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Contract Costing 

 

Contract  

A contract is an agreement between the contractor and contractee for execution of a work 

assigned by the contractee upon the contractor as per terms and conditions specified in the 

tender or agreement and it is enforceable by law. Normally long-term constructional or civil 

engineering works are considered as contracts in this case. 

 

Contract Cost 

The amount of costs or expenses incurred for completion of a contract is known as Contract 

Cost. According to the Terminology of CIMA, London, contract cost is the "aggregated costs 

relative to a single contract designated a cost unit. This usually applies to major long term 

contracts as distinct from short-term job costs". 

 

Contract Costing 

The method of costing used by the contractors is generally known as Contract Costing. As 

the contractors are engaged in execution of long-term constructional works as per agreement 

with the contractees, the method applicable for the ascertainment of cost of each contract is 

different from other costing methods. Here, contract costing is used on the principles of terminal 

costing or specific order costing. 
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Areas of Application 

The technique of contract costing is applicable to the persons engaged individually or through 

any contractor concern of sole-proprietorship, partnership, joint family or company form, for the 

following long-term constructional activities of civil engineering 

(i) Building, Factory Premises or House Construction; 

(ii) Bridge Construction; 

(iii) Road or High-Way Construction; 

(iv) Dam Construction; 

(v) Drain or Wall Construction; 

(vi) Ship Building; 

(vii) Machines, Tools, Apparatus Production, etc. 

 

Contract Costing vs. Job Costing 

 

A. Similarities  

The following are the main similarities between the contract costing and job costing 

(i) Both contract costing and job costing are made on the principles of terminal costing. In 

both the cases each order'(i.e., job or contract) can be easily identified from the starting to 

the end in relation to others. As a result the costs of each order can be separately charged. 

(ii) The orders in both cases (i.e., contract or job) are based on the specific requirements of 

customers/clients and as a result each order in both cases is "tailor made" having unique 

features and there is no exact repetition in subsequent orders. 

 

B. Dissimilarities / Differences  

The main point of difference between the job costing and contract costing is the size of the orders. 

Actually, the size of order and activities of a job operated in Job Costing are relatively small, 

whereas the size of order and activities of a contract performed in contract costing are too large. 

As a result the cost accountants are of opinion that "a job is a small contract and a contract is a big 
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job." 

The following are the main differences between the Contract Costing and Job Costing 

 Place of Work: A contract is executed at client's site or place away from the factory or 

premises of contractors, but a job is manufactured inside the factory away from client's 

site. 

 Nature of Work The work of a contract is normally immovable while the work of a job 

is purely movable. 

 Relation with Other Orders : Different contracts are performed at separate places 

having no direct relation with others. But a number of separate jobs can be executed in 

the same factory at a time. 

 Tenure of Order: An order of a contract can be executed by passing a long period of 

time (i.e., normally certain months or few years), whereas an order of a job can be 

performed within a very short period of time (i.e., normally few hours, days, weeks or 

months.). 

 Number of Orders : A few number of contracts can be undertaken by a concern at a 

time as these are large in size but a large number of jobs can be easily performed at a 

same time as these are small units. 
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