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STANDARD INTERPRETATION GUIDELINE 2021-12 
 

INCOME TAX ACT 2015 – INCOME TAX ACCOUNTING FOR LONG TERM CONTRACTS 

This Standard Interpretation Guideline (SIG) sets out Fiji Revenue and Customs Service’s (FRCS) policy and 

operational practice in relation to the tax implications on Long Term Contracts. 

 

The SIG is issued with the authority of the Chief Executive Officer (CEO) of FRCS. 

 

All legislative references in this SIG are to the Income Tax Act 2015 (unless otherwise stated). 

 

This SIG is in effect from 3rd September 2021 and may need to be reviewed in the event of any relevant 

legislative amendments. 
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PURPOSE 
1. The purpose of this SIG is to provide information and practical guidance on the income tax accounting for 

long term contracts. 
 

INTRODUCTION  
2. Long term contracts are contracts relating to manufacture, installation, or construction of property 

(including a contract for the performance of services related to such a contract), that will take more than 
a year to complete. However, a contract estimated to be completed within 6 months of the date on which 
work under the contract commenced is not a not a long term contract. 
 

3. There are two financial accounting methods used for long-term contracts: 
(i) the percentage-of-completion method and the completed-contract method. Under the percentage-

of-completion method, profit is recognised in proportion to the progress made of the contract during 
the relevant accounting period. In other words, the profit is recognised as it "emerges" over the life of 
the contract.  

(ii) Under the completed-contract method, profit is not recognised until the contract is substantially 
performed or is completed. 

 
4. Financial accounting standards now clearly favour the percentage-of-completion method as a better 

measure of "periodic accomplishment" over the life of the contract.  
 

5. From a tax perspective, the completed-contract method gives rise to deferral of tax that is profit is not 
recognised until the contract is substantially performed or is completed. Therefore, section 42(1) of ITA 
requires recognition of gross income and expenditures arising under a long-term contract on the basis of 
the percentage-of-completion method progressively.  
 

6. In addition, for the purpose of ITA 2015 if a person suffers a loss in the final year of the long term contract, 
this can be carried back for two tax years. However, this rule applies only if the person carrying out the 
long-term contract ceases to carry on business in Fiji when the contract is completed.  
 

7. Contracts estimated to be completed within six months from commencement of work do not qualify as a 
Long Term Contract. 
 

8. Examples illustrated in this SIG demonstrate the CEO’s interpretation and application of the taxation 
implications relating to Long Term Contracts. The examples do not cover the infinite number of factual 
scenarios that may arise. The relevant legislative provisions must be considered and applied to each case 
on its particular facts. That is, conclusions should not be drawn by determining whether the facts of a 
particulars case may be analogous with particular examples, but rather on the basis of applying the correct 
tests established by the law.  
 

9. The full text of the legislative provisions is contained in the Appendix. 
 
LEGISLATIVE ANALYSIS  
10. Section 42 of the Income Tax Act 2015 (ITA) provides for the income tax treatment of income and 

expenditures arising under a long-term contract. 
 
What is a Long Term Contract? 

11. “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 
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the contract commenced, other than a contract estimated to be completed within 6 months of the date 
on which work under the contract commenced.1 
 

12. In other words, long term contract is not confined to contracts in relation to real property transactions, 
but rather includes any contract for the manufacture, installation, or construction of personal property 
(including a contract for the performance of services related to such a contract), provided the work under 
the contract is not completed within a tax year.  
 

13. However, a contract under which it is estimated that the work will be completed within six months from 
the commencement of work is not a long-term contract. This simply means that the contract must be 
long enough to be considered a long term contract. A contract estimated to be completed in less than six 
months is not considered long term contract. 
 

14. Thus, the key features of a long-term contract are: 
a) work under the contract extends over more than one tax year; and 
b) contracts estimated to be completed within six months from commencement of the contract is not 

a long term contract.  
 

15. 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.   

 
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. 

                                                      
1 Section 42(5) – ITA 2015 
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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 less than 6 months 
therefore will not qualify as a long term contract. 

 
        Accounting for Long term contract profits 
16. Under section 37(2) of ITA, a person conducting a business has to account for gross income, expenditures 

and losses on an accrual basis. 
 

17. Person for the purpose of accounting for income under a long term contract can be both resident person2 
and non-resident person3. 
 

18. Section 42(1) provides that a person accounting for Income Tax on an accrual basis must compute the 
gross income and expenditures deductible under the ITA arising under a long-term contract using the 
percentage of completion method. 
 

19. This implies that only expenditures that are deductible under the ITA are taken into account when applying 
the percentage of completion method. In other words, a fine incurred by a contractor is not deductible 
under section 22(1)(i) of ITA and, therefore, is not taken into account in applying the percentage of 
completion method.  
 

20. 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. 
 

21. In other words, under the percentage-of-completion method, profit is recognised in proportion to the 
progress made on the contract during the relevant accounting period. That is, the profit is recognised as it 
"emerges" over the life of the contract. Note that the percentage of completion is determined by reference 
to the actual costs incurred as a percentage of the estimated total contract costs. 
 
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. 

 Contractor X’s chargeable income for each year under the contract is computed as follows – 

                                                      
2 Section 2 – ITA 2015 
3 Section 2 – ITA 2015 
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Year  1 2 3 4 Total 

% completed 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 

 
CEO’s position:  
Income tax payable for each tax year will be based on the estimated chargeable income on the percentage 
of completion basis. Assuming that the actual chargeable income under the contract is equal to the 
estimated chargeable income, then the final tax position for Contractor X in respect of the contract will be 
as follows: 
  

Year  1 2 3 4 Total 

% completed 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 

 
Scenario 2 – Actual chargeable income is more than the estimated chargeable income 
Assume the same facts as scenario 1 above except that the actual chargeable income at the end of the 
contract for Contractor X will be $1,200,000. This is because the cost reduced by $200,000 in year 4 due 
to reduction in prices of construction materials. The chargeable income for each year under the contract 
is as follows – 

 

Year  1 2 3 4 Total 

% completed 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 $600,000* $1,800,000 

Chargeable Income $100,000 $200,000 $300,000 $600,000** $1,200,000** 

 
* The estimated cost for year 4 was $800,000 and the cost is reduced by $200,000 in the same year 
therefore, the actual cost is $600,000.  
** The chargeable income for year 4 will also be adjusted to $600,000 resulting in the total chargeable 
income to be $1,200,000. 
 
The final tax position for Contractor X in respect of the contract will be as follows: 
 
CEO’s position: 
Assuming the actual chargeable income is $1,200,000, the income tax payable for each tax year will be 
follows: 
 

Year  1 2 3 4 Total 

% completed 10% 20% 30% 40% 100% 

Chargeable Income $100,000 $200,000 $300,000 $600,000 $1,200,000 

Tax @ 20% $20,000 $40,000 $60,000 $120,000 $240,000 
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Scenario 3 - Actual chargeable income is less than the estimated chargeable income 
Similarly, assuming the same facts as scenario 1 above except if the actual chargeable income at the end 
of the contract for Contractor X will be is $800,000. This is because the cost increased by $200,000 in year 
4 due to the increase in the prices of construction materials. The chargeable income for each year under 
the contract is as follows – 

 

Year  1 2 3 4 Total 

% completed 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 $1,000,000* $2,200,000 

Chargeable Income $100,000 $200,000 $300,000 $200,000** $800,000** 

 
* The estimated cost for year 4 was $800,000 and since the cost increased by $200,000 in the same year, 
the actual cost is $1,000,000.  
** The chargeable income for year 4 will also be adjusted to $200,000 resulting in the total chargeable 
income to be $800,000. 
 
The final tax position for Contractor X’s in respect of the contract will be as follows: 
 
CEO’s position: 
Assuming the actual chargeable income is $800,000, the income tax payable for each tax year will be 
follows: 
 

Year  1 2 3 4 Total 

% completed 10% 20% 30% 40% 100% 

Chargeable Income $100,000 $200,000 $300,000 $200,000 $800,000 

Tax @ 20% $20,000 $40,000 $60,000 $40,000 $160,000 

 
 
Loss Carried Back 

22. 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.  
 

23. The final year loss can be carried back to the preceding two tax years and applied against the amount 
included in gross income under the contract for those years starting with the immediately preceding tax 
year. An example of this is illustrated below. 
 
 
What is Final Year loss 

24. 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. 
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25. In other words, final year loss can be determined as follows: 
 

 
Final Year loss    =    Estimated chargeable income      >      Actual chargeable income  
                                        under a contract                                        under a contract 
 

 
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). $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).  
 
 
Example 6 – Final year loss is carried back 

 Contractor A (a non-resident company) enters into a construction contract of a bridge to be 
completed over five tax years. 

 The construction contract is Contractor A’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.  

 Contractor A’s estimated chargeable income and income tax for each year under the contract is 
computed as follows: 
 

Year  1 2 3 4 5 Total 

% completed 10% 20% 30% 20% 20% 100% 

Estimated Gross 
Income 

$300,000 $600,000 $900,000 $600,000 $600,000 $3,000,000 

Less Expenses $200,000 $400,000 $600,000 $400,000 $400,000 $2,000,000 

Estimated 
Chargeable 
Income 

$100,000 $200,000 $300,000 $200,000 $200,000 $1,000,000 

Income Tax $20,000 $40,000 $60,000 $40,000 $40,000 $200,000 
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 Assume that Contractor A’s incurred a final year loss (Year 5) of $300,000 resulting is the actual 
chargeable income under the contract to be $500,000 which is computed as follows: 
 
 
 

Year  1 2 3 4 5 Total 

% completed 10% 20% 30% 20% 20% 100% 

Actual Gross 
Income 

$300,000 $600,000 $900,000 $600,000 $600,000 $3,000,000 

Less Actual 
Expenses 

$200,000 $400,000 $600,000 $400,000 $900,000* $2,500,000 

Chargeable 
Income 

$100,000 $200,000 $300,000 $200,000 ($300,000)** $500,000*** 

 
* The actual cost in the final year (year 5) is $900,000 which is increased by $500,000 from the estimated 
cost of $400,000 due to an increase in the prices of construction materials.  
 
** There is a final year (year 5) loss of $300,000. 
 
*** The total profit or chargeable income under the contract is $500,000. 
 
Therefore, the final tax position for Contractor A in respect of the contract will be as follows: 

 
CEO’s position:  
Tax payable for tax years 1 to 4 will be based on the estimated chargeable income. Since the actual 
chargeable income under the contract is $500,000 or in other words the actual chargeable income under 
the contract is $500,000 less than expected ($1,000,000 - $500,000), the chargeable income and the 
income tax payable will be as follows: 
 

Year  1 2 3 4 5 Total 

% completed 10% 20% 30% 20% 20% 100% 

Estimated Chargeable 
Income 

$100,000 $200,000 $300,000 $200,000 $200,000 $1,000,000 

Chargeable Income $100,000 $200,000 $300,000 $200,000 ($300,000) $500,000 

Less Loss Carried Back   ($100,000) ($200,000)  ($300,000) 

Adjusted Chargeable 
Income 

$100,000 $200,000 $200,000 *** $0** $0* $500,000 

Tax Payable @ 20%  $20,000 $40,000 $40,000*** $0** $0* $100,000 

Less Tax Paid  $20,000 $40,000 $60,000*** $40,000** $0* $160,000 

Tax Refund $0 $0 ($20,000)*** ($40,000)** $0* ($60,000) 

 
 
NB: 
* Year 5 - there will be no chargeable income in the final year (year 5) of the contract. The estimated 
chargeable income of $200,000 is reduced to zero as there is a final year loss of $300,000. There is no tax 
payable and refund as no tax is paid. 
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** Year 4 - there will be no chargeable income in year 4 of the contract as the $200,000 will be offset with 
the year 5 loss. This results in the adjusted chargeable income to be zero for year 4. There is no tax payable 
and the contractor will receive a refund of $40,000 for the tax paid in year 4. 
 
*** Year 3 - the estimated chargeable income of $300,000 in year 3 will be offset with the balance of year 
5 loss of $100,000. This results in the adjusted chargeable income to be $200,000 in year 3. The tax payable 
for year 3 is $40,000 while the contractor paid $60,000 therefore, the contractor will receive a refund of 
$20,000 for the excess tax paid in year 3. 
 

26. Note that if there will be any loss balance after offsetting it against the gross income of preceding two tax 
years, the balance will not be carried further back. This means the balance of the loss gets forfeited. 
  
Scenarios when taxpayer has engaged in long term contract and also has other business in Fiji 

 
Example 7 - Contractor ceases long term contract and other business is going concern 

 

 Contractor Y enters into a road construction contract in Fiji to be completed over 5 tax years.  

 Contractor Y also operates a supermarket business in Fiji. 

 Assume contractor Y will not engage in any other long term contract after 5 years but will continue to 
operate the supermarket business in Fiji.  

 Also assume there is a final year loss of $10,000 under the long term contract. 
 

CEO’s position: According to section 42(2) of ITA 2015, the final year loss can be carried back to 2 preceding 
tax years and set it off against the income of those 2 years if the loss cannot be carried forward under 
section 30 as the taxpayer will cease business in Fiji. In this case since the supermarket business will 
continue its operations, the $10,000 final year loss under the long term contract can be set off against the 
supermarket business income for the next 8 years under section 30. 

 
 

Example 8 - Contractor ceases long term contract and other business in Fiji at the same time 
 

 Contractor X enters into a bridge construction contract in Fiji to be completed over 3 tax years.  

 Contractor X also operates a supermarket business in Fiji. 

 Assume contractor X will not engage in any other long term contract after 3 years and will also will 
cease all operation in Fiji (ie. supermarket business as well).  

 Also assume there is a final year loss of $20,000 under the long term contract and there is a 
supermarket business net profit of $5,000 in year 3. 

 
CEO’s position: According to section 42(2) of ITA 2015, the loss can be carried back to 2 preceding tax 
years and set it off against the income of those 2 years if the loss cannot be carried forward under section 
30 as the taxpayer will cease business in Fiji. In this case since the long term contract and supermarket 
business will cease its operations in Fiji, the $20,000 final year loss under the long term contract will be 
set off against the supermarket business net profit of $5,000 first. The balance of the loss will be carried 
back to 2 preceding tax years under section 42(2) since the loss cannot be carried forward under section 
30.  
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Time limits for the amendment of assessments 
27. 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.  
 

28. This involves re-opening Contractor’s assessment for two tax years and reducing Contractor’s chargeable 
income for those years. 
 

29. For further information and clarification in regard to this SIG, please email us at tipu@frcs.org.fj 

 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

mailto:tipu@frcs.org.fj
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APPENDIX  
 

INCOME TAX ACT 2015 

 

[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. 

 
(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.  
 
(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. 
 
 
[Section 2] Interpretation 
 
Resident person means a resident individual, resident partnership, resident trust, resident company, the 
Government and a political subdivision of the Government; 
 
Non-resident person means a person who is not a resident person; 
 


