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INTRODUCTION TO WORKS IN PROGRESS MANAGEMENT
(WIP)

Works in progress management is based on the accounting principle whereby matching revenues and expenses
help determine the moment when costs must be expensed and matched to the revenues they contributed to
creating. From a high-level point of view, works in progress management translates to making acounting entries
that temporarily move expenses that have not yet been invoiced on the balance sheet OR posting non-invoiced
expenses to revenues. That being said, it’s the notion of transferring ownership of produced goods (or services
rendered) that determines how works in progress must be accounted for-.

When a construction project is completed (or a service rendered) without being purchased by a buyer while it
was being built, the organization managing the project must capitalize the construction costs on the balance
sheet. These costs are reversed upon the sale, which generally corresponds to the time of invoicing. This is called
managing works in progress AS ASSETS.

If, however, the construction project (or service) is transferred to the buyer as it is completed, the costs are
posted as expenses; then, at the end of the month, the project’s progress is evaluated to determine the amount
that should be invoiced. Afterwards, this amount is used to account for a revenue proportional to incurred costs
| This is called managing works in progress AS EXPENSES.

MANAGING WIP IN MAESTRO*

Works in progress can be managed as assets (often used by residential construction businesses) or as expenses
(used by most organizations). In general, the organization’s management mode, the type of work, the
organization’s internal policies, and the invoicing mode determine how works in progress will be managed. No
matter which approach is preferred, it must last over time and from year to year. Some organizations use more
than one approach depending on the nature of their activities and their projects.

Works in Progress Management Applied to Projects

Maestro* provides the possibility to configure a default works in progress management mode applicable to all
projects. It’s also possible, however, to select works in progress management modes specific to projects. In any
case, the selected WIP management mode has no impact on project costs.

As Expenses

As mentioned earlier, managing works in progress as expenses means that a project’s costs are systematically
posted in expense accounts. At the end of a financial period, an accounting entry is made based on the evaluation
and actual use of purchased items or services used; this is done in such a way that expenses represent the real

If this amount is billed, it will be an account receivable. If it is not billed, it will be the amount of a work in progress to bill or
an excess billing income. Warning! Do not mix up invoicing notions with the recognition of income. Though they often occur
at the same time, companies sometimes bill in advance or at a later date in accordance with the work progress.
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expenses incurred during the period, and a portion of these expenses are deferred to the next period. An income
corresponding to the real expenses is obviously accounted for. Some basic maestro* reports, or other reports
customized by the customer, can make the task easier and facilitate the estimation of the works in progress
amount that is to be used to make the accounting entry and which may or may not be reflected at the project
level.

Calculating Works in Progress for a Specific Period

As previously mentionned, maestro* offers works in progress reports to users. Once the parameters are
completed and a date range is selected, it becomes possible, by displaying the difference between budgeted and
actual project expenditures, to know the value that must appear in the works in progress general ledger account.
This provides the user with the data to make the necessary accounting entries.

Below are two examples of maestro™ reports that can be used to calculate works in progress for a set period.
During the software implementation, other reports, specifically addressing the needs of the customers, can be
created. Finally, some customers also choose to use more than one report to perform works in progress
calculations; the report used depends on the project type or other characteristics.

const
Work in Progress Analysis (151)
For transactions from 2021-04-29 to the end
Contract/ Billing % Costing %
Code Project C.0. To Date Diff  Progr Budget To Date Diff Progr WIP
01-101 Nouveau projet 6 666.00 0.00 6 666.00 0.0 5 555.00 0.00 5 555.00 0.0 0.00
1 Test 269193 150.00 0.00 150.00 0.0 150.00 0.00 150.00 0.0 0.00
11 test 3055.00 0.00 3055.00 0.0 3055.00 0.00 3055.00 0.0 0.00
123456 2700.00 0.00 2700.00 0.0 2700.00 0.00 2700.00 0.0 0.00
1806 Escape 5000.00 0.00 51000.00 0.0 8 300.00 0.00 8 300.00 0.0 0.00
184984 SL2 test 500.00 0.00 500.00 0.0 800.00 0.00 800.00 0.0 0.00
185375 CO - 185375 - CONFIG COCHEE 140.00 0.00 140.00 0.0 140.00 0.00 140.00 0.0 0.00
185375-1 CQ - 185375 - CONFIG NON COCHE 140.00 0.00 140.00 0.0 140.00 0.00 140.00 0.0 0.00
195675 SL2 - 195675 1300.00 0.00 1300.00 0.0 0.00 0.00 0.00 0.0 0.00
198872-1 CQ - 198872-1 1655.00 0.00 1655.00 0.0 1605.00 0.00 1605.00 0.0 0.00
198872-2 CQ - 198872 -2 195.00 0.00 195.00 0.0 125.00 0.00 125.00 0.0 0.00
198872-3 CQ - 198872-3 1266.00 0.00 1266.00 0.0 1155.00 0.00 1155.00 0.0 0.00
1988724 1988724 80.25 0.00 80.25 0.0 63.25 0.00 63.25 0.0 0.00
2012023 Test SP 9 200.00 0.00 9 200.00 0.0 1900.00 0.00 1900.00 0.0 0.00
201223 Test SP 9 200.00 0.00 9 200.00 0.0 1900.00 0.00 1900.00 0.0 0.00
201864 CO - 201864 3 300.00 0.00 3300.00 0.0 3 300.00 0.00 3 300.00 0.0 0.00
const
Work in progress report (656)
For transactions from 2021-04-29 to the end
Project #  Project Desc. Project Manager Contract Estimated Cost Billed Current Earned  Over/Under % Realized %
01-101 Nouveau projet 0.00 5 555.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
i Test 269193 0.00 150,00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
11 test 1575.00 3055.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
123456 0.00 2700.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
1234567890  CO test 10 000.00 0.00 0.00 50.00 50.00 0.00 50.00 0.00 0.00 0.00
178467 CQ - 178467 52.50 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
1806 Escape 0.00 8 300.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
184454 CQ - 184454 5800.00 0.00 0.00 118.00 118.00 0.00 118.00 0.00 0.00 0.00
184984 52 test 0.00 800.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
185178 TestSL2 0.00 0.00 0.00 216.00 216.00 0.00 216.00 0.00 0.00 0.00
185375 CQ - 185375 - CONFIG COCHEE 0.00 140.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
1853751 €Q - 185375 - CONFIG NON COCHE 0.00 140.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
185958 SL2 5 000.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
186687 186687 5L2 55000.00 0.00 0.00 13000.00 13000.00 0.00 13000.00 0.00 0.00 0.00
195675 SL2 - 195675 17 260.00 0.00 0.00 250.00 250.00 0.00 - 250.00 0.00 0.00 0.00
196963-DIR  Facturation directe RC M. Proulx 0.00 0.00 0.00 2173.60 2173.60 0.00 2173.60 0.00 0.00 0.00
196963PRO  Facturation par projet RC. M. Proulx 0.00 0.00 0.00 6434.76 6 434.76 0.00 6434.76 0.00 0.00 0.00
198872-1 €Q - 198872-1 0.00 1605.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
198872-2 CQ - 198872 -2 0.00 125.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
198872-3 €Q - 198872-3 0.00 1155.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
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As Assets

Conversely, managing works in progress as assets means that expenses are accounted for in asset accounts,
according to their nature and the configurations previously set in maestro*. When closing a period, the costs
recorded in the assets of projects, for which the end of the work has been indicated, will be automatically
reversed to expenditure accounts.

This approach is usually interesting for projets that do not involve progress billing and for whose duration is
limited in time, ranging from a couple weeks to a couple months. It is also the approach generally favoured by
contractors in residential construction, for which income only arises when a house is sold, whereas the majority
of the costs have already been accounted for. The idea is to record expenses in the period in which income
arises.

For example, during the contruction of a condo tower (the master project), all units (the projects) will be built,
including those that have not yet been sold. If works in progress are managed as assets, the unsold condos will
make up a company asset. It will therefore be desirable to record expenditures on units only once they are sold.

Reverse Expenses That Were First Recorded as Assets

When a period is closed in maestro* (such as the end of each month), works in progress of projects for which
the project end date falls within the period are reversed and expensed.

In the example above, a project end date will be associated with the project corresponding to the condo once the
sale date has been established, so the works in progress amount on the project will be expensed when the period
is closed in maestro*.

Warning! Be careful not to mix up Project End and Project Closing. As previously mentionned,

A entering a project end date has the effect of reversing a project's works in progress, while still leaving
the project active. Closing a project will have the effect of rendering impossible all transaction transfers
to the said project.

i_' Period

A financial year is divided in periods for each months of the year. Added to these is a thirteenth period
corresponding to the closing of the financial year.

Once a period is closed, it is no longer possible to enter transactions on projects contained in the date
range of that period. The Projects module uses the periods set in the Accounting module. If a period
is closed in the Projects module, the other auxiliaries remain open and use the active period in the
general ledger. When closing a period in the Projects module, it is possible to only close the period in
this auxiliary. It is therefore possible to still enter transactions in other modules. However, the project
periods must be closed in order to be able to close the accounting periods.

Periods must be closed following a chronological order. It is possible to close more than one period at a
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—
i. time. Finally, the Reopen a Project Period option makes it possible to reopen a closed period.

In maestro*, the Generate WIP Entry option allows, for projects with a project end date and
configured for a works in progress management (WIP) with assets, to generate a WIP entry according
p, to a set period, without having to close the said period.

Works in Progress Management Applied to Service

When services are provided by companies (e.g. maintenance contracts, snow removal contracts, etc.), it is
common for them to charge customers before the service is provided. They therefore need to manage income
received in advance. When the expense is actually incurred or occurs, or is on a regular basis, a portion of the
deferred revenue is removed and applied to the financial results of the period in which the expense occurs.

Obviously, if the billing is done after the fact, i.e. after the service has been provided, the costs will first be charged
to work in progress and therefore temporarily placed on the assets side of the balance sheet. Once invoiced, a

reversal entry will be made to remove the work in progress amount and apply it to the expenses of the current
period.

REMINDER

* In maestro*, WIP can be managed as assets or expenses.

* Managing a WIP as an expense means that costs incurred for a project are systematically recorded in
expense accounts. At the end of a financial period, an accounting entry is done based on the evaluation
and real use of purchased items or services used, so that the expenditure is representative of the actual
expenses incurred in the given period and so a portion of it is carried over into the subsequent period.
An income corresponding to the real expenses is obviously accounted for.

* On the opposite, managing works in progress as assets means that expenses are recorded in asset
accounts. When closing a period, the costs recorded in the assets of projects for which completion has
been indicated will be automatically reversed to expenditure accounts.

* Various reports are available and can be created in maestro* to facilitate the calculation of works in
progress periods.

* In maestro¥, using a method to calculate works in progress does not exclude other methods; the
calculation method may be different from one project or service to another.

Just like for the projects, there are various way to calculate the works in progress of service companies.
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FOOD FOR THOUGHT - IMPLEMENTING WORKS IN PROGRESS IN MAESTRO¥*

O What is the nature and duration of the majority of your projects?
O Which invoicing method(s) do you use?
O Do you manage works in progress as assets, as expenses!?

O Does your company offer services!? If so, how and when is invoicing performed?
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