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Brief Overview
• This SIG is to provide information and practical guidance on the income tax
accounting for long term contracts.
• Section 42 of the ITA 2015 provides for the income tax treatment of income and
expenditures arising under a long-term contract.
• “Long term contract” means a contract for:
- manufacture, installation or construction, or, in relation to each, the performance of related
services,
- that is not completed within the tax year in which work under the contract commenced,
- other than a contract estimated to be completed within 6 months of the date on which work
under the contract commenced

Brief Overview
• Some examples of long-term contracts include the following:










contracts for the construction of buildings,
contracts for the construction of bridges,
contracts for the construction of dams,
contracts for the construction of pipelines,
contracts for the construction of tunnels,
civil engineering project contracts;
construction management contracts in relation to the above projects;
contracts for the construction of plant and machinery; and
contracts for the refurbishing of hotels and other business premises.

Legislative Basis
[Section 42] Long-term Contracts

(1) A person accounting for Income Tax on an accrual basis must compute the gross income and
expenditures deductible under this Act arising under a long-term contract during a tax year under the
percentage of completion method.
(2) If, in the tax year in which a long-term contract is completed—
a)

the person carrying out the contract has a final year loss; and

b) the person is not able to carry the loss forward under section 30 for the reason that the person
ceases to carry on business in Fiji at the end of the contract,
the loss may be carried back to the preceding 2 tax years and allowed as a deduction in those years
commencing with the year immediately preceding the year in which the contract was completed.

Legislative Basis
[Section 42] Long-term Contracts

(3) The time limits for the amendment of assessments under section 11 of the Tax Administration Act 2009
do not apply for the purposes of subsection (2).
(4) A person has a final year loss under a long-term contract if both the following conditions are satisfied—
a)
the chargeable income estimated to be made under the contract for the purposes of the percentage
of completion method exceeds the actual chargeable income, if any, under the contract; and
b)
the amount of the excess under paragraph (a) exceeds the difference between the gross income
and deductible expenditures computed under subsection (1) for the tax year in which the contract was
completed, and the amount of the excess under paragraph (b) is the amount of the final year loss.

Legislative Basis
[Section 42] Long-term Contracts

(5) In this section—
long-term contract means a contract for manufacture, installation or construction, or, in relation to each,
the performance of related services, that is not completed within the tax year in which work under the
contract commenced, other than a contract estimated to be completed within 6 months of the date on which
work under the contract commenced; and
percentage of completion method means the generally accepted accounting principle under which
revenues and expenditures arising under a long-term contract are recognised by reference to the stage of
completion of the contract determined by reference to the actual costs incurred as a percentage of estimated
total contract costs under the contract.

Example 1 – Long Term Contract
• Contractor X’s financial period is 1 January – 31 December.
• The contract is for the construction of a bridge.
• The work commenced on 2 January 2018 and is expected to be completed on 30
June 2021.
Does this contract qualify as a long term contract?
CEO’s position: Yes, this contract qualifies as a long term contract since it takes
more than one tax year to complete that is, the project will be completed in 3.5
years.

Example 2 – Long Term Contract
•
•
•
•

Contractor Z’s financial period is 1 January – 31 December.
The contract is for the construction of a building.
The work commenced on 1 April 2019 and continued until 30 October 2019.
There was a break for three months where no work was performed under the contract for
the months of November 2019, December 2019 and January 2020.
• The work under the contract resumed again on 1 February 2020 and completed on 31
March 2020.
Does this contract qualify as a long term contract?
CEO’s position: Yes, this contract qualifies as a long term contract since the contract took
more than one tax year to complete. That is, the project commenced in tax year 2019 and
completed in tax year 2020 so the first rule is satisfied. The contract is completed in nine
months thus the second rule is also satisfied as it is not less than six months.

Example 3 – Not a Long Term Contract
• Contractor Y’s financial period is 1 February – 31 January.
• The contract is for refurbishing of business premises.
• The work commenced under the contract on 1 November 2020 and is expected to
be completed on 31 March 2021.
Does this contract qualify as a long term contract?
CEO’s position: No, this contract does not qualify as a long term contract although
the project is lasting for more than one tax year. This is because the contract is
estimated to be completed in 5 months (less than 6 months) therefore will not
qualify as a long term contract.

Accounting for Long term contract profits
• Section 37(2) of ITA, provides that a person conducting a business has to account
for gross income, expenditures and losses on an accrual basis.
• Section 42(1) further provides that a person accounting for Income Tax on an
accrual basis must account for gross income and expenditures under a long-term
contract using the percentage of completion method.
• Under the percentage of completion method:
- the revenues and expenditures arising under a long-term contract are recognised by reference
to the stage of completion of the contract; and
- is determined by reference to the actual costs incurred as a percentage of estimated total
contract costs under the contract.

Example 4 – Percentage of Completion Method
Scenario 1 – Actual chargeable income is equal to the estimated chargeable
income
• Contractor X (a company) enters into a road construction contract to be completed
over four tax years.
• The construction contract is Contractor X’s only activity in Fiji.
• All the amounts derived under the contract are included in gross income.
• All expenditures incurred are deductible either outright or on a depreciation or
amortisation basis.
• The total estimated profit (estimated chargeable income) under the contract is
$1,000,000.
• The percentage completed for each year is based on costs incurred as a percentage
of total estimated costs.
• The total estimated cost of the contract is $2,000,000.

Example 4 – Percentage of Completion Method
Contractor X’s chargeable income for each year under the contract is computed as follows –
1

2

3

4

Total

10%

20%

30%

40%

100%

Estimated Gross
Income

$300,000

$600,000

$900,000

$1,200,000

$3,000,000

Expenses

$200,000

$400,000

$600,000

$800,000

$2,000,000

Chargeable Income

$100,000

$200,000

$300,000

$400,000

$1,000,000

Year
% completed

Example 4 – Percentage of Completion Method
CEO’s position: Income tax payable for each tax year for Contractor X in respect
of the contract will be as follows:
1

2

3

4

Total

10%

20%

30%

40%

100%

Chargeable Income

$100,000

$200,000

$300,000

$400,000

$1,000,000

Tax @ 20%

$20,000

$40,000

$60,000

$80,000

$200,000

Year
% completed

Loss Carried Back
• Section 42(2) of ITA provides that if:
-

in the tax year in which a long-term contract is completed,
the person carrying out the contract has made a final year loss, and
has ceased to carry on business in Fiji, and
is not able to carry the loss forward under section 30,
the loss may be carried back to the preceding two tax years.

• Section 42(4) provides that a person has a ‘final year loss’ if:
- the total actual chargeable income under the contract (i.e. total gross income less total deductions)
is less than the estimated chargeable income used to allocate income and deductions to tax years
during the life of the project, and
- the amount of the difference exceeds the difference between gross income and allowable deductions
under section 42(1) for the final year.

Example 5 – Final year loss is carried back
• Contractor Y (a non-resident company) enters into a construction contract to be
completed over four tax years.
• Assuming taxpayer will cease all operation in Fiji after the 4 years and there is a
loss in Year 4 (2020) as follows:
Year 1 (2017) – Profit of $10,000
Year 2 (2018) – Profit of $20,000
Year 3 (2019) – Profit of $15,000
Year 4 (2020) – Loss of ($18,000)

CEO’s position: Since there is a loss in the final year, Year 4 (2020) of $18,000,
this loss can be carried back to Year 3 (2019) and Year 2 (2018).

Example 5 – Final year loss is carried back
• $15,000 loss from the final year loss will be carried back to set it off against the
profit of Year 3 (2019), and
• the balance of $3000 loss from the final year loss will be carried back to set it off
against the profit of Year 2 (2019).
• Therefore, the chargeable income for year 3 (2019) will be $0 ($15,000 profit $15,000 loss carried back), and
• the chargeable income for year 2 (2018) will be $17,000 ($20,000 profit - $3,000
loss carried back).

Time limits for the amendment of assessments
• Section 42(3) provides that the time limits for the amendment of assessments
under section 11 of the Tax Administration Act 2009 do not apply for the purposes
of section 42(3).

• This means that if a contractor has a final year loss under a contract, then the CEO
can amend the assessment to accommodate the carry back of the final year loss.
• This involves re-opening Contractor’s assessment for two tax years and reducing
Contractor’s chargeable income for those years.

Questions?
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