
pre construction costs accounting
pre construction costs accounting is a critical aspect of project financial management
in the construction industry. It involves the systematic recording, classification, and
analysis of expenses incurred before actual construction begins. Understanding pre
construction costs accounting allows developers, contractors, and accountants to
accurately estimate project budgets, monitor expenditures, and ensure compliance with
financial reporting standards. This article explores the key components of pre construction
costs, accounting principles applicable to these costs, and best practices for managing and
reporting them effectively. Additionally, it covers the impact of pre construction expenses
on overall project profitability and discusses common challenges faced during the
accounting process. By grasping these concepts, stakeholders can enhance financial
transparency and decision-making throughout the project lifecycle.
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Understanding Pre Construction Costs
Pre construction costs refer to all expenses incurred before the commencement of actual
construction work on a project. These costs encompass a broad range of activities required
to prepare for construction, including design, engineering, permits, and various
administrative tasks. Proper accounting for these costs is essential for accurate project
budgeting and financial control. Pre construction costs are typically capitalized as part of
the total project cost and later amortized or expensed according to relevant accounting
standards. Their management is crucial because these expenditures directly influence the
financial viability and scheduling of construction projects.

Definition and Scope
Pre construction costs accounting involves identifying and recording costs incurred during
the planning and preparation phase of construction projects. This phase may include site
assessments, architectural and engineering designs, feasibility studies, legal fees, and
securing necessary permits. Unlike construction costs, these expenses do not directly
contribute to the physical building process but are necessary for project initiation and



approval.

Importance in Construction Project Management
Accurately accounting for pre construction costs enables project managers and accountants
to forecast total project costs more reliably. It also assists in cash flow planning and
ensures that all incurred expenses are accounted for in financial statements. Proper
management of these costs helps mitigate risks associated with budget overruns and
delays, ultimately contributing to the successful delivery of construction projects.

Accounting Principles for Pre Construction Costs
Accounting for pre construction costs must adhere to established accounting standards and
principles to maintain consistency and transparency. These principles guide the
recognition, measurement, and reporting of expenses, ensuring that financial statements
accurately reflect the financial position of construction projects.

Capitalization vs. Expense Recognition
One of the primary considerations in pre construction costs accounting is whether to
capitalize or expense the costs incurred. Generally, pre construction expenses that
contribute to acquiring or constructing a long-term asset are capitalized, meaning they are
added to the asset’s cost basis and depreciated over time. Conversely, costs that do not
provide future economic benefits or relate to aborted projects are expensed immediately.

Relevant Accounting Standards
Standards such as the Generally Accepted Accounting Principles (GAAP) and International
Financial Reporting Standards (IFRS) provide guidance on recognizing and measuring
construction-related costs. Both frameworks emphasize the matching principle, which
aligns expenses with the period in which related revenues are earned. In the context of pre
construction costs, this means careful evaluation of whether costs should be deferred or
recognized in the current period.

Classification and Types of Pre Construction
Expenses
Pre construction costs encompass various types of expenditures, each requiring specific
accounting treatment. Proper classification helps in budgeting, monitoring, and reporting
these costs accurately.



Common Categories of Pre Construction Costs

Design and Engineering Fees: Charges for architectural plans, structural
engineering, and technical consulting.

Permitting and Legal Fees: Costs associated with obtaining building permits,
zoning approvals, and legal consultations.

Site Investigation and Surveys: Expenses for soil testing, environmental
assessments, and land surveys.

Project Management and Administrative Expenses: Salaries and overhead
related to planning and coordination before construction.

Financing Costs: Interest and fees related to securing funding during the pre
construction phase.

Distinguishing Between Direct and Indirect Costs
Direct pre construction costs can be directly attributed to a specific project, such as
architectural fees and permit costs. Indirect costs, however, include general overhead
expenses like office rent and administrative salaries that support multiple projects. Proper
allocation of indirect costs is essential to accurately reflect the total pre construction costs
for each project.

Methods for Tracking and Recording Pre
Construction Costs
Effective tracking and recording of pre construction costs require robust accounting
systems and processes. Accurate documentation ensures accountability and facilitates
financial analysis throughout the project lifecycle.

Cost Tracking Techniques
Project managers and accountants often use job costing systems to monitor pre
construction expenses. These systems allocate costs to specific projects or phases,
enabling detailed cost analysis. Time tracking for personnel, invoice management, and
vendor payment records are integral to this process.

Software Solutions
Modern construction accounting software offers specialized modules for pre construction
cost management. These tools provide real-time cost tracking, budget comparison, and



reporting features that improve accuracy and efficiency in financial management.

Documentation and Record-Keeping
Maintaining comprehensive records of contracts, invoices, permits, and correspondence
related to pre construction activities is essential. Proper documentation supports audit trails
and ensures compliance with regulatory and reporting requirements.

Impact of Pre Construction Costs on Project
Financials
Pre construction costs significantly influence the overall financial health and profitability of
construction projects. Understanding their impact helps stakeholders make informed
decisions regarding project feasibility and resource allocation.

Budgeting and Cost Control
Incorporating pre construction costs into the project budget ensures more accurate
financial forecasts. Active monitoring of these costs allows early identification of potential
overruns, enabling corrective actions to keep the project on track financially.

Financial Reporting and Profitability Analysis
Capitalized pre construction costs affect the balance sheet as part of the asset value and
impact income statements through depreciation or amortization. Accurate accounting for
these costs is critical for assessing project profitability and return on investment.

Cash Flow Management
Pre construction expenditures often require upfront payments before revenue generation.
Effective cash flow planning must account for these costs to maintain liquidity and avoid
financial strain during the early stages of a project.

Common Challenges and Solutions in Pre
Construction Costs Accounting
Accounting for pre construction costs presents several challenges that can affect financial
accuracy and project management. Identifying these challenges and implementing
solutions is vital for effective cost management.



Cost Allocation Difficulties
Allocating indirect and shared costs among multiple projects can be complex. Utilizing
standardized allocation bases such as labor hours or square footage helps distribute costs
fairly and consistently.

Estimating and Controlling Costs
Pre construction phases often involve uncertainties that complicate cost estimation.
Employing detailed cost breakdowns and contingency allowances improves estimate
reliability. Regular cost reviews and variance analysis assist in controlling expenditures.

Regulatory Compliance and Reporting
Meeting accounting and tax reporting requirements demands thorough understanding of
applicable standards. Engaging qualified accounting professionals and conducting periodic
audits ensure compliance and reduce the risk of financial misstatements.

Integration with Overall Project Accounting
Ensuring seamless integration between pre construction costs and subsequent construction
phase accounting prevents data inconsistencies. Implementing unified accounting systems
and clear policies facilitates accurate financial consolidation.

Frequently Asked Questions

What are pre construction costs in accounting?
Pre construction costs are expenses incurred before the actual construction begins,
including feasibility studies, design fees, permits, and site preparation costs.

How are pre construction costs recorded in accounting?
Pre construction costs are typically capitalized as part of the construction in progress asset
account until the project is completed, after which they are transferred to the fixed asset
account.

Can pre construction costs be expensed immediately?
Some pre construction costs, like certain administrative expenses, can be expensed
immediately, but most direct costs related to construction are capitalized.



What accounting standards govern pre construction
costs?
Accounting standards such as IFRS and US GAAP provide guidance on capitalization versus
expensing of pre construction costs, emphasizing matching costs with related revenue.

How do pre construction costs impact financial
statements?
Capitalized pre construction costs increase assets on the balance sheet and are
depreciated over the useful life of the constructed asset, impacting both the balance sheet
and income statement.

What types of costs are included in pre construction
costs?
Typical costs include architectural and engineering fees, soil testing, environmental
assessments, permits, legal fees, and land surveys.

How should pre construction costs be tracked for large
projects?
They should be tracked separately using detailed cost codes and project accounting
software to ensure accurate capitalization and reporting.

Are pre construction costs included in project budgets?
Yes, pre construction costs are an essential part of the overall project budget and must be
carefully estimated and monitored.

What challenges exist in accounting for pre
construction costs?
Challenges include properly distinguishing between capitalizable costs and expenses,
timing of costs, and ensuring compliance with accounting standards.

Additional Resources
1. Pre-Construction Cost Accounting: Principles and Practices
This book offers a comprehensive overview of accounting methods specific to pre-
construction phases. It covers budgeting, cost estimation, and financial reporting tailored
for construction projects before ground is broken. Ideal for accountants and project
managers, it bridges the gap between accounting theory and practical application in
construction settings.

2. Construction Project Cost Control and Accounting



Focusing on cost control during the early stages of construction projects, this book delves
into accounting techniques that help manage pre-construction expenses effectively. It
provides tools for tracking costs, forecasting budgets, and minimizing financial risks before
construction begins. Readers gain insights into integrating cost control with project
management.

3. Accounting for Pre-Construction Services: A Guide for Contractors
Specifically written for contractors, this guide explains how to account for costs related to
planning, design, and permitting phases. It highlights best practices for documenting
expenses and ensuring compliance with industry standards. The book also discusses
revenue recognition for pre-construction services.

4. Cost Estimation and Accounting in Pre-Construction
This text explores the intersection of cost estimation and accounting processes during the
pre-construction phase. It includes methodologies for preparing accurate cost forecasts and
aligning them with accounting records. The book is useful for estimators, accountants, and
project stakeholders involved in early project phases.

5. Financial Management in Pre-Construction Projects
A deep dive into financial strategies and accounting controls tailored for pre-construction
activities, this book addresses budgeting, cash flow management, and financial reporting. It
emphasizes the importance of early financial planning to ensure project viability and
profitability. The book also covers risk assessment related to pre-construction costs.

6. Construction Accounting and Cost Management: Pre-Construction Edition
This specialized edition focuses on the accounting and cost management challenges that
arise before construction starts. It provides detailed guidance on tracking indirect costs,
overhead, and preliminary expenses. The book also discusses software tools and
technologies that facilitate pre-construction accounting.

7. Pre-Construction Budgeting and Accounting for Large-Scale Projects
Targeting large-scale and complex projects, this book addresses the unique accounting
needs during the pre-construction stage. It covers multi-phase budgeting, cost allocation,
and financial reporting for extensive project portfolios. The text is suitable for financial
professionals managing big construction endeavors.

8. Accounting Techniques for Pre-Construction Cost Analysis
This book introduces advanced accounting techniques for analyzing and controlling pre-
construction costs. It provides frameworks for variance analysis, cost-benefit evaluation,
and financial forecasting. Readers learn how to apply analytical tools to improve decision-
making before construction commences.

9. Pre-Construction Cost Accounting: Compliance and Reporting Standards
Focusing on regulatory and compliance aspects, this book outlines accounting standards
relevant to pre-construction costs. It discusses GAAP, IFRS, and industry-specific reporting
requirements. The book is essential for ensuring that pre-construction cost accounting
adheres to legal and professional guidelines.
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Manual of Accounting - New UK GAAP addresses the requirements of FRS 102 which is the new UK
GAAP and will be adopted by all companies not wanting to move to IFRS and who are too large to
implement the Financial Reporting Standard for Smaller Entities which in 2015 can be applied by
companies with a turnover of .6,500,000 per year and a balance sheet of .3,260,000 per year.
  pre construction costs accounting: Wiley IFRS 2008 Barry J. Epstein, Eva K. Jermakowicz,
2008-03-28 The one indispensable guide to IFRS compliance Wiley IFRS 2008 is the comprehensive
source for guidance in applying IFRS to complex, real-world fact situations, and is equally valuable
for preparers, auditors, and users of financial reports. To facilitate the reader's understanding, the
book includes both examples created to explain particular IFRS requirements and selections from
actual published financial statements, which have been copiously provided throughout, illustrating
all key concepts. Barry J. Epstein (Chicago, IL) is a partner with Russell Novak & Company, LLP,
where he specializes in technical and litigation consultation on U.S. and international accounting
and auditing matters and corporate governance. Eva K. Jermakowicz, PhD, CPA (Nashville, TN) is a
university professor and a leading consultant to international organizations and businesses. She is a
frequent speaker at international venues and has 25 years of teaching experience.
  pre construction costs accounting: Audit and Accounting Guide: Construction
Contractors, 2018 AICPA, 2018-09-13 Considered the construction contractors industry standard
resource, this 2018 edition is packed with information on new requirements and relevant changes to
the FASB Accounting Standards Codification, including a high-level look at FASB ASU Nos. 2014-09,
Revenue from Contracts with Customers and 2016-02, Leases. Further, as an Appendix to Chapter 2,
Contract Accounting, the guide contains the views of the AICPA's Revenue Recognition Task Force
and Financial Reporting Executive Committee on the implementation of FASB ASU No. 2014-09.
Whether you are in public accounting, performing assurance services, or operate in the industry,
this resource has the information you need to perform at your best. Highlighting practical tips and
industry specific guidance, this guide provides value from simple accounting to joint venture
creation and takes a deep dive into industry specific auditing procedures. With two complete sets of
financial statements and disclosures, it provides an industry accepted blueprint from where to start,
or a reference for auditing the final product.
  pre construction costs accounting: Wiley GAAP 2010 Barry J. Epstein, Ralph Nach, Steven M.
Bragg, 2009-10-12 This is a study and analysis of all generally accepted accounting principles
(GAAP) for 2010, restating the original, highly technical pronouncements in easy-to-understand
terms while providing battle-tested implementation guidance and real-world examples.
  pre construction costs accounting: International Accounting/Financial Reporting
Standards Guide 2009 David Alexander, Simon Archer, 2008-11 Understanding reporting
standards issued by the IASB is essential for those who prepare and/or interpret financial statements
and are required to comply with the increasingly complex set of international accounting and
financial reporting standards. The International Accounting/Financial Reporting Standards Guide is
your survival handbook in today's global economy. It keeps you up-to-date on the latest general and
industry-specific international reporting standards and the proposed changes on your immediate
horizon that will most likely alter the way in which you must account for and disclose information.
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Developed for preparers of financial statements, independent auditors, and valuation specialists, this
guide provides nonauthoritative guidance and illustrations regarding the accounting for and
valuation of portfolio company investments held by investment companies within the scope of FASB
ASC 946, Financial Services —Investment Companies, (including private equity funds, venture
capital funds, hedge funds, and business development companies). It features16 case studies that
can be used to reason through real situations faced by investment fund managers, valuation
specialists and auditors, this guide addresses many accounting and valuation issues that have
emerged over time to assist investment companies in addressing the challenges in estimating fair
value of these investments, such as: Unit of account Transaction costs Calibration The impact of
control and marketability Backtesting
  pre construction costs accounting: Accounting under IndAS: An Illustrative Manual Santosh
Maller, 2021-05-15 About the book: Ind AS transition has resulted in high-quality, principles-based,
globally comparable financial reporting of large Indian companies. The transition not only impacted
the financial results of companies, but also caused far reaching consequential business impact. Since
last two years, there have been several changes in Ind AS for example, amendments in the revenue
recognition standard and new leases standard has drastically changed the performance reporting in
the balance sheet composition of companies. Further, certain Ind AS principles are implicitly
complex, for example, the accounting for financial instruments, acquisitions and business
combinations are quite nuanced and can get difficult to apply without proper understanding.
Towards this end, this book attempts to provide insights and in-depth analysis on interpretative
issues and complex principles in the Ind AS standards. Ind AS contains extensive presentation and
disclosure requirements. The relevant chapters extensively deal with these requirements with
illustrative examples. To simplify the reading experience, the chapters include a brief, easy to
understand, summary of the relevant standard, followed by Frequently Asked Questions (FAQs) on
the chapter. Coronavirus (COVID-19) has also resulted in widespread economic uncertainty and
disruption of businesses. There have been far reaching implications on financial reporting. These
circumstances would potentially present entities with several challenges when preparing their
financial statements. This Edition covers some of the key financial reporting implications by way of
FAQs in related chapters that companies need to consider along with the possible approaches that
they may consider to dealing with the same keeping in view the business objectives, financial
covenants and the accounting standards. This book is intended to help the companies to identify Ind
AS requirements that are relevant to them and evaluate various accounting policy choices available
under Ind AS. The disclosure related issues would be useful to benchmark with the Ind AS/IFRS
disclosures of major companies. Currently, there is limited literature of the Ind AS application
issues. This book endeavors to provide guidance on these issues. The book would be an immensely
useful referencer for professionals, practitioners and corporates.
  pre construction costs accounting: ECPPM 2022 - eWork and eBusiness in Architecture,
Engineering and Construction 2022 Eilif Hjelseth, Sujesh F. Sujan, Raimar J Scherer, 2023-03-29
ECPPM 2022 - eWork and eBusiness in Architecture, Engineering and Construction contains the
papers presented at the 14th European Conference on Product & Process Modelling (ECPPM 2022,
Trondheim, Norway, 14-16 September 2022), and builds on a long-standing history of excellence in
product and process modelling in the construction industry, which is currently known as Building
Information Modelling (BIM). The following topics and applications are given special attention:
Sustainable and Circular Driven Digitalisation: Data Driven Design and/or Decision Support
Assessment and Documentation of Sustainability Information lifecycle Data Management: Collection,
Processing and Presentation of Environmental Product Documentation (EPD) and Product Data
Templates (PDT) Digital Enabled Collaboration: Integrated and Multi-Disciplinary Processes Virtual
Design and Construction (VDC): Production Metrics, Integrated Concurrent Engineering, Lean
Construction and Information Integration Automation of Processes: Automation of Design and
Engineering Processes, Parametric Modelling and Robotic Process Automation Expert Systems: BIM
based model and compliance checking Enabling Technologies: Machine Learning, Big Data, Artificial



and Augmented Intelligence, Digital Twins, Semantic Technology Sensors and IoT Production with
Autonomous Machinery, Robotics and Combinations of Existing and New Technical Solutions
Frameworks for Implementation: International Information Management Series (ISO 19650), and
Other International Standards (ISO), European (CEN) and National Standards, Digital Platforms and
Ecosystems Human Factors in Digital Application: Digital Innovation, Economy of Digitalisation,
Client, Organisational, Team and/or Individual Perspectives Over the past 25 years, the biennial
ECPPM conference proceedings series has provided researchers and practitioners with a unique
platform to present and discuss the latest developments regarding emerging BIM technologies and
complementary issues for their adoption in the AEC/FM industry.
  pre construction costs accounting: Financial Accounting and Reporting Barry Elliott,
Jamie Elliott, 2019 Financial Accounting & Reporting is the book that helps students and
professionals succeed in their studies and the workplace by providing practical support and clear
principles for applying international standards and preparing financial statements. MyLab
Accounting is not included. Students, if MyLab Accounting is a recommended/mandatory component
of the course, please ask your instructor for the correct ISBN and course ID. MyLab Accounting
should only be purchased when required by an instructor. Instructors, contact your Pearson
representative for more information.
  pre construction costs accounting: Audit and Accounting Guide AICPA, 2019-03-18 ASC 606,
Revenue from Contracts with Customers, replaces almost all previously existing revenue recognition
guidance, including industry-specific guidance. That means unprecedented changes, affecting
virtually all industries and all size organizations. For preparers, this guide provides the
comprehensive, reliable accounting implementation guidance you need to unravel the complexities
of this new standard. For practitioners, it provides in-depth coverage of audit considerations,
including controls, fraud, risk assessment, and planning and execution of the audit. Recent audit
challenges are spotlighted to allow for planning in avoiding these new areas of concern. This guide
includes 16 industry-specific chapters for the following industries: Aerospace and Defense, Airlines,
Asset Management, Broker-Dealers, Construction Contractors, Depository Institutions, Gaming,
Health Care, Hospitality, Insurance, Not-for-Profits, Oil and Gas, Power and Utility, Software,
Telecommunications, and Timeshare.
  pre construction costs accounting: Intermediate Accounting, Volume 1 Irene M. Wiecek,
Bruce J. McConomy, Jerry J. Weygandt, Terry D. Warfield, Donald E. Kieso, Laura D. Wiley,
2025-01-07 Intermediate Accounting continues to be the gold standard when it comes to helping
students connect the what, how, and why of accounting. With strategic content updates for currency
and the inclusion of topics that will resonate with today's students, the 14th Canadian Edition
presents an active, hands-on approach designed to develop problem solving skills and better prepare
the next generation of accounting professionals. To promote a deeper understanding of course
concepts, the text provides students with scaffolded, high-quality assessments and integrated
practice opportunities at the point of learning. Integrated Cases and Research and Analysis
questions help students take their understanding further as well, teaching them how to analyze
business transactions, apply IFRS and ASPE, and explore the ways in which accounting standards
impact real companies. Throughout the text, students will also have the chance to work through a
variety of hands-on activities and resources, including Analytics in Action Features with real world
applications and Data Analytics problems. These applications help students build confidence in their
critical thinking skills, while simultaneously preparing them for the ever-evolving landscape of the
accounting industry.
  pre construction costs accounting: Continuous Cost Improvement in Construction
Temitope Seun Omotayo, Udayangani Kulatunga, Bankole Awuzie, 2022-03-21 Continuous Cost
Improvement in Construction: Theory and Practice aims to provide students and practitioners with
an all-inclusive understanding of strategies for adopting continuous improvement in construction
cost management. This book addresses continuous improvement practices from the perspective of
cost management and applies case study examples to question the readers’ perspective of



continuous cost improvement strategies in the project lifecycle. Continuous cost improvement
practices in managing the cost of minor, major, and mega projects are all connected with
decision-making tools for devising strategies for choosing the approaches for mitigating the effect of
cost overruns in construction projects. Continuous cost improvement should be taught as part of
modern methods and processes of construction in further and higher education institutions. This
book will be key reading for all advanced undergraduate and postgraduate courses in Construction
Project Management, Building and Quantity Surveying. Professionals in all aspects of the AEC
industry will also gain greatly from engaging with the key concepts of continuous cost improvement
throughout this book.
  pre construction costs accounting: Board of Contract Appeals Decisions United States.
Armed Services Board of Contract Appeals, 2003
  pre construction costs accounting: Federal Register , 2013-06
  pre construction costs accounting: Accounting and Reporting Procedures Manual for
Project Prime Under Resource Management Systems , 1969
  pre construction costs accounting: Accounting Practices 1974 Haskins & Sells, 1974
  pre construction costs accounting: Accounting for Construction Rick Best, Jim Meikle,
2019-03-27 Accounting for Construction follows on from Measuring Construction, edited by the
same team. It extends the coverage of some of the material in the first volume and expands the
range of related topics to include, inter alia, shadow economies, accounting for informal
construction and the treatment of the built environment sector in national accounts. Taken together,
the two volumes collate a range of topics that are only addressed, if addressed at all, in occasional
academic papers and the publications of bodies such as national statistical offices and the World
Bank. Accounting for Construction presents international examples from the UK, Australia and New
Zealand and from both academic and professional contributors. This book is essential reading for all
researchers and professionals interested in construction economics, construction management, and
anyone interested in how the construction industry affects the global economy in ways previously
under-represented in the literature.
  pre construction costs accounting: Guide to Damages in International Arbitration John
A Trenor, 2016-11-05 Global Arbitration Review's The Guide to Damages in International
Arbitrationis a desktop reference work for those who'd like greater confidence when dealing with
the numbers. The guide, edited by John A. Trenor of Wilmer Cutler Pickering Hale and Dorr LLP,
covers all aspects of damages - from the legal principles applicable, to the main valuation techniques
and their mechanics, to industry-specific questions, and topics such as tax and currency. For each of
the major methodologies employed by damages experts the book describes the basics of the
approach, the areas of general agreement, and the points at which consensus can break down. The
book acts as a compass for non-accountants and non-economists, enabling them to argue or umpire
the damages part of cases more effectively. This guide contains 27 chapters, sectioned into four
parts: I. Legal Principles Applicable to the Award of Damages II. Procedural Issues and the Use of
Damages Experts III. Approaches and Methods for the Assessment and Quantification of Damages
IV. Industry-Specific Damages Issues. Contributors include top names at organisations like White &
Case LLP, Freshfields Bruckhaus Deringer LLP, PricewaterhouseCoopers LLP and Victoria
University. 'The Global Arbitration Review Guide to Damages in International Arbitration covers
most issues likely to be faced by arbitrators, counsel and experts. The twenty-six chapters are
written by experts in their respective fields. Their advice is down to earth and practical. The Guide
fulfills the aim described by John Trenor in his Introduction: &quote; to make the subject of damages
in international arbitration more understandable and less intimidating for arbitrators and other
participants in the field and to help participants present these issues more effectively to
tribunals.&quote;'- Anthony Connerty, Barrister in practice, IDR Group and 4-5 Gray's Inn Square
  pre construction costs accounting: PHA Accounting Manual United States. Housing and
Home Finance Agency, 1960
  pre construction costs accounting: Select Accounting Standards Tulsian P.C. & Tulsian
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