LEVEL 1 CONSTRUCTION FUNDAMENTALS STUDY GUIDE

MANAGEMENT CONCEPTS

Legal Entities

The major Legal Entities in the Construction Industry are the sole proprietorship, the partnership
and the corporation. The sole proprietorship is a business owned by one person. The advantages
of a sole proprietorship are the individual owns, operates, makes all decisions and they have
personal control of the business. This is the simplest form of ownership because no legal
documents are needed. One of the disadvantages is that the owner has unlimited liability for all
loss which extends to their personal assets. Another disadvantage is you are taxed on the full
earnings of the business whether or not they are withdrawn. A third disadvantage is the company
ceases to exist when the owner dies or is injured and cannot conduct business. Finally, because
only one person has all of the personal assets it is extremely difficult to generate new capital to
expand the business.

A partnership is a business which consists of two or more persons pooling their assets such as
cash, property, equipment and talent for a common goal. Each general partner has a voice in the
daily management of the company. All of the partnerships assets are considered personal assets,
but they are the sums of all partners, therefore, the credit line is greater than a sole proprietorship.
Company profits or losses are normally allocated to each partner in the same proportion as the
distribution of ownership. For tax purposes the partnership is not considered a legal entity,
therefore, the partnership does not pay income taxes. But they must file an informational tax
return and the individual partners must pay income taxes on their portion of the profits or losses.
The primary disadvantage is unlimited liability and each partner is held individually
responsibility for all contracts, debts and torts of the business and its employees. This means one
partner can be personally liable for all debts incurred by the partnership if the other partner
cannot pay. Then one partner is required to use their personal assets to satisfy all of the
businesses’ obligations. A joint venture is a form of partnership. It is an agreement between two
or more construction companies to combine their resources to build a specific project. Legally
there is little if any difference between a partnership and a joint venture. The joint venture is
formed for a specific project and for a limited amount of time.

A corporation is considered a separate legal entity created by state law through a charter which is
filed with the secretary of state. The corporation is separate and apart from the officers who
operate it and/or the shareholders who own it. A corporation can own property, issue stock and it
can sue or be sued. Some of the advantages are that the corporation can sell stock to generate
capital to expand the company. The sale of stock is not subject to repayment. The corporation’s
liability is limited to the assets in the corporation and the corporation is perpetual. The major
disadvantage is that the corporation is taxed twice. Another form of a corporation is a Subchapter
S corporation. A Subchapter S is used for federal government taxation purposes only. A
Subchapter S corporation’s income and deductions flow through to the individual tax returns of
the shareholders and it avoids federal income taxes as a corporation.
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Management Systems

Partnering is normally initiated by the Owner during the conceptual phase of a project. The
primary goal of partnering is to get commitment from the top management of all project
participants and stakeholders to develop open communications and cooperation instead of the
traditional adversarial relationships. Some of the typical project participants and stakeholders are
the A/E firm, the Contractor, the Subcontractors, the major Vendors, and possibly the Public.
Normally partnering involves a meeting with all stakeholders and a third-party facilitator who
helps the parties discuss and agree to mutual goals and develop a charter for the project.

Total Quality Management (TQM) is a philosophy which was developed by Dr. W. Edwards
Deming. TQM focuses on customer focus, customer satisfaction, continuous improvement, and
total involvement. According to David Goetsch (2003) in his book, Construction Safety and
Health he defines the concept of TQM as “an approach to doing business that maximizes the
competitiveness of an organization through continuous improvement of its products, services,
people, processes, and environments (p 449). He insists that there are ten characteristics that
“describe how TQM achieves its purpose’ (p 449). They are Customer Focus, Obsession with
quality, a Scientific approach, Long term commitment, Teamwork, Continual process
improvements, Education and Training, Freedom through control, Unity of purpose and
Empowerment (p 450). The foundation of total quality is continuous improvement. Some
methods to measure improvement are through participation with the International Organization
of Standardization referred to in the U.S. as the International Standards Organization (ISO) 9000
series. These standards represent an international movement to establish world wide quality
standards for manufactured products and services. Another guide utilized to improve an
organization and evaluate their progress toward becoming the best in their field is the Malcolm
Baldrige National Quality Award. The Baldrige Award consists of 18 criteria items and it
describes the characteristics of excellence for each item.

Total Safety Management (TSM) was introduced to the safety profession by David Goetsch
(1997) in his book, Implementing Total Safety Management. Goetsch insists that “TQM has
proven itself to be an effective way to maximize an organization’s long-term competitiveness” . .
. by eliminating the problem of isolation and “making quality everybody’s job and casting the
quality manager in the role of facilitator and catalyst” (p 450). He suggests that the principles of
TQM can solve the safety isolation problem by making “making safety everybody’s job and
casting the safety manager in the role of facilitator and catalyst.” Therefore, Total Safety
Management follows the same principles as TQM. David Goetsch (2003) defines TSM as

“A performance and process-oriented approach to safety and health management that
gives organizations a sustainable competitive advantage in the marketplace by
establishing a safe and healthy work environment that is conducive to consistent peak
performance and that is improved continually. It involves applying the principles of TQM
to the management of safety and health” (p 452).
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Statistical Process Control (SPC) the Tools of Quality

There are numerous graphical tools used by teams to assist them in studying processes. Below is
a brief overview of these measurement tools. Pareto Chart is a bar graph of identified causes
shown in descending order of magnitude or frequency.

Magnitude
of
Concern

Concern Category

A second graphical tool is the Fishbone Chart . This chart displays the causes and effects on a
diagram for analyzing problems and the factors that contribute to them. The example below
shows the categories of potential problems or Causes and the Effect

Environment Factor Methods Workers
Weather No Training No Exercise Effect
> - - Soft Tissue
Technology Factor Materials Machinery Factor Injuries
No Ergonomics Bags Throwing

A third graphical tool used is the Histogram. The Histogram is a bar graph displaying a
frequency distribution. The histogram below displays the frequency of responses for an item.
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A fourth graphical tool is the Scatter Diagram. This is a graph displaying the correlation of two
characteristics. For example, the scatter diagram below is used to compare the tensile strength of
a wire versus its diameter.

TENSILE

WIRE DIAMETER

A fifth graphical tool is the flowchart. This is a pictorial representation of a process.

OO (<>

A sixth graphical tool is the Control Chart. Control Charts are line graphs that plot individual
events over a period of time. It is a method of monitoring the output of a process or system
through the sample measurement of a selected characteristics and the analysis of its performance
over time. The control chart below is a chart that plots the percentage of aggregate passing the
3/8" sieve in a gradation test. Each point is the average of two samples. The first thirty points
are used to calculate upper and lower control limits and an overall average. The overall average,
41.89%, is plotted as a solid line labeled x. The control limits are plotted as horizontal dashed
lines. There are formulas that are used to calculate these control limits. The five points above
the upper control limit indicate a problem area, and the cause should be investigated. control

charts are used to show trends, variation about an average, and whether a process has too much
variation.
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The seventh graphical display tool is the Run Chart. Run charts are line graphs that show a trend
over time. They are similar to control charts, except that control limits are not shown, and the
average is not necessarily shown. The example below shows the reduction in time required to
install hardware and hang doors in an office building. The results were achieved as a result of a
study of the process. A contractor can do the same thing for virtually any process. Simply plot the
workhours per unit over a period of time. It can be workhours or equipment hours per cubic yard
of excavation, a cubic yard of concrete, a square yard of asphalt, a square foot of drywall, etc.
The value of the run chart is that it shows positive and negative trends, and provides a better
visualization of the level of process performance.

Hours Per Door

2.0 ¢ = Actual Hours
- - Goal 1.25 How s /Door

15 / \

*

@ 0 N0 B @ @@ G @

*

10 '.‘ Se=—rTN
0.5

00 2/23 3/1 3/8 3/15 3/22 3/29 4/5 4/26 5/3
Week Ending Date of Installation

141



LEVEL 1 CONSTRUCTION FUNDAMENTALS STUDY GUIDE

Project Delivery Methods

Owners have a variety of project delivery systems to choose from in the construction industry.
The delivery method refers to the Owner’s approach to developing the project team throughout
the entire design, procurement, construction and commissioning process. The three most
common project delivery methods are the tradition form, the design-build form and the
Construction Management approach. These project delivery methods and their variations are
discussed below.

The most common traditional project delivery method is the Fixed Price or commonly referred to
as the Lump Sum Contract. The Fixed Firm Price contract is primarily used for projects that are
completely designed and the scope is clearly defined. A fixed price contract is a guarantee by the
contractor to perform the work and provide the necessary labor, material and equipment in a
timely manner, no matter what the actual costs incurred. All financial risks are borne entirely by
the Contractor in a Lump Sum contract. The Owner agrees to pay the Contractor, normally on a
monthly basis, payments based upon progress.

A second traditional project delivery method is the Unit Price Contract. The Unit Price contract
provides the Contractor with a list of items and the estimated quantities to be installed. The
Contractor guarantees to perform an estimated quantity of work at a specified unit price.
Conversely, the Owner agrees to pay the Contractor the agreed upon unit price for the actual
quantity of work installed at the job site. Hence, the total contract amount will vary depending on
the actual quantities installed. However, the unit price for each particular item listed will not
change throughout the contract, unless there is a major variation in a particular line item.
Normally, the Unit Price contract contains a quantity adjustment clause for these major variances
which states that "if the Quantities of an item of work installed varies from the estimated
quantities by more than 20 percent, then the price will be adjusted.” A unit price contract is
primarily utilized on civil projects such as roads, bridges and massive excavation projects.

A third traditional project delivery method is the Cost Plus Contract. The Cost Plus contract is
used for projects that contain a substantial amount of undefined design, undefined scope,
complex procurement system, and unstable or uncertain labor, material and equipment prices. In
the Cost Plus contract the Owner agrees to pay the Contractor for all actual direct costs of labor,
materials and equipment incurred on the project, and a fee for the Contractor’s services. There
are numerous methods used to calculate the Contractor’s fee on a Cost Plus contract such as the
Cost Plus a Percentage of Project Costs, a Cost Plus a Fixed Fee, a Cost Plus Fixed Fee with a
Target or Incentive Fee, and Cost Plus a Fixed Fee with a Guaranteed Maximum Price (GMP).

A fourth traditional project delivery method is the Turn Key Contract. The Turn key contract is
used mostly by developers. The Contractor/Developer agrees to design the project or build the
project according to your design. They will also purchase the property and finance the project.
The Owner agrees to make monthly payments on a long term lease.
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The Design-Build project delivery method sometimes referred to as Engineer-Construct project is
a contract that the Owner enters into one contract with a company to provide all design,
procurement and construction on the project. The Design-Build firm then enters into contracts
with designers, contractors, subcontractors, vendors and suppliers to complete the project. One of
the advantages for an Owner in selecting this method is from the better communication that can
occur between the design professionals and the construction professionals during the early design
phases of the project. This collaboration allows the project to be fast-tracked which can reduce
the overall time of a project from schematic drawing to Owner occupancy. Fast-tracking is
defined as the overlapping accomplishment of design, procurement, construction and
commissioning of a project.

The Construction Management project delivery method the Owner hires both a design firm and a
construction management firm during the pre design phase of a project. Under the traditional
Construction Management Contract, the CM firm is hired as an Agent for the Owner similar to
hiring the Architect/Engineer as an Agent. Under this traditional CM contract the Owner holds
separate contracts with the A/E, the CM and each individual Trade Contractor. The CM’s
responsibility provides advice during the design phase and they provide overall scheduling, trade
coordination, cost control and management services during construction of the project. The CM
receives a management fee for their services similar to the A/E receiving a design fee for their
services. This fee is called an agency fee and the two methods that an Agency CM may offer an
Owner is a Fixed price Fee or a Guarantee Maximum Price Fee.

Finally, on long term construction projects prices can fluctuate substantially from the time for
submitting the bid until the time for delivery and installation because of the risk of inflation.
Therefore, if the Contractor is forced to provide a fixed price they will often include in their bid
price a contingency for anticipated cost increases. These anticipated cost increases may or may
not actually materialize. Therefore, for the Owner to avoid paying for something not received, the
Owner should use an escalation clause. The escalation clause is used for price changes in labor
rates and material prices only from regularly published indexes.
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Contract Formation Principles
The contract formation principles outlined below are required to form an enforceable contract or
subcontract. They are:

1.

Meeting of the Minds. This is the signed Agreement between the parties. The Agreement
must be provided to each prospective bidder during the bidding phase of the project. This
allows the prospective bidders time to review the terms and conditions and determine any
unusual risk involved before the Agreement is signed. The Agreement is Signed
(executed) by both parties after the receipt of the Notice of Award. The agreement
provides for the signing, or “execution of the contract.” In construction, the Subcontract
Agreements are written and signed by both parties after the signing of the Owner -
Contractor Agreement. The major elements needed to form a valid contract are:

A. An offer is made. Normally the Contractor is required to submit a bid proposal on
the forms provided by the A/E firm. It is also a good practice to standardize the
Subcontractor Bid Proposal form which includes a Bid Breakdown Section.

B. Acceptance of the Offer. The contractor receives a Notice to Proceed which
indicates that the site is free of any encumbrances, and that the contractor can
occupy the site. The date of the Notice to Proceed establishes the reference date
from which the beginning of the project is calculated. The Notice to Proceed
allows the Contractor to perform certain functions for the project.

Consideration is received. In the prime contract, this is something that the contractor
must lose of value. This is normally submitted with the offer such as a Bid Bond or
certified check for a certain percentage of the total contract price. If the contractor decides
not to sign the agreement then they will forfeit the value of their security to the owner.
Consideration under the General-Subcontractor contract formation process must rely on
the equitable doctrine of “promissory estoppel.” This doctrine holds that if the prime
contractor reasonably relies on the promise or price of the subcontractor to its detriment,
then the subcontractor must be held to its promise in order to avoid harm to the prime
contractor. To ensure that this promise isn’t indefinite or unreasonable, the subcontractor
provides a time limit for acceptance of their bid.

The Contract must be for a Legal Purpose.

The parties have the legal capacity to enter into a Contract. This means they must have
the legal authority to sign the proposal being submitted. Under most types of ownership,
the sole proprietor, the legal partners or the corporate officers have the legal authority.
This becomes a problem when the estimator signs the proposal and is not recognized as a
legal authority for the company.
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Management, Legal Entities & Delivery Methods Exercise

1. The Owner wants to Fast-Track a construction project, Which type of contract best
supports this process?

OA. Cost Plus.
OB. Unit Price.
Oc. Fixed Price.
OD. Design-Build.

2. A clause in the contract states that "if the Quantities of an item of work varies from the
estimated quantities by more than 20 percent, then the price will be adjusted.” Which type
of contract will this clause be primarily used in?

OA. Cost Plus.

O B. Unit Price.
OC. Fixed Price.
OD. Design-Build.

3. A contract has been entered into whereby the Contractor agrees to design, build, purchase
the land and finance the project. What is this type of contract called?

OA. Cost Plus.
OB. Turn Key.
OcC. Partnering.
OD. Design-Build.

4. A contract is entered into whereby the design and scope are undefined and the Owner
agrees to pay for all Direct Labor, Materials, Equipment plus some agreed upon
allowance to the Contractor for their services. What is this type of contract called?

O A. Cost Plus.

OB. Partnering.

Oc. Design-Build.

OD. Construction Management.
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Management, Legal Entities & Delivery Methods Exercise

5. A contract is entered into whereby the Design, Scope and Bid quantities are established
and payment for the work is to be made upon the basis of the actual quantity placed. What
is this type of contract called?

OA. Cost Plus.
OB. Turn Key.
OC. Unit Price.
OD. Fixed Price.

6. A contract is entered into whereby the Design and Scope are partially undefined, the
Owner holds a contract with the A/E, the Owner holds the contracts with each trade and
the Owner also holds a contract with a management service company to perform the trade
coordination, cost control and scheduling services. What is this type of contract called?

O A. Cost Plus.

OB. Joint Venture.

OC. Design-Build.

O D. Construction Management.

7. A contract is entered into whereby two Contractors agree to combine their resources to
bid and build a specific project. What is this type of contract called?

O A. Cost Plus.

OB. Joint Venture.

OcC. Design-Build.

OD. Construction Management.

8. What is the name of the clause that is sometimes used if the contract has the potential of
an uncertainty in either labor or material prices?

OA. Incentive.

OB. Escalation.

OC. Contingency.

OD. Equitable Adjustment.
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Management, Legal Entities & Delivery Methods Exercise
9. What are the two FEE methods that an Agency CM firm may offer an Owner?

O A. Incentive or Target.

OB. Unit Price or Alternate Prices.

OC. Fixed Price or Guaranteed Maximum Price.
OD. Cost-Plus a Percentage or Cost Plus Fixed Price.

10.  Which legal entity is considered perpetual?

O A. Partnership.

OB. Corporation.

OocC. Joint Venture.

OD. Sole Proprietorship.

11.  Which legal entity affords an individual the most protection of individual assets from
creditors of the business?

OA. Partnership.

OB. Corporation.

OcC. Joint Venture.

OD. Sole Proprietorship.

12.  Which legal entity exposes the personal assets of a person to pay for actions of other
people involved in the business?

OA. Partnership.

OB. Corporation.

Oc. Joint Venture.

OD. Sole Proprietorship.

13.  Which legal entity makes it extremely difficult to generate new capital to expand the
business?

OA. Partnership.

OB. Corporation.

oc. Sole Proprietorship.

OD. Subchapter S Corporation.
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Management, Legal Entities & Delivery Methods Exercise
14.  Which legal entity is taxed twice?

O A. Partnership.

OB. Corporation.

OC. Sole Proprietorship.

OD. Subchapter S Corporation.

15.  Which type of legal entity allows the income and deductions of the corporation to flow
through to the individual tax returns of the shareholders and it avoids federal taxes?

OA. Partnership.

OB. Corporation.

oc. Sole Proprietorship.

OD. Subchapter S Corporation.

16.  Which type of legal entity requires a charter?

O A. Partnership.

OB. Corporation.

OC. Joint Venture.

OD. Sole Proprietorship.

17.  Which law are corporations formed under?
O A. City.
O B. State.

OC. Federal.
O D. Municipal.

18.  Which of the following contract formation principles are needed to form a valid contract?

O A. Offer, Acceptance, Meeting of the Minds and Consideration.

OB. Performance, Technical Specifications and Consideration.
OcC. General Conditions, Supplementary Conditions and a Proposal.
OD. Plans, Technical Specifications, General and Supplementary Conditions.
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Management, Legal Entities & Delivery Methods Exercise

19.

20.

21.

22.

The owner requests that you submit a proposal supplement titled, “Statement of
Contractors’ Qualifications - All Contracts” and under the officers/principals section it
requests the names and titles of the vice president and the president. A proposal is
submitted to the Owner with a bid bond, signed addenda, and the proposal form is
attached and signed by the chief estimator. Have all of the contract formation principles
been satisfied and your proposal would be considered responsive?

O A. The principle of Consideration has been met, therefore, responsive bid.

OB. The principle of Legal Capacity has been met, therefore, responsive bid.

oc. The principle of the meeting of the minds has been met, therefore, responsive bid.
OD. The principle of Legal Capacity has not been met, therefore, a non-responsive bid.

Which law establishes basic rules governing the sale of goods, used to establish a
Purchase Order?

OA. Davis Bacon Act.

OB. Uniform Commercial Code.
OC. National Labor Relations Act.
OD. Uniform Transportation Code.

Which of the following Safety criteria that has the greatest potential for reducing the costs
of accidents?

OA. Experience.

OB. Safety Meetings.

oc. Traditional Safety Program.
OD. Behavior-based Safety Process.

What management concept has as its primary goal to get commitment from top
management of all project participants and stakeholders to develop open communications
and cooperation on a project to?

O A. Partnering.

OB. Total Safety Management.
OC. Statistical Process Control.
OD. Total Quality Management.
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Management, Legal Entities & Delivery Methods Exercise
23.  What are the quality standards used internationally called?

OA. ISO 9000.

OB. Statistical Process Control.
oc. Total Quality Management.
OD. Baldrige Award of Excellence.

24,  What management philosophy tries to maximize the competitiveness of an organization
through continuous improvement?

OA. Partnering.

OB. Statistical Process Control.
Oc. Total Quality Management.
OD. Baldrige Award of Excellence.

25.  What is the name of the criteria that is utilized to improve an organization and evaluate
their progress toward becoming the best in their field?

OA. Total Safety Management.
OB. Statistical Process Control.
Oc. Total Quality Management.
OD.  Baldrige Award of Excellence.

26.  What management philosophy is defined as a performance and processed-oriented
approach to safety and health that is improved continually and applies proven principles
to maximize an organization’s long-term competitiveness?

O A. Total Safety Management.

O B. Statistical Process Control.
OC. Total Quality Management.
OD. Baldrige Award of Excellence.

27.  What makes TQM and TSM successful?
OA. Applying the partnering process to an organization.
OB. Applying the TQM and TSM principles to an organization.

OC. Adding more Quality Control and Safety Managers to oversee the workers.
OD. Eliminating the isolation problem and making quality and safety everybody’s role.
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Management, Legal Entities & Delivery Methods Exercise

28.

29.

30.

31.

32.

What graphical measurement tool is a bar graph displaying a frequency distribution?

OA. Histogram.

O B. Pareto Chart.
OC. Control Chart.
OD. Fishbone Chart.

What graphical measurement tool is a pictorial representation of a process?

OA. Run Chart.

OB. Flow Chart.
OC. Control Chart.
OD. Scatter Diagram.

What graphical measurement tool displays the causes and effects on a diagram for
analyzing problems?

OA. Histogram.
OB. Pareto Chart.
OC. Control Chart.
OD. Fishbone Chart.

What graphical measurement tool is a bar graph of identified causes shown in descending
order of magnitude?

O A. Bar Chart
OB. Histogram.
Oc. Gantt Chart.
OD. Pareto Chart.

What graphical measurement tool is a graph displaying the correlation of two
characteristics?

OA. Run Chart.

OB. Flow Chart.
OcC. Control Chart.
OD. Scatter Diagram.
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Management, Legal Entities & Delivery Methods Exercise

33.  What graphical display tool contain line graphs that show a trend over time such as the
workhours per square yard of asphalt over a period of time?

OA. Bar Chart
OB. Run Chart.
Oc. Flow Chart.
OD. Control Chart.

34.  Which of the following principles of law states that if the prime contractor reasonably
relies on the promise or price of the subcontractor to its detriment, then the subcontractor
must be held to its promise in order to avoid harm to the prime contractor even though a
signed contract between the contractor and subcontractor does not exist at the bidding
phase of a project?

O A. Consideration.

OB. Legal Purpose.

oc. Promissory Estoppel.
OD. Equitable Adjustment.

35. At which point in time must the Agreement be provided to each prospective bidder?

O A. At the bid opening.

OB. During the bidding phase of the project.

OC. At the signing of the Owner- Contractor Agreement.

O D. Just before the signing of the Owner- Contractor Agreement.

36.  Which document establishes the reference date from which the beginning of the project is
calculated and that the contractor can occupy the site?

O A. Notice of Award.

OB. Notice to Proceed.

OocC. Instructions to Bidders.
OD. Advertisement to Bidders.
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Financial Statements
The three distinct financial statements are the Balance Sheet, the Income Statement and the Cash
Flow Statement and each serves a specific function as described below.

Balance Sheet

The Balance Sheet is a summary of the existing conditions of the company and it follows the
standardized format for classifying and ordering the Assets, Liabilities and, and Ownership
interests in the business. The balance sheet accounts are subdivided into the following basic
groups in the following order for presentation:

Assets are subdivided into these groups:

Current Assets

Fixed Assets or Long Term Property, Plant & Equipment
Other Assets

Liabilities are subdivided into these groups:
Current Liabilities

Long-term Liabilities

Owner’s Equity

Each separate asset, liability, and owner’s equity reported in a Balance Sheet is called an account
and every account has a title and a dollar amount which is called its balance. The Balance Sheet
is prepared at the close of business on the last day of the income statement period and lists the
assets, liabilities and net worth. Assets minus Liabilities equals Net Worth. The balance sheet
will always be in balance because Total Assets = Total Liabilities plus Net Worth.

Current assets are cash on hand, Accounts receivable, Inventories, Prepaid Expenses, and Other
current assets that will be converted into cash during one operating cycle. The Fixed assets or
Long-term assets are Land and Buildings, and Equipment. The cost of a fixed asset is reduced by
the depreciable amount allocable over the period.

Current Liabilities or short-term liabilities are accounts that will come due within one year. The
accounts are Accounts Payable, Notes payable, and Billings in excess of costs on uncompleted
contracts. Long-term Liabilities are those that maturity dates are more than one year such as a
long-term loan. The Net Worth or Stock holders’ Equity accounts in the Balance sheet is
comprised of Capital stock and Retained Earnings.

Working Capital is the net amount of current assets available. It is computed as follows. Working
Capital = Current Assets minus Current liabilities

$3,415,807 - $1,546,107 = $1,869,700 at End of Year.
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BALANCE SHEET

Assets End of Year Start of Year
Cash $ 565,807.00 $ 750,000.00
Contracts Receivable 1,000,000.00 825,000.00
Inventory 1,690,000.00 1,250,000.00
Prepaid expenses 160,000.00 185,000.00
Total Current Assets $3,415,807.00 $3,010,000.00
Property, Plant, Equipment 3,000,000.00 2,250,000.00

Accumulated Depreciation
Total Assets

(800,000.00)

(540,000.00)

$5,615,807.00

$4,720,000.00

Liabilities and Owners’ Equity End of Year Start of Year
Accounts Payable - Inventory $ 520,000.00 $ 450,000.00
Accounts Payable - Operating 120,000.00 85,000.00
Total Accounts Payable $ 640,000.00 $ 535,000.00
Accrued Operating Expenses $ 240,000.00 $ 185,000.00
Accrued Interest Payable 17,167.00 12,500.00
Total Accrued Expenses $ 257,167.00 $ 197,500.00
Income Tax Payable 23,940.00 36,000.00
Short-Term Notes Payable 625,000.00 600,000.00
Total Current Liabilities $1,546,107.00 $1,368,500.00
Long-Term Notes Payable 750,000.00 600,000.00
Total Liabilities $2,296,107.00 $1,968,500.00
Capital Stock 775,000.00 725,000.00
Retained Earnings 2,544,700.00 2,026,500.00

Total Owners’ Equity
Total Liabilities and

$3,319,700.00

$2,751,500.00

$5,6