A Guidebook of

CONSTRUCTION %
ACCOUNTING IN NEPAL

I/

This Guidebook Covers:

ESSENTIALS OF CONSTRUCTION BUSINESS

COST & REVENUE RECOGNITION

PROJECT COST ACCOUNTING

CHART OF ACCOUNTS SETUP

CONSTRUCTION ACCOUNTING ESSENTIALS

WORK-IN-PROGRESSS (WIP) REPORTING




INTRODUCTION

Construction Accounting helps
construction businesses to track
how much work is completed, how
much revenue should be recorded,
and how expenses should be
properly allocated to each project.
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For Accountants in Nepal, this means:

E Tracking advance payments, retention
©‘ money, and subcontractor bills.

= Recording site-wise expenses and labor
B bills.

= Preparing Work-in-Progress (WIP)
reports.

>
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Ensuring compliance with VAT &
TDS.

I
®

This guidebook provides a practical roadmap
for handling construction accounting in Nepal

» Watch Construction Course Video



https://app.khataacademy.com/course/learning/construction-accounting-course?type=file&item=3050

ESSENTIALS OF
CONSTRUCTION BUSINESS

What is a Construction Entity? D
A business that earns by
building, contracting or
developing infrastructure
projects.
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How It Differs from Other Entities:

'! Trading Entity: Revenue earned from
selling of goods purchased.

Manufacturing Entity: Revenue earned from
selling of goods manufactured.

Construction Entity: Revenue based on long-term
projects/contracts for construction of premises.

Nepal Context:

Vv CMust register at IRD with PAN/VAT. )

Vv C Contractors face TDS deductions from clients. )

N4 CRetention (5-10%) is common until project completion.)
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PROJECT COST ACCOUNTING

Construction costs are tracked project-wise.

Types of Costs:

q Direct Costs-Cement, steel, bricks,
(5]

- labor wages

™ Overheads-Head office salaries,
2 admin costs

Indirect Costs-Site rent, site insurance,
equipment hire

Sample Project Cost Sheet (NPR):

Particulars Amount (NPR)

Direct Materials 700,000
Direct Labor 300,000
Subcontractor Costs 500,000
Site Overheads 200,000
Total Project Cost 1,700,000

Accurate project cost sheets help in
budgeting, billing, and profit analysis.
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CONSTRUCTION ACCOUNTING
ESSENTIALS

BOQ-Based Costing

Bill of Quantities used
for project budgeting.
Cost tracked against
BOAQ line items.

WIP Adjustments

At year-end, incomplete
projects shown as
Work-in-Progress
inventory.

WIP

Retention Handling

Part of revenue held
back by client (security).
Recorded as Retention
Receivable.

- /

Progress Billing

Clients billed based on
percentage of work
completed, Unbilled
portion recorded as WIP.

At year-end, adjust WIP to reflect accurate progress. It
ensures your profits aren't overstated or understated.
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COST & REVENUE
RECOGNITION

Construction revenue is recognized differently

Methods
\5—}’\1
Percentage of Completed Contract
Completion — - Revenue recognized
Revenue booked as only when project
project progresses. finishes. [uumﬁm

Key Journal Entries:

(. Progress Billing
4 BILLS
u Accounts Receivable Dr

C Contract Revenue Cr
Retention Receivable j

@ Retention Receivable Dr
Accounts Receivable Cr )
Advance Received h
(Mobilization Fund) )

Cash / Bank Dr
Advance Received Cr )
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CHART OF ACCOUNTS SETUP

Construction companies need a specialized chart
of accounts:

v Contract Revenue (progress billing, certified
payments)

« Work-in-Progress (WIP) (incomplete projects)

v Retention Receivable / Payable (held back
amounts)

v Project-Specific Costs (materials, labor,
subcontractors)

« Overheads (head office/admin expenses

Example (Nepali Construction Firm COA):

P 4001 Contract Revenue

P» 4101 Retention Receivable

P 4201 Work in Progress

P» 5001 Site Materials Expense
P 5002 Subcontractor Payments
P 6001 Site Overheads

P 7001 Head Office Expenses
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WORK-IN-PROGRESSS
(WIP) REPORTING

a

ol =0

Why it matters:

Incomplete work is not full revenue yet.
?@ Overstating progress — overstated profits.

f}i Understating progress — understated profits.

WIP Reporting Includes:

Certified work completed (billable).
£+ Costs incurred but not billed (shown as WIP).

% Advances received (shown as liability).

Correct WIP adjustments
ensure accurate profit reporting.
» Watch Construction Course Video
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COMMON MISTAKES

& BEST PRACTICES

Common Mistakes in Nepal

Recording advance received |
as income immediately.

° Ignoring site-wise expense
tracking.

Treating client advances
as revenue.

Delaying WIP adjustments
until audit.

Best Practices:

0 Maintain project-
wise ledgers
Compare BOQ

Q estimates vs actual

costs regularly

0 Ensure timely VAT &
TDS compliance

Reconcile retention, and
WIP periodically
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INTRODUCTION

Construction
Based tf'ff \h
Accounting =

Course Eésx

Best for:

SN

Construction Business Students/
Accountant Owners Professionals

Course coverage:-

Introduction to
Construction
Accounting

T *

Chart of Accounts for Cost & Revenue

Construction Entities Recognition in
Construction

é é
Understanding the construction Project Adjusting WIP
accounting cycle. Cost Accounting at year-end.

Join Construction Accounting Training!
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