipated.  

Statement of financial position  
 $'000 
Costs to date  150 
Recognised profits less recognised losses   (75) 
 75 
Less: progress billings to date  (116) 
Amounts due to customers    (41) 

Amount due to customers is a liability of $41,000 which should be recognised in current 
liabilities. 

 (b) 36% complete 

Statement of profit or loss and other comprehensive income  
 $'000 
Revenue (300  36%)  108 
Cost of sales (balancing figure)  (183) 
Recognised loss*   (75) 

 * Remember that the whole of the expected loss is recognised as soon as it is anticipated. 

Statement of financial position  
 $'000 
Costs to date  150 
Recognised profits less recognised losses  (75) 
 75 
Progress billings  (116) 
Amount due to customers    (41) 

Amount due to customers is a liability of $41,000 which should be recognised in current 
liabilities. 

 

 
Learning outcomes C2(a) 

The main business of Santolina Co is construction contracts. At the end of September 20X3 there is an 
uncompleted contract on the books, details of which are as follows. 

Date commenced 1.4.X1
Expected completed date 23.12.X3

Santolina Co calculates the stage of completion of contracts using the value of work certified as a 
proportion of total contract value.  
     $  
Final contract price 290,000 
Costs to 30.9.X3 210,450 
Value of work certified to 30.9.X3 230,000 
Progress billings to 30.9.X3 210,000 
Cash received to 30.9.X3 194,000 
Estimated costs to completion at 30.9.X3 20,600 

Question 8.1 Construction contracts



  

 

Required 

Prepare calculations showing the amounts to be included in the statement of profit or loss and the 
statement of financial position at 30 September 20X3 in respect of the above contract. 

 

1.11 Changes in estimates 
The effect of any change in the estimate of contract revenue or costs or the outcome of a contract should 
be accounted for as a change in accounting estimate under IAS 8 Accounting policies, changes in 
accounting estimates and errors. 

 
The example below shows the effect of a change in estimate of costs on the figures that appear in the 
statement of profit or loss and other comprehensive income and statement of financial position. 

Battersby Co enters into a three-year contract. 

Estimated revenue = $20,000 
Estimated total cost = $16,000. 

However, during Year 2, management revises its estimate of total costs incurred and thus the outcome of 
the contract. As a result, during Year 2, a loss is recognised on the contract for the year, even though the 
contract will still be profitable overall. 

  Year 1  Year 2  Year 3 
  $  $  $ 
Estimated revenue  20,000  20,000  20,000 
Estimated total cost  16,000  18,000  18,000 
Estimated total profit    4,000    2,000    2,000 

Cost incurred to date  $8,000  $13,500  $18,000 
Percentage of completion  50%  75%  100% 
Recognised profit/(loss) in the year  $2,000  ($500)  $500 
Cumulative recognised profit  $2,000  $1,500  $2,000 

Progress billings of $8,000, $8,000 and $4,000 are made on the last day of each year and are received 
in the first month of the following year. The asset/liability at the end of each year is: 

Gross amounts due to/from customers  Year 1  Year 2  Year 3 
  $  $  $ 
Costs incurred  8,000  13,500  18,000 
Recognised profits  2,000  2,000  2,500 
(Recognised losses)  –  (500)  (500) 
Less: progress billings to date   (8,000)  (16,000)  (20,000) 
Amount recognised as an asset/(liability)     2,000    (1,000)            – 

In addition, at each year end, the entity recognises a trade receivable for the amount outstanding at the 
end of the year of $8,000, $8,000 and $4,000. 

 

1.12 Disclosures 
The following should be disclosed under IAS 11. 

 Contract revenue recognised as revenue in the period 
 Methods used to determine the contract revenue 
 Methods used to determine stage of completion of contracts which are in progress 

Example: Changes in estimates



 

 

For contracts in progress at the end of the reporting period, show the following. 

 Total costs incurred plus recognised profits (less recognised losses) to date 
 Advances received  
 Retentions (progress billings not paid until the satisfaction of certain conditions) 

Amounts owed by customers and to sub-contractors for contract work must be shown gross as an asset 
and a liability respectively. These are determined by comparing the total costs incurred plus recognised 
profits to the sum of recognised losses and progress billings, as you will see in the examples below. 

Any contingent gains or losses, eg due to warranty costs, claims, penalties or possible losses, should be 
disclosed in accordance with IAS 37 Provisions, contingent liabilities and contingent assets. 

 
Suppose that Tract Ore Co finishes its first year of operations in which all contract costs were paid in cash 
and all progress billings and advances were received in cash. For contracts W, X and Z only: 

(a) contract costs include costs of materials purchased for use in the contract which have not been 
used at the period end; and 

(b) customers have advanced sums to the contractor for work not yet performed. 

The relevant figures for all contracts at the end of Tract Ore's first year of trading are as follows. 

  V  W  X  Y  Z  Total 

  $m  $m  $m  $m  $m  $m 

   Contract revenue recognised  113.1  405.6  296.4  156.0  42.9  1014.0 

   Contract expenses recognised  (85.8)  (351.0)  (273.0)  (195.0)  (42.9)   (947.7) 

   Expected losses recognised      –          –           –      (31.2)  (23.4)      (54.6) 

   Recognised profits less recognised losses  27.3  54.6  23.4  (70.2)  (23.4)      11.7 

   Contract costs incurred in the period  85.8  437.6  386.1  195.0  85.8  1,190.3 

   Contract expenses recognised  (85.8)  (351.0)  (273.0)  (195.0)  (42.9)   (947.7) 

   Contract expenses that relate to                                                                        

      future activity recognised as an asset      –     86.6  113.1       –     42.9     242.6 

   Contract revenue  113.1  405.6  296.4  156.0  42.9   1014.0 

   Progress billings  (78.0)  (405.6)  (296.4)  (140.4)  (42.9)    (963.3) 

   Unbilled contract revenue  35.1       –             –     15.6     –          50.7 

   Advances      –     41.6  10.4       –     13.0       65.0 

Required 

Show the figures that should be disclosed under IAS 11. 

 
Following IAS 11, the required disclosures would be as follows. 

      $m 

 Contract revenue recognised in the period  1,014.0 
 Contract costs incurred and recognised profits (less recognised losses) to date (W)  1,202.0 
 Advances received 65.0 
 Gross amount due from customers for contract work: asset (W)   254.3 
 Gross amount due to customers for contract work: liability (W)     (15.6) 

Example: IAS 11 disclosures

Solution 



  

 

Workings 

These amounts are calculated as follows. 

  V  W  X  Y  Z  Total 
  $m   $m   $m     $m  $m  $m 
Contract costs incurred  85.8 437.6   386.1   195.0 85.8   1,190.3 
Recognised profits less recognised losses   27.3    54.6    23.4  (70.2)  (23.4)    11.7 
  113.1  492.2  409.5 124.8  62.4  1,202.0 
Less: progress billings to date  (78.0)  (405.6)   (296.4)   (140.4)  (42.9)   (963.3) 
Due from customers  35.1    86.6  113.1     19.5  254.3 
Due to customers     (15.6)      (15.6) 

 

1.13 IAS 11 examples 
This example is given in the appendix to IAS 11. Work through it and make sure you understand it. 

 
A construction contractor has a fixed price contract to build a bridge. The initial amount of revenue agreed 
in the contract is $9,000. The contractor’s initial estimate of contract costs is $8,000. It will take three 
years to build the bridge. By the end of year 1, the contractor’s estimate of contract costs has increased to 
$8,050.  

In year 2, the customer approves a variation resulting in an increase in contract revenue of $200 and 
estimated additional contract costs of $150. At the end of year 2, costs incurred include $100 for 
standard materials stored on site to be used in year 3 to complete the project. 

The contractor determines the stage of completion of the contract by calculating the proportion that 
contract costs incurred for work performed to date bear to the latest estimated total contract costs. A 
summary of the financial data during the construction period is as follows: 

 Year 1 Year 2  Year 3

Initial amount of revenue agreed      $    $      $     
in contract  9,000  9,000  9,000 
Variation         –     200      200 
Total contract revenue  9,000  9,200  9,200 
Contract costs incurred to date  2,093  6,168  8,200 
Contract costs to complete  5,957  2,032         – 
Total estimated contract costs  8,050  8,200  8,200 
Estimated profit 950 1,000  1,000
Stage of completion 26% 74%  100%

The stage of completion for year 2 (74%) is determined by excluding from contract costs incurred for 
work performed to date the $100 of standard materials stored at the site for use in year 3. 

Example: IAS 11 example



 

 

The amounts of revenue, expenses and profit recognised in the statement of profit or loss and other 
comprehensive income in the three years are as follows: 

   Recognised in  Recognised in 
  To date  prior years  current year 
Year 1  $       $       $      
Revenue (9,000  26%)  2,340  –  2,340 
Expenses (8,050  26%)  2,093        –  2,093 
Profit      247        –      247 

Year 2    
Revenue (9,200  74%)  6,808  2,340  4,468 
Expenses (8,200  74%)  6,068  2,093  3,975 
Profit      740      247     493 

Year 3    
Revenue (9,200  100%)  9,200  6,808  2,392 
Expenses  8,200  6,068  2,132 
Profit  1,000      740      260 

 

Here is another example from IAS 11 illustrating the disclosures required.  

 

A contractor has five contracts in progress at the end of year 1 as follows: 

  A  B  C   D   E  Total

  $  $  $   $   $  $
Contract revenue recognised 145 520 380 200 55 1,300
Contract expenses recognised 110 450 350 250 55 1,215
Expected losses recognised       –       –       –   40    30    70
Recognised profits less recognised losses    35    70    30  (90)   (30)    15

Contract costs incurred in the period 110 510 450 250 100 1,420
Contract costs incurred recognised       
as expenses   110   450   350   250    55  1,215
Contract costs relating to future activity (WIP)      –    60   100       –   45    205
Contract revenue (as above) 145    520    380    200     55   1,300
Progress billings   100    520    380   180   55   1,235
Unbilled contract revenue     45        –        –     20      –      65
Advances  –  80  20     –     25  125

The amounts to be disclosed in accordance with IAS 11 are as follows: 
 $      
Contract revenue recognised as revenue in the period 1,300 
Contract costs incurred and recognised profits less recognised losses to date 1,435 
Advances received 125 
Gross amount due from customers for contract work (asset) 220 
Gross amount due to customers for contract work (liability)  (20) 

These amounts are calculated as follows: 
  A  B  C  D  E  Total 
  $  $  $  $ $ $ 
 Contract costs incurred  110  510  450  250  100  1,420 
 Recognised profits less recognised       
    losses    35    70    30  (90)  (30)       15 
  145  580  480  160  70  1,435 
 Progress billings  100  520  380  180   55  1,235 
 Due from customers  45  60  100  –  15  220 
 Due to customers  –  –  –  (20)  –  (20) 

 

Example: Construction contract disclosures



  

 

Note that where you are dealing with a single construction contract, there will be either a gross amount 
due to customers or a gross amount due from customers. In the above example we are dealing with more 
than one contract and, instead of showing a net balance of $200 due from customers, the standard 
requires the asset and the liability are shown separately. 

 Section summary 

 The rules for calculating accounting entries on construction contracts can be summarised as follows. 

  When the outcome of a construction contract can be estimated reliably, contract revenue and 
contract costs shall be recognised as revenue and expenses respectively by reference to the stage 
of completion of the contract. 

  When it is probable that total contract costs will exceed total contract revenue, the expected loss 
shall be recognised as an expense immediately. 

  When the outcome of the construction contract cannot be estimated reliably, revenue is 
recognised to the extent of contract costs incurred that is expected to be recovered, and contract 
costs are recognised as an expense in the period incurred. As a result, no profit or loss is 
recognised. 



 

 

 

 The rules for calculating accounting entries on construction contracts can be summarised as follows. 

 When the outcome of a construction contract can be estimated reliably, contract revenue and 
contract costs shall be recognised as revenue and expenses respectively by reference to the stage 
of completion of the contract. 

 When it is probable that total contract costs will exceed total contract revenue, the expected loss 
shall be recognised as an expense immediately.  

 

1 Any expected loss on a construction contract must be recognised, in full, in the year it was identified. Is 
this true or false?  

2 List the three methods that IAS 11 gives for calculating the stage of completion of a contract.  

3 Which of the following items should be disclosed for a construction contract according to IAS 11?  

(1) Contract revenue recognised 
(2) Method used to identify the stage of completion 
(3) Recognised profits less recognised losses to date 

A 1 only 
B 1 and 2 only 
C 2 only 
D 1, 2 and 3 

 

 
1 True 

2 (a) Proportion of contract costs incurred for work carried out to date  

costs estimated Total

date to Costs
 

(b) Surveys of work carried out  

 
priceContract

certifiedWork
 

(c) Physical proportion of the contract work completed 

3 B The aggregate of cots incurred plus recognised profits less recognised losses to date must be 
disclosed, but there is no requirement to disclose separately the recognised profits less recognised 
losses. 
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8.1 Construction contracts 

Tutorial note: you should first determine whether the contract is profitable or loss making 

  $ 
Final contract price  290,000 
Less: costs to date  (210,450) 

estimated future costs    (20,600) 
Estimated final profit     58,950 

Stage of completion = 
price contract Total

certifiedWork 
 =

290,000

230,000
 = 79.3% 

Amounts recognised in the statement of profit or loss to 30 September 20X3: 

  $ 
Revenue recognised (work certified) 230,000 
Costs recognised (balancing figure)  (183,253) 
Recognised profit (79.3% × 58,950)     46,747 

Amounts recognised in the statement of financial position at 30 September 20X3: 

  $ 
Costs incurred   210,450 
Recognised profits     46,747 
 257,197 
Less: progress billings to date  (210,000) 
Gross amount due from customers (asset)     47,197 

Recognise an asset in the statement of financial position under current assets: 

Gross amounts due from customers $47,197 

There will also be a receivable balance for the progress billings not yet received in cash of 210,000 – 194,000 
= $16,000. 

 
 

Answers to Questions



 

 

 


