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Contract  Costing 

  
1.   Cost Plus Contract. 
 

Provides for the payment by the customer or the contractee, of the actual cost of manufacture 
plus a stipulated profit. The item of expenditure to be included in the actual costs are broadly 
agreed upon in advance, and the books and documents of the manufacturer are open to check 
and scrutiny by the customer or his representative. The profit to be added to the actual cost may 
be a fixed amount or it may be in the form of a suitable percentages on cost or on the capital 
employed. 
 
Cost plus contracts are entered into when at the time of undertaking work, it is not possible to 
estimate the cost of contract with reasonable degree of accuracy due to unstable conditions of 
material, labour, services etc. are likely to fluctuate. Such contracts are also entered into when 
special items of work requiring high quality and precision, where estimating is difficult, are to be 
manufactured and supplied. 
 
Cost plus contracts are advantageous both for the manufacturer and the customer, as neither 
party stands to lose. A fair price is offered to the customer and a reasonable profit accrues to the 
manufacturer. 
 
What are the main features of ‘Cost-Plus-Contracts’. 

 
Answer:  The main features of cost-plus-contracts are as follows : 

 
1. This method is adopted in the case of those contracts where the probable cost of the 

contract can not be ascertained in advance with a reasonable accuracy. 
2. These contracts are preferred when the cost of material and labour is not steady and the 

contract completion may take number of years. 
3. The different costs to be included in the execution of the contract are mutually agreed, so 

that no dispute may arise in future in this respect.  Under such type of contracts 
contractee is allowed to check or scrutinise the concerned books, documents and 
accounts. 

4. Such a contract offers a fair price to the contractee and also a reasonable profit to the 
contractor. 

5. The contract price here is ascertained by adding a fixed and mutually pre-decided 
component of profit to the total cost of the work. 

 
 
2.   Discuss briefly the principles to be followed while taking credit for profit on incomplete 

contracts. 
 
 Ans: Principles to be followed while taking credit for profit on incomplete contracts : 
 

The portion of profit, to be credited to, profit and loss account should depend on the stage of 
completion of the contract.  This stage of completion of the contract should refer to the certified 
work only.  For this purpose, uncertified work should not be considered as far as possible.  For 
determining the credit for profit, all the incomplete contracts should be classified into the following 
four categories. 
i. Contract less than 25% complete 
ii. Contracts between 25% and 50% complete 
iii. Contracts more than 50% complete 
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 The transfer of profit to the profit and loss account in each of the above cases is done as under : 

 
i. Contract less than 25% complete :    If the contract has just started or it is less 

than 25% complete, no profit should be taken into account. 
 
ii. Contract between 25% and 50% complete :   In this case one third of the notional 

profit reduced in the ratio of cash received to work certified, may be transferred to 
the profit and loss account.  The amount of profit to be transferred to the profit and 
loss account may be determined by using the following formula : 

 
             1/3  x  Notional profit  x  Cash received 
                  Work certified 

 
iii. Contract more than 50% : In this case, two third of the notional profit, reduced by 

the portion of cash received to work certified may be transferred  to the profit and 
loss account.  In this case the formula to be used is as under ; 

 
             2/3  x  Notional profit  x Cash received 

                                           Work certified 
Contract nearing completion  :When a contract is nearing completion or 90% or more work has 
been done on a contract.  The amount of profit to be credited to profit and loss account may be 
determined by using any one of the following formula. 

 
  Estimated profit  x  Work certified 

                                Contract price 
 

  Estimated profit  x  Work certified  x Cash received 
         Contract price     Work certified 

 
.    or Estimated profit  x   Cash received   

                              Contract price 
 

  Estimated profit  x  Cost of work to date 
                                 Estimated total cost 

 
d. Estimated profit  x  Cost of work to date  x  Cash received 

                                 Estimated total cost       Work certified 
 
   e. Notional profit  x  Work certified 
            Contract price 
 
 
3.   Escalation Clause. 
 

Answer: Escalation Clause: This clause is usually provided in the contract as a safeguard against 
any like changes in the price or utilisation of material and labour.  If during the period of 
execution of a contract, the price of materials or labour  rise beyond a certain limit, the contract 
price will be increased by an agreed amount.  Inclusion of such a term in a contract deed is 
known as an ‘escalation clause’. 
An escalation clause usually relates to change in price of inputs, it may also be extended to 
increased consumption or utilisation of quantities of materials, labour etc. In such a situation the 
contractor has to satisfy the contract  that the increased utilisation is not due to his inefficiency  
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The accounting  principle of Contract Costing  is to debit the expenses and credit the closing 
stock, losses and incomes, (referred to P&L A/c.) 

 
 

In the books of Contractor  
Proforma of a Contract ( … no. ) A/c  for the period ended  

Dr.                                                                                                                                                             
Cr.        Particulars  Rs. Rs  Particulars  Rs.  Rs.             
 

To  Opening Material      By   Material transfer     x    
To  Works Certified  x     “     Cost of Materials sold   x 
 Works Un- Certified  x    “     Scrap & Loss of Materials   x        

(-)Profit Reserve x    “     Closing Stock of Materials at site  
 x 

                     xx   “     Cost to date or cost of Production c/d x 
 Materials Purchased             xx   or Cost of work done  
“  Direct Labour                
“   Expenses  & Overhead  xx 
“   Depreciation of Machinery  xx 
     xx        xx 
 
To Cost of Production b/d  xx  By   Work certified    xx 
“   Notional Profit C/d   xx  “      Works un-certified   xx 
                                                _______       “      Escalation     xx 
 
To P/L A/c                     xx              “     Notional Profit b/d              xx 
      Profit Transferred (Note 1)                                           
“    Profit Reserve   xx                ____                                                    
 
 
    
Next  Year 
To Work certified              xx 
     Work un certified       xx 
     (-) profit Reserve        xx 
     (+)Stock of Materials   xx xx 
               
                                                                                                                                                                                       
 
 

 Note 1   Degree of Completion   =     Works certified        100  
                                                                 Value of the contract     
    

 Note-2 
            Degree of completion                                                                                Profit to be transferred                                                                                                    
 
            0-24.99%                                                                                                        NIL 
 
            25-49.99%                                                                             1/3 x Notional profit x cash Received      
                                                                                                                                                Work certified 
            Above 50% but data for  estimated  
            profit is not given                                                               2/3 x Notional profit x cash Received   
                                                                                                                                           Work certified  
            Data of  estimated  
            Profit is given                                                   Estimated Profit x work certified    x  cash Received 
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                                                                                                                   Contract price      work certified 
        ______ 
 
 Note 3:   In case of loss, transferred total amount of loss to P/L A/c. 
 
 
 Note 4:                                               Statement of Estimated Profit     

       Rs.  Rs.                  

           Contract price          

Less :  Cost to date      

Estimated cost to complete the contract  

Contingencies                   

                         Estimated profit                              
 

Note 5:   Work certified means the volume of work completed and certified by the contractee or 
its agent  

  
 Note 6:   Work un certified means : (a)    Work completed but not yet certified. 
              (b)     Work - in - progress .                                

 Note 7:   CASH RECEIVED   WORK CERTIFIED IS ALSO KNOWN AS  “CASH –BASIS”. 
 
PROBLEMS  
 
1.   A contractor, who  prepares his account on 31st December each year, commenced a contract on 

1st  April, 2003. The costing records concerning the said contract  reveal the following information 
on 31st December, 2003 : 

 
  Materials charged to site                   Rs.2,58,100 
  Labour engaged    5,60,500 
  Foremen’s salary       79,300 

 
Plants costing Rs. 2,60,000 had been on site for 146 days. Their working life is estimated at 7 
years and their final scrap value at Rs. 15,000. A supervisor, who is paid Rs. 4,000 p.m. has 
devoted approximately three-fourths of his time to this contract. The administrative and other 
expenses amount to Rs. 1,40,000. Materials in hand at site on 31st December, 2003 cost Rs. 
25,400. Some of the materials costing Rs. 4,500 was found unsuitable and was sold for Rs. 4,00 
and a part of the plant costing Rs. 5,500 (on 31.12. 03) unsuited to the contract was sold at a 
profit of Rs. 1,000. 

 
The contract price was Rs. 22,00,000 but it was accepted by the contractor for Rs. 20,00,000 On 
31st December, 2003, two thirds of the contract was completed. Architect’s certificate had been 
issued covering 50% of the contract price and Rs. 7,50,000 had so far been paid on account . 
Prepare contract account and state how much profit or loss should be included in the financial 
accounts to 31st December, 2003. Workings should be clearly given. Depreciation is charged on 
time basis. Also prepare the Contractee’s account and show Balance Sheet as on 31st 
December, 2003. 

 
2. The following is the summary of the entries in a contract ledger as on 31st December, in respect 

of contract No. 51. Prepare a Contract account. 
    Rs. 
  Material bought directly 45,000 
        Materials from stores                                       7,000 
  Wages 18,000 
  Direct Expenses 7,000 
 
  Establishment Charges 8,000 

www.auditnca.com

A
U

D
IT

N
C

A
.C

O
M

www.auditnca.com


                                                                                                                                                 Cost Accounting- 
 

 

5 

  Plant  34,200 
  Scrap sold 1,820 
  Cost of sub-contract 7,500 
 
 You are further supplied with the following information : 
 
 
 1. Accruals on 30-12 are wages Rs. 900 and direct expenses Rs. 1,200. 
 2. Included in the above summary of entries are wages Rs. 1,000 and other expenses Rs. 

1,500, since certification  The value of materials used since certification is Rs. 2,200. 
 
 3. Depreciation till 31-12 on plant is Rs. 8,600. 
 4. Materials on hand on 31-12 Rs. 10,000. 
 
 5. The total contract price Rs. 100,000. 
 6. Rs. 52,500 had been certified up to 31-12 , when 5/8th contract had been completed. 

 
 
 3.  One of the building contracts currently engaged in by a construction company commenced 15 

months ago and remain unfinished.  The following information relating to the work on the contract 
has been prepared for the year just ended : 

                   Rs. ‘000  
  Contract Price         2,500 
  Value of work certified at the end of year     2,200 
  Cost of work not yet certified at the end of year         40 
   
 
 Cost incurred :  
  Opening balances : 
  Cost of work completed          300 
  Materials on site (physical stock)           10 
  
            During the year : 
  Materials delivered to site         610 
  Wages            580 
  Hire of plant           110 
  Other expenses            90 
  Closing balance : 
  Materials on site (physical stock)         20  
 

As soon as materials are delivered to the site, they are charged to the contract account.  A 
record is also kept of materials as they are actually used on the contract.  Periodically a stock 
check is made and any discrepancy between book stock and physical stock is transferred to a 
general contract material discrepancy account.  This is absorbed back to each contract, currently 
at the rate of 0.5% of materials booked.  The stock check at the year end revealed a stock 
shortage of Rs.5,000. 

 
In addition to the direct charges listed above, general overheads are charged to contracts at 5% 
of the value of work certified.  General overheads of rs.15,000 had been absorbed into the cost 
of work completed at the beginning of the year. 

 
It has been estimated that further costs to complete the contract will be Rs.2,20,000.  This 
estimate includes the cost of materials on site at the end of the year just finished and also a 
provision rectification. 

 
 Required : 
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(a)        Explain briefly the distinguishing features of contract costing. 
 
(b)      Determine the profitability of the above contract and recommend how much profit (to the 

nearest Rs.’000) should be taken for the year just ended.  (Provide a detailed scheme of 
costs.) 

(c)     State how your recommendation in (b) would be affected if the price was Rs.40,00,000 
(rather than Rs.25,00,000) and if no estimate has been made of costs to completion.  (If 
required, suitable assumption should be made by the candidate.) 

4.  A construction company undertaking a number of contracts, furnished the following data relating 
to its uncompleted contracts as on 31st March,  2004 : 

             (Rs. in lakhs) 
         Contract Numbers        . 

       723  726  729  731 
 

 Total Contract Price    23.20  14.40  10.08  28.80 
 Estimated Cost on completion of contract 20.50  11.52  12.60  21.60 
 
 Expenses for the year ended 31/3/04 : 

 Direct Materials      5.22   1.80  1.98  0.80 
 Direct Wages       2.32   4.32  3.90  2.16 
 Overheads (Excluding Depreciation)    1.06   2.60  2.62  1.05 
 
 Profit Reserve as on 1/4/03     0.75    --    --    -- 
 Plant issued at Cost      5.00   3.50  2.75  3.00 
 Materials at Site on 1/4/03     0.75    --    --    -- 
 Materials at Site on 31/3/04     0.45   0.20  0.08  0.05 
 

 Work Certified till 31/3/03     4.65    --    --    -- 
 Work Certified during the year 2003-04 12.76  13.26  7.56  4.32 
 Work Uncertified as on 31/3/04    0.84    0.24  0.14  0.18 
 

 Progress payments received during the year   9.57  9.00  5.75  3.60 
 

Depreciation @ 20% p.a. is to be charged on plant issued.  While the Contract No. 723 was 
carried over from last year, the remaining contracts were started in the 1st week of April,  2003. 

 Required : 
          (i) Determine the profit/loss in respect of each contract for the year ended 31st March, 

2003. 
(ii) State the profit/loss to be carried to P/L A/c for the year ended 31st March, 2003. 

 
 

5. Kanpur Engineering Company undertakes long term contract which involves the fabrication of 

pressured concrete blocks and the erection of the same on consumer’s site.The following 
information is supplied regarding the contract which is incomplete on 31st March,  : 
 
 Cost incurred : Rs. 
 Fabrication cost to date – 
 Direct Materials 2,80,000 
 Direct Labour 90,000 
 Overheads 75,000 
  4,45,000 
 Erection cost to date 15,000 
 Total 4,60,000 
 Contract price 8,19,000 
 Cash received on account  6,00,000 
 Technical estimate of work completed to date— 
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 Fabrication : 
     Direct Materials                             80%    Direct Labour and Overheads       75% 
 Erection                                             25% 
  
You are required to prepare a statement for submission to the management indicating— 

  the estimated profit on the completion of the contract.  (b ) The estimated profit to date on the 
contract. 

 
6.  A contractor commenced a building on October 1, 2002.  The contract price is Rs.4,40,000.  The 

following data pertaining to the contract for the year 2003-04 has been complied from his books is 
as under : 

            Rs.   
April 1,  2003  Work-in-progress not certified      55,000  
   Materials at site          2,000 
 
2003-04   Expenses incurred : 

Materials issued    1,12,000 
Wages paid     1,08,000 
Hire of plant        20,000 
Other expenses       34,000 

 
March 31,  2004 Materials at site         4,000 
   Work-in-progress : Not certified       8,000 

      Work-in-progress : Certifies   4,00,000  
 

The cash received represents 80% of work certified.  It has been estimated that further costs to 
complete the contract will be Rs.23,000 including the materials at site as on March 31, 2004. 

 
  Required : Determine  the  profit  on  the  contract  for  the year 2003-04 on prudent basis, which 

has to be credited to P/L A/c. 
 
  
 
 
 7.  Rex Limited commenced a contract on 1.7.2001. The total contract price was Rs. 5,00,000 but 

Rex Limited accepted the same for Rs. 4,50,000. It was decided to estimate the total profit and to 
take to the credit of profits and loss account that proportion of estimated profit on cash basis 
which the work completed bore to the total contract. Actual Expenditure till 31.12.2001 and 
estimated expenditure in 2002 are given below :- 

 
  Expenses    Actual Till 31.12.01(Rs.)      Estimate for 2002(Rs.)  
  

Materials      75,000            1,30,000 
 Labour       55,000    60,000 
 Plant Purchased (original cost)   40,000                     - 
 Misc. Expenses     20,000    35,500 
 
 Plant Returned to Stores on 31.12.01 at original      10,000                       - 

cost as at 30.9.02        -    25,000 
 
 Materials at Site         5,000   Nil 
 Work Certified                2,00,000   Full 
 Work Uncertified         7,500   Nil 
 Cash Received               1,80,000   Full 
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The Plant is subject to annual depreciation @ 10% of original cost. The contract is likely to 
completed on 30.9.2002. 

 
You are required to prepare the contract account for the year ended 31.12.01. Workings should 
be clearly given. It is the policy of the company to charge depreciation on time basis. 

 
 
 
 

 8.  The following is the Trial Balance of P.Company, executing Contract No.747, for the year ended 
31st December, 04 : 

          Rs.       Rs. 
  Contractee’s Account     3,00,000 
  (Amount received) 
  Buildings   1,60,000 
 
  Creditors         72,000 
  Bank Balance      35,000 
  Capital Account     5,00,000 
  Materials   2,00,000 
 
  Wages    1,80,000 
  Expenses      47,000 
  Plant    2,50,000    
      8,72,000  8,72,000 

 
The work on Contract No. 747 was commenced on 1st January, 2004. Materials costing Rs. 
1,70,000 were sent to the site of the contract but those of Rs. 6,000 were destroyed in an 
accident. Wages of Rs. 1,80,000 were paid during the year . Plant costing Rs. 50,000 was used 
on the contract all through the year . Plant with a cost of Rs. 2 lakhs was used from 1.1 to 30.9 
and was then returned to the stores. Materials of cost of Rs. 4,000 were at site on 31.12.01. 

 
The contract was for Rs. 6,00,000 . Work certified was 80% of the total contract work at the end 
of 2004. Uncertified work was estimated at Rs. 15,000 on 31st December, 2004. 

 
Expenses are charged to the contract at 25% of wages. Plant is to be depreciated at 10% for the 
entire year. Prepare Contract No. 747 Account for the year 2004 and make out the Balance 
Sheet as on 31st December, 2004 in the books of Premier Construction Co. 

 
9. A contractor has entered into a long – term contract at an agreed price of Rs. 1,75,000 subject to 

an escalation clause for materials and wages. The standard requirements of materials and 
wages as spelt out in the contract and corresponding actual are as follows: 
 
Materials:  Standard    Actual 
 
A  5000 kgs. @ Rs. 5/-   5050 kgs. @ Rs. 4.80 
 
B  3500 kgs @  Rs. 8/-  3450 kgs. @ Rs. 7.90 
 
C  2500 kgs. @ Rs. 6/-  2600 Lts.  @ Rs. 6.60 
 
Wages: 
 
P  2000 Hrs. @ Rs. 7/-  2100 Hrs. @ Rs. 7.20 
 
Q  2500 Hrs. @ Rs. 7.50  2450 Hrs. @ Rs. 7.50 
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R  3000 Hrs. @ Rs. 6.50  3100 Hrs. @ Rs. 6.60 
 
Reckoning the full actual consumption of materials and wages the company has claimed a final 
price of Rs. 1,77,360. Give your analysis of the admissible claim and indicate the final price 
payable. 

 
 
 
 
10.  MNP Construction Ltd. commenced a contract on April 1,  2003.  The total contract was for 

Rs.17,50,000.  It was decided to estimate the total profit and to take to the credit of P/L A/c. the 
proportion of estimated profit on cash basis, which work completed bore to the total contract.  
Actual expenditure in 2003-04 and estimated expenditure in 2004 – 2005 are given below : 

 
                2003–2004 2004 – 2005 

          (Actual) (Estimated) 
              Rs.       Rs. 
  

 Materials issued    3,00,000 5,50,000 
  Labour   : Paid    2,00,000 2,50,000 
     : Outstanding at end     20,000    30,000 

  
 Plant purchased    1,50,000      -- 

  Expenses: Paid       75,000 1,50,000 
       : Prepaid at end      15,000     -- 
  Plant returned to store (historical cost) on        50,000     -- 
  On 31.03.03 (on Dec. 31, 2004)          --  1,00,000 
  

 Material at site        20,000  50,0000 
  

 Work certified     8,00,000    Full 
  Work uncertified       25,000      -- 
  Cash received     6,00,000     Full 
 

The plant is subject to annual depreciation @ 25% of WDV Cost. The contract is likely to be 
completed on Dec. 31,  2003.  Prepare the Contract A/c. determine the profit on the contract for 
the year 2003-04 on prudent basis, which has to be credited to P/L  A/c.. 

 
11. Deluxe Ltd. undertook a contract for Rs. 5,00,000/- w.e.f. 1st July, 2003. On 30th June, 2004, 

when the accounts were closed, the following details relating to the contract were gathered. 
  
 Materials purchased         Rs. 1,00,000 
 Wages paid                   45,000 
 General expenses                  10,000 
  
 Plant purchased       50,000 
 Materials at site (on 30th  June, 2004)              25,000  
 Wages accrued (on 30th   June, 2004)               5,000 
  
 Cash received     1,50,000 
 Work certified                2,00,000 
  
 Work not certified (at cost)      15,000 
 Depreciation on plant                    5,000 
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 The contract contained an escalation clause which read as follows : 
“In the event of increase in both the material cost and the wage cost by more than 5%, the 
contract price would increase by 25% of the increase in material cost and 30 % in the wage cost 
( beyond 5%)”. 

 
It was found that, since the date of signing the agreement,  the materials cost increased by 20 % 
and the wage cost increased by 25%. The value of the work certified did not take into account 
the effect of the escalation clause.  

 
Prepare the Contract Account. 
 

12.  Mr. Richardson undertook a contract for Rs. 75,00,000 on as arrangement that 80% of the value 
of the work done, as certified by the architects of the contractee should be paid immediately and 
the remaining 20% be retained until the contract was completed.  

 
In 2001, the amounts expended were : Materials Rs. 9,60,000. Wages Rs. 8,50,000, Carriage 
Rs. 30,000, Cartage Rs. 5,000, Sundry expenses Rs. 35,000. The work was certified for Rs. 
18,75,000 and 80% of this was paid as agreed. 

 
In 2002, the amounts expended were : Materials Rs. 11,00,000, Wages Rs. 11,50,000, Carriage 
Rs, 1,15,000, Cartage Rs. 10,000 Sundry expenses Rs. 20,000. Three-fourths of the contract 
was certified as done by the 31st December and 80% of this was received accordingly. The 
value of the unused stock and work-in-progress uncertified was ascertained at Rs. 1,00,000. 

 
In 2003, the amounts expended were : Materials Rs. 6,30,000, Wages Rs. 8,50,000, Cartage Rs. 
30,000, Sundry expenses Rs. 15,000. The whole contract was completed on 30th June. 

 
Show how the contract account, Work-in-progress account and the contractee account would 
appear in each of these years in the books of the contractor assuming that balance due to him 
was received on completion of the contract. Also show the relevant items in the Balance Sheet. 

 
13.  India Engineers Ltd. undertook a turn key project to set up a cement factory in Kenya where the 

currency is ‘shilling’: 90 shilling is equal to Rs. 100. The terms agreed upon are the following :- 
 

(1)  All civil works were to be completed by the contractee himself according to drawings supplied 
by India Engineers Ltd; for this and inspection of the works the contractor was to receive a 
payment of Sh. 45,000 on the supply of the drawings. Civil works were completed on July 31, 
2000. 

 
(2)  Machinery was to be supplied and installed by India Engineers for an inclusive payment of 
Rs. 5 crores, payment to the extent of 80% being made by the contractee as and when 
Contractee’s own consultants certified completion of various stages of the works. Installation was 
to be completed within 18 months of the completion  of civil  works. 

 
(3)  90% of the total payment due was to be made on complete installation of the plant and the 
remaining amount was to be paid after two year’s run of the plant within which period changes 
attributable to defects in plant were to be set right by the contractee free of charges but the 
contractor had the right to recover cost of such replacements and repairs as were due to other 
factors. India Engineers Ltd. considered 2% of the value of the contract as a safe margin to meet 
the warranty to cover this eventually. 

 
(4)  The contractor also undertook to provide training to the Contractee’s staff in India. For two 
years the contractors agreed to post a high ranking technologist to see that the plant ran 
efficiently; his salary was to be paid by the contractee. 

 
The follows expenses (Rs.in lakhs) as in a calendar yr. 
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      2000     2001(include 00) 2002         2003     
Machinery installed : 

  Certified    125  500  ..  .. 
  Awaiting Certification     15  nil  ..  .. 
  

Cost of Training Staff        1     3  ..  .. 
 Cost of Machinery installed     80  400  ..  .. 
  

Cost of transport and wages     20    50  ..  .. 
 Cost of Repairs - recoverable     ..    ..    5    7 
   --not recoverable     ..    ..   3    4 

Prepare the accounts of the contractor for all the four years; work to nearest thousand. 
14.   The following Trial Balance was from the books of Apollo contractors as on 31st Dec, 2004. 
  
            Dr.       Cr.  
            Rs.        Rs. 
 Contractee’s Account        3,00,000 
 Buildings      1,00,000 

Creditors            62,000 
  

Bank          35,000 
 Capital Account        3,00,000 
 Materials      1,00,000 
  

Wages          70,000 
 Expenses         37,000 
 Plant       2,50,000 
  

Work-in-progress(Contract No.837 as on 1.1.2004) 1,00,000 
Contract 837 Account (1.1. 2004)( Unadjusted Profit)                 30,000 

  Total  6,92,000             6,92,000 
 
Contract No. 837 which was in progress on 1st January, 2004 was completed on 31st March, 
2004. Contract No. 838 commenced on 1st January, 2004. 

 
Rs. 20,000 materials and Rs. 10,000 wages were paid for contract No. 837. Rs. 60,000 materials 
were sent to contract No. 838 site but Rs. 3,000 worth was lost there by accident. Rs. 60,000 
wages paid for contract 838, Rs. 50,000 Plant was used in Contract No. 838 all through, but plant 
costing Rs. 2,00,000 was used on  

 
Contract No. 838 from 1st April, 2004; prior to that above machinery was used on Contract No. 
837. Rs. 4,000 materials were at site on Contract No. 838 at the end of the year. Provide 10% 
depreciation on the Plant and 2% on Buildings. 

 
Contract No. 837 was for Rs. 1,50,000 and certified work up to last year was Rs. 1,00,000. The 
work has been certified up to the full extent. The balance has not been paid yet nor any entry has 
been passed on completion of the contract. 

 
Expenses are charged to Contracts on the basis of 50% of direct wages. The new Contract is for 
Rs. 4,00,000.  90% is paid on certification for 838 contracts. The uncertified work of contract as 
on 31st December, 2004 is estimated at Rs. 15,000. 

 
You are required to prepare ; 
(a)  Contract No. 837 Account, (b) Contract No. 838 Account, (c) Profit and Loss A/c for 2004, (d) 
Contract No. 837 Contractee A/c (e) Contract No. 838 Contractee A/c, (f) Balance Sheet as on 
31.12. 2004. 
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15.  The following particulars are drawn from the costing books of a contract for the month of 

December,: 
  

(a)  Stores Abstract :     Rs.   Rs. 
  

       Balance on 30th November             42,292 
        Purchases     8,720 
        Job No. 101        684             51,696 
        To Job No. 102         4,224 
  

Balance on 31st December,                 47,472 
  

(b)  Wages Abstract : 
        Job No. 101        460 
        Job No. 102     5,752              6,212 
        Establishment           512  
           6,724 

 
On 30th November, , Job Nos. 101 and 102 showed balances of Rs. 2,57,264 and Rs. 1,13,492, 
respectively. 

 
A certificate of completion was obtained for Job No. 101 ; of the balance on this account standing 
on 30th November, Rs. 49,200 was in respect of Plant and Machinery and the remainder 
consisted of wages and materials. A machine costing Rs. 4,400 specially brought for this contract 
was sold for Rs. 1,600 during December. Of the remainder of the balance on Plant and 
Machinery Rs. 32,000 worth had been utilised on the job for 8 months and the rest for 6 months. 
Of the former, half was transferred to Job No. 102 and the whole of the remaining plant was 
returned to stores. The contract price for Job No. 101 was fixed at Rs. 3,00,000. 

 
Prepare contract accounts and work out the profit made on the Job certified as completed, 
allowing depreciation on Machinery at 15% per annum. Assume 10% for establishment charges 
on cost of wages and materials consumed. 

 
 
Cost plus contracts 
 
16. A car manufacturing company undertook on cost-jplus basis an order from a transport company 

for the overhaul of 100 engines. Spare parts of engines were to be supplied by the transport 
company. it was agreed that the basic cost would be negotiated on the basis of actual cost of 
overhaul of the first ten engines. 
 
The manufacturing company submitted the actual cost after overhauling the first ten engines as 
follows :  

         Cost per engine 
 (I) Direct labour cost Rs. 150 
 (ii) Variable overhead @ 100% on direct labour 150 
 (iii) Miscellaneous supplies 10 
 (iv) Stores overhead 50 
 (v) Fixed overhead @ 100% on direct labour 150 
   510 

The variable, fixed and stores overhead rates are those normally applied by the company. In 
reviewing the items of expenses included in the various classes of overhead it was noticed that : 

  
 (I)   Variable overhead included advertisement expense of Rs. 3 lakhs and share of tooling 

expenses of Rs. 1 lakh for its own make of cars. 
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 (ii) Fixed overhead included depreciation amounting to Rs. 5 lakhs for a special purpose plant  

solely used for the manufacture of bodies of its own make of car. 
  
  (iii) Stores overhead included expenses of purchases department and stores organisation. 
 

As the Cost Accountant of the transport company, what advice would you give to your Managing 
Director about the reasonableness or otherwise of the cost claimed by the manufacturing 
company ?  
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