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ACCOUNTING FOR PRE-CONTRACT CONSTRUCTION COSTS

The integration of the Republic of Moldova into the European economic space
necessitates the harmonization of local enterprises' accounting practices with the
requirements of European Union (EU) Directives and International Financial
Reporting Standards (IFRS). This need particularly concerns the accounting of
contract costs, which is one of the most complex and critical areas of accounting for
any construction organization.

The procedure for determining, recognizing, and accounting for construction
contract costs in the Republic of Moldova is established by the National Accounting
Standard (NAS) "Construction Contracts,” approved on January 1, 2014, and
developed based on Directive 2013/34/EU and IFRS (IAS) 11 "Construction
Contracts" [1; 2].

Costs reimbursable by the client that are necessary for the simultaneous
execution of one or more construction contracts to generate revenue are considered
contractual construction costs. Direct contractual costs are directly associated with
the performance of work under the construction contract and may be included in the
contractual construction costs directly.

The composition of direct contractual construction costs according to NAS
"Construction Contracts™ is as follows:

1. Pre-contract costs related to contract conclusion;

2. Direct material costs;

3. Direct personnel-related costs;

4. Direct costs for operating construction machinery, technical installations,
equipment, and tools directly used in contract execution;

5. Other direct costs related to the contract.
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This article examines aspects of accounting for pre-contract costs concerning
their composition, recognition, evaluation, accounting, and presentation of relevant
cost information in financial statements.

Pre-contract costs are those directly related to the conclusion of a construction
contract and incurred before its signing, as stated in Section 18 of NAS "Construction
Contracts" [2].

According to Section 27 of NAS "Construction Contracts," pre-contract costs
are included in the contractual construction costs if they [2]:

1. Can be separately identified;

2. Can be reliably estimated;

3. There is a likelihood of contract conclusion.

According to Section 1, Appendix 1 of NAS "Construction Contracts," pre-
contract construction costs include [2]:

> Travel expenses;

> Representation expenses;

> Fees for participating in tenders to secure the contract;

» Other similar contractual costs related to concluded contracts.

According to Section 28 of NAS "Construction Contracts,” pre-contract
construction costs are initially accounted for as prepaid expenses and recorded in
Account 261 "Current Prepaid Expenses"” [2; 3]. Representation expenses related to
the subsequent conclusion of a construction contract are recorded as follows [3]:

Debit to Account 261 "Current Prepaid Expenses”

Credit to Accounts 521 "Current Commercial Liabilities”, 522 "Current
Liabilities to Affiliated Parties”, 544 "Other Current Liabilities" etc.

Travel expenses related to the subsequent conclusion of a construction contract
are recorded as follows [3]:

Debit to Account 261 "Current Prepaid Expenses"

Credit to Accounts 226 "Employee Receivables™ 532 "Liabilities to Personnel
for Other Operations”

Subsequently, pre-contract costs are included in contractual costs or charged to
current expenses in accordance with Section 28 of NAS "Construction Contracts” [2].

Thus, if pre-contract costs for a contract are incurred in one reporting period
and the contract is likely to be concluded in another reporting period, the
corresponding costs, initially recorded as current prepaid expenses, are included in
contractual costs and recorded in Account 811 "Core Operations,” as per Section 30
of NAS "Construction Contracts" [2]. The full inclusion of pre-contract costs in the
construction contract value is recorded with the following accounting entry [3]:

Debit to Account 811 "Core Operations”

Credit to Account 261 "Current Prepaid Expenses”

If the contractor incurred pre-contract costs but the construction contract was
not concluded, these costs, according to Section 31 of NAS "Construction Contracts,"
are recognized as current expenses in the reporting period in which it was determined
that the contract was not concluded. In this case, the accounting entry is as follows [2;
3]
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Debit to Account 713 "Administrative Expenses” or Account 714 "Other
Operating Expenses”

Credit to Account 261 "Current Prepaid Expenses”

If the contract was concluded in the reporting period when the pre-contract
costs were incurred, these costs, depending on the materiality threshold specified in
the contractor’s accounting policies, may be included in the construction contract
costs as per Section 29 of NAS "Construction Contracts™ [2]:

= In full in the reporting period in which the contract was concluded,;

= By amortizing them evenly across reporting periods over the contract term;

= Based on other rational methods provided for in the contractor's accounting
policies.

It is important to remark that the deduction of pre-contract costs must be made
in accordance with Article 24 of the Tax Code [4], regardless of whether they are
included in construction costs or current expenses. The main point is that the
construction entity must have a supporting document confirming that these costs or
expenses were incurred within the scope of its business activities, regardless of
whether a construction contract was concluded or not.

It should be noted that as of January 1, 2020, changes were introduced in NAS
"Construction Contracts” regarding specific disclosure requirements in the
explanatory notes [4]. Thus, the explanatory notes for entities preparing full financial
statements, in addition to the information required by the Accounting and Financial
Reporting Law [5], must include at a minimum information regarding the description
of construction contracts in progress as of the reporting date.

In conclusion, accounting for pre-contract costs in construction is an important
aspect of financial management in the construction industry that requires special
attention. According to the NAS "Construction Contracts," pre-contract costs may be
included in the contract value if they can be separately identified, reliably estimated,
and there is a likelihood of contract conclusion. Proper reflection of such costs in
accounting, whether as prepaid expenses or current expenses, ensures transparency
and reliability of financial reporting. Additionally, the changes that came into effect
on January 1, 2020, emphasize the importance of disclosure in the explanatory notes,
allowing users of financial statements to better understand the current and future
obligations of the entity. It is essential for companies operating in the construction
sector to adhere to established standards and regularly review their accounting
policies to ensure compliance with current requirements and accounting practices.
Thus, clear and accurate accounting for pre-contract costs not only enhances financial
reporting but also helps construction organizations plan and manage their resources
more effectively.
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JIIAKUTAJBAIIA AYAUTY: BUKJIMKHU TA IIEPCITEKTUBU

CtpiMKHil pO3BUTOK ITUGPOBUX TEXHOJOTINA MPU3BOAUTH 10 (DyHIaMEHTATBHOL
TpaHcdopmarlii MEeToAIB, MpuioMiB Ta mpoueAayp ayauty. CydacHl TEXHOJIOTIYHI
pIIIIEHHS 3HAYHO ONTHUMI3YIOTh MPOIecH 300py, 0OpoOKH Ta aHamizy iHdopmallii, 1o
T03BOJIIE Cy0’€KTaM ayJIUTOPCHKOI ISUIBHOCTI 30CEPEIUTHCS Ha OLIBII CKJIATHUX
aHATITUYHMX 3aBJAHHSX Ta SKICHIN 1HTEpHIpeTauii pe3yibTaTiB NEPEBIPKU.

ExcnepT nporHo3yrooTh, MO APKUTANI3aLlS Ta BIPOBAIHKEHHS HOBITHIX
TEXHOJIOTI y O13HEC-TIPOILIECH CIPHUSAIOTh 3HAYHOMY EKOHOMIYHOMY 3POCTaHHIO Y
rJ100anbHOMY MaciiTadl Ta oKpeMux cdepax exoHoMmiku. Ouikyerbes, mo a0 2030
POKY CBITOBa €KOHOMIKAa MOK€ OTPUMATH JOAATKOBUHM MPUPICT y po3Mipi noHaxs 13
TPUIBHAOHIB J0JIAPiB, 110 MpU3BEE 10 3pocTaHHs cBiToBoro BBII Ginbin Hixk Ha 16%
B1Jl TIOTOYHOTO PiBHSA. ABTOMaTH3aIlisl O13HEC-TIPOIIECIB 3a MPOTHO3aMHU CIIEIIAJICTIB
MOXX€ IPUHECTH CBITOBIM EKOHOMIIIl Maibke 9 TpPHIIBMOHIB J0JIapIB JIO0JATKOBOI
BapTOCTi. 3a3HayeHa TeHJCHIs [udpoBi3alii Mae Oe3nocepenHiii BIUIMB Ha
PO3BUTOK ayJIUTOPCHKOI JISUIBHOCTI, CTBOPIOIOYN HOBI MOKJIMBOCTI JIJISI TT1IBUIIICHHS
€(EeKTUBHOCTI Ta SKOCT1 ayJJUTOPCHKUX mociyT [1].

B cyudacHOMy ayauTi BaXJIUBY pOJIb BIJIrpae poOOTH30BaHa aBTOMAaTH3AIlls
nporieciB (RPA), sxa m03BOJisi€ ONTUMI3yBaTH PYTHHHI oOmepalii Ta IiABUIIUTH
e(eKTUBHICTb  POOOTH  CYO’€KTIB  ayAMTOPChKOi  aismbHOCTI.  IIporpamue
3abe3neueHHss RPA 3nmatHe aBTOMaTM4HO OOpOOJISITH JaHi Ta 3A1MCHIOBaTH OOMIH
iHpopMmarietro MK  pisHUMH  [T-cucteMamu  BIAMOBIIHO O BCTAaHOBJICHUX
anroputMmiB. BrpoBa/pkeHHS TakuX BIPTyaldbHUX I1HCTPYMEHTIB CYTTE€BO 3HUXKYE
orepaliifHi BUTpPATH, MIHIMI3ye€ PHU3UK MOMUJIOK Ta 3a0e3nedye HaAIMHUI 3aXHCT
nanux. lle mo3Bossie aynuTtopaM 30CEPEIUTUCH Ha CKIAJHININX aHATITHYHUX
3aBIAHHSX, 3AIMCHIOIOYM KOHTPOJh 32 pPOOOTOI aBTOMATH30BAHUX CHCTEM.
CreriamicTy 3a3Ha4aloTh, 10 BAKJIMBUM JIONMOBHEHHSAM 10 RPA cTaroTh TeXHOJOr1
ontuuHOTO posmizHaBanHs Tekcty (OCR) ta o0poOku mpupoaHoi moBu (NLP), siki
mpaiooTh Ha 0a3i mry4yHoro iHTenekty (Al). OCR 3abesnedye edekTuBHY
1M(dpoBI3aIlI0 JTOKYMEHTIB, JO3BOJISIIOYM IMBUIKO TMEPEBOJUTH IArepoBi HOCII B
€JIEKTPOHHUM (popMaT Ta 31HCHIOBATH MOBHOTEKCTOBUI MOIIyK. Y cBoto yepry NLP
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