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Application of Accrual Basis for Calculation of Prolongation Cost in Construction
Projects

Jeong, Kichang', Lee, Jaeseob®

"Korea Institute of Construction Management

Abstract : Recently, Domestic public construction projects are experiencing a great deal of disputes because of the
growing uncertainty about the criteria for calculating the prolongation cost, In addition, researchers have been studying
various systems and proper cost estimates in an effort to reduce the uncertainty of these systems and the occurrence
of disputes, However, there is no standard yet for social consensus, Meanwhile, The study on the classification system
according to the recognition standard of accounting has been systematically studied, As a result, the concepts of accrual
and cash basis are defined separately. The purpose of this study is to verify the possibility of applying the concept of
'accrual basis' to the Standard for calculation of prolongation cost, Therefore, As a result of analyzing the occurrence
pattern of Job—site overhead cost, it is confirmed that actual costs can not be calculated by the cash—basis method, In
particular, the implications of the necessity of the accrual—basis method should be more strictly indicated in the case
of items such as indirect labor costs and welfare benefits. In addition, the contractor 's claim report and the appraisal
report were examined, As a result, it was confirmed that the calculation situations of prolongation costs are biased to
the cash—basis method, In this way, it is suggested that necessary to supplement the calculation standard of the actual

costs from the point of view of accrual basis,
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Consideration on Prolongation cost calculating standard of
“State Contract Act” and accrual/cash Basis accountment.

1 4

Comparison of 9 site data by cash and accrual Basis
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‘ Research current states of Prolongation Cost Calculation. ‘

4

‘ Suggestion of improvements ‘

Fig. 1. Flow chart of Study
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Table 1. Calculation criterion by State Contract Act

Contents Calculation criterion

The sum of basic pay and allowance, bonus, appropriation
Indirect labor fund and unit price multiplied by manpower engaged assist

cost works on the site, for example, site manager, laborer and
employees(materials, labor, official duties and computing).

Confirmed by objective data(expenses related contract,

Directly notice of fee and receipt, directly countable items of
countable items | expenditure such as rent payment, charges for storage,
of expenditure installation cost and idle equipment cost, etc.) presented
from the other party of contract.

Difference between the original amount on calculation
statement and the amount calculated by multiplying the
rate of items on statement from the other party and the
sum of items that is the basis for the ratio counting items
of expenditure that is, utility expenses, employee benefits,
supplies expenses, travel - communication expenses,
taxes and dues, publication expenses and service
fees(other expenses), accident compensation insurance
fee, etc.

Ratio counting
items of
expenditure

Additional costs as extending the guarantee period of
presented contract guarantee by time extension due to
unresponsible reason of party is the amount confirmed by
objective data such as receipt of guarantee commission
presented from a party.

Guarantee
issuance fee

— Equipment lending : Equipment rentals actually paid
during idle period

Idle equipment | - _ Equipment holdings : (Equipment Price X Coefficient of

costs equipment rent per hour) X (Standard annual periods
running<+365days) X (Number of idle days) X 1/2
General Determining the extent of rate specified in Article 8 of the
management .
Enforcement Regulations by the appropriate rate on a
expenses and
. contract.
Profits
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Table 2. Classification as recognition standard: Cash and Accrual
Basis'”

Classification Cash Basis Accural Basis

A method of recognizing
transactions based on
events that fundamentally

Interpretation of A method of recognizing
the transaction and | transactions based on the

Classification time of cash payment affect assets and liabilities
Easy understanding of Need to understand
Accounting practitioners thrgugh simple gccountmg principles.
budget accounting method. | Indicate assets/debt by the
Method )
Formality assets - actual salvage/payment
Debt marking amount.
Recognition Criteria | Receiving and spending Acquisition of
of Cost and Revenue cash profits - Expense incurred

Prepayment Cost
and Revenue
Unpaid Cost,

Accrued Income.

Recognized as profit/cost |Recognized as assets/debt

Not recognized Recognized as debt/assets

depreciation, bad
debts expense,
waranty cost,
retirement allowance

Not recognized Recognized as cost

interest payments
by repayment

Recognized as cost at
the time of payment

recognized according to
the period.

Free trade Not recognized Reconized as Dual trade

linformation Source Individual data First. Combine data First.

requlre add!tlona\ Need additional work Already Exists in Existing
information System
housekeeping book, Company, Some

Non—profit public sector Non—profit Sector

application case
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Table 3. Summary of Analysis Per-day Apartment Job-site
overhead cost ratio to progress rate

goll e ej?r:)e_:(iitiost tatal cop;truction cost | rate of job-site | peorid

(Million won) (Million won) overhead cost | (month)
A 1,405 24,5699 5.714% 33
B 1,923 42,264 4.552% 29
C 2,678 65,615 4.082% 30
D 2,651 85,063 3.117% 36
E 3,232 90,300 3.580% 42
F 3,477 100,919 3.446% 40
G 3,243 112,488 2.883% 33
H 3,689 163,158 2.262% 39
I 3,697 212,965 1.736% 38

7} mRAEL FUT ANSAIA A3 Ao Az
e & BAR, TAIKL 19 el eS dehn
glomE FUt 7% vt FFsotes chawt g

o FAREA] AL

I A A
0 A AATIOlE: 24 Erblele] RE B4sel
£ 199 BRI ol Rl 22 LA

2 Q3] A H7HE #8-
HSHES . FHSHE 19T wﬂamg% yet &

(z—2,)(y, —y,)

=y, — 1
y=1y pra— 8y

10) 237 (2006), AT, A& hIRIIALE o 443



ANA, xR E

32 eigde|H|o| L2 '3-:' 5&%—"‘-—9I =R7|1E

%(TE%%HL S 5AH], Angn], ofn] - g - FA
8], Ale 53, TAIQIR], Al )2k ole 3 ARk
B2 Y=L 2 Aol A O‘Hh{rﬂﬂl 3 olaE Al2lst
FollM AA AR wES Hido® WAFe] Bl de:
o] H8S R ARV IES AR, ARl IEelA
EAKIES 2 AXEHIE 7]egu] TEE 1 HYEX
= Trefe] flote] AH| R Aot Aokl

3.2.1 ZFY =7 H]

IR t] B4 7R, 9, dole 59 % EHE Ale
oh 7|Eolet g v T}—OMI Ae
T 2 AR o g e weh g
kA o|c} TSt Alol o] e u]ew BP% =l iﬂE]
A| ofitol] A 5 =2l BavE Lot & Aol
AR RA PR e IR g sl viid
A T FNE w5 o W TAe] elFof w= A
A A Y2 AR vl 82 AEA el wet RAlsR: de
o] o] whZ HARGA 02 27t EAsleir

ol
O_L, 01>’ ‘1)‘1 H

|

mO

g% rlr

9
o>~
r3£

A
al

i
r—l‘[:
Jr o0z
ACS
0_2
=3
oot
£
\I
Oi
o
ook
A
i
i)

Ao wheA] oH 04
3.2.3 A2 EH]|
SWFHIE AMEE, VS S

AR AW Al 7P B

2 Ao uE x]&0] Hl”‘nol'-i T-2lel WAyl

uhE vl-g-20] A7} 2jol 7} At
3.2.4 M=xt512f, H7|=X2[H]|
RIS AR ATt Aol sk Ao = 744

FES AR, Aol §REF, FUAH, A Fo=

‘] Ate] LAY 7|71l o vl

2.5 7|Elat=
#E A, A dAbm, ofn] - 1-5H] - FAM], A

&, Qe gulEu] o] vl v AR = 4]

Zo] MBI QIrk, ol ARG W o daelel

AFEO|7E SRR Aol gle 7-F-oll T AsHAl AT
32644
OFA] Al B9} Zro| &g oHbAl e ol HhAEle =

W] ARAS F8) Aol 7Rsa A0 Rt

oAl gma ol Al WAL g

Table 4. Application of Accrual Basis for Calculation of Job Site Overhead Cost Related Construction Peorid Extension

item indirect cost

Allication of Accrual basis for Standard

Indirect labor cost Salary, Bonus

Sum of bonus distribute equally in Accrual period

employee benefits

Heath Insurance, National Insurance, Charge for Meal,
Commuting Expenses, Medical Check—Up Cost

Medical Check—up cost distribute equally in Accrual period

supplies expense office supplies

Distribute equally in Accrual period

taxes and dues

Ground—water Use Cost , Residence Tax, Property Tax etc

Distribute equally in Accrual period

waste disposal cost

feces and urine disposal

Distribute equally in Accrual period

utility expenses

The cost used in office room and staff lodge

except direct cost,

rent container and staff lodge

simple enumeration on the time of cash payment

travel - communication expenses

telephone charge, travel expense, Vehicle maintenance cost,
traffic cost, internet charge, server charge

simple enumeration on the time of cash payment

publication expenses and service
fees(other expenses)

copy, binding, buy copy papers
(exclude costs not related to construction peorid extension, For
example. report for stating construction, contract for completion)

simple enumeration on the time of cash payment

payment commission finance charge

simple enumeration on the time of cash payment

safety management cost } .
electrical safety service

safty appliances, safety education, autonomy safety consulting,

simple enumeration on the time of cash payment

service fees

security service

simple enumeration on the time of cash payment
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Fig. 4. Employee benefits per day rate according to progress rate
(cash basis)
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{Table 5).

Table 5. Calculation method and recognition of Prolongation
Cost Distupe Case

Calcuation method Court
Case no. Owner |Contractor| Gjaim Appraisal recognized
Report Report or not

2014GaHabO0 A city a Cash basis | Cash basis | reconized

2017NaO00O Nation b

2014Gatab00 |CPUOIC o
com,

Cash basis | Cash basis | reconized

Cash basis | Cash basis | reconized

2014GaHabOO | Nation d Cash basis | Cash basis | reconized

2015GaHaboo | = PWPIe| g
com.

2015GaHabO0 | Fcity f
2016GaHabOO | Nation g
2016GaHabO0 H city h
2015GaHab00 | city i
2016GaHabOO | Nation j

Cash basis | Cash basis | reconized

Cash basis | Cash basis | reconized

Cash basis | Cash basis | reconized

Cash basis | Cash basis | reconized

Cash basis | Cash basis | reconized

Cash basis | Cash basis | reconized
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