Business

The 10-Minute Profit Check

by Dennis Dixon

Regularly comparing job estimates with actual
expenses seems like a no-brainer. But after years of

training hundreds of contractors about finances, I suspect
that many contracting businesses don’t make this type of
comparison, at least not in a systematic way, and I'm cer-
tain that means theyre losing money.

How do I know this? The answer is that I've run my own
custom building and remodeling business both ways
— with and without checking estimates against actual

Dixon Builders Weekly Financial Summary
Week Ending: November 30, 2012

Checking Balance S 95,360

Accounts Receivable 5 181,406

Accounts Payable 5 (69,567)

Projected Cash 207,199

Payroll (4 weeks) S (61,705)

Overhead (4 weeks) § (4,523)

Cash Balance $140,971

Project & % Under (Over)
ComCaapuey | TS | Al | iite ] Bedgn

A |Parks Custom Home
100 | Bldg permit 5 8570 5 8570 100% H o
110|Lot clearing $ 45165 4320 100% | 5 194
120| Footings $ 10,541 | 510,541 100% 5 [
130 | 5tem wall $ 9500| 5 9,881 100% ] (381)
140 | Floor fill 5 5139 | s 5010 100% s 129
150|Floor concrete S 9856 | 5 9856 | 100% E] -
160 Floor frame 1st S 6447 | 5 4,922 100% 5 1,525
170 | Wall frame 1st 5 5969 | 5 2,945 | 49.33% nfa
180|Floor frame 2nd 5 7670| 5 - n/a n/a
190|Wall frame 2nd s 7898 5 - nfa nfa
B Lee Remodel 5425
€ |[Thomas Remodel Details not shown to simplity example 5268
D [Weeks Remodel (5114)

Staff comments:

Parks: 2nd floor framing material delivery delayed

Weeks remadel: spent 5114 on carpet cleaning

The author spends a total of 10 minutes each week with a finan-
cial summary and itemized list of active jobs like this one. At the
top is a projection of cash flow for the coming weeks. The remain-
der of the form compares estimated to actual costs by project for
major job phases. Cost overruns (negative values in the far right-
hand column) alert the author to change orders, and often lead

to adjustments on remaining work to make up the difference.

costs — and have seen the difference. Once I developed
asystem for reviewing these numbers and got disciplined
about following it, my company became significantly
more profitable.

How It Works

Every Friday afternoon, I set aside 10 minutes to review
project numbers. I began doing this in 1990, soon after
I started using a computerized accounting and project
management system. The review alerts me to cost devia-
tions on individual jobs so I can actively manage those
deviations before they overrun the project. In addition,
the lessons I learn help me to estimate more accurately
in the future.

The numbers are compiled in a report (see sample, left)
I run every Friday after any invoices in that day’s mail
have been entered into the computer. It begins with a sim-
ple cash summary listing my company’s bank balance,
accounts payable and receivable, plus payroll and other
overhead obligations. I use this section to get a quick
read on what my short-term cash requirements are and
to make sure I will be able to cover them. In the example
here, cash flow is good, but when the “Cash Balance” line
approaches $10,000, it’s a signal that something has to be
done to improve cash flow.

The rest of the report is where I spend most of my time.
It’s organized by project, and because all invoices are
coded according to the phase of work — electrical, dry-
wall, roofing, and the like — the projects are broken down
into those categories. For each cost category, as well as
for each project overall, the report shows the estimated
cost, the actual cost, the percentage of the task that’s been
completed, and the amount by which the actual cost is
under or over budget, each in a separate column. This lets
me see at a glance how the job itself stands, and alerts me
to any cost categories that are over budget.

Correcting Course

For example, look at the Parks job in the sample report.
It shows that the cost category “Stem wall” is $381 over
budget. That’s not a huge overrun and the job overall is
still under budget, but it tells me something didn’t go as
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planned. To find out what, I first look to
the “Staff comments” section at the bot-
tom. These are mostly taken from notes
written on invoices by job supervisors,
and are entered into the system along
with the invoice amounts. In this case,
the comment tells me the reason for the
overrun.

If there’s no comment, I may know the
reason from having talked with the proj-
ect manager; in fact, the comments are
often just a reminder, because I'm in close
day-to-day contact with the project man-
ager on each job, and I rarely have more
than three jobs going at once. Butif there’s
no comment and I don’t already know the
reason behind the overrun, the report has
served its purpose by alerting me to some-
thing I may need to look into.

Sometimes an overrun is caused by
something unforeseen — as was the case
with the stem wall. In that case, I may talk
with the job’s project manager about how
we can tighten our belts in other cost cat-
egories to get the job back on track. Other
times, an overrun may be caused by addi-
tional work that is out of the project scope.
The action I take depends on how the
individual job is performing overall, as
well as on how all jobs taken together are
performing.

For instance, sometimes a homeowner
asks for a few extra electrical outlets. Typi-
cally, we will install them as a courtesy.
(I actually think this is good marketing,
and I make it a point to write a “no charge”
change order.) Butifthe job is already over
budget, our change order will charge for
the work.

I also look at each job in the context
of my entire workload. Say I have three
remodels going, and my review shows a
$500 cost overrun on one of them because
of a roof repair. The budget for that job
may be so tight that it would be difficult
to make up the loss. But if my report also
shows that the other two jobs are under
budget, I'll feel better about writing off the
$500. I will certainly look to learn from the

experience to avoid repeating the prob-
lem, but what’s important is that the com-
pany as a whole is meeting its earnings

projections.

Caveats

This system only works if you accurately
estimate projects. In fact, one benefit
of doing this weekly is that you will find
out very quickly if your estimating has
become sloppy.

This system also demands that you
understand the portion of your overhead
borne by each job, and that you properly
allocate overhead charges to cost over-
runs and job delays. My company over-
head is $55 per hour, which I calculate by
taking the dollar value of my yearly over-
head (a number that includes all office
expenses as well as my salary) and divid-
ing by total working hours per year. If an
overnight blizzard requires carpenters to
spend three hours shoveling snow before
they can start work the next morning, and
if there’s no other job underway that they
can go to, the extra cost is their time plus
$165 in overhead.

When there is a cost overrun, you can
diagnose it only if you have accurate
details. To get them, your employees’
time cards have to record exactly how
they spend their time. That's especially
important for extra work that’s eligible for
achange order. By the way, this only works
if managers don’t chew out employees for
making honest mistakes. A carpenter who
gets in hot water for doing work that’s
essential but out of the scope of work will
be less forthcoming about it in the future.
You have to make sure everyone, includ-
ing your crew and your subs, is working as
ateam and not blaming others.

There’s an old caution that “ghost
supervision breeds apathy,” but doing this
weekly review sends a clear message that
I'm an active manager who pays attention
to details. Employees and subs know I'm
watching the numbers and will be talk-
ing with them if there’s a discrepancy. The

fact that I'm always sharpening the pencil
makes them a lot more careful about the
budget.

I used to work from a more complex,
more detailed report, but it took too long
to plow through it. In fact, I used to dread
Friday afternoons. Since I've whittled it
down to one page, I can get all the infor-
mation I need in about 10 minutes. I end
the week knowing that either every job is
on track or I've implemented a plan to get
itback on track. That makes for more-prof-
itable jobs — and stress-free weekends.

Dennis Dixon is a licensed general con-

tractor in Flagstaff, Ariz., and a frequent
contributor to JLC.
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