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Given	article	text	here	The	contractor's	financial	approach	is	outlined	below:	Due	to	the	long-term	nature	of	contracts	(taking	over	a	year	to	complete),	contractors	take	on	fewer	contracts	annually.	Each	customer	maintains	their	own	account	for	tracking	progress,	billings,	and	payments	received.	Direct	expenses	include	material	costs,	labor,
electricity,	telephone	charges,	insurance,	consumables,	depreciation,	and	machinery	rental	fees.	Progress	billings	are	determined	by	certificates	from	experts,	specifying	work	completion	milestones.	Proportionate	billing	is	applied	accordingly.	Retention	money	is	also	provided	by	customers	to	contractors	based	on	the	overall	contract	quality.	A
penalty	clause	may	apply	if	a	contractor	fails	to	complete	a	project	within	the	specified	timeframe.	Each	contract	varies	in	terms	of	customer	customization	and	specifications,	making	them	unique.	The	relevant	cost	is	not	material	or	labor	expenses	but	the	work	completed	to	date.	Substantial	risks	are	involved	in	these	contracts.	Given	article	text
here	to	receive	progress	payments	from	the	customer	due	to	the	lengthy	duration	of	the	contract.	The	contractor	invests	their	working	capital	in	the	project,	so	it's	advisable	to	have	a	policy	of	progress	payments.	A	portion	of	the	money	is	kept	by	the	contractor	as	retention	money	to	ensure	that	the	work	is	completed	according	to	the	plan	and	without
defects.	This	amount	helps	resolve	any	discrepancies	between	the	parties	involved.	Profits	are	calculated	at	two	stages:	notional	profit	when	individual	segments	of	work	are	certified,	and	actual	profit	after	completion	of	the	entire	contract.	The	contractor	manages	costs,	including	labor,	materials,	and	fixed	expenses.	Each	customer	has	a	separate
contract	account,	tracking	cost	incurred	to	date	and	work	progress.	Quality	control	is	also	maintained	by	identifying	defects	arising	from	quality	deficiencies.	External	experts	can't	complete	contracts	quickly,	but	they	help	identify	defects	before	finishing	the	project.	Holding	back	money	for	quality	becomes	an	incentive	for	providing	excellent	work.	A
team	spirit	develops	in	the	process.	However,	there's	a	major	disadvantage	-	it	takes	time,	and	some	customers	may	not	agree	with	the	escalation	clause.	Lack	of	accounting	might	lead	to	incorrect	profit	calculations.	Without	proper	control,	contracts	can	become	unprofitable	for	contractors.	Constant	monitoring	of	market	conditions	is	necessary	due
to	longer	timelines	and	potential	complications.	A	contractor	tasked	with	building	a	skyscraper	in	Mumbai	over	several	years	would	need	to	keep	track	of	numerous	expenses	and	ensure	the	project	stays	within	budget	while	making	a	profit.	This	is	where	contract	costing	comes	into	play	-	a	specialized	form	of	job	costing	designed	for	large,	long-term
projects.	In	this	blog,	we'll	explore	contract	costing,	its	definitions,	key	characteristics,	and	why	it's	crucial	for	big	endeavors.	Contract	costing,	also	known	as	terminal	costing,	is	used	to	track	costs	and	revenues	for	long-term	projects,	particularly	in	industries	like	construction,	shipbuilding,	and	road	development	where	projects	are	extensive.	The
primary	goal	of	contract	costing	is	to	provide	a	detailed	account	of	all	costs	incurred	and	revenues	earned,	ensuring	each	project's	financial	health	is	transparent.	Key	features	of	contract	costing	include:	Work	tailored	to	specific	customer	requirements,	unlike	mass	production	which	caters	to	a	general	market	Differences	in	cost	tracking	compared	to
other	costing	methods	tailored	for	large-scale	projects	Contract	costing	is	a	vital	component	of	large-scale	projects	that	involve	substantial	financial	investments	and	resources.	It	ensures	that	all	costs	are	accurately	tracked	and	revenues	are	recorded,	providing	a	structured	approach	to	managing	expenses	and	income.	The	contract	ledger	is	a	key
tool	in	this	process,	serving	as	a	comprehensive	record	of	all	costs	and	revenues	associated	with	a	specific	project.	Given	text	rewritten	as	follows:	Control	of	finances	is	very	important.	Progress	billing	This	method	is	widely	used	when	contractors	send	clients	invoices	based	on	how	much	work	has	been	done.	By	doing	so,	the	contractor	gets	a	steady
income	and	can	manage	his	expenses	easily.	For	example,	if	someone	builds	a	bridge,	they	will	bill	the	client	after	each	stage	of	construction	such	as	laying	the	foundation,	building	pillars	and	building	the	deck.	Costs	allocation	Accurate	allocation	of	costs	is	very	important	because	it	ensures	that	all	expenses	are	assigned	to	the	right	project.	This
involves	dividing	costs	into	two	categories:	direct	and	indirect.	This	way,	each	cost	element	can	be	recorded	in	the	contract	book	correctly.	Proper	allocation	of	costs	provides	a	clear	picture	of	the	project's	financial	health	and	helps	make	informed	decisions.	Challenges	in	contract	costing	There	are	many	challenges	when	it	comes	to	contract	costing.
Contractors	need	to	understand	these	challenges	and	solve	them:	Estimating	costs	accurately	Accurate	estimation	of	costs	is	very	hard.	If	this	is	not	done,	the	budget	can	be	exceeded	and	the	profit	can	be	affected.	To	overcome	this	challenge,	contractors	should	do	thorough	research,	consider	past	data	and	take	into	account	risks	and	uncertainties.
Managing	project	delays	Delays	in	projects	are	common.	They	can	have	a	big	impact	on	costs	and	revenues.	Delays	can	happen	because	of	many	factors	such	as	bad	weather,	strikes	or	supply	chain	disruptions.	Contractors	need	to	plan	for	contingencies	and	keep	regular	contact	with	the	client	to	avoid	these	problems.	Handling	variations	and	changes
Changes	often	occur	during	projects.	Contractors	need	to	handle	them	well	to	keep	the	project	on	track	and	within	budget.	This	involves	keeping	clear	communication	with	the	client,	updating	the	contract	book	and	revising	cost	estimates	if	necessary.	Conclusion	Contract	costing	is	very	useful	for	big	projects.	It	helps	contractors	manage	costs	and
revenues	accurately.	By	understanding	how	it	works	and	using	the	contract	ledger	properly,	contractors	can	ensure	their	financial	success.
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