Subcontractor Financial Statement Evaluation Decision Tree

------------------------------------------------------------------------------------------------------------------------------------------------------------------------------

Step 1

Do the financial statements contain a CPA report (audit, review, or compilation)?

No

Yes
Is the financial statement date within the last year?

Yes

Do the internal financials contain both a balance sheet and
income statement?

Obtain more recent internal financials.

Yes

No

Do the financial statements include a Schedule of Incomplete Contracts?

No

Yes

No

Verify the following:
1. Total assets = total liabilities and stockholders equity
2. Retained earnings/members equity on the income
statement = retained earnings/members equity on the
balance sheet

Request missing statement

Ask subcontractor for backlog amount.

Calculation Backlog _________________
(Backlog = unrecognized revenue on incomplete contracts = total contract price - contract to date revenue)

Step 2

Review the balance sheet for the following:
1. Total current assets should be greater than total current liabilities.
2. Calculate working capital (total current assets - total current liabilities) _________________
3. Calculate minimum capacity (working capital x 10) _________________
Is minimum capacity sufficient to cover backlog plus bid amount?
(Backlog = unrecognized revenue on incomplete contracts = total contract price - contract to date revenue)

No
Review the balance sheet for the following:
1. Calculate cash + accounts receivable __________________
2. Calculate accounts payable + line of credit ______________
3. Calculate available cash flow (1 - 2) ____________________

Yes

Is there enough positive cash flow to cover backlog plus bid amount?

Yes
Is A/R collectible in the near term?
(Consider A/R aging, ask subcontractor about collectibility,
retainage timing)

Yes

Go to Step 3 on the following page.
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No

No
Is there available line of credit to cover cash flow?
(Available LOC = Total LOC - LOC liability on balance sheet)
(Ask subcontractor for total LOC if not disclosed in financial statement footnotes)

Yes

No
Stop and consider whether there are other factors
that would determine whether subcontractor has
financial strength to complete the project.
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Step 3

Review the income statement for the following:
1. Net income _________________
2. Gross profit percentage (GP% = Gross profit divided by contract revenues) _________________%

Is there positive net income?

No
Obtain prior year financials. Was there positive net income in prior year?

Yes
No
Is there still adequate working capital in spite of
back-to-back net losses?

Yes

No

Is the GP% in a reasonable range considering the subcontractor’s industry and projects?
(Rule of thumb for most subcontractors is 10% to 30%)

No

Obtain prior year financials. Was the prior year GP% reasonable?

Yes

No
Yes

Subcontractor meets financial pre-qualification requirements.

Stop and consider whether there are other factors
that would determine whether subcontractor has
financial strength to complete the project.
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Disclaimer of Liability
James Moore & Co., P.L. shall not be held liable for any improper or incorrect use of the methodology or process described and/or contained herein and assumes no responsibility for the accuracy or use
of the information derived therefrom. In no event shall James Moore & Co., P.L. be liable for any direct, indirect, incidental, special, exemplary, or consequential damages (including, but not limited to:
procurement of goods or services; loss of use or profits; or business interruption) however caused and on any theory of liability, whether in contract, strict liability, tort (including negligence or otherwise), or any
other theory arising in any way out of the use of this methodology or process, even if advised of the possibility of such damage. This disclaimer of liability applies to any damages whether based on alleged
breach of contract, tortious behavior, negligence or any other cause of action, including but not limited to damages caused by any failure of performance, error, omission, deletion or defect in operation.
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