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ACCOUNTING FOR EXECUTORY CONTRACT ABSTRACT ]

ACCOUNTING FOR EXECUTORY
CONTRACT ABSTRACT

Accounting for contract is one of the most important aspects of
financial accounting, since it is impossible for any .enterprise to
operate without contracts.

Two points are very important for a contract: initiation of
contract and delivery of contracted goods or services. Up to now, it
is prevailing to recognize a contract at the first point, this
dissertation is to examine certain issues related to the recognition of
contract at the second point and structurally, can be divided into
four chapters.

A contract that neither party has performed any of its promise
is usually called executory contract in accounting literature. Chapter
one retrospect the accounting literature concerning this kind of
contract and especially, list the theoretical problems unresolved, the
chapter also stress the importance and urgency of answering these
problems.

Once we introduce executory contract into accounting system,
its recognition, its measurement, its reporting and disclosure should
be addressed successively., Chapter two presents an analysis about
these problems. Firstly, the chapter argue that currently accepted
asset and lhability concepts accommodate exeéutory contract.
Secondly , measurement is considered, historical cost —based system
is abandoned and multiattribute — based system is adopted, a new

measurement attributes called ” Current Proceeds” is introduced to
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account for changes of contract obligation before any party has
performed its commitment. The margin between contract right and
obligation should be treated as gain or loss in the period in which it
occurs, here, realization concept is no longer applicable but accrual
basis principle is unshaken. Finally, the chapter convert to discuss
several alternative disclosure approach, the off —setting problem is
especially addressed.

Chapter three examines the impact of alternative recognition
points on qualitative characteristics of accounting information. The
most 1mportant benefit of early recognition of contract is an
improvement in the relevance, recognition at signing point could
provide information more useful for assessing an enterprise
prospective cash flow, liquidity and profit — making ability. The
factors contributing to reliability would be affected by earlier
recognition in conflicting ways, completeness and representational
faithfulness seem to support signing point but verifiability support
delivery point. Comparability among enterprises might be improved
by earlier recognition. Consistency might be weakened initially but
improved finally. Cost of accounting information would increase if
we recognize contract at signing point,

Option contract is different from other contract in that it is
cancelable. Chapter four discuss the specific issues related to option
contract, including recognition point of option contract, treatment
of underlying asset, measurement about option itself, etc,and the
last chapter discuss the treatment of swap contract.

KEYWORDS: executory contract, recognition, measurement ,

report, qualitative characteristics of accounting

information
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