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Servicing construction clients:
Top tricks to help you own this niche

20 Essential tips and tricks
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Karen Mitchell, CPA

Started business in 1987
www.onlineaccounting.com in 1995 in Palo Alto

Speaker at Construction Trade Shows

Author of over 15 books, including:
« Contractor’s Guide to QuickBooks Desktop (1998)

« Contractor’s Guide to QuickBooks Online (QBO)
« Construction Forms and Contracts

@Online_Acct

Construction Industry @karenjmitchell
Specialist
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Agenda

Terminology, Tips & Tricks
Types of Contractors
Accounting Methods for Contractors

Resources for Learning More
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Tip #1 — Job costing

Single most important ‘basic’ term for the construction niche

If you're a home builder, job costs are whatever it costs you to build a home

Including...
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Materials
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Subcontractors
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Equipment rental
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Other job related cost
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Tip #3 LMSEO

Also know as direct costs or field costs

« Labor

* Materials

« Subcontractors

* Equipment rental

* Other job related cost

@ Quiickbooks.

CONNECT

11



Courtney's Construction

BUDGET V5. ACTUALS: JOB BUDGET - FY19 PAL CUSTOMERS
Jonuary « December 201%

TotAL
AcTUAL BUDGET  OVER BUDGEY % OF BUDGET
» Income
4110 Cormuntion ncome 7,280.00 75,000.00 272000 BTN
Total Income $67.20000  $75000.00 $.2,72000 0%
« Cost of Goode $5id
* 5000 Job Relwred Macarals & Se |
« 5101 Plana & Parmis
5101 1 Hans 1.500.00 1,500 00 000 100.00%
Totel 5101 Plass & Peemins 1,500.00 1,500,00 000 100.00 %
- $102 Ste Wok
$102.1 Demoltion 830 00 300.00 coo 10000%
Toral §102 She Werk 800.00 200.00 000 100.00 %
5106 Framing 1.203.42 1,20500 158 08T
5111 Windows & Trm 430.00 43000 000 16000 %
5112 Plumbing 1.800.00 2,00000 40000 70.00%
5117 Cafings & Covarings 33000 33000 ) 100.00 %
5119 Cobinats & Vaniies 10,829.40 15,000.00 417040 220%
5120 Soecia'ties 000 500.00 500,00 0.00%
5122 Painting 1,730.00 250000 77000 #20%
5123 Cean Up & Rastoration 1,780.00 2,000.00 22000 89.00 %
5128 Contingency 0w 1,200.00 120000 000%
5127 Suparvision 3,100.00 5,000.00 1,900.00 6200%
Total 5000 Job Related Mater,.. 2210282 3246500 9.362.18 6%
Total Cost of Goods Sold $2310282  $32,465.00 $ 936218 7116%
GROSS #8081 $A4177.18  $42335,00 $1,642.18 10086 %
{xperaes
Total Expesses $0.00 0.00%
NET OPERATING INCOME SA417798  $42335.00 $1.642.18 10086 %

NET INCOME S44177.98 $42.535.00 S$t.642198 103.86 %




Tip #5 Job phases/tasks

Although QuickBooks Online uses the name Product/Service, you should think of them as job phases, like:

@ Quiickbooks.
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Plans & Permits
Site Work
Excavation
Concrete
Masonry
Plumbing
Insulation
Painting

etc.
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Courtney's Construction

PRODUCT/SERVICE LIST
PRODUCT/SERVICE wre DESCRIFTION
01 Plans & Permits Service Plans & Permits
02 Site Work Service Site Work
03 Excavetion & Grading Service Excavetion
04 Concrete Service Concrete
03 Magoary Service Masonry
08 Framing Service Framing
07 Roof Flashing Service Roof Flashing
08 Exzerior Trim & Decks Service Trim & Decks
09 Siding Service Siding
10 Coors & Trim Service Doors & Trim
11 Windows & Trim Service Windows & Triem
12 Plumbing Service Plumbing
13 Heesting & Cooling Service Heating & Cooling
14 Eleccal & Ughting Service Elecerical
15 insuletion Service Insulation
16 knzerior Walls Service Interior Wa'ls
17 Ceiling Coveringa Service Ceiling Coverings
18 M¥work & Trim Service Miflwork & Trim
19 Cabiners & Venities Service Cabinets & Vennies
20 Specialivies Service Speciainies
21 Floor Covering Service Floor Covering
22 Paimting Service Panting
23 Clean Up & Restoration Service Clean Up
24 Lendscape & Paving Service Lendscape
25 Comingency Service Contingency
26 Seles Commissions Service Commissions
27 Supervision Service Supervision



Job phases/tasks

QuickBooks Online tips:

« Using QuickBooks Products/Service, you can break any job into measurable, trackable
units.

« An important thing to understand about items is that they link to the Chart of Accounts.

« When you set up a job cost item, link it to both a job-related cost account, like Job
Related Costs, and an income account, like Construction Income.

@ Quiickbooks.
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Tip #6 Customers

In the construction industry a customer is the entity that pays the contractor.

-‘

@ Guiickbooks.
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Tip #6 Jobs or projects

« |If you are doing a remodel for Mark and Beth Woodruff, they would be your customer
and the project would be Kitchen Remodel.

« It is important to understand that a customer can have more than one project. For
example, Mark and Beth Woodruff might come back in a couple of years and ask the
contractor to build a cottage for them.

« QBO TIP: Use the Project in QBO instead of sub customer.

@ Quiickbooks.
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Tip #7 Job key

The job key helps a contractors keep track of projects in an organized fashion.

-

Job Designation Key

D: Design
R: Remodel
S: Spec Home
C: Commercial

Customers & Jobs

@ Guiickbooks.
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« D is short for design

R for remodel

S for spec
o C for commercial.

This type of job identifier
helps you quickly get a
visual of projects sorted by
time and stage.
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Tip #8 Billing schedule

A billing schedule is created to help you invoice a job when a certain milestone is reached.

(] .

-

(- Estimate #1002
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Billing schedule

Milestone List Example

« Milestone #1: 10% due at signing of contract

« Milestone #2: 10% due at the start of demo

« Milestone #3: 10% due when cabinets and countertops are ordered
« Milestone #3: 20% due at start of rough plumbing

« Milestone #4: 20% due at the start of rough electrical

« Milestone #5: 10% due when cabinets are delivered

« Milestone #6: 20% due at the start of flooring installation

@ Quiickbooks.
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Tip #9 Worker’s Compensation Insurance

A contractor is required to carry this to cover work-related injuries for all employees, both in the field and in the

office. They are also required to provide it for subcontractors that do not have their own worker’s compensation
insurance.

Three basic things to know about
worker’s comp:

- Each state requires you to have

B worker’s comp coverage for all
= T e employees.
@ g ' CERTIFICA™ - You have to pay worker’s comp for
e ‘ éf 95 g e T eEesme regular pay, as well as sick, vacation,
% ,? %2 <t % CE and holiday pay, and on any bonuses
5] P e RT and commissions paid.

e « You are required to pay worker’s comp
Lo psam dolor sit mel, coeseutur alipvsomy 0, sed 2 pursmos S = M amer

- for any subcontractor that does not
have their own coverage.

@ Quiickbooks.
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Tip #10 General Liability Insurance

General liability insurance provides liability insurance for broad types of business risks.

@ Giickbooks.

CONNECT

22



#11 - Types of contractors

@ Guiickbooks.
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Remodel contractor

@ Guiickbooks.

CONNECT

shutterstock

Bathroom
Kitchen
Whole House

or

Kitchen & Bath
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Spec home bhuilders

The term “spec” is short for speculative
investment. A spec home builder is a
contractor that is taking on the risk and
rewards for the project. In other words,
the builder buys a lot and builds a home
with no particular buyer in mind. At
some point the home will go up for sale
and it is speculated that the home will
sell at a profit.

Spec home builders need an
accounting system that is able to hold
lot purchases and jobs costs to date,
called Work in Process, in an asset
account. In this video, we’ll show you
how to account properly for spec home
costs.

@ Guiickbooks.
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Commercial contractor

Larger jobs, smaller margins and generally require more accounting oversite

Apartment Buildings

Commercial Buildings

Excavators
- Bonding Reports

« Reviewed Financials
annually

- Equipment costing
- Some inventory

Not a good place to start

@ Guiickbooks.
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Specialty contractor

A specialty contractor specializes in a certain field in the construction industry.

« Roofing
- Electrical
« Plumbing
« Painting
« Framing

@ Guiickbooks.

CONNECT

Examples:
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Tip #12 Subcontractors

Requirements:

« Required to collect a W-9
- Collect worker’s comp certificates
- And general liability certificates

¥ s
E‘ -Lr,_ .‘“{"' ". . - ..:.-."' . ¢,--;,ﬁp.“,:'.;;:"r 5. A s ety | F— Ot s
8 | it v et bl b L s G 1 ¥ e - Be a legal subcontractor
2‘ : -u. i T e ek e ‘:::c-; II-“;‘ o “""':; 'v'—. —— ":' l:' 'n Sa | C
P firt el e saaad L0 ““-'::\“‘“ ,“." "‘N-~, A avie " TATEA svpriy H
i . T e L e i ; - Own their own tools
By e, wnd g ~. - —
s%r ‘D.'l‘] - e oo ;“ SiDwe ‘16':;‘ — I I
oy - Give a bid/proposal

- Set their own hours

- Work for other contractors

@ Giickbooks.
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- Have a license and business set up
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Tip #13 1099 Form

@ Quiickbooks.

CONNECT

QuickBooks automatically
tracks 1099-related
payments if subcontractors
are designated as eligible
for a 1099, so don’t forget
to check that box!

At the end of the year,
QuickBooks will generate a
report listing those vendors
meeting the $600
threshold and prints your
1099-MISC forms.
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Tip #14 Material suppliers

A material supplier distributes goods and services to an organization, also known as a vendor in QuickBooks.

@ Giickbooks.
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Tip 15 % of completion method

Advantage 1 - This method only affects how

Most accurate way to measure income. your income is computed and
reported.

Ae\EIE[A This method evens out the reporting of income
over the life of the contract. - When you use this method,
all G&A and job costs are

_ deducted using the accrual
Ae\EIEls I8N Losses may be recognized based on the method of accounting.

percentage of the contract completed.

_  You will report some income
Ae\EIE[c“Y Preferred by most banks and bonding in each year of a long-term

companies. contract.

@ Quiickbooks.
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Tip # 16 Over/under billings

- X ¢ e e~
o £ a g @ # W ot — k p = 2 x s {_m A jo
. . e -
r L e ’ ’ »
- s 1y - A .. Mrge & Comtee 4 L '::0'-'4 v:-‘”.. et Dubem Foeeat P Cou ::«'h :'
were T v g ~ - e . -~

)} Negect Name
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- Used to calculate the % complete
on each project that is in process
at the end of each month.

- Some jobs might be over billed and
some are under billed.

- Spreadsheet
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Tip # 17 Work in process

@ Giickbooks.

CONNECT

Term WIP — current asset account

You will use this account to track all of the
costs to build the spec home, as well as
land improvements, such as concrete
work, irrigation system, landscaping, plans
& permits, and all construction costs.

Spec Home Builders can’t expense the
costs related to a spec home until the
home is sold so you will need to know how
to move costs from a Job Related Costs
account to a Spec Home WIP account
once a month.
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Tip #18 Completed contract method

Advantages Disadvantages
* The completed contract . The books do not show clear
method normally achieves information of operations.
:g)e(er;\ammum deferral of . Income can be bunched into
' a year when a lot of jobs are
completed.

. Losses on contracts are not
deductible until the contracts
are completed.

@ Quiickbooks.

CONNECT

It is important to note that the
completed contract method
may only be used by small
contractors and spec home
builders.

D
[11

34



Tip #19 Cash method of accounting

Advantages Disadvantages

» Cash Flow . Not accurate

. Will make P & L swing from
month to month

. If you collect money up front
you are required to pay taxes
on that money

@ Guiickbooks.
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Tip # 20 Resources for learning more
Construction Trade Shows/NARI/NAHB

* Construction Trade Shows
» National Association of the Remodeling Industry (NARI)

* National Association of Home Builders (NAHB)

@ Quiickbooks.
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Questions?



Rate this Session on the QuickBooks Connect Mobile App

Provide feedback to help us design content for future events

1. Select Sessions 2. Select Session Title 3. Select Survey 4. Add Ratings
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Material Download

1. Find the session on the agenda
2. Select + for more information

3. Download PDF of slides and/or
supplemental material

https://quickbooksconnect.com/agenda/

@ Quiickbooks.
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( Search for sessions

Registration, Breakfast & Explecation

Braindames

Yoga

Breakowt Sessions

Small Business Meetup: Relationship Marketing and the Power of Human
Connection

Small Group Discussion: Social Media Strategy
Small Group Discussion: Showing up - Why What You Wear Matters

Small Group Discussion: Build Yowr Dream Bookkeepng fum
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