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DNM Construction, Inc. (the Company) is a Wisconsin corporation that organized in 1984. The Company is engaged as a general contractor principally in commercial and public works. 

2. Significant Accounting Policies 

Method of Income Recognition 

The percentage-of-completion method of accounting for construction contracts is used in the financial statements. Under this method, income is recognized as the work on contracts progresses. Generally, such income represents the percentage of estimated total income that costs incurred to date bear to estimated total costs. When current estimates of total costs indicate a loss on a contract, a provision is made in the financial statements for the entire estimated amount of the loss. Since profits or losses under this method are determined while the contracts are in progress and, therefore, before all items of revenues and expenses have been finalized, the profit or loss reported for a particular period may include adjustments resulting from revised contract prices and cost estimates. Costs and estimated earnings in excess of billings are classified as a current asset and billings in excess of costs and estimated earnings are classified as a current liability. 

Cash Equivalents 

For purposes of the statement of cash flows, the Company considers all certificates of deposit with original Maturities of three months or less to be cash equivalents. 

Contracts Receivable 

Contracts receivable have been adjusted for all known uncollectible accounts. An allowance for doubtful accounts is established when, in the opinion of management, collection of the account is doubtful. No allowance was considered necessary at June 30, 2016. 

Investments 

The Company accounts for its investments under the Statement of Financial Accounting Standards No. 115, "Accounting for Certain Investments in Debt and Equity Securities." Statement 115 requires, among other things, that investments be classified as held to maturity, trading, or available for sale. 

Investments held to maturity are those which management intends to hold to maturity and which would not be sold prior to maturity due to liquidity needs or changes in market conditions. Investments held to maturity are recorded at amortized cost. Trading investments are those that are principally held for the purpose of sale in the near term in order to generate profits, and are recorded at their fair market value. Changes in the fair market value of trading investments are recognized in the statement of income. Investments held for sale are those which cannot be classified in either of the two preceding categories, and are recorded at their fair market value.  Any changes in the fair market value of investments available for sale would be recognized in the statement of stockholder’s equity. 

Market value is determined by quoted market prices. 

Property and Equipment 

Property and equipment is carried at cost and is depreciated by the straight-line method over the estimated useful lives of the individual assets, generally five to seven years. 

Income Taxes 

The Company accounts for income taxes using the asset and liability approach prescribed by Statement of Financial Accounting Standards No. 109 "Accounting for Income Taxes." Under the asset and liability approach, deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases and operating loss and tax credit carryforwards. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the years in which those temporary differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in income in the period that includes the enactment date. 

3. Contracts Receivable

The following is a detail of the contracts receivable at June 30, 2016: 

	Contracts in progress
	$  181,200

	Retention receivable
	61,300

	
	$  242,500



4. Contracts in Progress
 
Contracts in progress consists of the following for the year ended June 30, 2016: 

	Costs incurred on contracts in progress
	$  2,232,800    

	Estimated earnings
	337,200  

	Total costs and estimated earnings
	2,570,000  

	Less billings to date
	2,666,800   

	
	 $     (96,800)




Included in the accompanying balance sheet under the following headings:

	Costs and billings on contracts in progress 
	$   62,500 

	Billings in excess of costs and estimated earnings on contracts in progress 
	    (159,300)

	
	$  (96,800)



5. Investments 

Investments, which consist of government bonds and certificates of deposit with maturities greater than three months, have been classified as held to maturity. At June 30, 2016, the balance of investments was $114,500, which represents its amortized cost. 

6. Income Taxes
The Company's net deferred tax asset at June 30, 2016 consists of the following:

	Non-Current: 
	

	Federal 
	$      3,900

	State
	1,100 

	
	$      5,000



Management believes that it is more likely than not that the deferred tax asset will be realized in the normal course of operations, and accordingly, no valuation allowance has been recognized as of June 30, 2016. 

The provision for income taxes consists of the following for the year ended June 30, 2016: 

	Current income tax expense:
	

	Federal
	$   13,300 

	State
	3,700 

	
	$   17,000 

	
	

	Deferred income tax benefit:
	

	Federal
	$       (800)

	State
	(100)

	
	$      ( 900)

	
	

	Total income tax expense
	$ 16,100 




The primary differences between the effective rate and the amount computed by applying the statutory federal income tax rate to earnings before income taxes relates to state income taxes and non-deductible expenses for income tax purposes. 





7. Related Party Transactions 

Transactions with Stockholder 

The Company leases its office and yard facilities from the sole stockholder under a one-year agreement that expires December 31, 2016. Monthly rental expense is $200. Rent expense was $2,400 for the year ended June 30, 2016. 

The stockholder has also loaned the company $7,700 that bears interest at 10% and is due on demand. 

8. Line of Credit 

The Company has a revolving line of credit with a bank with a maximum principal balance of $40,000 maturing in March 2004. Interest is payable monthly at a base rate established by the bank (9.5% per annum at June 30, 2016) plus 1.25%. At June 30, 2016, there were no borrowings on the line of credit. This note is personally guaranteed by the Company's sole stockholder. 

9. Major Customer and Credit Risk Concentration 

Major Customers 

The Company's contracts are generally with local, state, and federal government agencies. For the year ended June 30, 2016, all of its construction revenue was derived from these sources.

Credit Risk Concentration

At June 30, 2016, the Company had approximately $90,000 of cash deposits within two institutions that were in excess of federally insured limits, representing a concentration of credit risk.

10. Supplemental Cash Flow Information

For the year ended June 30, 2016, the Company paid income taxes of $12,500 and interest of $1,400.





