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PARTICULARITIES OF ACCOUNTING FOR CONSTRUCTION
CONTRACTS

L. Turcanu, Lecturer ASEM

Accounting for construction contracts in financial situation of contract customer
is the subject of Accounting Standard IAS 11 «Construction contracts». The objective
of IAS 11 standard is to prescribe the accounting treatment of revenue and costs
related to construction contracts. Due to the nature of the activity carried out in
construction contracts, the date the activity of the contract begins and the date on
which it ends are usually in different accounting years, therefore, the key issue to
account for construction contracts is the distribution of revenue and costs that each
generate between periods along executes them.

According to 16-21 pharagraphs from IAS 11 contract costs should include:

— the costs that relate directly to the specific contract,

— costs that are attributable to the contractor's general contracting activity to
the extent that they can be reasonably allocated to the contract (ex. Insurance costs,
construction indirect costs)

— other costs that can be specifically charged to the customer under the terms
of others contracts

The consumed resources to execute the contraction order to obtain profit and to
be recovered by beneficiary (IAS 11, p. 5) are called the contract’s consumptions and
include:

— Direct consumptions

— Indirect consumptions

— Contract’s general consumptions

At the end of each administration period the contract’s general consumptions
effectively accumulated are divided in two stages:

In the first stage the contract’s general consumptions are divided in executed
contract work costs and the expenses of period. According to this goal the total
amount of contract’s general consumptions is compared with the amount which must
be recovered by the benefiaries from the beginning of administration period, in the
cumulative way. The contract’s general consumptions are included in contact costs in
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limit of the amounts which should be recovered by the beneficiaries, the amounts that
exceed the limit are passed on period’s expenses (IAS 11; 26(a)).

In the second stage the general consumptions amount to be included in cost of
contract work are distributed between separate contracts. If the entrepreneur carried
out the construction in base of several contracts, the contract’s general consumptions
are distributed on separate contracts, in limit of amount to be recovered by the
beneficiaries (IAS 11; 26 (b)).

The distributions method of contract general consumptions must be reflected in
enterprise- entrepreneur accounting policy. If the entrepreneur does not execute
contract works in administration period, all contract consumptions are passed to
period’s expenses. In this case should be take into account the precautionary principle,
according to which, under uncertainty conditions it’s necessary to respect the
precautionary measures, for do not overstate the assets and income and undervalue the
liabilities and expenses.

Contract revenue shall comprise:

e the initial amount of revenue agreed in the contract; and

e variations in contract work, claims and incentive payments:

— to the extent that it is probable that they will result in revenue and

— are capable of being measured reliably.

A claim is an amount that the contractor expects to charge the customer or a
third party as reimbursement of costs not included in the contract price (ie. VAT, other
taxes, goods selling).

The revenue evaluation depends on how the settlements between customer and
contractor are made. In case of cash settlements, the contract revenue measure the
amount of money received or to be received.

In case of settlements by providing other assets (services) (the beneficiary can
provide to entrepreneur as payment fixed assets, intangible assets, material and goods,
securities, other assets and / or services) the contract revenue are measured in this way:

a) exchange with the same services, ie construction of the same value is not
considered transaction which generates revenue

b) exchange with non-identical goods and services are treated as a transaction
which generates revenue.

In the case of a fixed price contract, the outcome of a construction contract can
be estimated reliably when all the following conditions are satisfied:

a) total contract revenue can be measured reliably;

b) it is probable that the economic benefits associated with the contract will
flow to the entity;

c) both the contract costs to complete the contract and the stage of contract
completion at the end of the reporting period can be measured reliably;

233



d) the contract costs attributable to the contract can be clearly identified and
measured reliably so that actual contract costs incurred can be compared with prior
estimates.

In the case of a cost plus contract, the outcome of a construction contract can be
estimated reliably when all the following conditions are satisfied:

a) it is probable that the economic benefits associated with the contract will
flow to the entity;

b) the contract costs attributable to the contract, whether or not specifically
reimbursable, can be clearly identified and measured reliably.

In the case of mixed contract the outcome can be estimated reliably in case of
respecting the conditions listed above on fixed costs and cost plus contacts.

According to the execution stage the contract revenue can be estimated taking
into account:

a) the ratio of costs incurred in contract work already done to date, in relation
to total estimated costs for the contract;

b) review of the work performed, or

c) the physics of the overall contract already executed.

The question for long term construction contract is the choice of accounting
methods. The internationals standards emphasize two methods:

The method of execution percentage. IAS 11 paragraph 22 mention « When
the outcome of a construction contract can be estimated reliably, contract revenue
and contract costs associated with the construction contract shall be recognized as
revenue and expenses respectively by reference to the stage of completion of the
contract activity at the end of the reporting period. An expected loss on the
construction contract shall be recognized as an expense immediately in accordance
with paragraph 36». In this method are estimated the contractual revenues, total
contractual expenses and the expected profit. The execution level as rule it’s
determined depending on the ratio of costs incurred to date examined and estimated
total costs. Comparisons over time are so relieved, provided that the method is still
sincerely applied. If generalization of the method can be considered a good thing,
especially because of how to respond to the needs of separating proper exercise, the
accounts user should still be aware that such an easier way of doing business trends
to «smoothy results.

Method of completed contra cat has at base the reason that the result it’s fully
booked only at the finish date of the contract. Financial statements provide a deferral
of income recognition results until completion of the contract occurs. Completed
contract method responds poorly to this objective, as the result of an exercise does not
reflect the share of work actually performed during this period. Also, in case of
variations in the number of completed contracts from one year to another, the result of
different years can have progress which shows fluctuations, and which makes the
comparison in time difficult.
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CTPATEI'UA YIIPABJIEHUSA UCITIOJIB30BAHUEM COBCTBEHHOI'O
KAIIMTAJIA B YYETHO CUCTEME

O.B. Yymak, k. 5. H., doyeum, U.I". Caguenxo, K. H. 20C. ynp., XapbKockuii
uHcmumym QuHanco8 YKpauncko2o 20cyo0apcmeenHo2o YHusepcumema
GuHancos u mexrcoyHapoorol mopaosnu, 2. Xapbkos, Ykpauna

B ocHOBy cymiecTBOBaHUS CYOBEKTOB MPEANPUHUMATEIBCKON NESITEIbHOCTH
MOJIO)KEHA COOCTBEHHOCTh, B TEOPHUIO MPaB Ha KOTOPYIO 3aJ0KE€HAa HemaTepuajibHas
CTOpOHa 00BEKTa COOCTBEHHOCTH, MIPABO BIAJACHHS 3TOM COOCTBEHHOCTHIO, UTO OTpa-
*)aeT npupoay kanutana. CoOCTBEHHOCTh Ha YPOBHE MIPEANIPUSTHUS BBIPAXKAET KaK Ka-
MUTAJ, TaK U COOCTBEHHHUK (BJIaJIeJIel] KaluTaia), KOTOPBIA HE BCETAa CAMOCTOSITEIIbHO
yIpaBisieT CBOUM HMMYIIECTBOM, Yallle JEJETHpys 3Ty (YHKIIUIO CBOMM YMPABIISIO-
HIMM-MeHeKepaM. To ecTh Ha MpaKkTUKe, 3a4acTylo, MPOUCXOAUT 000CO0IeHHE MTpaB
BJIQJICHUSI W TIPaB PACMOPSHKEHUS COOCTBEHHOCTHIO. B Takux ciydasix pasnensieTcs
MIPABO MPUHSATHUS PEIICHHUSI 1 OTBETCTBEHHOCTH 32 €T0 BBHITIOJHEHUE, UTO 00ECIIEYNBACT
MEHEKEpaM BO3MOXKHOCTb YXOJIUTh OT OTBETCTBEHHOCTH. TakuM 0Opa3om, B Ha-
CTOsIIIIEe BpeMs B KaueCTBE “TIpeANpUHUMATENSA” MOXKET BBICTYyNaTh HE TOJIBKO COOCT-
BEHHUK, HO U MeHexkep. DopMupoBaHUE MPEANPUHUMATEIHCKOTO MHTEpEca y Me-
HEKEPOB BO3MOXKHO IPU COOTBETCTBYIOIIEH MOTHMBALIMHU YIPABISIOMINX, ONpeese-
HUU 3aBUCUMOCTH UX JIMYHBIX JIOXOJIOB OT TIOJy4aeMOU MPEeANPUATHEM MPUOBLITU UITU
pocTa KanuTana, a TakKe OCPEACTBOM pa3/ieJIeHUs] OTBETCTBEHHOCTH, JIELEHTpalIn3a-
el OpraHu3alMOHHBIX CTPYKTYP MO (PyHKIMOHATBLHOMY, PETHOHAIBHOMY U JPYTUM
MIPU3HAKAM.

[TockonbKy COOCTBEHHOCTh BBIPAKAETCS Yepe3 MOHATHE KAUTAJl, KaK TJIaBHBIA
U3MEPUTENIb PHIHOYHOM CTOMMOCTH MPEANPHUATHS, IEIeCO00pa3HO paccMaTpUBaTh
yIpaBJeHue, MPEeXxIe BCEro, COOCTBEHHBIM KaMUTaIOM, TOKa3bIBAIOIIUM O0BEMBI UHC-
ThIX aKTHBOB.

C nmpaBOBBIX MO3UIMK COOCTBEHHBIN KaluTal ClIeAyeT paccMaTpuBaTh Kak CO-
OTHOIIICHUE MMYIIECTBA U 00S3aTENBCTB, BOSHUKAIOIMIUX TPH (POPMUPOBAHUH 3TOTO
umytmiectBa. C (HUHAHCOBOM TOUKHM 3pEHUS KalUTal MPEANPUSITHS TOJDKEH OIpese-
JATHCS KaK M3MEHSIONIEECs] BO BPEMEHHM COOTHOUICHHE MMYILIECTBA MPEANPUATUS U
ero nonroB. [loaromy Ga3oii [1s pa3pabOTKK MPUHIMIIOB y4deTa KamuTala Mpearnpu-
ATUS JOJKHA CIY>KUTh OOBEKTHUBHAS MPABOBasi OCHOBA, a VISl HCUMCIICHUS, OLIEHKU U
aHaJIM3a COCTOSHUS U JIBIDKCHUS KamuTalla HeoOX0IMMO Yalle MCTOIb30BaTh (DUHAH-
coBble moaxoabl. HecmoTps Ha To, 4TO KanuTan (popMupyeT OM3HEC B Mpolecce mpu-
JIO’KEHUSI K HEMY TpyJa U MpEeANPUHUMATEIbCKON NHUIIUMATHUBRbI, U3yUYEHUIO BOIIPOCOB
JBIDKCHMSI KallUTajla B CUCTEME y4eTa HE yJIeIseTca JOJDKHOIO BHUMAaHUA. 3a4acTyro
KaluTaJl pacCMaTPUBAETCs JIMIIb KAaK HEUYTO MPOU3BOJHOE, a4 HA NMEPBOE MECTO BBIHO-
CUTCS TIPOILIECC NEATETbHOCTU Mpeanpuatus. Beap UMEHHO KamuTasl SIBISETCS OCHO-
BOI BO3HHMKHOBEHMSI M OCYIIECTBIICHUS JEATEIBHOCTU MPEANPUSATHUS, TOCKOJIbKY OH
NPUHOCUT JOXOJbI MPEINPUATHIO B Mpoliecce ero (yHKUMOHUPOBAHUSA, TBUKEHUS, a
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