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Introduction to Accounting for Service Contracts

Accounting for service contracts presents unique challenges due to their often long-term
nature and the inherent uncertainties involved in delivering services. Accurate accounting
for service contracts is crucial for businesses to accurately reflect their financial position,
manage cash flow effectively, and comply with relevant accounting standards. This article
explores various methodologies and approaches to effectively account for these complex
arrangements.

Understanding Revenue Recognition Principles

The core of accounting for service contracts lies in adhering to the revenue recognition
principles. Both US GAAP (ASC 606) and IFRS 15 dictate that revenue should be
recognized when control of goods or services is transferred to the customer. For service
contracts, this means determining the point at which the customer gains control of the
service being provided. This point isn't always straightforward and can vary greatly
depending on the specifics of the contract.

Methodologies for Accounting for Service Contracts

Several methods exist for accounting for service contracts, each with its own advantages
and disadvantages. The choice of method depends on the nature of the contract, the



degree of uncertainty involved, and the company's accounting policies. The primary
methods include:

1. Percentage-of-Completion Method:

This method is suitable for long-term service contracts where the outcome can be reliably
estimated. Revenue and expenses are recognized proportionally to the progress made on
the contract. This requires careful tracking of the percentage of completion, typically
based on measurable milestones or inputs. Accurate cost estimation is critical for this
method to be reliable. Problems arise if estimations are significantly inaccurate.

2. Completed-Contract Method:

This method is used for long-term service contracts when the outcome is highly uncertain
or difficult to estimate reliably. Revenue and expenses are recognized only upon
completion of the contract. This method simplifies accounting but can lead to significant
variations in reported earnings from year to year. It's generally less preferred due to its
impact on financial reporting consistency.

3. Cost-Plus Method:

This method involves recognizing revenue based on the costs incurred plus a
predetermined profit margin. It's generally used when the final outcome isn't precisely
definable beforehand, offering a measure of certainty in revenue recognition. However, it
might not always accurately reflect the fair value of the service provided.

4. Zero Profit Method:

For certain types of service contracts, a zero-profit method may be appropriate. This
involves recognizing only the costs incurred in delivering the service, meaning no profit is
recognized until the contract's completion and final reconciliation. This method is
particularly relevant in situations where the client might renegotiate pricing or change
scope during the contract's duration.

Key Considerations in Accounting for Service Contracts

Several key factors must be considered when accounting for service contracts:

Contractual terms: Carefully review all contractual terms to determine the scope of work,
payment terms, and any performance obligations.

Cost estimation: Accurate cost estimation is crucial, especially for the percentage-of-
completion method. Consider using various estimation techniques and regularly reviewing
estimates for accuracy.

Progress measurement: Establish clear and measurable milestones to track progress on
the contract. This is vital for accurately recognizing revenue using the percentage-of-
completion method.



Changes in scope: Address any changes in the contract's scope and how these changes
impact revenue recognition and cost estimations. Changes can necessitate contract
modification accounting, which may be complex.

Risk assessment: Assess and account for potential risks and uncertainties associated with
the contract, such as potential delays or cost overruns.

Software and Tools for Service Contract Accounting

Various software solutions can streamline the process of accounting for service contracts.
These tools can automate tasks such as tracking progress, managing costs, and generating
financial reports, improving efficiency and reducing errors.

Conclusion

Effective accounting for service contracts requires a deep understanding of revenue
recognition principles and the appropriate methodologies. Choosing the right method is
crucial for accurate financial reporting and compliance with accounting standards. By
carefully considering contractual terms, estimating costs accurately, and using
appropriate software solutions, businesses can effectively manage the complexities of
service contract accounting and ensure their financial statements accurately reflect their
performance.

FAQs

1. What is the difference between the percentage-of-completion and completed-contract
methods? The percentage-of-completion method recognizes revenue and expenses
proportionally to the progress made, while the completed-contract method
recognizes them only upon contract completion.

1. How do I account for changes in the scope of a service contract? Changes in scope
may require modifying the contract and adjusting revenue and expense recognition
accordingly. Consult with accounting professionals for guidance.

1. What are the implications of inaccurate cost estimation in service contract
accounting? Inaccurate cost estimations can lead to misstated revenue and profits,
potentially impacting financial reporting and compliance.

1. What software solutions are available for service contract accounting? Many ERP
systems and specialized accounting software packages offer modules for service



contract management.

1. How does IFRS 15 affect accounting for service contracts? IFRS 15 provides a
comprehensive framework for revenue recognition, impacting the methods used for
accounting for service contracts.

1. What is the impact of uncollectible receivables on service contract accounting? Bad
debt expense should be recognized when it is probable that a portion of the
receivables related to a service contract will not be collected.

1. How does accounting for service contracts differ from accounting for product sales?
Service contracts involve the recognition of revenue over time as services are
performed, unlike product sales where revenue is typically recognized upon delivery.

1. What are the potential audit implications of improper service contract accounting?
Improper accounting could lead to audit findings, requiring corrections and potential
penalties.

1. How can I ensure compliance with relevant accounting standards when accounting
for service contracts? Stay updated on the latest accounting standards and seek
professional advice when necessary.
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Portions of FASB Accounting Standards Codification® material included in this work are
copyrighted by the Financial Accounting Foundation, 401 Merritt 7, Norwalk, CT 06856,
and ...

Implementation of IFRS 17 Insurance Contracts - KPMG
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IFRS 15 Revenue from Contracts with Customers 2 Defined terms IFRS 15 defines the
following terms that form an integral part of this IFRS. Contract - An agreement between
two or more ...



AdvantageME 303 Procurement—Service Contracts - Maine
Procurement—Service Contracts 05/09/2007 Accounting Templates Accounting templates
provide the ability to save frequently used chart of accounts data for use in subsequent ...

CHAPTER 18

The two basic methods of accounting for long-term construction contracts are: (1) the
percentage- of-completion method and (2) the cost-recovery method. The percentage-of-
completion ...

Internal Revenue Service 26 CFR Parts 1 and 602 [TD 8929] RIN 1545-AQ30 Accounting
for Long-Term Contracts AGENCY: Internal Revenue Service (IRS), Treasury. ACTION:
Final ...

www.fpds.gov List of contracts matching your search criteria
ACCOUNTING SERVICE (DFAS) Contracting Office Name: DEFENSE FINANCE AND
ACCOUNTING SVC PSC Type: S PSC: DAO1 PSC Description: IT AND TELECOM - ...

Insurance contracts. guide addressing accounting by insurance and reinsurance entities
for insurance contracts. This guide summarizes the applicable accounting literature,
including ...

Defense Finance and Accounting Service Contract for ...

Oct 22, 2009 - Accounting Service Contract for Military Retired and Annuitant Pay
Functions . What We Did . At the request of Congressman Dennis J. Kucinich, we reviewed
the Defense ...

Guiding principles to service level agreements - Deloitte ...

service levels are typically developed to meet tight timelines needed to complete an
outsourcing deal and are frequently not reviewed, refreshed, or fully evaluated by
operational leaders until ...

Project Summary: IFRS 17 Insurance Contracts

accounting for insurance contracts. With existing accounting for insurance contracts,
investors and analysts find it difficult to: (a) reported by insurance companies, which will
identify which ...

Energy Savings Performance Contract Energy Sales ...

“Addendum to OMB Memorandum M-98-13 on Federal Use of Energy Savings
Performance Contracts (ESPCs) and Utility Energy Service Contracts (UESCs),” Executive
Office of the ...

uid ] \nq Other Di - ODCs) i

related to a service being offered under the Professional Services Schedule and can only
be purchased in conjunction with the Schedule service. Possible ODCs may include, but
are not ...

Revenue - IFRS 15 handbook - KPMG
1.4 Combination of contracts 19 2 Step 2 - Identify the performance obligations in the
contract 23 2.1 Distinct goods or services 24 2.2 Implied promises and administrative



tasks 35 2.3 Series ...

Chapter 58 - Professional and Consultant Service

Mar 6, 2019 - (1) The nature and scope of the service rendered in relation to the service
required. (2) The necessity of contracting for the service, considering the contractor’s
capability in the ...

Revenue from contracts with customers The standard is final ...

2 « Certain contractual rights or obligations within the scope of other standards, including
financial instrument contracts ¢ Certain guarantees (other than product warranties)
within the scope of ...

STAFF PAPER January 2019 - IFRS
The International Accounting Standards Board is the independent standard-setting body of
the IFRS Foundation, a not-for-profit corporation promoting the ... Conclusions on IFRS 17

Insurance Contracts IFRS 17

(ii) an amount representing the unearned profit in the group of contracts (the contractual
service margin). (d) recognises the profit from a group of insurance contracts over the
period the entity ...

DFAS Colummbus Customer Care Center

Feb 29, 2020 - Customer Care Phone Tree . Columbus Care Center 800-756-4571 Daily
7:30AM - 4:30PM EST . MOCAS OPTION 1 Codes HQ0337 HQ0338 HQ0339 . Defense
Agencies

SERVICE CORPORATION INTERNATIONAL Deathcare ...

in the deathcare industry and its accounting. We will cover our primary business offerings,
the types of contracts offered, funding options and how we account for the revenue
recognition ...

LINE ITEM GUIDE - Under Secretary of Defense for ...

purchase of a satellite that is funded from different lines of accounting. Alternatively,
Table 6b provides an example of LIN that has multiple accounting classifications for the
purchase of a ...

Power & Utility Companies Deloitte Lease Accounting and ...

The FASB has stated its concern that existing contracts that meet the definition of a lease
under both ASC 840 and ASC 842 may not have historically been identified as leases,
likely because ...

Under ASC 606 - Deloitte United States

2 * “Determine the transaction price” (step 3). * “Allocate the transaction price to the
performance obligations in the contract” (step 4). * “Recognize revenue when (or as) the
entity satisfies a ...

AP5: Item for continuing consideration - IFRS
%PDF-1.7 %4a&al0 554 0 obj > endobj xref 554 51 0000000016 00000 n 0000002644 00000
n 0000002796 00000 n 0000002839 00000 n 0000003333 00000 n 0000003466 00000 n



Topic 606: Classification & Presentation of Retainage

service to the customer, when a company has received con-sideration or when the
company has a right to an amount of consideration that is unconditional.3 Accounting
Policy It’s common in ...

Termination and Break-Up Fees - PKF O'Connor Davies

Accounting Today’s. 2016 “Top 100 Firms” list and is recognized as one of the “Top 10
Fastest-Growing Firms.” PKF O’Connor Davies is also recognized as a “Leader in Audit
and ...

P inq for tl | . Jard - Deloi
a service contract, treating the entire contract as a service. While this may have resulted
in a disclosure issue under the old lease standard, it would not have caused an issue on
the ...

IFRS 15 REVENUE FROM CONTRACTS WITH ...
In May 2014, the International Accounting Standards Board published IFRS 15 Revenue
from Contracts with Customers. The new Standard contains comprehensive guidance for

Insurance Contracts —Accounting to reflect economics - IFRS
Investor Perspectives: Insurance Contracts—Accounting to reflect economics | April 2018 |
1 Investor Perspectives April 2018 Insurance Contracts —Accounting to reflect economics

Revenue from Contracts with Customers IFRS 15
accounting for transfers of items of property, plant and equipment by entities that receive
such transfers from their customers. In May 2014 the Board issued IFRS 15 Revenue from

Understanding the differences between Efficiency-as-a ...

service contracts. Under these arrangements, a service provider takes responsibility for
installation, maintenance, and performance of energy efficiency measures and is
frequently ...

Personal Service Contracting In Kentucky - Legislative ...
Personal service contracts are governmental contracts with private vendors to provide
professional services. There are no formal guidelines to indicate which services can be ...

U.S. GAAP for Long-Duration Life, Annuity, and Health Products

In 2018, the Financial Accounting Standards Board (FASB) issued amended guidance in
Accounting Standards Update (ASU) 2018-12, Targeted Improvements to the Accounting
for ...

SERVICE PAYABLES BRANCH - Caltrans

Labor Compliance - Major Construction Contracts Ame Cruz (279) 234-2745 Service
Payables I Legal (Settlements, Tort) Maggie Martinez (279) 234-2991 Service Payables II
Legislative Bills ...

Revenue - Viewpoint
About the Revenue from contracts with customers guide . PwC is pleased to offer our



accounting and financial reporting guide for . Revenue from contracts with customers.
This guide ...

IFRS 15 Revenue from Contracts with Customers - PKF ...

transferring a promised good or service to a customer, which is when control is passed,
either over time or at Illustration - Multi-year contracts This is to illustrate how three
different ...

Technol Industry / inq Guide C -
signed contracts in the current year.” View B. “[N]one of the employee’s salary should be
capitalized as an incremental cost to obtain a contract. . . . Whether the employee sells
100 ...

IATA Industry Accounting Working Group Guidance IFRS 15, ...

IFRS 15, Revenue from Contracts with Customers 3 IFRS 15, Revenue from Contracts
with Customers Table of Contents Title of Paper Page(s) Accounting for Airline’s Brand
and ...

Valuation of Inventories Contents - Institute of Chartered ...

1. This Standard should be applied in accounting for inventories other than: (a) work in
progress arising under construction contracts, including directly related service
contracts (see ...

The DoD Contract Fund R liation P _U.S
Dec 4, 1997 - However, some contracts are out of balance during their life cycle and
require immediate reconciliation. During FY 1996, the Defense Finance and Accounting
Service ...

Accounting For Service Contracts

Accounting For Service Contracts
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