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Section three:

Translation activities

A Exception to the Realization Principle
383 ool o Al

Under certain circumstances, accountants may depart from the realization principle and
recognize income during the production process. An example arises in the case of long-term
construction contracts, such as the building of a dam over a period of )+ years. Clearly the
income statements of a company engaged in such a project would be little use to managers or

investors if no profit or loss were reported until the dam was finally completed.

Job,s |y dol)s 9 ai9,8 alold cauucy (882 Joolsl cowl Sow Ulluluws (Lol il s>y o
Jio 390 (w0 il wslw Wi 1l Sasls;hd 51 bowly oulys wges S S csulwliog adgi aul,8
Ugzod 1S5 aS &S i S ol Slpiygo aS cowl zuolg.adlw 05 (siloj 0,95 S > dow KU wslw
L copie Sy S GguslsS 1) oobss sew aud aw vl JueSig el U 31wl ol ojg

»gr dlgs 15,955 Sl cuodl;l OIS aylo w

The accountant therefore estimates the portion of the dam completed during each accounting
period, and recognizes the gross profit on the project in proportion to the work completed.

This is known as the percentages-of completion method of accounting for long-term contracts.
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The percentages — of completion method works as follows:

\- An estimate is made of the total costs to be incurred and the total profit to be earned over
the life of the project.

Y- Each period an estimates is made of the portion of the total project completed during the
period. This estimate is usually made by expressing the costs incurred during the period as a
percentage of the estimated total cost of the project.
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Y- The percentage figure determined in step Y is applied to the estimated total profit on the
contract to compute the amount of profit applicable to the current accounting period.
s- No estimate is made of the percentage of work during the final period. In the period in

which the project is completed, any remaining profit is recognized.
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