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L O N G -T E R M C O N S T R U C TI O N U SI N G T H E P E R C E N T A G E -O F -
C O M P L E TI O N M E T H O D: A T E A C H I N G AI D  

 
I N T R O D U C TI O N  

 
T h e p er c e nt a g e -of -c o m pl eti o n m et h o d of a c c o u nti n g f or l o n g -t er m c o nstr u cti o n pr oj e cts 

r e pr es e nts a n i m p ort a nt e x c e pti o n t o t h e pri n ci pl e  t h at r e v e n u e is n ot r e c o g ni z e d u ntil t h e 
ass o ci at e d p erf or m a n c e o bli g ati o n h as b e e n f ull y s ati sfi e d .  T his m et h o d r e m ains r el e v a nt, 
d es pit e t h e r e c e nt A c c o u nti n g St a n d ar ds U p d at e ( A S U) fr o m t h e Fi n a n ci al A c c o u nti n g St a n d ar ds 
B o ar d ( F A S B) t h at r e writ es m u c h of t h e e xisti n g g ui d a n c e o n r e v e n u e r e c o g niti o n.   O ur p a p er 
r e vi e ws t h e a p pli c ati o n of t h e p er c e nt a g e-of -c o m pl eti o n m e t h o d a n d pr es e nts a n E x c el 
s pr e a ds h e et t h at c a n b e u s e d b y i nstr u ct ors t o h el p t e a c h t h e t o pi c a n d b y a c c o u nti n g st u d e nts t o 
h el p s oli dif y s o m e of t h e m or e diffi c ult c o n c e pts.   T h e t e a c hi n g ai d pr es e nt e d als o all o ws 
i nstr u ct ors t o a d v a n c e t h e dis c ussi o n b ey o n d w h er e m ost i nt er m e di at e a c c o u nti n g t e xt b o o ks’ 
dis c ussi o ns st o p.  
 

B A C K G R O U N D  
 
A S U N o. 2 0 1 4 -0 9  
 

I n 2 0 1 4, t h e t w o m aj or a c c o u nti n g st a n d ar d-s etti n g b o di es, t h e F A S B a n d t h e 
I nt er n ati o n al A c c o u nti n g St a n d ar ds B o ar d, iss u e d t h eir j oi ntl y pr e p ar e d a n d l o n g -a w ait e d 
st a n d ar ds est a blis hi n g n e w, pri n ci pl es -b as e d g ui d a n c e o n r e v e n u e r e c o g niti o n (s e e A S U N o. 
2 0 1 4 -0 9 a n d I nt er n ati o n al Fi n a n ci al R e p orti n g St a n d ar d N o. 1 5, b ot h titl e d R e v e n u e fr o m 
C o ntr a cts wit h C ust o m ers ).  A S U 2 0 1 4-0 9 cr e at e d a n e w t o pi c i n t h e A c c o u nti n g St a n d ar ds 
C o difi c ati o n  ( A S C), T o pi c 6 0 6 –  R e v e n u e fr o m C o ntr a cts wit h C ust o m ers.  T h e n e w c o nt e nt i s 
eff e cti v e f or p u bli c e ntiti es  wit h fis c al y e ars b e gi n ni n g aft er D e c e m b er 1 5, 2 0 1 7, a n d f or ot h er 
e ntiti es a y e ar aft er t h at.   T o h el p st u d e nts a n d i nstr u ct ors b uil d f a mili arit y wit h t h e n e w c o nt e nt, 
w h e n r ef er e n ci n g t h e C o difi c ati o n’s r e v e n u e g ui d a n c e i n t his p a p er,  w e cit e fr o m T o pi c 6 0 6.  

 
T o pi c 6 0 6  pr o vi d es g ui d a n c e o n t h e ti mi n g of t h e r e c o g niti o n of r e v e n u e, i n cl u di n g 

c o m pl e x c ust o m er c o ntr a ct s.  T h e n e w g ui d a n c e l e a v es i nt a ct t h e pri or a c c o u nti n g f or t h e 
r e c o g niti o n of r e v e n u e f or l o n g-t er m c o nstr u cti o n c o ntr a cts.  I n t h os e cir c u mst a n c es w h er e 
r e as o n a bl e esti m at es c a n b e m a d e, th e p e r c e nt a g e-of -c o m pl eti o n m et h o d  c o nti n u es t o b e t h e 
pr ef err e d m et h o d  (s e e A S C 6 0 6-1 0 -2 5 -2 7 , 2 5 -3 1  a n d 2 5 -3 6 ).  Ot h er wis e, t h e c o m pl et e d-c o ntr a ct 
m et h o d s h o ul d b e us e d.   O ur f o c us i n t hi s p a p er will b e t h e p er c e nt a g e -of -c o m pl eti o n m et h o d.  
 
P e r c e nt a g e -of -C o m pl eti o n M et h o d  
 

T h e p er c e nt a g e -of -c o m pl eti o n m et h o d pr o vi d es f or t h e r e c o g niti o n of r e v e n u e b ef or e t h e 
c o ntr a ct i s c o m pl et e d a n d t h e p erf or m a n c e o bli g ati o n h as b e e n s ati sfi e d.  T his i s o b vi o usl y m u c h 
e arli er t h a n t h e t y pi c al r e v e n u e -g e n er ati n g c ust o m er c o ntr a ct.  T h e a m o u nt of r e v e n u e t o b e 
r e c o g ni z e d is b as e d u p o n a n esti m at e of t h e st a g e of c o m pl eti o n of t h e c o ntr a ct  (s e e A S C 6 0 6 -
1 0 -2 5 -3 1  a n d 2 5 -3 2) .  W h e n t h at r e v e n u e d et er mi n e d t o b e r e c o g ni z e d is m at c h e d wit h t h e 
c o nstr u cti o n c osts i n c urr e d i n t h e c urr e nt y e ar, t h e r es ulti n g gr oss pr of it t o b e r e c o g ni z e d will 
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e ns ur e a “ pr oj e ct -t o-d at e ”  gr oss pr ofit fi g ur e w hi c h e q u als a p er c e nt a g e of t h e t ot al pr oj e ct e d  
gr oss pr ofit o n t h e c o ntr a ct.  

 
S o, f or e x a m pl e, if w e esti m at e t h at w e ar e 3 0 p er c e nt c o m pl et e o n a $ 1, 0 0 0, 0 0 0 pr oj e ct, 

w e s h o ul d b e r e c o g ni zi n g a t ot al of $ 3 0 0, 0 0 0 of c o nstr u cti o n re v e n u e t o d at e.   I n t h e c urr e nt 
y e ar, w e m ust r e c o g ni z e a n a m o u nt of r e v e n u e t h at will bri n g o ur pr oj e ct -t o-d at e r e v e n u e t o t h at 
l e v el, b y s u btr a cti n g r e v e n u e t h at h a d b e e n r e c o g ni z e d i n pri or y e ars.  W h e n w e m at c h t hi s y e ar’s 
c o nstr u cti o n c osts a g ai nst t h at c o nstr u cti o n r e v e n u e, w e will s e e a gr oss pr ofit w hi c h, w h e n 
a d d e d t o pri or y e ars’ gr o ss pr ofit, will pr o d u c e a pr oj e ct -t o-d at e gr oss pr ofit of a n a m o u nt e q u al 
t o 3 0  p er c e nt (i n t his c as e) of t h e t ot al pr oj e ct e d gr oss pr ofit o n t h e pr oj e ct.  

 
R e c o g ni zi n g r e v e n u e pri or t o t h e d eli v er y of t h e fi ni s h e d pr oj e ct i s j ustifi e d b y t h e n at ur e 

of t his tr a ns a cti o n.  T o pi c 6 0 6 gi v es t hr e e i n di c at ors t h at a p erf or m a n c e o bli g ati o n is s ati sfi e d 
o v er ti m e.  T h e o n e li k el y t o b e m et f or m ost l o n g -t er m c o nstr u cti o n pr oj e cts i s t h at a n e ntit y’s 
p erf or m a n c e d o es n ot cr e at e a n ass et wit h a n alt er n ati v e us e, c o m bi n e d wit h t h e e ntit y h a vi n g a 
ri g ht t o r e c ei v e p a y m e nt f or t h e w or k c o m pl et e d t o d at e ( A S C 6 0 6-1 0 -2 5 -2 7( c)).  T h e s e c o n d 
as p e ct r ef ers t o a ri g ht t o r e c ei v e p a y m e nt f or w or k c o m pl et e d s h o ul d t h e c ust o m er or a n ot h er 
p art y t er mi n at e t h e c o ntr a ct ( ¶ 2 5 -2 9).  If a n e ntit y m e ets t h e c o n diti o ns st at e d i n ¶ 2 5 -2 7( c), it 
m ust  pr o c e e d wit h r e c o g ni zi n g r e v e n u e o v er ti m e, as t h e w or k pr o gr ess es ( ¶ 2 5 -3 1).  
 
Esti m ati n g t h e St a g e of C o m pl eti o n  
 

T h e st a g e of c o m pl eti o n us e d i n t h e e x a m pl e a b o v e c a n b e esti m at e d i n a n u m b er of 
diff er e nt w a ys. T o pi c 6 0 6 s u p pli es t h e g ui di n g c o n c e pt, w hi c h c all s f or a n e ntit y t o e m pl o y a 
m e as ur e of pr o gr ess i n tr a nsf erri n g c o ntr ol of t h e c o nstr u ct e d it e m t o t h e c ust o m er ( A S C 6 0 6 -1 0 -
2 5 -3 1).  T h e t o pi c i d e ntifi es t w o t y p es of m et h o ds f or d et er mi ni n g t h e pr o gr ess t o d at e, o ut p ut 
m et h o ds a n d i n p ut m et h o ds ( ¶ 2 5 -3 3).  O ut p ut m et h o ds l o o k t o w h at a n e ntit y h as d eli v er e d t o t h e 
c ust o m er t h us f ar, r el ati v e t o t h e t ot al a m o u nt pr o mis e d ( A S C 6 0 6 -1 0 -5 5 -1 7).  T h e d eli v er e d a n d 
t ot al a m o u nts c o ul d b e m e as ur e d i n t er ms of v al u e, q u alit y or ti m e.  I n p ut m et h o ds l o o k t o t h e 
r es o ur c es t h e e ntit y h as u s e d t h us f ar, r el ati v e t o t h e t ot al e x p e ct e d a m o u nt ( ¶ 5 5 -2 0).  E x a m pl es 
i n cl u d e m at eri als us e d, l a b or h o urs us e d a n d c o nstr u cti o n c osts i n c urr e d.  

 
T h e i n p ut m et h o d b as e d u p o n c o nstr u cti o n c osts i n c urr e d pr o b a bl y is t h e m ost wi d el y 

us e d a p pr o a c h i n pr a cti c e.  T his a p pr o a c h, c o m m o nl y r ef err e d t o as t h e c ost -t o-c ost m et h o d, 
dr a ws u p o n i nf or m ati o n a n e ntit y alr e a d y tr a c ks i n or d er t o us e t h e p er c e nt a g e -of -c o m pl eti o n 
m et h o d:  t h e c ost i n c urr e d t o d at e a n d t h e esti m at e d c osts t o c o m pl et e t h e pr oj e ct.   T h e m e as ur e 
of pr o gr ess u n d er t his m et h o d i s si m pl y t h e c osts i n c urr e d t o d at e , as a p er c e nt a g e of t h e 
esti m at e d t ot al pr oj e ct c o sts.  T o pi c 6 0 6 p er mits e ntiti es t o us e t hi s m et h o d, as l o n g as t h e r at e of 
i n c urr e n c e of c osts is i n di c ati v e of t h e pr o gr ess t o w ar d c o m pl eti o n of t h e pr oj e ct ( ¶ 5 5-2 1).  

 
W e a d o pt t h e c ost -t o-c ost m et h o d f or o ur E x c el s pr e a ds h e et.  As n ot e d, t h e m et h o d is 

wi d el y us e d.  I nt er m e di at e a c c o u nti n g t e xt b o o ks t e n d t o e m p h asi z e it as w ell, s o st u d e nts s h o ul d 
b e f a mili ar wit h it.  I n a d diti o n, t h e F A S B us es t hi s m et h o d i n E x a m pl e 1 9 –  U ni nst all e d 
M at eri als (s e e ¶ ¶ 5 5 -1 8 7 t o 5 5 -1 9 2).  
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R E C O G NI T O N  O F  L O S S E S  O N  A  C O N S T R U C TI O N  P R O J E C T  
 

T h er e ar e t w o cir c u mst a n c es w h er e t h e p er c e nt a g e -of -c o m pl eti o n m et h o d will r e p ort a 
n e g ati v e gr oss pr ofit f or a p arti c ul ar y e ar.   O n e w h er e t h er e is a n o v er all p ositi v e gr oss pr ofit o n 
t h e pr oj e ct a n d t h e m or e s e v er e c as e w h er e t h er e is a n o v er all pr oj e ct e d n e g ati v e gr oss pr ofit o n 
t h e pr oj e ct. 
 
O v e r all P r ofit a bl e P r oj e ct  
 

T h e first c as e is w h er e t h e pri or y e ars ’ pr oj e cti o ns h a d b e e n o v erl y o pti mi sti c.   T h e 
c urr e nt y e ar’s esti m at e of c osts t o c o m pl et e t h er ef or e r e d u c es t h e pr oj e ct e d  t ot al gr oss pr ofit o n 
t h e pr oj e ct, n o n et h el ess  m ai nt ai ni n g a p ositi v e gr oss pr ofit o n t h e o v er all pr oj e ct.  A p pl yi n g t h e 
m et h o d d es cri b e d a b o v e will r es ult i n t h e c urr e nt y e ar’s c o nstr u cti o n c osts e x c e e di n g t h e y e ar’s 
c o nstr u cti o n r e v e n u e esti m at e.  T his will cr e at e a n e g ati v e  gr oss pr ofit, w hil e t h e a c c u m ul at e d 
pr oj e ct -t o-d at e gr oss pr ofit r e c o g ni z e d o n t h e b o o ks is p ositi v e  (i. e., t h e pri or y e ars’ o v erl y 
o pti mi sti c c al c ul ati o n s a n d t hi s y e ar’s n e g ati v e c al c ul ati o n).   T h e a c c u m ul at e d gr oss pr ofit o n t h e 
pr oj e ct will still b e p ositi v e a n d will e q u al t h e t ot al pr oj e ct gr oss pr ofit ti m e s t h e est i m at e d st a g e 
of c o m pl eti o n.  

 
F or e x a m pl e, ass u m e t h at at t h e e n d of t h e first y e ar of t h e pr oj e ct, t h e c ost -t o-c ost b as e d 

esti m at e of t h e st a g e of c o m pl eti o n s u g g est e d t h at t h e pr oj e ct w as 2 0  p er c e nt c o m pl et e a n d t h e 
pr oj e ct e d t ot al gr oss pr ofit o n t h e pr oj e ct w as esti m at e d t o b e $ 2 0 0, 0 0 0.  A p pl yi n g t h e 
p er c e nt a g e -of -c o m pl eti o n m et h o d w o ul d r es ult i n t h e r e p orti n g of $ 4 0, 0 0 0 of gr oss pr ofit.  N o w, 
as of t h e e n d of t h e s e c o n d  y e ar of c o nstr u cti o n, w e d et er mi n e t h at w e ar e 4 5  p er c e nt c o m pl et e, 
b ut gi v e n o ur pr oj e cti o n of c osts r e q uir e d t o c o m pl et e t h e pr oj e ct, o ur p r oj e ct e d t ot al gr oss pr ofit 
h as dr o p p e d fr o m t h e pri or y e ar’s $ 2 0 0, 0 0 0 t o $ 8 0, 0 0 0.  T h er ef or e, t h e c o m p a n y will b e r e q uir e d 
t o r e p ort a pr oj e ct-t o-d at e gr oss pr ofit of $ 3 6, 0 0 0 ( 4 5  p er c e nt of t h e pr oj e ct e d $ 8 0, 0 0 0 gr oss 
pr ofit).  

 
E v e n t h o u g h t h e  pr oj e cti o ns ar e n ot as o pti mi sti c  as of t h e e n d of t h e pri or y e ar, t h e 

pr oj e ct i s still pr oj e ct e d t o b e pr ofit a bl e.   T o a c hi e v e t h e pr oj e ct -t o-d at e gr o ss pr ofit a m o u nt of 
$ 3 6, 0 0 0, w e will n e e d t o r e p ort a n e g ati v e  gr oss pr ofit of $ 4, 0 0 0 f or t h e s e c o n d y e a r.  C o m bi ni n g 
t h e first y e ar’s p ositi v e gr oss pr ofit of $ 4 0, 0 0 0 wit h t h e s e c o n d y e ar’s n e g ati v e gr oss pr ofit of 
$ 4, 0 0 0, t h e c o m p a n y n o w s h o ws a n a c c u m ul at e d pr oj e ct -t o-d at e gr oss pr ofit of $ 3 6, 0 0 0.  Si m pl e 
a p pli c ati o n of t h e p er c e nt a g e -of -c o m pl eti o n m et h o d  d es cri b e d a b o v e will a c c o m plis h t h e d esir e d 
r es ult s. 

 
I n t hi s e x a m pl e, t h e pr oj e ct e d t ot al gr oss pr ofit o n t h e pr oj e ct d e cli n e d d uri n g t h e s e c o n d 

y e ar fr o m $ 2 0 0, 0 0 0 t o j ust $ 8 0, 0 0 0.  N o r e as o n w as gi v e n.  T h er e ar e, i n f a ct, t w o disti n ct 
s o ur c es f or s u c h a d e cli n e: hi g h er t h a n e x p e ct e d c osts i n c urr e d i n t h e c urr e nt y e ar, a n d a 
pr oj e cti o n of hi g h er c osts t o b e i n c urr e d i n t h e f ut ur e.  T h e f or m er i n cr e as es t h e c urr e nt y e ar 
c o nstr u cti o n e x p e ns e, p utti n g d o w n w ar d pr ess ur e o n t h e c urr e nt y e ar’s gr os s pr ofit.  T h e l att er 
d e cr e as es t h e esti m at e d c o m pl eti o n p er c e nt a g e u n d er t h e c ost -t o-c ost m et h o d, r es ulti n g i n a 
s m all er r e v e n u e fi g ur e, a n d a s m all er gr oss pr ofit, f or t h e c urr e nt y e ar.  B ot h of t h es e s o ur c es 
h a v e t h e p ot e nti al t o cr e at e a l oss i n t h e c urr e nt y e ar f or a n o v er all pr ofit a bl e pr oj e ct.  
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O v e r all L oss o n P r oj e ct  
 

R e p orti n g i n y e ar o v er all l oss aris es.   A si mil ar, b ut r at h er  m or e s e v er e, s et of 
cir c u mst a n c es o c c urs w h e n t h e esti m at es m a d e at y e ar -e n d s u g g est t h at t h er e will b e a n o v er all 
l oss o n t h e c o ntr a ct.  T h e a c c o u nti n g c o n c e pt of c o ns er v ati s m g e n er all y c alls f or e arli er 
r e c or di n g of e x p e ct e d l os s es t h a n e x p e ct e d g ai ns.  S ur prisi n g t o m a n y, i n 2 0 1 0, t h e F A S B 
dr o p p e d t h is c o n c e pt fr o m a r e vis e d s et of q u alit ati v e c h ar a ct eristi cs t h at, t o g et h er, d efi n e us ef ul 
i nf or m ati o n (s e e St at e m e nt of Fi n a n ci al A c c o u nti n g C o n c e pts N o. 8, C o n c e pt u al Fr a m e w or k f or 
Fi n a n ci al R e p orti n g  ( C h apt ers 1 a n d 3) , ¶ B C 3. 2 7).  Alt h o u g h t h e B o ar d dr o p p e d c o ns er v ati s m 
as a d esir e d  tr ait, t h e m a n y tr e at m e nts b as e d u p o n it c o nti n u e t o s ur vi v e i n t h e C o difi c ati o n.  T h e 
a c c o u nti n g f or a n o v er all l oss o n a l o n g -t er m c o nstr u cti o n pr oj e ct i s a g o o d e x a m pl e. 

 
U n d er e xisti n g st a n d ar ds, w e ar e r e q uir e d t o r e p ort n ot t h e esti m at e d p er c e nt a g e  of t h e 

t ot al pr oj e ct e d n e g ati v e gr oss pr ofit o n t h e pr oj e ct, b ut w e m ust r e p ort t h e e nti r e l oss  i n t h e 
c urr e nt p eri o d (s e e A S C 6 0 5 -3 5 -2 5 -4 6 P e n di n g C o nt e nt).  T h at pr oj e ct e d n e g ati v e gr oss pr ofit 
w o ul d h a v e t o i n c or p or at e  pr oj e ct e d  c osts t h at h a v e n ot y et b e e n i n c urr e d.   T h er ef or e, w e ar e 
g oi n g t o h a v e t o “ b orr o w ”  c osts fr o m t h e f ut ur e a n d r e p ort t h e m as p art of o ur c o nstr u cti o n 
e x p e ns es i n t h e c urr e nt y e ar, i n a n a m o u nt s uffi c i e nt t o r e p ort t h e e ntir e pr oj e ct e d n e g ati v e gr oss 
pr ofit.  T h e m et h o d w e h a v e b e e n d es cri bi n g w o ul d r es ult i n t h e r e p orti n g of a l oss w hi c h w o ul d 
o nl y a m o u nt t o a pr oj e ct -t o-d at e l oss of a p er c e nt a g e of t h e pr oj e ct e d t ot al l oss , n ot t h e c o m pl et e 
l oss. 

 
T h er e is a n ot h er w a y t o d eri v e t h e a m o u nt of c osts t h at n e e d t o b e b orr o w e d fr o m f ut ur e 

p eri o ds.  If, f or e x a m pl e, w e ar e pr oj e cti n g a t ot al n e g ati v e gr oss pr ofit of $ 1 0 0, 0 0 0 a n d w e 
d et er mi n e t h at w e ar e 7 0  p er c e nt c o m pl et e.  T h e n or m al a p pr o a c h dis c uss e d a b o v e w o ul d r es ult 
i n a pr oj e ct-t o-d at e n e g ati v e gr oss pr ofit of $ 7 0, 0 0 0, as w e h a v e n ot r efl e ct e d t h e u nfi ni s h e d 3 0 
p er c e nt of o ur pr oj e ct, or t h e a d diti o n al $ 3 0, 0 0 0.  T h at w o ul d b e t h e a m o u nt of c ost t o “ b orr o w ”  
fro m t h e f ut ur e i n or d er t o r e p ort t h e e ntir e $ 1 0 0, 0 0 0 l oss o n t h e pr oj e ct.  

 
R e p orti n g i n s u bs e q u e nt y e ars.   W hil e t h e a c c o u nti n g tr e at m e nt i n t h e first y e ar of a  

pr oj e ct e d  o v er all l oss is i nt er esti n g, it is m or e i nt er esti n g a n d c h all e n gi n g i n t h e s u bs e q u e nt y e ar 
or y e ars of t h e pr oj e ct.  As a n ill ustr ati o n, if  t h er e is a pr oj e cte d  l oss i n t h e s e c o n d  y e ar of t h e 
c o ntr a ct, r es ulti n g i n c ost s b ei n g “ b orr o w e d ”  fr o m f ut ur e y e ars i n or d er t o r e p ort t h e r e q uir e d 
a m o u nt of l oss, w h at h a p p e ns i n t h e t hir d y e ar ?  

 
T h er e ar e s e v er al p ossi biliti es.   O n e is t h at a c h a n g e i n f ort u n e h as n o w r e m o v e d t h e 

cl o u d of a p ot e nti al l oss a n d t h e c o m p a n y is n o w pr oj e cti n g a n o v er all pr ofit.  I n t h at c as e, all of 
t h e “ b orr o w e d ”  c osts w o ul d b e r et ur n e d b y r e p orti n g a l o w er cost of c o nstr u cti o n i n t h e c urr e nt 
y e ar.   A n ot h er p ot e nti al s c e n ari o is t h at t h e c o m p a n y  is still pr oj e cti n g a l oss, but t h at l oss i s n ot 
as gr e at as t h e a m o u nt t h at h a d b e e n pr oj e ct e d as of t h e e n d of t h e s e c o n d y e ar.  I n t hi s c as e, t h e 
c o m p a n y w o ul d r et u r n s o m e of t h e “ b orr o w e d ”  c o sts t o r e d u c e t h e o v er all pr oj e ct e d l oss t o it s 
c urr e nt esti m at e.  Y et a t hir d s c e n ari o is t h at t h e c o m p a n y is still pr oj e cti n g a l oss, b ut a n e v e n 
gr e at er l oss t h a n  t h at pr oj e ct e d at t h e e n d of t h e s e c o n d y e ar.  I n t hi s c as e, t h e c o m p a n y w o ul d 
h a v e t o “ b orr o w ”  s o m e a d diti o n al  c osts fr o m t h e f ut ur e.  
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B y w or ki n g t hr o u g h s e v er al of t h es e s c e n ari os, t h e st u d e nt c a n g ai n a d e e p er 
u n d erst a n di n g of t h e i ntri c a ci es of t h e p er c e nt a g e-of -c o m pl eti o n m et h o d.   H o w e v er , m ost 
i nt er m e di at e a c c o u nti n g t e xt b o o ks pr es e nt t h e p er c e nt a g e-of -c o m pl eti o n t o pi c i n t h e c o nt e xt of a 
pr oj e ct w hi c h b e gi ns a n d e n ds wit hi n a t hr e e -y e ar ti m e fr a m e.  Gi v e n t h at, t h e pr oj e ct e d c o ntr a ct 
l oss aris es i n t h e s e c o n d y e ar a n d is o b vi o usl y r es ol v e d, o n e w a y or t h e ot h er, i n t h e t hir d a n d l ast 
y e ar.  W hil e t hi s a p pr o a c h d o es i ntr o d u c e t h e t o pi c, it f ail s t o c a pt ur e s o m e of t h e m or e 
i nt er esti n g as p e cts of t h e a c c o u nti n g iss u es.  A c o n str u cti o n c o m p a n y c ert ai nl y m a y pr oj e ct a n 
o v er all l oss o n e y e ar a n d f oll o w u p t h e n e xt wit h a m or e f a v or a bl e pr oj e cti o n.  H o w d o es t h at 
s c e n ari o aff e ct t h e “ b orr o wi n g ”  a n d “ r e p a y m e nt”  of c osts a n d t h e fi n a n ci al r e p orti n g i n t h os e 
y e ars ?  U n d erst a n d a bl y, i nt er m e di at e a c c o u nti n g t e xt b o o k a ut h ors ar e c o nst a ntl y d e ali n g wit h 
b al a n ci n g b o o k l e n gt h wit h t o pi c c o v er a g e , a n d e diti n g d e cisi o ns m ust b e m a d e.  T h at s ai d , t hi s 
p a p er a n d t h e att a c h e d E x c el s pr e a ds h e et  pr o vi d e a n i nstr u ct or a n d st u d e nt s  a m e a ns t o e x pl or e 
a n i nt er esti n g t o pi c i n a bit m or e d e pt h, p er h a ps as a n assi g n e d pr oj e ct or e xtr a cr e dit 
o p p ort u nit y.  
 

E X C E L  S P R E A D S H E E T  
 

T h e att a c h e d s pr e a ds h e et is d esi g n e d t o a c c e pt t h e v ari a bl es f or a l o n g -t er m pr oj e ct w hi c h 
will h a v e a cti vit y of u p t o f o ur a c c o u nti n g p eri o d s.  T h e v ari a bl es  t o b e e nt er e d o n t h e “ D at a 
I n p ut”  W or ks h e et i n cl u d e : 
 
- t h e y e ar c o nstr u cti o n b e gi ns, 
- t h e c o ntr a ct pri c e, 
- t h e c osts i n c urr e d i n e a c h of t h e f o ur y e ars of a cti vit y, 
- t h e esti m at e of r e m ai ni n g c osts t o b e i n c urr e d at t h e e n d of e a c h y e ar, 
- t h e a m o u nt of c o ntr a ct billi n gs i n e a c h y e ar a n d  
- t h e c as h c oll e cti o ns i n e a c h of t h e y e ars. 

 
O n c e t h os e v ari a bl es ar e e nt er e d, t h e s pr e a ds h e et will p erf or m  all of t h e u n d erl yi n g 

c o m p ut ati o ns a n d pr e p ar e t h e r e q uir e d j o ur n al e ntri es f or e a c h y e ar of t h e pr oj e ct a n d t h e fi n al 
e ntri es at t h e c o n cl usi o n of t h e pr oj e ct.  
 
 
 

( T o a c c ess t h e E x c el s pr e a ds h e et, s a v e a n d o p e n t hi s d o c u m e nt i n a p df r e a d er s u c h as  
 A d o b e A cr o b at, a n d cli c k o n t h e Att a c h m e nts i c o n.)  

 
 
 
 

T h e s pr e a ds h e et pr o vi d es a n i niti al ill ustr ati o n.  V al u es h a v e b e e n e nt er e d f or t h e si x 
v ari a bl es.  T h e i niti al ill ustr ati o n i n cl u d es a pr oj e ct e d o v er all l oss o n t h e c o ntr a ct i n t h e s e c o n d 
y e ar.  T h e o v er all l oss dis a p p e ars i n t h e t hir d y e ar, b ut t h e n r e a p p e ars as a fi n ali z e d l oss at t h e 
e n d of t h e f o urt h y e ar.  T h e ill ustr ati o n pr o vi d e d c a n e asil y b e m o difi e d b y c h a n gi n g t h e v al u es 
f or a n y or all of t h e si x v ari a bl es. 
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I M P L E M E N T A TI O N  
 

O n e of t h e a ut h ors us e d t his t e a c hi n g ai d i n a n i nt er m e di at e a c c o u nti n g c o urs e t a u g ht 
d uri n g t h e F all 2 0 1 6 s e m est er.   T h e a ut h or m a d e t h e t e a c hi n g ai d a v ail a bl e t o st u d e nts as a n 
e xtr a -cr e dit o p p ort u nit y w ort h 1 5 % of t h e v al u e of a n e x a m.  T h e a ut h or s et t h e ti m efr a m e as 
2 0 1 5 t o 2 0 1 8 a n d as k e d t h e st u d e nts t o s u p pl y v al u es f or t h e ot h er fi v e v ari a bl es.  St u d e nts w er e 
i nstr u ct ed t o c o m p ut e b y h a n d t h e y e arl y r e v e n u e, e x p e ns e a n d gr oss pr ofit a m o u nt s, a n d t h e n 
c o m p ar e t h eir a ns w ers wit h t h os e pr o d u c e d b y t h e E x c el s pr e a ds h e et.  T o r e c ei v e f ull cr e dit, t h e y 
n e e d e d t o i ntr o d u c e a pr oj e ct e d o v er all l oss i n at l e ast o n e of t h e y e ars.   T h e st u d e nts p erf or m e d 
r e as o n a bl y w ell, a n d n o n e of t h e m n ot e d a n y pr o bl e ms wit h usi n g t h e s pr e a ds h e et t o ol.  
 

C O N C L U SI O N  
 
T h e att a c h e d s pr e a ds h e et off ers t h e st u d e nt a n i nt er a cti v e a n d d y n a mi c e x er cis e  t o 

e x a mi n e h o w pr ofits a n d l oss es ar e all o c at e d a cr os s a c c o u nti n g p eri o ds, u n d er diff er e nt s ets of 
cir c u mst a n c es .  T h e y c a n cr e at e a n y n u m b er of diff er e nt e x a m pl es a n d t est t h e ms el v es a g ai nst 
t h e s ol uti o ns pr o vi d e d b y t h e w or ks h e et. 
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R E F E R E N C E S  
 
Fi n a n ci al A c c o u nti n g St a n d ar ds B o ar d.  2 0 1 7.   A c c o u nti n g St a n d ar ds C o difi c ati o n .  F A S B: 

N or w al k, C T.  
 
_ _ _ _ _ _ _ _.  2 0 1 4.   A c c o u nti n g St a n d ar ds U p d at e 2 0 1 4 -0 9: R e v e n u e fr o m C o ntr a cts wit h 

C ust o m ers .  F A S B: N or w al k, C T, 
 
_ _ _ _ _ _ _ _.  2 0 1 0.  St at e m e nt of Fi n a n ci al A c c o u nti n g C o n c e pts N o. 8: C h a pt er 1, T h e O bj e cti v e 

of G e n er al P ur p os e Fi n a n ci al R e p orti n g , a n d C h a pt er 3, Q u alit ati v e C h ar a ct eristi cs of 
Us ef ul Fi n a n ci al I nf or m ati o n .  F A S B: N or w al k, C T. 

 
I nt er n ati o n al A c c o u nti n g St a n d ar ds B o ar d.  2 0 1 4.  I nt er n ati o n al Fi n a n ci al R e p orti n g St a n d ar d 

N o. 1 5: R e v e n u e fr o m C o ntr a cts wit h C ust o m ers .  I F R S F o u n d ati o n: L o n d o n, U K. 


	Brackney and Witmer-AIR 2017
	Percentage-of-Completion Method - A Teaching Aid - AIR-2


Start Here

				Start Here!

						This spreadsheet will present the required journal entries for a long-term construction

						     project.  It will accommodate construction projects that affect up to four years.

						Data Input

								Enter the variables for the project (contract price and year commenced) and

								     the variables for each year (construction costs incurred, estimated costs to 

								     complete, billings during the year and collections during the year) on the

								     Data Input! Worksheet.

								To update the spreadsheet, only the input cells on the Data Input! Worksheet

								     should be edited.  The rest of the workbook will update automatically.

								While the spreadsheet accommodates up to four years, contracts of shorter

								     length can be entered as well. 

						Journal Entries

								Once the variables have  been entered, the spreadsheet will automatically

								     calculate the appropriate variables and populate the journal entries in the

								     worksheet for each of the years (Year One, Year Two, etc.).

								The End of Contract! Worksheet contains the final journal entry to close out

								     the Construction-in-Progress account and the Progress Billings account.

								If a contract affects fewer than four years, the worksheets that correspond

								     to the unaffected years will contain no numbers.  But the End of Contract!

								     Worksheet will properly reflect the end of contract.

								   





Data Input

						Year project began		2015

						Contract price		$1,000,000

								2015		2016		2017		2018

						Costs incurred in current year		$50,000		$450,000		$480,000		$30,000								1,010,000

						Year-end estimated cost to complete		930,000		505,000		18,000		0

						Contract billings in current year		250,000		250,000		250,000		250,000								1,000,000

						Collections from client in current year		200,000		250,000		260,000		290,000								1,000,000





Year One

								2015																						2015

																																Various		Construction-in-Progress				50,000

																																				Sundry accounts				50,000



								Costs incurred to date		$50,000								Estimated total gross profit		$20,000												Various		Accounts Receivable				250,000

								Estimated cost to complete		930,000																										Progress Billings				250,000

								Estimated total cost		980,000								Unrecognized profit (loss)		18,980

																																Various		Cash				200,000

																		Costs to borrow		0																Accounts Receivable				200,000

								Percentage complete		5.10%

																																Dec 31		Construction Expense				50,000

								Revenue recognized to date		$51,020																								Construction-in-Progress				1,020		 

																																				Construction Revenue				51,020



																		Construction-in-progress		$51,020



																		Costs incurred to date		$50,000

																		Accumulated profit (loss)		1,020

																				$51,020

																				- 0





Year Two

								2016																						2016

																				2016		2015										Various		Construction-in-Progress				450,000

																																				Sundry accounts				450,000



								Costs incurred to date		$500,000								Estimated total gross profit		-$5,000												Various		Accounts Receivable				250,000

								Estimated cost to complete		505,000																										Progress Billings				250,000

								Estimated total cost		1,005,000								Unrecognized profit		-2,512		$18,980

																																Various		Cash				250,000

																		Cumulative amount		-21,492																Accounts Receivable				250,000

								Percentage complete		49.75%

																																Dec 31		Construction Expense				452,512

								Revenue recognized to date		$497,512																								             Construction-in-Progress				 		6,020

																		Additional cost to borrow /(pay back)		2,512																Construction Revenue				446,492

								Revenue in current year		$446,492



																		Construction-in-process		$495,000

																		Costs incurred to date		$500,000

																		Accumulated profit (loss)		-5,000

																				$495,000

																				- 0





Year Three

								2017																						2017

																				2017		2016										Various		Construction-in-Progress				480,000

																																				Sundry accounts				480,000



								Costs incurred to date		$980,000								Estimated total gross profit		$2,000												Various		Accounts Receivable				250,000

								Estimated cost to complete		18,000																										Progress Billings				250,000

								Estimated total cost		998,000								Unrecognized profit		36		-$2,512

																																Various		Cash				260,000

																		Cumulative amount		2,549																Accounts Receivable				260,000

								Percentage complete		98.20%

																																Dec 31		Construction Expense				477,488

								Revenue recognized to date		$981,964																								Construction-in-Progress				6,964		 

																		Additional cost to borrow /(pay back)		-2,512																Construction Revenue				484,451

								Revenue in current year		$484,451

																		Construction-in-process		$981,964

																		Costs incurred to date		$980,000

																		Accumulated profit (loss)		1,964

																				$981,964

																				- 0





Year Four

								2018																						2018

																				2018		2017										Various		Construction-in-Progress				30,000

																																				Sundry accounts				30,000



								Costs incurred to date		$1,010,000								Estimated total gross profit		-$10,000												Various		Accounts Receivable				250,000

								Estimated cost to complete		0																										Progress Billings				250,000

								Estimated total cost		1,010,000								Unrecognized profit		0		$36

																																Various		Cash				290,000

																		Cumulative amount		-36																Accounts Receivable				290,000

								Percentage complete		100.00%

																																End of		Construction Expense				30,000

								Revenue recognized to date		$1,000,000																						Project		             Construction-in-Progress				 		11,964

																		Additional cost to borrow /(pay back)		0																Construction Revenue				18,036

								Revenue in current year		$18,036

																		Construction-in-process		$1,000,000

																		Costs incurred to date		$1,010,000

																		Accumulated profit (loss)		-10,000

																				$1,000,000

																				- 0





End of Contract

								Entry to close the Contract

																										Sum of billings		1,000,000





										2018

										End of 		Progress Billings				1,000,000

										Project				Construction-in-Progress				1,000,000







