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Most construction firms are started by entrepreneurs adept at the technical side of business, but less excited about their financial statement presentation. Yet to obtain bonding, they need to understand what sureties look for when analyzing their financial statements for bonding purposes.


 


Contractor/CPA/Surety Relationship


Bonding agents and surety underwriters review the reliability, accuracy and timeliness of your financial records. To establish a sound working relationship with a surety, you should have the most complete financial information possible. The surety will ask fewer questions and grant a more timely, positive response if you have covered all bases up front through your financial statements and other documents. 


 


Sureties will typically begin with working capital (current assets less current liabilities), make adjustments, and take this adjusted amount times a multiplier to arrive at your bond capacity. Proper presentation of working capital and adjustment information can have a profound effect on bond capacity. For example, $200,000 more in adjusted working capital times a multiplier of 15 means $3,000,000 more in a bondable work program.





Surety Adjustments and Analysis


 Assets and liabilities will be adjusted, discounted, or excluded by a surety based on company history.  Prepaid expenses and receivables over 90 days may be excluded. Non-job inventory, employees’ and stockholders’ receivables, and certain non-business investments may be discounted. However, you should disclose such items as stockholders’ receivables that have been paid off subsequent to year-end and inventory that represents actual job materials to be used on specific jobs. Additional disclosures of other items such as accounts payable related to prepaid insurance, deposits on job materials, and equipment held for resale can also increase your bond capacity if properly presented. Refinancing bank debt subsequent to year-end but before the issuance of your financial statements can also help your working capital position. The bonding company may grant limited or full working capital credit for these items with proper disclosures.





After the surety’s ratio and trend analyses, adjustments may be made to the jobs-in-progress schedule, and costs and billings in excess amounts. Providing realistic estimated costs to complete on open jobs each year is essential. Sureties do not like to see optimistic gross profit forecasts on jobs that disappear from one year to the next.





Other Disclosures That Help


Not only should the footnotes and supplemental information to your financial statements include all of the normal required disclosures, they should also disclose the following:


A schedule of jobs currently in process using the percentage of completion method


A schedule of jobs completed during the year, if available


A schedule reconciling gross profit for the year from jobs and other services to the income statement


Detailed analyses of “Cost of Revenue Earned” and “Administrative Expenses”


Your line of credit commitment from your bank, even if none is borrowed at year-end.  


A separate disclosure of unapproved change orders or claims


Summary


See your CPA to discuss some personalized solutions.  Usually, numerous improvements can be made to enhance financial statement presentations to outside third parties.  
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Not-for-Profit


Ted J. Funk joined VonLehman & Company Inc. in 1984 upon graduating from Northern Kentucky University with a Bachelor of Science in Accounting. He also graduated cum laude from Edgecliff College of Xavier University with a Bachelor of Arts in History. 





Mr. Funk is involved in many of the firm’s audit clients in a variety of industries including construction, nonprofit, governmental, financial institutions and retirement plans.  He also serves as a peer reviewer of other CPA firms.  Mr. Funk has also achieved the designation of Certified Valuation Analyst (CVA) and Accredited in Business Valuations (ABV) and is active in the firm’s valuation practice.





Education


Bachelor of Science in Accounting, Northern Kentucky University


Bachelor of Arts in History, Edgecliff College of Xavier University





Professional and Civic Affiliations 


(Present and Former)


American Institute of Certified Public Accountants


Boone County CASA, Inc.


Children, Inc.


Diocesan Finance Council for the Roman Catholic Diocese of Covington


Kentucky Society of Certified Public Accountants


National Association of Certified Valuation Analysts


New Perceptions, Inc.


Northern Kentucky Chapter of the Kentucky Society �of CPAs


About VonLehman


Founded in 1946 and with offices in both Cincinnati and Northern Kentucky, VonLehman is a leading full-service CPA and business advisory firm. VonLehman provides forward-thinking accounting, tax and strategic business advice to closely-held businesses, not-for-profits and governmental entities throughout the Cincinnati and Northern Kentucky region. Specializing in sectors that drive the tri-state economy – including manufacturing and distribution; construction and real estate development; professional services and healthcare, VonLehman provides clients with the depth of services and resources expected from larger national firms, but with an unmatched measure of personal care and attention.  See �HYPERLINK "http://www.vlcpa.com"��http://www.vlcpa.com� for more information.








Maximizing Your Bonding Capacity


By Ted Funk, CPA, CVA, AVB, Shareholder VonLehman, NKYBA Magazine, January 2011














 


