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This course - Executive Issues in Construction – deals with the day-to-day problems that face construction executives.  Through various speakers, projects and assignments the students were introduced to the “real-life” aspects that management teams inevitably struggle with.  The following pages contain key lessons learned from three of the speakers (D. Strohmeier, J. Teeples, and J. Coleman), the transcript and summary of an interview with a business professional (P. Moore), and an action plan for my career in the construction industry that incorporates information obtained in the speakers’ presentations; the interview; and additional research.

Lecture Topic:  Strategic Planning
Presenter:  Doug Strohmeier
Company:  Doster Construction

Position:  Manager of Business Development


Doug Strohmeier spoke on the importance of strategic planning and how it determines, shapes, and reveals the objectives/goals of a company.  I found this lecture particularly fascinating and was intrigued by several views that Mr. Strohmeier offered on the overall process of developing a company’s strategic plan.  This lecture was interesting because it affirmed many of the things I learned while getting my management degree and equated it to the construction industry.  


Mr. Strohmeier caught my attention with the very first view he presented.  It was his two classifications of a strategic pattern - the shotgun and the rifle approaches – that first drew me in.  I had never considered a strategic approach in this way, but once I heard the analogy it made perfect sense to me.  The shotgun approach was referring to a company that takes on a broad range of work, not particularly specializing in any one field.  The rifle approach was referring to a company that is more precise, or specialized in one particular field. Just as the analogy implies, these two approaches are vastly different, but in the right situation they are equally effective. 


After hearing the shotgun and rifle analogy, I applied it to the construction industry.  A construction company that takes the shotgun approach is trying to capitalize by offering a range of services over a broad spectrum.  This type of company would be trying to make a little money on many different types of work; it would capitalize on convenience.  It would be able to service a wide variety of needs for one particular owner, making the construction process very convenient for that owner.  At the same time, the amount of work that the company generated in one project would make up for some of the inconsistencies in the work it performed (inconsistencies because the company isn’t always performing the same tasks).

A construction company that takes the rifle approach is trying to capitalize by specializing in one particular field.  In order for this approach to be successful, a company must perform at its maximum potential.  This type of company is trying to make a lot of money on one type of work by performing at a high level of efficiency.  This company would capitalize on its expertise in a particular field.  Its expertise would be extremely evident when problems were encountered; chances are, the company has already seen your problem before and knows the best way to handle it.

The second way Mr. Strohmeier caught my attention was with his view of what should comprise an action plan.  He stated that an action plan should have four specific parts (goals, objectives, measurements, and timelines.)  He further stated that after performing an S.W.O.T. analysis, an action plan must be formulated for each objective in order to specify how the company is to achieve each goal.

I already knew that after a S.W.O.T. analysis has been performed the first step is to formulate a plan for the direction of the company.  (This is apparent before the S.W.O.T. analysis is performed, or the analysis would serve no purpose.)  However, I think that his view of formulating an action plan for each objective/goal is unique.  Mr. Strohmeier’s recommends that a company to set reasonable goals, outline specific objectives on how to reach the goals, set measurements for these goals, and set a time frame for these goals to be accomplished. 

This process would help a company to achieve its ultimate purpose.  It would force the company to completely rationalize the action plan by forcing them to look at it like a puzzle; examining the bigger picture one piece at a time.  In turn, this process would force the company to think about each and every component of the plan.  Ultimately, causing the company to evaluate its composition and determine what is really achievable.   Following these steps in formulating an action plan will eliminate the chance of formulating an overall strategic plan that is unattainable.  

Lecture Topic:  Business Start-Up
Presenter:  John Teeples
Company:  DE/TE Builders

Position:  Owner 


John Teeples outlined key issues that need to be addressed when starting a business.  He discussed many start-up aspects that are essential components to establishing a successful business.  Many of these topics were very familiar to me because of various undergraduate classes I had taken.  But many of his views on these topics went above and beyond what I learned in classes.  The thing that most intrigued me were the five items that he felt were key issues needed to be addressed when starting a construction company.  They were legalities, banking, accounting, bonding, and insurance.  The remainder of this section will detail aspects of these five items that I found to be most useful.


The first key issue in starting a business, according to Mr. Teeples, is to secure the services of a lawyer.  A lawyer helps you decide what legal form of business is best for your company, and files the necessary documents to start a company.  They also help you with specific, construction-related needs such as claims.  It was his recommendation that separate law firms, each specializing in appropriate fields, be secured for these needs.  I never realized that a lawyer would have to play such a vital role in getting a business of the ground.  This made me realize how important it is to start a business on the right foot.   

Mr. Teeples emphasized the importance of receiving a line of credit.  He even went as far as to say, “beg, borrow, & promise” to get it.  In my opinion this is something that will never be covered properly in class.  I think that sometimes people in the construction industry take banks for granted.  Any construction company takes a lot of money to operate and 9 times out of 10, it is not the general contractor’s money (it’s the banks money) allowing it to operate.  The problem with construction companies is that they have to cover 100% of the cost of a project, or 100 % of the cost of a portion of a project, before they get paid.  This time lapse before getting paid can sometimes be several weeks or months.  For this reason, it is obvious that banks play a vital role in the building process.


Mr. Teeples also emphasized the importance of an accountant.  Taxes are not at all visible when looking at a construction project, but they still play a major role in the process.  He informed us that a good accountant will advise you in the method of accounting that is best for your company.  This is an aspect of construction that is of extreme importance and has the potential to be easily overlooked.  The method of accounting selected controls the way taxes are paid on company income.  In turn, this can affect the amount of working capital available to the company, potentially creating banking issues or problems. I found very insightful for anyone considering starting his/her own business.


Mr. Teeples then detailed the troubles that a start-up construction company has with bonding.  He stated that bonding companies look at start-up construction companies as “too risky.” Considering that almost all commercial construction requires bonding, this creates a major problem.  I guess I looked at bonding as just another start –up cost associated with construction, not something that you have to qualify for in order to be able to start construction.  He also emphasized the importance of continually checking other bonding companies to make sure that you are getting the best rate available. 


The next topic that covered also came with the advice to continually check rates.  I was unaware that insurance rates for an established construction company could vary significantly from company to company.  I had also never really stopped to think of all of the different insurance that was needed to run a construction company.  Worker’s compensation, automobile liability, umbrella liability, and builder’s risk all play a vital role in protecting a business.

Lecture Topic:  Construction Banking
Presenter:  Jerry Coleman
Company:  Sun Trust Bank

Position:  Manager Of Commercial Lending


 Jerry Coleman spoke to our class on the topic of Commercial Banking.  He discussed some of the things his bank looks for when considering a commercial loan.  His comments were very poignant.  He stated that the bank he works for is not a “pioneer bank;” they are never the first in on a new project, more likely the fifth, or sixth.  His views reinforced what John Teeples suggested about always “checking” to make sure you are getting the best available deal.  Mr. Coleman emphasized that his bank was not there to help pave the way for someone entering the construction market, but rather to help him/her through the rough spots.


He stated, “ In the construction industry you have the owner vs. the contractor vs. the architect vs. the sub contractor vs. the supplier.”  This statement summarizes SunTrust’s views on commercial lending - very risky with many potential pitfalls.  I guess I need to remember the construction industry is a high-risk, low-margin business.  From the outside looking in, I can see how a commercial-lending institution would want to cover all the bases.  This particular bank does not specialize in construction lending; therefore seeing it as a risky investment.


One of the precautionary measures SunTrust takes on any construction-loan application over $750,000 is to have an automatic construction risk review.  The contractor will be required to provide plans, specifications, and a cost breakdown for the project.  The bank will have a third-party consultant conduct a cost and feasibility study to help the bank decide whether to grant the loan. If the loan is approved, this same consultant will also do monthly inspections of the project while it is under construction to protect the banks interests.  The borrower will be expected to pay all of the related cost.  Mr. Coleman stated that most of the time, the consultant usually found ways to save money that exceeded his/her fees.


This whole process was a brand new concept to me.  I think that in the bank’s point of view, this cuts the risk in half.  More than likely, if a contractor needs a loan for that amount of money, it is a substantial construction project.  This contractor would not have been awarded the project if he/she did not already have a proven performance track record.  Then the bank seeks a second opinion from an industry expert.  If is the contract is awarded, this consultant constantly monitors the project to make sure that it is staying on track.  This is almost a “no lose” situation for the bank.  Although I think this practice is a little conservative, I feel that the overall process in very thorough.  I think this process would be very beneficial in helping establish a new relationship between a contractor and a banker.  I also feel that when a contractor has a proven track record with a bank, this process might damage the relationship with that bank.  One could easily interpret this process as “looking out for number one.”


The most salient concept I took from Mr. Coleman’s presentation was “cash is king.” His presentation, coupled with John Teeples, emphasized that when you want to get support from a bank on a construction project you must exude confidence and the willingness to lay it all on the line.  Although each bank has a different opinion on how much cash (or equivalents there of) need to be laid on the line, one thing is very important; this is what shows the bank your commitment to the project. 

Interview:  Patrick E. Moore

Company:  Patrick E. Moore & Associates

Position:  Financial Consultant

I interviewed Mr. Pat Moore on the important aspects of pre planning for a start-up construction company.  Mr. Moore has worked as a financial consultant for 22 years.  He started his own business selling insurance and group benefits.  As his business grew, he obtained all of the necessary certifications and has been doing financial consulting for the last 18 years.  Mr. Moore recently merged with Lincoln Financial.  The following section details with Mr. Moore’s advise for someone looking to establish a small business.

I asked Mr. Moore the question, “As a Small Business Financial Planner, what things are essential to a Construction Business start-up?  What steps can be taken before hand to help with this process?”  He broke down his answer into several categories.  These categories were business plan, financing, insurance, employees, partnerships, cash, and accounting/legalities.

Mr. Moore’s first advice was to create a business plan.  He suggested that this plan include realistic performance projections on sales, income, and expenses.  He suggested that these projections be broken into one, three, and five-year increments.  He felt creating this plan would provide an excellent opportunity to research the market and research the availability of the work force.  Mr. Moore emphasized that it was vital to look at all aspects of the market before entering.

The purpose of creating this business plan was to aid in the difficult task of securing adequate financing.  Mr. Moore felt that at least 20% of the start-up capital would need to come from the new business owner.  He also felt that the owner would probably have to collateralize assets to obtain financing.  He suggested that everyone with intentions of starting his/her own company go to the Small Business Administration for help with loans and business plans.  His final thought on financing was that anyone considering going out on his/her own, should start saving as much money as possible, as soon as possible.  It was his recommendation that the potential owner be prepared to not draw an income the first year.

   Mr. Moore recommended that adequate insurance policies be obtained to cover any type of accident.  These included auto liability, business liability, disability, and life insurance.  He felt that a business was the most vulnerable in its infancy, and even a small mishap could have a devastating, if not fatal, impact on a start-up business. 

On the topic of employees, it was Mr. Moore’s advise to recruit the best employees possible.  He felt it was vital part of getting the business off the ground.  He felt that you should plan to pay salaries that are slightly above average to help attract above-average employees.  He also suggested offering profit sharing as an incentive for employees.  Mr. Moore emphasized that good employees would pay off in the long run.

When deciding on the legal form of business for your company, Mr. Moore felt that it was important to obtain an attorney and accountant who have prior experience in the construction industry.  He felt it was important to look at all of the legal forms of business entities and then decide which one is right for your business.  He implied that the proper accountant and attorney would dictate this decision.  He warned that a partnership is a dangerous form of business, and insisted that anyone forming this type of business have a formal, written partnership agreement and a formal, written succession plan.  He over emphasized the most vital part of any partnership is 100% trust in all partners.

 Mr. Moore felt that it was also vital for every new business to keep cash invested at all times.  His recommendation was to keep the money in money-market accounts so there were no penalties for withdrawing the funds.  He instructed that an established line of credit would be important during the birth stages of the business. Again, he re-emphasized the importance of not taking money out of the business the first few years, he felt that any money that could be reinvested would enable the business to expand.

Interview Notes    
As a Small Business Financial Planner, what things are essential to a Construction Business start-up?  What steps can be taken before hand to help with this process?  

Must create a Business Plan

· Should include realistic performance estimates for:



Sales



Income 



Expenses




1, 3, & 5 year projections for all

· Should also include substantial research on the market 

· Must do thorough research on availability of work force

· Look at all aspects of market before entering

Must secure adequate financing

· Own & Bank financing

· Minimum of 20% of own money probably will need collateralized assets

· Look to SBA for help with loans  

· Very important to save before going out on your own



Make provisions to not draw an income the first year

Must have adequate Insurance coverage

· Car Insurance

· Life Insurance 

· Business Insurance

· Disability insurance

Cover all bases in the event of an accident

Employees

· Research availability of work force

· Be prepared to pay 40%-50% above salaries in benefits and taxes

· Pay them as much as you can, try to attract and retain above average employees – they will pay off in the long run

· Establish profit sharing if necessary - as incentive for employees

Partnerships

· Must have complete trust in partners

· Have a written formal partnership agreement

· Have formal business succession plan – in the event of partner death, disability

Have Insurance against for things

Cash

· Keep cash invested at all times, every little bit helps

· Keep cash in palaces where there are no penalties to take it out

· Have business checking account

· Create a line of credit only use on short term basis

· Reinvest back into business heavily first 3-5 years, this will enable business to expand

· Be careful with taking money out of the business

Accounting and Legal

· Hire good established accountant and attorney in the construction field

· They can help make sure that you set up the type of business that is right for you

· Look at pros and cons of all types of businesses before choosing 
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