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Introduction

As a registered architect working for an architectural firm, my perspective on this class, as it has been for the entire graduate program curriculum, is different from most graduate students.  . Although designed for students who intend to work for a construction company, ninety percent of what is taught can be applied to an architectural firm as well. The other ten percent at least gives a better understanding of where the contractor is coming from, which can help the architect in his dealings with him. 

My level of responsibility where I work has grown to the point where I will soon be involved in management decisions that have an impact on the running of the company. As a result I have chosen the three class subjects that will best assist me in these decisions: Strategic Planning, Employee Recruitment and Retention, and Financial Issues in Construction. Without a plan of action for a company, it is easy to lose sight of the big picture due to all your time being spent on the day-to-day items. With both construction and architecture being very labor intensive, employee recruitment is critical to the company’s success, especially in today’s tight job market. An understanding of the financial aspects of running a business is key to its success as well.

Analysis

Strategic Analysis

All companies that want to be successful need a strategic plan and accompanying action plan to get where they want to end up. A successful strategic plan will have specific goals, objectives, and issues that need to be addressed for the company to grow and succeed. The decisions need to be based on company wide input as to the needs to achieve success. Having a sense of being a part of the decision-making process gives the employee a feeling of ownership in the company and the direction it takes. It also helps him know why day-to-day decisions make by his bosses are made, and assists him in knowing what direction he needs to take in the decisions he makes. The strategic plan needs to be flexible to allow the company to make quick changes as circumstances dictate.


There are various circumstances that can affect any company’s strategic plan. These include finances available, company size, company project experience, market conditions, and company and project locations. Current market conditions are one of the most critical issues for a company to consider.  This is especially true for the construction industry, both architects and contractors. In an economic slowdown, the first thing a company does is halt its construction projects, both new and renovation work. During hard economic times, a company needs to focus its efforts toward maintaining its existing business. It cannot afford to expend effort toward growth when the market does not allow it. The last thing a company does once market forces begin to grow again is to start up its new building projects again. It has to first regain any losses it had to withstand and return its financial resources to pre-slow down levels. As a result architects and contractors are usually the first to lose their jobs in a recession and last to regain their jobs when the recession has ended. This makes for a big issue that needs to be addressed.


The June 2000 issue of Architectural Record addresses the opposite market issues that have driven the economy for the last decade or so. The article refers to the last portion of this period as the Seven Fat Years. These seven years of unprecedented growth along with new advances in technology have had dramatic effects on the construction industry. While the growth has allowed even the most unorganized companies to prosper, those that had active strategic plans have faired far better and will be the most prepared when the economy finally turns down again.


This economic boom, driven in large part by advances in information technology has had both good and bad consequences. It is sometimes hard to tell the good from the bad. The growth in business has increased profits, but has also increased the number of employees required to keep up with the increased workload. The need for employees has outpaced the available workforce. This has driven up the salaries of the employees at the same time that it has made finding quality employees harder. The costs have increased but the fees (for architects at least) have not gone up. The volume of projects accomplished each year has increased, but due to the limited workforce, less time is available for each project. Ten years ago, we had seven months to design, two months to bid or negotiate, and 12 months to build. Today, for the same project, we have three months to design, one month to bid, and nine months to build. As a result each employee has had to take on more responsibility than someone of his experience would normally have. The increased rate of production has resulted, in some instances, in increased errors in design and construction at a time when the economic boom has increased owner expectations for perfection. Liability claims have begun to rise in the last few years as a result of these errors.


At the same time employees have been taking on responsibilities beyond those typical for their experience level, they have also had to learn new technology. Most architects were still drawing with pencil or pen and paper tem years ago. Now almost all of them are “drawing” with a computer. The Internet has revolutionized communication between construction project participants. No one just writes letters and makes phone calls any more. We have added e-mail, faxes, video conferencing, electronic file transfer, and interactive web sites to the mix. These have all increased the speed at which we communicate. We get the answers we need faster, but over the last few years the expectation of quicker answers has increased as well. We now have to manage technology at the same time we are managing our projects. The projects are run so fast today that project owners are asking us more and more to expand our services to include technology management as well.


All of these items have created new issues for inclusion into strategic plans.  The technology issues have been around since the sixties, but the rapid rate of change is a new phenomenon. The intensity of the employment pressures is a new issue as well. These rapid changes highlight the need for the inclusion of flexibility into the plan. For the most part, the companies that are the most successful are the ones that were able to adapt to the new technologies and the employee pressures.

Employee Recruitment and Retention


The economic boom over the last six years has brought the unemployment rate to its lowest point ever. This is especially true in the construction industry. Companies cannot find enough employees to fill their available positions. The people they can find are usually not high quality people. Those that are high quality already have jobs at other companies. The vast majority of new hires are recent college graduates. They have the raw skills necessary to become productive employees in a few years. They do not have the experience to perform effectively at the positions they are needed to fill. The result has been that employees are increasingly being given responsibilities that would have been given only to people several years their senior a few years ago.


The employee shortage that has been created by the current economic boom has resulted in an increased necessity for a company plan for employee recruitment and retention. If you want quality employees you have to be willing to pay what it takes to get them and keep them. The most obvious way to compete for these people is to pay more than the competition. This quick fix has resulted in an across the board increase of 10% in average salaries over the last two years. Once one firm has raised its salaries, the others have to follow if they want to keep up.


The second way to be competitive is in the area of perks. These perks can include (at least in an architecture firm) a better insurance package, office social activities, flex hours, a more casual dress code, and telecommuting. The problem with these perks is that as other firms begin to implement them, they eventually become industry standards or even law as is often the case regarding insurance coverage. The key to a successful incentive plan is tying it to the quality of the working environment.


Hiring and retaining employees is keyed to a win-win situation between the company and the employee. Each party needs to give a clear definition of his expectations. Once the employee has been hired, a continuous line of communication needs to be maintained to make sure both sides remain content.


I have found that I am more productive and more content with my work when I am challenged. Of the four architectural firms I have worked for, the one I work for now has challenged me the most. I am also the most content and satisfied as I have been at any firm. The people I work with make a difference to. I have worked at firms where backstabbing was all but encouraged. Even though I was getting great experience, I had no intension of working there long term. Where I work now, the people are good to work with, and the work is challenging.

 I could very easily move to Atlanta or a larger city and increase my income by at least fifty percent, but have no real desire to. Part of this is location, which can be a perk. I have always lived in a small town close to a larger city. This has given me the best of both worlds. I can live in a small town atmosphere with a somewhat slower pace of life. With the town reasonable close to a city, I can get the things I like that are found only in a larger city. While a company has to located where the work is, the amenities and quality of life its location provides can be an employment and retention tool.


The key to success, as far as recruitment and retention, is the win-win situation. If the employee can be made happy, while the company remains profitable and the employee productive, the employee will probably stay. There are always things, like family issues, that the company has no control over.

Financial Issues


As with small companies, which most construction companies and architectural firms are, financial issues are probably the least understood aspect of the company. The rate of bankruptcy for construction contractors is among the highest in the country. Most of them are caused by the contractor’s ability to handle high volumes of work with very little capital. Unfortunately, those that do this often end up broke when payments from the owner are delayed beyond the contractor’s ability to float his payments.


There are two problems associated with gaining the capital necessary to start and maintain a construction business; generating capital and using that capital efficiently enough to provide a profit and more capital. For someone starting a company, one of the keys to success is having enough startup capital. Experience should give the person an idea of what he needs up front to complete a job. If he has prepared his bid or negotiated properly, he will have gained all he needs plus profit by the end of the job. He needs to have the capital to pay the bills he has to pay before receiving payment from the owner. In theory this is a 30-day supply of cash based of the worst month of the project, but can be longer depending on the owner, architect, or other issues. Hopefully the contactor has managed enough projects to know how to determine this number.


The contractor needs to do a cash flow projection to get a better picture of his capital needs. In addition to the 30-day project specific needs, the contractor has to consider his needs throughout the entire year.  He has to pay the salaries of his estimators whether he wins the jobs being bid on or not. He has to allow for the typical slow period that usually occurs around the same time each year when income is down. Certain overhead expenses have to be paid no matter what the project income may be.

The cash flow projection can be used as a basis for a company budget. The budget gives the contractor the tool to begin controlling his expenses. It is the control of these expenses that enables the contractor to finish each project with a profit and an increase in capital necessary for company growth. 

All contractors have to borrow money at one point or another. Typically this is as an established line of credit used to carry a company through a lean billing month. If a company wants to borrow money, say for new equipment, the banker will expect to him to have some form of collateral, such as cash or stock, to cover the loan if it is not paid. The contractor’s bonding capacity is actually more critical to a contactor than his ability to get a loan. In effect, the money a contractor needs to complete a project comes from the projects owner. A quality contractor should be able to earn enough profit on one project to carry him through the next. Assuming he doesn’t tank on his first few projects, he should be able to set aside enough to carry him through a few money losers. If the contractor is successful, he will have a good bonding capacity. With this and the recommendation of his bonding company, the bank will probably give him the loan he wants.

The successful management of cash flow along with the correct amount of start up capital should result in a successful company.  The contractor needs to be sure of the experience he has gained working for others before going into business for himself. Those who take the risk, earn the bucks. The risks need to be minimized to an acceptable level, though, if the company is to become a success.
Interview

Since most of our guest speakers were from large volume, multi-office construction companies, I thought it would be a good idea to get the perspective of a smaller volume local contractor. The size of this company is more typical to the size company I work with.

Wade Kennedy

Project Manager

Parker Building Company, Inc.

Auburn, Alabama
Questions and Answers

General

1. Tell me about the company you work for. How long has it been in existence? What size company is it?


The company has been around since 1983. It was started by Jim Parker, who is the sole owner of the company. It is now a family held corporation, with his family listed as the officers of the corporation. It started out as a run-out-of-the-back-of-the- truck operation doing up to approximately 1 million dollars of work per year. It has grown steady since 83 and now has a volume of about 30 million dollars per year. It has grown by doing the same number of projects per year, but taking on larger size projects each year. The company currently does projects in the 1 million to 5 million dollar range with an occasional larger project thrown in for good measure.

2. How long have you worked there? What are your responsibilities?

I have worked for the company since graduating from Auburn in 1987. I also co-oped with the company while a student. I have the typical project manager responsibilities including helping with the estimating from time to time, although we do have a full time estimator who handles the bulk of it.


Strategic Planning

1. What level of long range planning does your company do, if any?

Our company has weekly meetings at which we discuss, among other things, future projects, what’s out there next, where is the company and industry headed. There are no meetings devoted solely to planning.


2. How does this planning effect day-to-day company operations and project decisions?

Since all topics are discussed at the same meeting, the long range and day-to-day decisions are, for the most part, interwoven with each other.

3. Is it a formal planning process, or just informal?

Informal, we do not really designate in our discussions when we are talking long range or short term. We are currently a 1-5 million dollar per year company. We have plans to grow into a 10-20 million dollar per year company. This stays in the back of our minds as we make all our decisions.


4. Is the decision to bid on or negotiate for a project based on any specific criteria?

Yes, we look at who else is bidding, how many are bidding, what type of project it is, who the owner is,  where the project is located, and especially who the architect is. We have stayed a generalist construction company, without specializing in any specific building type. This has enables us to go after projects based on size and the other mentioned criteria only. This has left us flexible in the projects we can go after.


5. What is your point of view on long range planning?

I think you have to have a general goal and direction in mind when making the decision on which projects you want to go after. If you get to detailed in your planning, though, you box yourself out of potential avenues of growth you might have otherwise missed. A lot of uncontrollable variable such as how the jobs fall, what types and sizes of jobs are available when we are ready for the next project, and difficulty of jobs obtained has a huge impact on company decisions.

Employee Recruitment and Retention

1. How does your company actively recruit new employees?

For superintendent and field positions we usually advertise in the Atlanta Journal-Constitution and other newspaper and just hire the best applicant. For project manager and office positions we usually hire a co-op student and if he works out keep him on when he graduates.


2. How does your company retain the employees it wants to keep?

Salaries and benefits are average industry amounts. The company does have a good bonus plan based on the profits made on each project. These amounts have gone up over the years along with the size of the projects. The location has a lot to do with it as well. Auburn is great place to live. All of our projects are close enough that our employees can all live here or close by. There is not a lot of traveling, and virtually no overnight trips. Also, as long as we are productive, we are allowed to manage our projects as we see fit. No one looks over our shoulders, second-guessing or micromanaging our decisions.


3. Is there a formal recruitment plan?

No, when we need someone we advertise or hire a co-op. 


4. Is there a formal retention plan?

No, most of our people are long-term employees. The quality of life in Auburn keeps them here.


5. What is your point of view on employee retention and recruitment?

We need to do a better job with the superintendent recruitment. A more proactive stance needs to be taken if we are going to get the better people. The better ones have jobs and are most likely not reading the want ads.

Financial Issues

1. How is your company organized – Partership/Proprietorship, Corporation, S-Corp?

It is a corporation, but one is which the Parker family holds all the offices.


2. How does this organization effect financial consideration? – tax, loans, risk, liability?

All financial decisions beyond project specific ones are made by Mr. Parker.


3. Does your company have a long-term financial plan?

No real one beyond where Mr. Parker wants to take the company. Money is set aside for growth and contingencies.


4. Does the delay between your submittal of application for payment and actual payment by the owner effect company cash flow? How does your company handle this problem?

No, the company has grown at a slow enough pace that our easy access accounts have always had enough to cover at least two months or more delay in payments.


5. How does your company plan for period of slow down? How do its finances effect this?

No real written plan. The company is small enough that there is not much room for cutbacks. The money has always been there for the yearly cycle slow periods, although we have not had many of those in the last few years.


6. How does your company plan for growth? How do its finances effect this?

The plan is there in Mr. Parker’s head. The company has a plan for growth with loose ideas and goals. Have too detailed of an action plan restricts the companies options and ability to adapt quickly.

Interview Summary

Based on this one interview, smaller construction companies would appear to take a much less formal approach to company management. This company at least gives little credence to most of the theories and concepts taught in this class and others, but I think follows many of them unconsciously. Most, if not all, of the project managers and other office staff are Auburn Building Science graduates. Weekly project progress meetings appear to be the only formal company wide decision making meetings held. All other decisions are either made solely by Mr. Parker or are made on the fly.  The company has a loose set of goals and direction it wants to take, but does not see the need for a formal action plan to get to these goals.  It is of the opinion that total flexibility in deciding on projects is the best way to be successful due to the changing nature of the business. Its view is that the construction industry variables controlled by market decision, project owner, and the varying complexity of projects drives the decision the company needs to make to be successful. I suspect this opinion is typical of almost all contractors of this size. The other contractors I have dealt with over the years appear to operate in much the same way this one does.
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Action Plan

Company Startup

1.
Gain the experience necessary to properly manage a project and a business

a.
Minimum 5 years working for another contractor as a project manager

b.
Take new business startup seminars as need to supplement experience

2. Gain the startup capital necessary to start the company
a.
Develop cash flow projection for company’s initial needs
b.
Develop company preliminary budget based on cash flow projections
c.
Determine amount of startup capital needed based on budget
d.
Begin setting aside capital needed (percentage of salary, investment income)


3. Establish business connections
a.
Decide where company will be located
b.
Study area characteristics
 
1.
Line up good bonding company, accountant, lawyer, banker
 
2.
Size, quality, and types of typical projects built
c.
Join civic clubs or other organizations good for business contacts
d.
Make your name known in the community


4. Start the business
a.
Business license, hire accountant, lawyer, bonding company
b.
Setup bank accounts, bonding capacity, etc… 
c.
Open up an office, hire office staff, estimator, line up other employees
d.
Establish accounts with suppliers
e.
Begin bidding on projects

Conclusion


Running a construction company, as with any business, is nothing to take lightly. It is a hard business, with a high risk factor. The rewards can be great if the company is run properly. Minimizing the risks is key to success. Before starting out you need to be sure you have gained enough experience to go it alone.  You also need to make sure you have established a large enough capital outlay to carry the company until it becomes self-sustaining.


Once the company is established, the strategic plan and its accompanying action plan need to be updated and kept current. The company needs a sense of direction and purpose to succeed. Its plan also needs to be flexible enough to allow the company to take advantage of changes in the market and other unforeseen circumstances.


With most of the employees of a general contractor being involved primarily in the management of people and materials. Employee recruitment and retention is critical to company success. The company needs to find a way to establish a quality working environment and benefits package to obtain and retain quality managers.

