
Percentage Of Completion Method of Recognizing Job Profit

The ‘Percentage of Completion’  method of accounting can seem a little overwhelming, but CHS will handle most of it for you!

The "Percentage of Completion" method recognizes gross profit (revenues less costs) throughout the life of each contract based upon
a periodic measurement of progress.  This method is preferred by many consultants because it more accurately matches costs with
revenues, and therefore profit, for a given period.

If you use the "Percentage of Completion" method, you will periodically (usually at the end of each month) calculate how much
Revenue you have earned based upon the total of costs that have been "incurred" for the job (whether paid or not).  This method
REQUIRES that the Contract Price has been properly determined, that a budget for estimating the job's costs has been prepared,
AND that the job costs have been posted as they are incurred.

To use the "Percentage of Completion" method, you must determine how much Revenue has been EARNED on the job.  Revenue
EARNED will probably NOT be the same as Revenues Received.   Revenue Earned is calculated by first figuring out the percentage
that the job is complete.   The "Percent Complete" is calculated by dividing the Total Costs To Date by the Estimated Costs for the
job.  The resulting Percent Complete is applied to the Contract Price to determine how much Revenue has been Earned.    Ex:  Con-
tract Price is $500,000, and Costs are estimated to be $400,000.   If $100,000 of Costs have been posted, divide $100,000 by
$400,000 to determine that the job is 25% complete.   Multiply the Contract Price of $500,000 times 25% to determine that the
Revenue Earned is $125,000.

Once the amount of Revenue Earned has been calculated, Journal Entries (or entries to your books) must be prepared to recognize
the progressive Revenue Earned and Costs of Sales (or costs incurred) on your Income Statement.  CHS provides very handy win-
dows that will calculate the Revenue Earned for all jobs in progress, AND that will prepare the associated Journal Entries to recog-
nize the progressive profit on your Income Statements.   This Help Document will include information about those window.

NOTE:  If you use the Percentage of Completion method, the FINAL closing entry for the job can be prepared using the Job Closing
entry screen to clear all accounts to Sales and Cost of Sales (After posting the closing Deposit).  See the Help Document about
posting a Job Closing Journal Entry.   NOTE!  Please see the last page of that Help Document regarding closing a job that has Per-
centage of Completion entries.

Continue to the next page.



How The Program Handles Percentage of Completion

Since the program  is designed to accomodate both Completed Contract and Percentage of Completion methods of accounting, the
Percentage method is NOT based on Accounts Receivable billings.  (This is also because many builders do not use Accounts
Receivable.)  The program will calculate the Percentage Complete by dividing the Costs-To-Date by Estimated Costs at Comple-
tion. That Percent is multiplied by the total Contract (Sales Price + Chg Order Prices) to calculate the “Revenue Earned” for a
period.  The calculated “Revenue Earned” for a period is the amount that will be posted as a Credit to an Income Account (like
Sales) that you select for the period.  This method assumes that all revenues received (OR billed) were originally posted to a
liability account (like Construction Loans Payable, Contract Deposits, etc.), and NOT to an Income account (like Sales).

In order for this method to work, you will need to set up a “contra” liability account in the Construction Liability section of the
Chart of Accounts titled something like “Job Income Recognized”.  The “Revenue Earned” amount will be posted as a Debit to
this account (to balance the Sales entry), and will reduce the total of the Construction Liabilities on the Balance Sheet.

Costs incurred for the period will be posted as a Debit to a Cost of Sales account that you select.   To offset this entry, you will need to
set up another “contra” account that is an asset in the Work In Progress section of the Chart of Accounts titled something like “Cost of
Sales Recognized”.  The Costs incurred for the period will be posted as a Credit to this account (to balance the Cost of Sales entry),
and will reduce the total of the Work In Progress section on the Balance Sheet.



The quickest way to open the window for preparing Percentage of Completion journal
entries is to type ‘PCP’ in the ‘Index’ field on the Navigation/Home window.  The window
can also be opened from other relevant areas of the program.

Open the Window To Post Percentage Of Completion Journal Entries

The bottom of the ‘Jobs Summary Reports
Selections’ window that opens has an area
to enter a ‘Begin Date’ and an ‘End Date’
to use for calculating Percentage of
Completion amounts.  Usually a Percent-
age of Completion Journal Entry is pre-
pared at the end of a month and the dates
are from the beginning of the month to the
end of the month.

After entering the appropriate dates, use
the button labeled ‘Percentage of
Completion AND Profit Status of Open
Jobs’.

Continue to the next page.



Steps to Calculate and Post Percentage of Completion Entries

FIRST, click the button
labeled ‘Step 1’.

Wait while the program will
scrolls through the list of jobs
displayed on the window and
places check marks to the left
of jobs that have the data
needed for calculating Per-
centage of Completion.

After the program has deter-
mined which jobs can be
included for calculating
Percentage of Completion,
you might want to print a
‘Percentage of Completion
Report’.  See Help Document
about Job Summary Reports.

To prepare Percentage of
Completion Journal entries,
use the button labeled ‘Open
Window to Post Percentage
of Completion Accounting
Entries’ AFTER using the
‘Step 1’ button.

Continue to the next page.



Steps to Calculate and Post Percentage of Completion Entries - continued

A window will open that lists all jobs that are available for preparing Percentage of Completion entries.  Use the
button labeled ‘Click This to Prepare Journal Entry For This Job’ to the right of an appropriate job.

On the window that opens, select the appropriate accounts from your Chart of Ac-
counts to use for preparing the Percentage of Completion journal entry.  Discuss this
with your accountant.  Continue to the next page.



Steps to Calculate and Post Percentage of Completion Entries - continued

After selecting the appropriate G/L account numbers to use, click the button labeled ‘Post the Percent Complete Entry’.

After clicking the button to Post the Percent Com-
plete Entry in our example, the program found that
calculations for Revenues Earned ‘TO DATE’ do
not match the total of previous Percentage of
Completion entries plus the period one we are about
to post.  Therefore, the program has opened a
window alerting us about this.  Please read the
information on the window about why this can
occur.

We have decided to let the program use the numbers
based on costs and revenues ‘TO DATE’ so that our
Sales and Cost of Sales accounts will reflect Rev-
enues ‘earned’ to date and costs incurred to date.
Therefore, we will click the button labeled ‘Adjust
the amounts to post and close this window to
review and try again.’

Continue to the next page.



Steps to Calculate and Post Percentage of Completion Entries - continued

Notice that the program has now adjusted the amount to use for the Percentage of Completion Journal entries.

Also, notice that the ‘Differences’ displayed on the calculations at the right side of the window now show zero.

NOW, when we use the ‘Post the
Percent Complete Entry’ button,
the program will create the journal
entries and  pop u p the message
shown to the right.

Continue to the next page.



Review or Edit the Resulting Percentage of Completion Journal Entry
Open the window to find Journal Entries by typing ‘JE’ in the ‘Index’ field on the Navigation/
Home window.

On the window that lists Adjust-
ing Journal Entries, it’s easy to
spot the Percentage of Comple-
tion AJE’s because of the Docu-
ment ID that the program as-
signs to those entries.

Click the ‘Edit/Review’ button
to the left of the entry to review
the AJE.

The entries displayed make
up the ‘Adjusting Journal
Entry’ batch of entries that
were posted as a result of
the Percentage of Comple-
tion work described on the
previous pages.

These entries can be edited
or deleted as described in
the Help Document about
posting Adjusting Journal
Entries.  Use the Question
Mark button towards the
top right of the window to
open that Help Document.



Reviewing the Resulting Trial Balance for the Job

After posting ‘Percentage of Completion Entries’ as described on the previous pages, the resulting
balances for the job can be reviewed on a ‘Trial Balance for the Job’.  Type ‘TB’ in the ‘Index’ field on
the Navigation/Home window.  (See Help Documents available on the window that opens.)

Enter a ‘Begin Date’ and an
‘End Date’ for the Period
Trial Balance.  Select the
‘Job:’.  Then click on ‘13-
Trial Balance For Job -
Period’.



Review the Resulting Income Statement (Profit and Loss) for the Job

After posting ‘Percentage of Comple-
tion’ journal entries, it’s a good idea to
take a look at the Income (Profit and
Loss) Statement for the job.  Type ‘ISP’
in the ‘Index’ field on the Navigation/
Home window.

Enter the ‘Curr. Period Dates’ that are
the same as the Begin and End dates
used to prepare the Percentage of
Completion entries.

Select the Job in the ‘From’ and ‘To’
columns.

Then use the button labeled ‘Period
Income Statement’ to open the report
shown to the right.

See Help Documents about Financial
Statements for more information about
Income Statements.

Continue to the next page for an ex-
ample of an Income Statement that also
displays the ‘Year-To-Date’ Information.



Review the Current Period and ‘Year-To-Date’ Income Statement for the Job

Use the button labeled ‘Income Stmt For Period and YTD’ to review an Income Statement that ALSO displays the ‘Year-To-
Date’ information.


