Cash flow and
how tofmake money:

y
By Frank Grego, preasdet of Gragp Soffuare
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Retention impact on cash How

As commeralal contractors, you can
have retention held up to a year befors
getting pald. A 10 percent retention is

a margin percentage. El'l_lt e ‘.ﬁﬂt}'.l. a

10 peresnt markup, 10 percent rsten-
tion will put you in the red

Consider an$11,000b1d that indud e:
a 10 percent matkup on $10,000
(31,0000, Retention eon $11,000.00
squals $1,100 — less than your markup,
resulting in the nsed to fund projex
overhead from your podest untl the
retention ls paid! Mslcing pmﬁt =1
having a nsgatlve cash flow puts you our
of busness.

If 2 commerclal contraztor doing
$1 milion worth of wotk per year
wants to grow to $23 milllon per year
thers must bs enough cash to suppont
the amount of retentlon to amrver the
growth — not to mention the monthly
increases in sxpenss cost.

Owerhead impact on cash fow
OV&IhES.d lS tEItS]. elalci that '33.1'.& b&

diIECﬂ}r attributed to t]f'.l.& PIDjECt SLJ.C]T'.I.

as buﬂding, rent, utilitles, office labar
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vehicles, and insumnce — basically costs
awsoclated with conductin g business.

Trditional overhead for 3 cermmic
tile shop s 1% percent with 2% percent
for a stone fabrcation shop. Angthing
more Iz consddered too heawvr when
compared to sles.

If you are using = complete acoount-
lng spstem with job cost, the overhead
percentage can be calculated from what
Lz nsually printed In the financlal sare-
ments. A good program can pring 2
financial satement at any moment

Investin = good estimatin g prograom —
It can equip one estimator o do the job
of four workers, eliminaring the human
raldmbe fcor and three payroll checlks.
Yo might be able o bid 10 times more
bids maldng room for deeper jobs yon
didn’t hawe time for before.

Profit and cash flow

Profit s the money left after job
costs and your overhead has been
peud. But the acmal profit clenlaed is
almost never completely reslized. Back
charges, repairs, punch list iterns and
unforessan problem costs alwegs mem
to happen. Bren if 2 10 percent profit
Lz calculated, no more than 3-8 percent
raay be realized.

Many estimators are price negotia-
torsand will uttheir bid when asked —
bt be sure to break out overhead and
profit before considering = cut to your
bid. How else do you know how ranch
sou o afford to cutif pou don’t kenow
what your profit s ;supposed © be?

Would you wle this 12,300 job
at L1900 IF s0, poud only make
$400 profit with total cost of $11.500

including overhead.
Jobeost $0opo0.oo
Merhead 15 percent $1 B00.00

Profit 10 percent (on costonly $1 000,00

Total pmject $12500.00

Here's accounting food for thought
for a company expecting to do $1.25
million = year:

Eapec:ied annualoost $1,000000.00
Aetual mwerhead cost 16 perent $15000000
Expected pmifit 10 pement $100,000.0

Total expected Revenye $1,.FJ0000m

Fom have 2 fied bese ovedhesd. Thar
fneans pou g get o the toial gross sles
rarober to make this scenacn wods Fion
dorit get the ol Evenne o cover the totl
overhead pou fignred then the cverhesd
cost notoowrd ' comes from prohic

If pou are 2 bid-cutter, each time you
cut profit from any bid, ol Evenue
bas to increase dematcally © cover
your fized overhead. Only then can
profits manch caloulations, bat pon will
hawe done rouch more work and tken

roore sk for the =me money.

Uit pricing

Consder camfully before udng unit
pricing on 2 job. On cemmic dk jobs,
when times get ough or the jobs gt blg
ger o pdce, unit pricing can sew a pb
one wayor the other. One price does not
fit all and the good estimators kenow that

On sone slab pojects even the small-
est project can go negatve due to the
need to purchase more dabs than the
project unit pricin gallows. Borlnsance,
won ey need 41 sguare ketof makrisl
to com plete a &0 square foot job 50 o

40

wenfikkletercom € June 2002



.

-
[ .

are forced to buy an extra slab. [ found
that many sops have a nice size bone
yard because the client did not really
want to pay what was needed. The
resullt is the fabricaror beught it and
now it s "inventory in the bone yard™

Software programs: essential tools
Contractors with jobs thar lag many
weeks should knew where they gand
against the cost on the etimare of any
tirne It easy to calodate job cost In an
accounting program and compars &oto
Foul estirnare for that peried ofthe project.
"The accounting program will give you the
aost to date i iskept current and the el
rating program will tdl youthe cost ofthe
wotk compleed to dare ifkeept airrent.
Hawve you ever heard the expression,
"rood competition isgood for business™
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~ Special customized pricing programs
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~ |ncrease office production by up to 4 times instanth

~ Eliminate the "human factor” mistakes

~ Acrounting exports and product imports are automatic
~ M ultiple manitor viewing for digital estimating
~ (n3creen electronic compatible file list is incredible
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iOne of my contracters in Indianapelis
found his eximating program was so
acourate and easy he promoted it to his
competitors because bid tabs were so
erratic. Affer two years of tracking the
group, profits increased rmore than 135
percent actess the board since sveryone
got on the same pricing level.
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