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Project Update

CARLSBAD DESALINATION PLANT UPDATE

ergy’s Encina Power Station on Agua

The plant has generated significant

Hedionda Lagoon; a 10-mile pipeline

benefits by relieving pressure on im-

that connects to the SDCWA region-

ported water supplies, reducing state

al distribution system; and upgrades

mandates for emergency conserva-

to facilities for distributing desalinated

tion measures and helping the region

seawater throughout the region. After

pass the state’s stringent water supply

completing construction on schedule,

“stress test” in June.

the plant was dedicated on December 14, 2015. It went into full operation

The desalination plant is the result of

on December 23, 2015.

a 30-year, public-private partnership
between the plant’s developer and

Bob Yamada, the Water Authority's

owner, Poseidon Water, and the Wa-

director of water resources and a 25-

ter Authority for the production of up

year employee of the SDCWA, says

to 56,000 acre-feet of water per year –

that Poseidon Water is now leading a

enough to meet the needs of approx-

project to permit, design and construct

imately 400,000 people. It is a major

Colorado River water supplies through

a new intake structure for the plant, re-

component of the Water Authority’s

canal-lining projects in the Imperi-

quired due to the eventual shutdown

multi-decade strategy to diversify the

al Valley and assisting local member

of the adjacent Encina Power Station,

region’s water supply. Proving that

agencies in developing their own local

slated to occur as early as the end of

seawater desalination is a viable op-

water sources.

2017. The new intake will also conform

tion for coastal communities seeking to

to new state-adopted regulations cov-

secure new, fresh water supplies, each

The SDCWA began investigating the

ering desalination plants.

gallon of drinking water produced at

potential for a desalination project

the plant costs about half of one cent.

along San Diego’s coastline in the

During its first year, the plant produced

A Special Thank You to Bob Yamada
for Helping with this Update!

Nation’s Largest Seawater Desalination Plant Turns One
Article By: Mary Montgomery, Photos Provided By: SDCWA
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1990s, identifying the Carlsbad site as

nearly 15 billion gallons of fresh water

Following the drought of 1987-1992, the

a possible location because of the ex-

– approximately 45,000 acre-feet – for

SDCWA has transformed the region’s

isting seawater intake and discharge

the San Diego region during one of the

water supply mix through a long-term

infrastructure used by the Encina Pow-

most severe droughts in state history.

strategy to diversify water supply and

er Station and proximity to the SDCWA

Every drop of water produced locally is

regional infrastructure enhancements.

distribution system. Poseidon Water

a drop that doesn’t need to be import-

The strategy includes: implementing

spearheaded efforts to develop the

ed from outside of the region, reduc-

the nation’s largest agriculture-to-ur-

Carlsbad site starting in the 1990s.

ing reliance on imported water from

ban water conservation and transfer

the Sacramento-San Joaquin Bay-Del-

agreement with the Imperial Irrigation

The desalination plant has received

ta and the Colorado River.

District; securing additional long-term

local and international acclaim, hon-

n its first year of operation, the na-

The desalination plant pulls in 100 million

The desalination plant benefits the lo-

tion’s largest, most technologically

gallons of seawater per day. The pro-

cal water supply by adding seawater

advanced

desalination

cess begins with an electrical current

desalination to the current mix of wa-

plant produced 15 billion gallons of

that propels a pump that scoops up

ter recycled water and ground water

fresh drinking water from the Pacific

seawater. Seawater then goes through

sources. According to the San Diego

Ocean – enough water to meet ap-

a pre-treatment process where beds

County Water Authority (SDCWA), by

proximately 10 percent of San Diego

of charcoal and sand remove organ-

2035, nearly half of the region’s future

County’s demand.

ic material. Next, reverse osmosis filters

water supply could from local supplies,

push water through membranes to ex-

reducing dependence on imported

Reducing Southern California’s reli-

tract salt. Here, the salinity of the water

water from elsewhere.

en Watchdog for “stretching taxpayer

ance on imported water is a big con-

changes, resulting in 50 million gallons

cern. This groundbreaking desalination

of double salty water on one side and

Poseidon Water developed the plant

the public and private sectors.” In

plant in Carlsbad is now delivering

50 million gallons of clean, pure water

and pipeline with joint-venture con-

drought-proof water to San Diego

on the other side. Fresh water is treated

tractor Kiewit Shea Desalination for the

County and helping to enhance our

then pumped into the regional water

nearly $1 billion project. The project

region’s water supply.

grid and salty water is diluted and re-

included three components: the de-

turned to the ocean.

salination plant adjacent to NRG En-

seawater
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ored in April 2016 with a Global Water
Award as the Desalination Plant of the
Year by Global Water Intelligence for
“the most impressive technical or ecologically sustainable achievement in
the industry.” The San Diego County
Taxpayers Association recognized the
project in June with the Grand Golddollars through cooperation between
July, Poseidon was named an Energy
Champion by San Diego Gas & Electric for its “remarkable commitment to
sustainability, energy efficiency and
conservation.”
CONTRACTOR NEWS
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Project Update

Charleston, South Carolina-based
private developer, for $32.3 million.
Greystar owns and manages a
nationwide portfolio of apartment
properties, including several in San
Diego County.

VILLAGE

UPDATE

BALLPARK
By: Mary Montgomery

Just steps away from Petco Park, downtown San Diego’s largest mixed-use development is taking
shape. Ballpark Village on Park Boulevard and Imperial Avenue features a 37-story apartment tower
and three seven-story buildings with housing units and retail space. Completion of the $258 million
project is targeted for the second quarter of 2018.

AUGUST 2016

D

esigned by Carrier Johnson,
Ballpark Village features
713 housing units spread
amongst one 400-foot, 37-story
tower and three low-rise buildings.
The first apartments, 446 of which
are located in the tower, will be
ready to occupy in summer 2017.
The all-rental complex features
studio, one and two-bedroom
apartments, plus nine threebedroom units and four live-work
units. Monthly rents will average
between $2,000 and $3,000 for
units ranging in size from 560 to
1,500 square feet. There are also 23
affordable housing units within the
complex.
Turner
Construction,
General
Contractor for the Ballpark Village
project, recently hosted a tour of
the multi-use project. CNV was
there, along with 15 students from
New York University’s School of
Professional Studies, Construction
Management Degree Program
who were touring various projects

Thank you to Carmen Vann of Turner
Construction for assisting with this Project Update
8
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and real estate developments
throughout the country.
Every construction project has
challenges, and Ballpark Village
is no different. Recent rain in
San Diego has impacted the
construction schedule for the
37-story apartment tower. “We
were going to pour level 22, but
with the inclement weather, the
last thing you want to do is pour the
deck and have all of that concrete
slurry coming off a window wall,”
explained a representative of
Turner Construction. To avoid this,
the concrete pour was postponed
by a week. “It impacted our
schedule, but where we are in
our build cycle, and the fact this
building’s design gets smaller as
you go up, adding a day or two
to the schedule is a lot less invasive
than spending $50,000 to $100,000
to clean the building,” he added.

Phase I of the project, started in
April 2015, focused on the erection
and build out of the 37-story
apartment tower. Efforts began
below ground, excavating earth
to make way for three levels of
subterranean parking. Work on
the 1,214-space parking garage
finished in October 2015. Focus
is now on finishing the top floors
of the 400-foot apartment tower.
Phase II of the Ballpark Village
project will center on the buildout of the development’s three,
seven-story low-rise buildings. An
above-grade walkway linking
the residential buildings above
the street mimics New York’s High
Line Park, which was built on an
abandoned elevated rail line.
Ballpark Village is one of Turner
Construction’s recent notable
projects that have transformed
downtown San Diego, including
the San Diego Central Library, and
Ten Fifty B Street Apartments – the
tallest affordable housing project
on the West Coast.

Ballpark Village was conceptualized in 2004 by JMI Realty, the
developer of Petco Park. Civic
San Diego, the City of San Diego’s
non-profit corporation dedicated
to downtown redevelopment, approved final plans for Ballpark Village in 2015. Final design changes
in April 2016 added 98 rental units.
JMI has since sold Ballpark Village
to Greystar Real Estate Partners, a
JANUARY 2017
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Column

HOW MUCH DOES HUMAN CAPITAL
ADD TO A COMPANY’S VALUE?
“Human capital” is often one of the most valuable —
and difficult to replicate — resources that companies
own. It includes a trained and assembled group of
workers who know how to operate equipment, follow
the company’s policies and procedures, innovate to
build new products and services, and work together as
a team to achieve the company’s strategic goals. But
assigning a dollar value to such intangible assets is a
complex task that requires the use of an experienced
valuation professional.
Identifying human capital intangibles
Human capital comes in many forms. The most obvious example is employees on the company’s payroll.
But it also may include relationships with independent
contractors, consultants and celebrities, as well as employment contracts, non-competes and confidentiality agreements.
Professional licenses may be considered another type
of human capital, because they allow professional
services firms to conduct business and, therefore, add
value. But these licenses can’t be transferred to third
parties and, therefore, are typically the property of individual practitioners, not the company.
Applying the cost approach
A logical starting point for valuing an assembled workforce is to estimate the cost to reproduce or replace
the company’s workers. This estimate includes the costs
to recruit, hire and train each level of the company’s
workforce. Valuators consider such items as:
• Headhunter fees,
• Salaries and benefits of recruitment and training staff,
• Costs of background checks, drug tests and screening exams,
• Relocation fees, moving costs and signing bonuses,
• Classroom materials and fees, and
• Lost productivity of new and existing staff during the
recruitment and training processes.
10
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When valuing workforce assets, an important distinction should be made between reproduction and replacement cost. Reproduction cost is the current cost
of an identical property — in other words, the same
number of employees with the same skills, education
levels, experience and salary requirements.
Replacement cost is the current cost of employing a
similar workforce that has the nearest equivalent utility to the existing workforce. Replacements might be
younger employees who are willing to perform the
work for less money — or fewer employees who are
more highly qualified and efficient — than the existing
workforce.
In some cases, an appraiser may decide that the company is paying higher labor costs than it should. However, sometimes excessive labor costs arise from union
agreements or family commitments and may be unavoidable.
Valuators also should watch out for employees nearing retirement who may need to be replaced soon.
If a significant number of key employees are nearing
retirement, it could affect the value of a company’s
workforce.
Factoring other approaches into the analysis
Although the cost approach is the most common way
to value an assembled workforce, the income or market approaches are sometimes used to gauge whether the results of the cost approach make sense.
For example, the value of a professional practice’s
workforce under the cost approach could be divided
by the number of employees to calculate the average
value per employee. This amount could then be compared to the average net realizable billable hours per
employee to impute the firm’s return on human capital.

JANUARY 2017
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Assembled workforces aren’t normally sold as separate assets. So the market approach is rarely used to
value human capital. But an appraiser might compute
the value of a workforce under the cost approach as
a percentage of the company’s total value and ask:
Would a buyer be willing to pay this much to acquire
these assets? Or would a seller be willing to give up
these assets for this amount?
Seeking objective input
People are critical to a company’s success. But valuing
human capital involves many moving pieces, including
an in-depth understanding of today’s human resource
guidelines, employment trends and market compensation rates. A valuation professional can provide objective market data and financial analysis to help support
a workforce appraisal.
Sidebar: Top reasons to appraise human capital assets
Mergers and acquisitions (M&A) are often driven by
the buyer’s desire to add skilled employees and other intangible assets quickly. Although an assembled
workforce isn’t a separately identifiable intangible asset when accounting for business combinations under
Generally Accepted Accounting Principles, there are
several situations that call for the value of human capital-related assets to be separately quantified.
In M&A, the value of human capital is relevant when
establishing the selling price. An assembled workforce
that’s been acquired is also an amortizable intangible
asset for federal income tax purposes. And, when testing for goodwill impairment after an acquisition, it may
be necessary to separately value the company’s assembled workforce to capture the value of only goodwill.
Beyond M&A, the value of an assembled workforce
may be used to identify business goodwill in states that
bifurcate business and personal goodwill when splitting
up marital estates in divorce cases. Or it may be needed to lower a company’s property tax base, where intangibles are excluded from ad valorem property tax
assessments.
Litigation involving alleged violations of contractual obligations — such as the terms of employment contracts,
noncompetes or celebrity endorsement agreements
— also may warrant damages calculations based on
the value of human capital-related intangibles.
For more information, contact a Gallina
Representative at 800.350.6774

760.466.7790
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CELEBRATING NECA’S
75TH ANNIVERSARY
Installation of Officers Dinner Dance 2017
Article Provided by NECA
This year marks the 75th Anniversary
of
the
National
Electrical
Contractors Association San Diego
Chapter. Founded in 1942, NECA
has risen to become a respected
pillar within the construction
industry, involved in building the
iconic character of San Diego in
the early years and that of Imperial
Valley. The milestone celebration
opened with a congratulatory
video address by San Diego’s Mayor, Kevin Faulconer with area dignitaries
from San Diego’s congressional delegation and state legislation in attendance,
paying special tribute to the chapter’s rich history over seven decades.
The evening also recognized NECA’s incoming Board of Directors as part of
the Chapter’s annual “Installation of Officers”. President Robert Davies Jr. of
Davies Electric, shared his many memories as a child growing up within the
NECA culture and likened it to a family where his father Robert Davies, Sr.
became president of NECA in 1958. The current Board of Directors draws from
the wise advice which Bob liked to call them as the Legends of the Industry,
the mentors who steady the ship while always exploring new waters. President
Davies recalled the many events in San Diego’s construction history that
NECA contractors were a part of such as; building the first military residential
housing and barracks during World War II and later many signature projects
that represent the landscape of San Diego today from Bio Tech, Industrial,
Hospitality, to our Military Installations, Sustainable Energies and Systems
Integration.

12
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In 1942, he remarked how different things were, compared to where we are
today. NECA contractors have evolved to embrace new technologies such
as drones and wearables and the future of renewable energy will provide
continued opportunity. We can charge it up, store it with battery storage,
produce it with solar, wind, water and geo thermal and finally wrap it up
neatly with a microgrid. Finally the President wished to recognize the current
board for their continued commitment to the industry and the many members
in the room as a team providing the highest quality product and continuing to
build upon success while taking time out to mentor the next generation. The
challenges are great, but the opportunities are even greater.
The event also recognized the many contributions of industry partners.
Ken Stuart, Trust Administrator was presented with the ‘Industry Partnership
Award, which is given to a non-NECA San Diego Member who has done the
most to advance the interests of the local electrical contracting in the industry,
at the local level. Also, the Associated Member of the Year was awarded to
Milwaukee Tools for their support of training and contribution of tools to new
apprentices entering into the field.

(Left to right) Representative Phy of Senator Bates, Assemblymember Todd Gloria,
Assemblymember Rocky Chavez, President Robert Davies Jr.,
Representative Jones of Assemblymember Randy Vopel, Senator Joel Anderson

Ken Stuart, Trust Administrator
Industry Partner of the Year Award

760.466.7790

Milkwaukee Tools
Associate Member of the Year Award

JANUARY 2017
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P.S.

it’s the law

CONSTRUCTION LAW BY PAM SCHOLEFIELD

10815 Rancho Bernardo Road Ste 105 San Diego, CA 92127 P: 858.613.0888

BONDS, BONDS
EVERYWHERE!

C

ontractors, subcontractors and suppliers may
have heard the names
of various bonds, but perhaps
they are not fully familiar with
the actual purpose of bonds
that are typically used the construction industry.

In general, a bond is an agreement that the bond company
will pay money or do something based on the happening of an event or condition
that would trigger the bond
company’s obligations under
the bond. There are probably
more types of bonds related to
the construction industry than
you would think, so in this article, we’ll discuss the three most
common types.

A performance bond benefits
an owner and is put in place
to guarantee that the contractor will meet its contractual
obligations. Any uncured default by the contractor is covered including failure by the
contractor to timely perform
its work, abandonment, and
not complying with plans and
spec. If a bond company steps
in under these conditions then
it can elect to fund completion with the original contractor
or complete the project with
a replacement contractor. Either way, the bond company
would get paid any remaining
contract funds, and, if the remaining funds are not sufficient,
then the bond company would

have to cover the added cost
to complete the project. The
bond company’s obligations
under a performance bond
generally continue through the
warranty period in the contract.
Payment and performance
bonds are required by law for
the prime contractor for most
California public works projects
and federal projects for the full
anticipated cost of the project. Some prime contractors
will also ask that their larger subcontractors carry similar bonds
that would protect the prime
contractor.

sort of payment and performance bonds, even if,
in order to save on the cost, bonds are provided
for less than the entire cost of the work.
Bid Bonds:
These are another type of bond typically seen
with public projects, but not so much for private
projects. Bid bonds would be required by the
prime contractors bidding a project and they are
designed to protect the project owner against
a bidder pulling its bid after the bids are open.
If a bidder pulls its bid (and is not excused) the
bond would pay out to cover extra costs incurred
by the owner due to the bid being pulled. Extras
costs could include an increased price by a different contractor or rebidding the project. Regardless of the costs incurred, the bond company
is obligated to pay out only the lesser of the face
value of the bond or the extra costs incurred by
the owner.
Release Bonds:
Release bonds are used to negate the effect of
certain types of claims asserted against the project or project funds by a contractor, subcontractor or supplier who hasn’t been paid. Private

projects are subject to mechanics’ liens being
recorded against the project if a contractor, subcontractor or supplier is not paid for its labor, materials or equipment used to improve the property. Having a mechanic’s lien recorded against
the property interferes with the owner’s attempts
to subsequently refinance or sell the property
because any loan would be inferior to the mechanic’s lien, and a sale of the property would
not extinguish the mechanic’s lien, which means
the buyer would still have to deal with the lien.
The negative impact of the lien on the property can be eliminated by someone purchasing
and recording a mechanic’s lien release bond.
Here’s how it would work: if a subcontractor
properly records a mechanic’s lien, and is then
able to prove its claim, then instead of the subcontractor’s claim being secured by the property
through the mechanic’s lien, the claim is secured
by the release bond and the release bond company would have to pay the claim.
In California, for both public and private projects,
stop payment notices can be served on the owners
by subcontractors and suppliers who have not
SCHOLEFIELD Continues on Page 16

Savvy private project owners
would be wise to require some

Payment and Performance
Bonds:
These bonds are usually both
referred to when talking about
either one. The payment bond
ensures that materials and labor provided to the project are
paid for, and this type of bond
can expire after a stated time
after performance of the last
work on the project.
14
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release bond can be obtained. In such cases, the
money can flow again and, if the claimant proves
its claim, then the stop payment notice claim will
be paid by the bond.
To make things more complicated, a stop payment notice can itself be bonded, but that’s a
subject best left for another discussion related to
securing payment rights.

SCHOLEFIELD continued from Page 15
been paid for their work. If, on a private project,
there is a lender, then the prime contractor,
subcontractors and suppliers can all serve stop
payment notices on the lender if they are not
getting paid for their work. If all the procedural
requirements are met, then the owner or lender
would be obligated to hold back funds to cover
the value of a stop payment notice claim. In order
to avoid stopping the flow of the money from
either the owner to the prime contractor, or from
the lender to the owner, a stop payment notice

This brings us to the Bad Contract Term of the
Month, and it relates to bonds. Often subcontracts have a simple term that states:
Contactor may require Subcontractor to provide
a performance or payment bond, or both, at
any time during the course of construction. Such
bonds shall name Contractor as obligee, be in the
full amount of the Subcontract Price, and shall be
in a form and by a surety acceptable to Contractor. The premiums for such bonds are included in
the Subcontract Price. In the event Subcontractor
fails to provide any required bonds within 10 days
of Contractor’s written notification to do so, Contractor may terminate this Subcontract for cause.

All costs and expenses incurred
by Contractor as a result of such
a termination shall be paid by
Subcontractor in accordance
with the termination for cause
article of the Subcontract.
The issue here is that the Subcontractor often does not know it is
required to have a bond at the
time the Subcontractor provides
a proposal to the Contractor,
thus the Subcontract Price does
not include the cost of the bond.
Also, if the Subcontractor has not
ever obtained this type of bonding before it may not qualify, or,
even if it does qualify, it may not
be able to get a bond issued in
the 10-day timeframe provided.
Thus, the parties need to work
this out. If a bond is not needed,
then the Subcontract should be
clarified to say so.

ASSOCIATED
SUBCONTRACTORS
ALLIANCE
“With our roots in Southern California, HD Supply White Cap
has supported Developers, General Contractors and
thousands of local Subcontractors for more than 40 years
with a veteran staff that is customer centric focused. Our
strategically placed warehouses are stocked with products for
all trade’s needs Safety, MEP, Concrete Finishes, Hardware,
Erosion Control, Equipment and Tools. We’re honored to join
the Associated Subcontractors Alliance and look forward to
working with other members so we can grow together.”

Russell Ek, Product Sales Specialist
Anchors, Fasteners and Lateral Systems – SW Region

The Associated Subcontractors Alliance is recognized as the united
voice dedicated to improving the business environment in the
construction industry.
Join the trade association that’s working for you.
For membership information visit our website at

www.SanDiegoASA.org or
call 619-825-9552

To contact Pam, email:
info@construction-laws.com

General Disclaimer
The information in this article is
based upon California law and is
for general information only. Any
scenarios or hypotheticals are
provided only to illustrate laws
and legal principals in general.
Any
information
or
analysis
presented
here
is
intended
solely to inform and educate the
reader on general issues. Nothing
presented
or
referenced
to,
regarding facts, documents, or
applicable laws, constitutes legal
advice. Before acting or relying
on any information, including
any information presented here,
consult with a qualified attorney for
your specific situation.
Scholefield
holds
an
active
PE license in Colorado, an
undergraduate
engineering
degree from the University of
Florida, and received her JD from
the University of San Diego.
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Event

Training Academy Executive Director Shandon Harbour said, “It takes courage and commitment to step
up and compete in this event. Participating apprentices put in extra study and practice time outside of their
full-time jobs and classes for the competition. On the
day of the event, they work in front of an audience,
racing the clock to get their projects done. This demonstrates their dedication to their training and their craft.”

Craft
Championships
Article and Photos Provided by ABC

Top Apprentices Win San Diego Craft Championship
Three member team will represent San Diego in national competition in 2017

S

an Diego’s top
apprentices
in
three craft professions won first place
honors in their individual crafts at the 16th
annual
Associated
Builders and Contractors (ABC) San Diego Craft Championship Competition. The champions handled the pressure, with an audience of several hundred looking on, and beat out
a field of 17 seasoned apprentices and craft trainees.
The event took place at the Training Trust Academy in
Poway on Saturday, December 3.

year, and is the second straight winner from Certified
Air Conditioning in San Diego. Daniel Fortini of Ramona
placed second. He works for Alpha Mechanical.

Winners in three categories - electrical, plumbing and
sheet metal - will represent San Diego in the 2017 ABC
National Craft Championships in Fort Lauderdale, Florida in March. All three winners are East County residents.

The Craft Championship competition provides a platform showcasing the high quality ABC San Diego Training Academy program. It puts an emphasis on the important role craft skills training plays in construction by
evaluating contestants’ technical knowledge of their
craft as well as their skill and talent.

Scott Vorarach of Spring Valley won in the Sheet Metal category for 2016. Vorarach placed second last

18
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The 2016 Plumbing champion is Rolf Wachter of Jamul,
with Interpipe Contracting. Wachter finished third last
year. Second place went to Tuan Mai of Poway, working for Alpha Mechanical.
In the Electrical competition, Eli Anderson of La Mesa
won. He works for Bergelectric. Samuel Martin of El Cajon placed second, and Sheridan Farris of Oceanside
placed third. Martin and Farris both work for Rowan
Electric.

JANUARY 2017

Signing on to participate in the competition is a significant commitment for the apprentices and trainees
involved. Contestants must first successfully complete
hundreds of hours of classroom training and thousands
of hours of practical field experience to be eligible to
compete. If competitors score high enough on a written
exam during the first stage of competition, they move
to the skills portion of the competition to determine the
San Diego area champions. Project scores and written
test scores are combined to determine the winner.
The competitors must race against the clock to complete a project as close to the specifications provided as possible. They may only use materials they are
provided. Judges who are experts in each craft field
including previous national competition medal winners
score each project.
ABC San Diego thanks its 2016 sponsors: Dewalt Tools,
Klein Tools, Ridgid Tools, Home Depot, Rexel USA, Helix
Electric, Rowan Electric, Pacific Rim Mechanical, and
Bergelectric for bringing its lunch truck to the event.
Participating vendors include OneSource Distributors,
Wattstopper, Ideal Industries, San Diego Lighting Association, Dewalt Tools, Klein Tools, and Milwaukee Tools.
About ABC San Diego
Associated Builders and Contractors is a national
trade association representing nearly 22,000 merit
shop contractors, subcontractors, material suppliers
and construction-related professionals in 70 chapters
across the United States. The association’s membership
includes all specialties within the industry, and is
comprised primarily of firms that perform work in
the industrial, commercial and institutional sectors
of construction. ABC is recognized as one of the
leading organizations representing America’s business
community and the construction industry. Visit ABC San
Diego at www.abcsd.org
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“Education is important if you are serious
about being the best in your trade.”

-Eric Kliebenstein, ABC San Diego Instructor
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Event

ASA

orange county

Networking Event on January 10, 2017
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MOTHER OF 4 BUILDS
NEW HOME USING
YOUTUBE VIDEOS

In Arkansas, a single mother of 4 had
little money but was determined to
have a home large enough for her
kids to have their own rooms. After
leaving an abusive relationship,
she secured a loan, bought some
property, and with no construction
experience started building a home
from scratch with just her kids.
Using only YouTube videos and trial
and error, they successfully built a
3,500SqFt house. The 5 bedroom
house complete with a library took
just over a year to complete. The
materials cost around $130k, the
house is now valued at over $500k.

CONSTRUCTION WORKER
FINDS HUMAN LEG IN
TRASH BAG

A construction worker in Auburn,
Alabama was working nearby a
bridge when he noticed a suspicious
trash bag floating in the creek under
the bridge. Upon investigating the
trash bag, he discovered a severed
human leg. Authorities were called
to the scene where they combed
the general area, but unfortunately,
didn’t locate any other body parts
or human remains. The human leg
was sent to the forensic crime lab
where they will attempt to locate the
victim. An investigation is underway
and search for additional remains in
the creek is continuing.

ICONIC PLUNGE AT
BELMONT PARK GETTING
COMPLETE OVERHAUL

San Diego’s Plunge at Belmont Park
is an iconic building that finally has
the green light for construction of
a complete overhaul. Originally
built in 1925, the community pool
closed 3 years ago after routine
repairs deemed to extensive. At
around $6 Million, the new Plunge
is slated to open in 2019, rebuilding
the iconic structure and pool as
well. They will need to demolish the
48-foot tall, 21,000 SqFt pool building
and replacing it with a completely
new structure, including a 6,400SqFt
mezzanine connected to the
adjacent gym.

SOGGY NUMBERS?
6 common accounting
mistakes to avoid
You’re probably familiar with the term “crunch
the numbers.” Well, in a tumultuous industry like
construction, it’s all too easy to let crisp, timely financials
go soggy with outdated data and flat-out mistakes.
Here are six common accounting errors to avoid.

1

Inaccurate allocation of overhead
To develop a realistic picture of your job costs —
and, therefore, the profitability of your projects — you
need reliable methods for allocating overhead among
jobs. Overhead generally refers to costs that benefit
all jobs. Examples include rent, office equipment and
supplies, salaries for executives and clerical staff,
insurance, taxes, advertising and marketing expenses,
and accounting and legal fees.
Construction companies often allocate overhead
among jobs based on direct labor costs or direct
labor hours. But, in some cases, this approach causes
over- or underallocation of overhead, which creates a
distorted picture of job profitability.
For example, if your projects tend to be equipment
or material intensive, rather than labor intensive, it
may make sense to allocate overhead based on one
of those costs or perhaps some blend of direct job
costs. The key is to develop a method for allocating
overhead costs to the jobs that drive them.

2

Improper cutoff of job costs
Many construction businesses use the accrual basis
of accounting, which means they record revenues
when earned and expenses when incurred. Cutoff
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errors occur when expenses are omitted from a period
covered by a financial statement — typically, because
invoices aren’t received until after the period is closed.
Are you susceptible to this problem? If so, consider
implementing a voucher system or some other
mechanism to ensure costs are recorded as liabilities or
accrued costs in the period in which they’re incurred.

3

Erroneous change orders
Change orders represent both great opportunities
and potential pitfalls for contractors. What’s more, the
accounting rules for dealing with them are complex
and can lead to errors.
For instance, if you’re overly optimistic that a change
order will lead to additional revenue, you may
overestimate profits — resulting in profit fade as the job
progresses. This may happen if you begin out-of-scope
work before the change order is approved, or if you
and the owner agree on scope but leave discussions
of price for another day.

4

Inaccurate job cost estimates
For contractors that use the percentage-ofcompletion (POC) method to account for jobs,
estimated job costs is a key factor driving revenue
recognition. Errors may be caused by:
•
•
•

Poor estimating or forecasting,
Inaccurate recording of actual costs, or
Mishandling of change order accounting.
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Among the best ways to avoid the effects of estimating
errors is to reconcile actual to estimated costs on a
monthly basis.

5

Failure to recognize loss contracts
Construction companies that use the POC method
sometimes fail to consider whether a job is likely to
generate a loss. Under such circumstances, Generally
Accepted Accounting Principles require them to fully
recognize the loss at the time it’s determined.
If you’ve encountered this issue in the past, be sure
to stay informed. Regularly review each project’s job
cost schedule. In the event estimated costs exceed
the contract amount, be prepared to accrue a loss.

6

Improper treatment of joint ventures
Joint ventures, like change orders, are potentially
valuable opportunities that come with their own
accounting rules. Without going into detail, the
manner in which costs and profits are shared among
the participants depends on the way in which the
joint venture is structured and on the terms of their
agreement.

To avoid errors, leave nothing to chance. Be sure you
and the other party agree on the proper accounting
treatment before starting work. From there, implement
procedures to ensure that the venture’s activities are
properly documented.

private companies. It prescribes a five-step model for
recognizing revenue:
1. Specify the contract.
2. Identify performance obligations.

Numbers matter

3. Determine the transaction price.
Construction is characterized by thin profit margins
and a high degree of uncertainty. So accurate
financial reporting is important not only to operating
successfully, but also to looking good in the eyes of
sureties, lenders and other stakeholders. And to make
the challenge even greater, contractors should begin
to prepare for new revenue recognition rules that
take effect in 2018. (See “Accounting changes on the
horizon.”)
Accounting changes on the horizon
If your construction company follows Generally
Accepted Accounting Principles (GAAP), important
changes are ahead. A new accounting standard
that rewrites the rules for revenue recognition is
scheduled to take effect in 2018 for calendar-year

4. Allocate the price among the performance
obligations.
5. Recognize revenue when (or as) performance
obligations are satisfied.
What does this mean for contractors? For one thing, a
contract previously treated as a single performance
obligation — such as one that calls for construction
as well as equipment installation — may have to
be accounted for as two separate performance
obligations with different revenue recognition
schedules.
Also, the new rules will eliminate the percentageof-completion method of accounting for long-term
contracts. This doesn’t mean you won’t be able to
recognize revenue gradually over a project’s life. But,
for that to happen, you must gradually cede control to
the owner. Whether you’ll be able to do so will depend
on various factors, including the nature of the job and
contract terms.
Between now and the end of 2017, you’d be well
advised to evaluate how the new standard will impact
your construction company. You may need to consider
contractual or other changes to ensure compliance
with GAAP. Your CPA can help you get ready.

About Gelman LLP
Gelman LLP was established in 1983. The firm serves
hundreds of business and individual clients throughout
Southern California. We are committed to providing
superior audit, accounting, tax, and business advisory
services in a manner that is timely, professional and
personal. As a local firm, with national and international
resources, Gelman LLP attracts talented and experienced
staff members who provide clients with service that
exceeds expectations.

For more information,
visit http://gelmanllp.com
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