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Agenda
Levels of Financial Reporting

Types of Opinions

Ensuring guidance with GAAP

Financial and Tax Accounting Methods specific to Contractors, including
• Percentage completion;
• Pay if paid;
• Cash basis; and
• Completed contracts.

PPP Loan Updates and Reporting Requirements
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Levels of Financial Reporting  
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Levels of Financial Reporting 
Audit 
• Highest level of assurance 
• Analytics, inquires, observation, inspection, and recalculation
• Provide users with an opinion on whether the financial statements are prepared in accordance with GAAP and 

are free from material misstatement.
• SAS 115 letter

Review
• Limited level of assurance
• Inquiries and analytical procedures 
• Expresses only limited assurance that there are no material modifications that should be made for the 

financials to be in accordance with GAAP.  No opinion is expressed.

Compilation 
• Gaining general understanding and presenting financial information in the form of financial statements
• No assurance is expressed about the accuracy of the financials presented
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Types of Audit Opinions
Unqualified (“Clean”) Opinion
• Issued when auditor determines the financials are free of any material misrepresentations
• Indicates financials have been maintained in accordance with GAAP

Qualified Opinion
• Includes an additional paragraph stating why the report isn’t unqualified
• Departures from GAAP or scope limitations

Adverse Opinion 
• Indicates the financials do not conform to GAAP
• Financials have been grossly misrepresented

Disclaimer of Opinion
• Auditor is unable to complete an accurate audit report
• States an opinion as to why the financials couldn’t be determined
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Review and Compilation Reports
Review Report
• States a review is substantially less in scope than an audit, the objective of which is to express an 

opinion on the financial statements as a whole.
• States we aren’t aware of any material modifications for them to be in conformity with GAAP

Compilation Report
• Specifically states no assurance is being provided
• Will state whether the accountant is independent or not
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Ensuring Compliance with GAAP 
Percentage-of-Completion Method – preferred method
• Should be used for all long-term contracts
• Used if estimates toward completion are reasonably dependable
• Recognizes revenue only on the portion of the job that has already been completed
• Provides a more accurate overview of the profit margin of a project over time

Completed Contract Method
• All contract revenue and related contract costs are deferred until the job is finished (whether cash has 

moved or not)
• Typically only used when it isn’t possible to calculate the percentage of completion of a project
• Short-term contracts

KEY POINT:  Total profit on the entire project is the same under both methods
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Tax Accounting Methods for Construction Contractors
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Specific tax methods are available
Specific tax methods are available for construction contractors that choose not to follow the 
same method as GAAP and are reported as differences on the tax return.

Cash method is an option for large contractors even if they exceed $26 million in gross revenue
• It is important to understand the facts and circumstances of the original contract and changes orders to 

identify if the contract can be exempt from long term contracts rules under IRS code section 460.  
̶ In general a long-term contract is construction building, installation or other type of contract not 

completed within the tax year.
• Revenue and expenses are recognized per exempt contract upon receipt and disbursement of funds 

rather than percentage of completion. 

Completed Contract
• Common for Home Builders, revenue and cost are deferred until the tax year the job is complete.  
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More methods and how to file
Excluding retainage payable:
• Percentage of completion typically includes retainage costs in the calculation. 

̶ A tax method available to exclude retainage payable from the numerator to defer taxable income.

Pay if Paid:
• Tax deferral that excludes the cost of work performed by subcontractor in the numerator of the 

percentage of completion calculation until the customer pays.
• Available for long-term contracts
• Include pay-if-paid clause in contract

File form 3115 – Change in Accounting Method
• Requires a user fee to request advance consent from the IRS.
• Must be filed by the end of the fiscal year to change to any of these methods.
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PPP Loan 
Updates and 
Reporting 
Requirements
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PPP Loan Accounting Methods
FASB ASC 470 – Debt Model 

• Accounted for as a financial liability plus accrued interest
• Remain as liability until the loan is forgiven and debtor is “legally released” or it’s paid off
• Reduce liability by amount forgiven and record gain on extinguishment

FASB ASC 958-605 – Government Grant Model 
• For-profit entities aren’t precluded from applying this method when appropriate
• Timing of recognition for a contribution received depends on whether its conditional or not
• If conditional contribution, record cash inflow as a refundable advance
• Reduce the refundable advance and recognize contribution revenue as it incurs qualifying PPP expenses (payroll, rent, utilities, etc.)

FASB ASC 450-30 – Gain Contingency Recognition
• Recognized when all contingencies related to receipt of the assistance have been met and the gain is realized or realizable
• Record cash inflow from the PPP loan as a liability until the grant proceeds are realized or realizable, then record to income statement

• International Accounting Standards (IAS) 20 – IAS 20 Model
• Allows for projecting the likelihood of meeting the PPP loan forgiveness conditions, resulting in earlier derecognition of the liability.
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PPP Loan Updates and Reporting 
Requirements
Debt Origination Costs
• Costs paid to secure debt (i.e. document preparation, advisor fees) should be considered debt issuance 

costs and reflected as a reduction from carrying amount of debt.
• Amortized into interest expense over the term of the debt.

PPP Loan Forgiveness
• Gain is presented as a separate line item.
• Clarifying guidance on where is expected.

Gross or Offset Expenses
• Qualifying expenses such as payroll, rent, utilities, etc. should be shown in income statement as usual, 

not as an offset with the amounts forgiven
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COVID Disclosure Requirements
Subsequent Events
◦ Nature of the event
◦ Estimate of the financial statement effect OR statement that estimate can’t be made

Risks and Uncertainties
◦ Significant estimates
◦ Vulnerabilities for concentrations

◦ Volume of business with one customer, supplier, lender.
◦ Available sources of material, labor, etc.
◦ Market or geographic area where business occurs

Going Concern
◦ Management evaluates the entity’s ability to continue as a going concern for one year after the date 

financials are issued (or available 

©2020 | Mueller Prost | Slide 15



Going Concern
Potential indicators of going concern include:
◦ Negative financial trends including recurring operating losses, working capital deficiencies, or negative

cash flows from operating activities.
◦ Default on loans or restructuring loans to avoid default.
◦ Work stoppages or other labor difficulties (i.e. COVID).
◦ Substantial dependence on success of particular project and/or loss of a principal customer.

Auditor Responsibilities
◦ Evaluate management’s plans and whether they can be effectively implemented.
◦ Assess whether there is substantial doubt and consider report modification.
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Going Concern Report Impacts

Condition Report Impact

Management alleviates substantial doubt Unmodified

Going concern basis is appropriate but substantial 
doubt remains

Emphasis of Matter

Going concern basis is not appropriate Adverse opinion
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Modifications to Reports for COVID
Emphasis of Matter
◦ Draws attention to a matter that is fundamental to the user’s understanding of the financial statements.
◦ Indicates the auditor’s opinion is not modified with respect to the matter emphasized.
◦ Examples

◦ Going concern
◦ Major catastrophe that continues to have significant impact on financial positions
◦ Unusually important subsequent events

Scope Limitations
◦ Inability to evaluate design/implementation of controls
◦ Non-receipt of confirmations
◦ Inventory existence 
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Modifications to Opinions for COVID
Matter of Professional Judgment

◦ Financials are materially misstated
◦ Material but not pervasive = Qualified opinion
◦ Material but pervasive = Adverse opinion

◦ Inability to obtain sufficient evidence
◦ Material but not pervasive = Qualified opinion
◦ Material but pervasive = Disclaimer of opinion
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General COVID Disclosures for 
Construction Industry - Examples
We have experienced some delays in construction projects and orders as a result of COVID-19. Some
construction site closures have occurred, and job sites have had to adjust to increased physical
distancing and health-related precautions. We have also been impacted by quarantine-related
absenteeism among our workforce, resulting in labor and capacity constraints at some of our
facilities. The extent to which COVID-19 will impact our business depends on future developments
and public health advancements, which are highly uncertain and cannot be predicted with
confidence. However, towards the end of [month], we began to see some signs of improvement,
including the gradual reopening of retailers, moderating project delays and fewer workforce
absences.
With the health and well-being of our employees, customers and business partners, and their
families, being a high priority, we temporarily closed our sales centers, model homes and design
studios to the public in [month] and shifted to virtual sales tools and then an appointment-only
personalized home sales process in [month], where permitted. Our construction operations were also
restricted in many jurisdictions, and together with the reduced availability or capacity of some
municipal and private services necessary to build and deliver homes, we experienced home delivery
delays during most of [time period]. In addition, our order pace moderated significantly, and home
purchase cancellations increased considerably.
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PPP Loan Disclosure Example
On [date], the Company qualified for and received a loan pursuant to the Paycheck Protection
Program, a program implemented by the U.S. Small Business Administration under the Coronavirus
Aid, Relief, and Economic Security Act, from a qualified lender (the “PPP Lender”), for an aggregate
principal amount of approximately $_____ (the "PPP Loan"). The PPP Loan bears interest at a fixed
rate of 1.0% per annum, with the first six months of interest deferred, has a term of five years, and is
unsecured and guaranteed by the U.S. Small Business Administration. The principal amount of the
PPP Loan is subject to forgiveness under the Paycheck Protection Program upon the Company’s
request to the extent that the PPP Loan proceeds are used to pay expenses permitted by the
Paycheck Protection Program, including payroll costs, covered rent and mortgage obligations, and
covered utility payments incurred by the Company. The Company intends to apply for forgiveness of
the PPP Loan with respect to these covered expenses. To the extent that all or part of the PPP Loan is
not forgiven, the Company will be required to pay interest on the PPP Loan at a rate of 1.0% per
annum, and commencing in [month/year] principal and interest payments will be required through
the maturity date in [month/year]. The terms of the PPP Loan provide for customary events of default
including, among other things, payment defaults, breach of representations and warranties, and
insolvency events. The PPP Loan may be accelerated upon the occurrence of an event of default.
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Tax Implications Related to PPP Loans
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Tax implications for PPP loan forgiveness
Application for loan forgiveness due within 10 months of the last day of the covered period:
• Current IRS ruling, expenses paid with PPP funds that are later forgiven are NOT deductible expenses
• AGC and AICPA are requesting more clarification

Will there be a difference in financial statements and tax reporting? 
• Depends on tax law and GAAP accounting method
• Job cost calculation expected to remain unchanged

Ramifications if the IRS ruling does not change:
• Difficult to plan for estimate tax payments if deductions are disallowed
• Potential for underpayment penalties for estimated taxes
• Cash flow to pay taxes may be unavailable due to delayed jobs or other financial hits
• Higher tax liability
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Additional items to consider
Owner employee compensation limits for loan forgiveness:
• Cap was increased to $20,833 for greater than 5% owners for C corporations and S Corporations that 

receive a wage and elected the 24-week covered period
• Cap is applied cumulatively to all businesses and includes employer retirement contributions. Employer 

health contributions for C corporation owner employees also count as compensation.  

What happens if the business PPP loan is not forgiven?
• If the forgiveness is denied in full or partially, the balance due on the loan must be paid by the maturity 

date.
• Interest will accrue retroactively from the disbursement date until the date the loan was not forgiven.
• Cash flow will be necessary to repay the loan
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Q&A
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Thank you!

© 2020 MUELLER PROST. ALL RIGHTS RESERVED. NOT FOR FURTHER DISTRIBUTION WITHOUT THE PERMISSION OF MUELLER PROST. THIS PUBLICATION HAS BEEN PREPARED FOR GENERAL GUIDANCE ON MATTERS OF 
INTEREST ONLY AND DOES NOT CONSTITUTE PROFESSIONAL ADVICE.  YOU SHOULD NOT ACT UPON THE INFORMATION CONTAINED IN THIS PUBLICATION WITH OBTAINING SPECIFIC PROFESSIONAL ADVICE RELATED TO YOUR 
SPECIFIC SITUATION.  NO REPRESENTATION OR WARRANTY (EXPRESS OR IMPLIED) IS GIVEN AS TO THE ACCURACY OR COMPLETENESS OF THE INFORMATION CONTAINED IN THIS PUBLICATION, AND, TO THE EXTENT 
PERMITTED BY LAW, MUELLER PROST DOES NOT ACCEPT OR ASSUME ANY LIABILITY, RESPONSIBILITY OR DUTY OF CARE FOR ANY CONSEQUENCES OF YOUR OR ANYONE ELSE ACTING, OR REFRAINING TO ACT, IN RELIANCE ON
THE INFORMATION CONTAINED IN THIS PUBLICATION OR FOR ANY DECISION BASED ON IT.  

Teri Samples
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Partner, Business Services
314-480-1394
cbeilsmith@muellerprost.com
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Senior Manager, Tax Services
314-480-1266
lgivens@muellerprost.com
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