BEFORE
DURING

AFTER

Compliance and
administrative
documents are
opportunities

to improve
cash flow.

change order’s effects are negative —because there
typically isn’t enough gross profit margin built in to
make up for the disruption caused to the construction
process.

What'’s the result? Often, it is sloppy manage-
ment of the change order process. This leads to
poor profitability. Contractors must also deal with
slow approval and payment of change orders, which
impacts cash flow.

But, there is a silver lining. If change orders are
managed properly from the beginning, you'll find the
result to be improved profitability and cash flow. This
is where pre-planning comes in. Use pre-planning to
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The further along the construction process gets, the more a change will cost
you. Focus on spending whatever resources are necessary to identify and solve
problems early in the game.

deal with change orders at the beginning of a project
and you'll be taking a gigantic step toward avoiding
problems during the course of construction.

Problems, as we all know firsthand, usually aren’t
recognized until you are right in the middle of them.
Unfortunately, by the time you recognize such a diffi-
culty, it will cost about 30% more to fix.

Sounds bad? Sure. But even that is better than
finding out after completion, which will cost you up to
80% more to fix.

Compliance and

Administrative Documents

Compliance and administrative documents might not
be a lot of fun, but they’re the work required in get-
ting paid. Therefore, it will help you to avoid thinking of
them as burdensome administrative tasks.

What are these documents, then? They are oppor-
tunities to improve cash flow. Specific types of docu-
mentation necessary will vary on a project-to-project
basis. No matter the specifics, you must give these
documents priority treatment!

Usually, these documents are managed by one
of your departments, as part of your process—as in
the contracts department, accounts receivable, or
payroll. It’'s important for the project manager to be
aware of how your company manages these docu-
ments—and to make sure these processes occur in a
timely manner.

Things to think about:

¢ Not handling compliance and administrative
issues in a timely manner impacts cash flow.

e Poor handling leads to the perception of poor
customer service.

* The project manager should be aware of all these
documents.

e Processes for approval, and how they impact
cash flow, should be mapped out at the pre-job
meeting.

* Project managers should be aware and follow-up
on these processes.
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with things at the end. .. when you’re ready to get
paid. Delaying the problems only increases the
overall timeframe—and there’s no reason for this.

Punch Listing

No matter how good of a job you have done
throughout the rest of the project, the customer’s
perception of your abilities largely rests on how well
the punch list and close-out processes go.

And, on your end, long punch lists eat up job
profits and delay final payments.

What'’s the solution? Constant punch listing of
the project. This will benefit cash flow and profit-
ability, as well as improving customer service. Why?

Constant punch listing helps you stay on track
of problems as they occur, instead of trying to deal

Summary Checkilist
Take a look at the list of ideas below to get
started NOW on improving your cash flow using
the techniques addressed in this article: Change
Orders and Cash Flow, Compliance and Adminis-
trative Documents, and Punch Listing. Try to com-
plete as many of these ideas as you can within
the next two weeks:

e Create an opportunity to meet with every-

(¢

Punch List hange Orders

11 Ways to Better
Manage Change
Orders

How To Punch
Up Your Punch
List Process
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Don’t wait until the end. While
it seems to make sense to wait
until the job is complete to cre-
ate the punch list, it will serve
you better to start early.

CASH FLOW

Make your own punch list.
Walk through the job on your
own and create your own punch
list. Doing this will enable you
to see firsthand what needs

to be dealt with, and what can
be handled immediately, rather
than waiting.

Make a list every few hun-
dred man-hours. By doing

this consistently, you’ll find the
job is far easy to close-out on
time —which means getting your
money on time.

Note areas where others are
impacting your work. Having
this in front of you will help you
resolve issues quicker.

Resolve punch list items
quickly. The faster they’re
resolved, the quicker you’ll get
paid.

CASH FLOW
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Use project pre-planning to identify
changes and possible changes before
starting.

Get to know everyone involved in
approving your change requests.

Find out exactly what the specified
change order processing time is.

If a time isn’t specified in the contract,
try to insert your own clause.

Set up a change request as soon as you
think there might be an issue.

Make pricing change orders a top prior-
ity in the company.

Manage all your documents electroni-
cally.

Attach all supporting documents to your
change request in one PDF.

Make sure your backup format meets
the contract requirements.

Build your change request format to
match the customer’s.

Get change requests on billing format
as soon as they are submitted.
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:)en(fuzs\gl-ved in approving your change order Th i ngs TO Watch FOI"

e Use this opportunity as a way to open commu-
nication and begin discussing how pre-planning
can be used to identify changes.

’t Let These
i Stop Your Cash
5 Flow

e Choose three current customers and open a
dialogue with them about change orders. Then,
build your change request format to match each
one.

e Set up a meeting with your project managers to
discuss compliance and administrative docu-
ments. Brainstorm for ideas on how the pro-
cesses could be better managed.

e |nsurance certificates
e Certified payroll

¢ Fringe benefit statements

e Consider how you can improve your punch lists,
and then put that into action. Select at least one
job that you can apply these improvements to
immediately, and then create your own punch
list for the job.

With nine techniques to improve your cash
flow in this article and the first two, there are
just three to go. Look for Close-Out Process,
Cash Flow Projects by Project Managers,

and The Cash Flow Game in the next issue of Brown is the President of D. Brown Management, which spe-
Power Outlet. # cializes in helping contractors improve their project manage-
ment and operations processes. Learn more about all the
dynamic services D. Brown Management offers, and sign up
for a free newsletter at www.dbrownmanagement.com.

e Lien releases

e Safety meetings
e |ncident reports
e Billing back

[
i
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= e Daily reports
[
[
[
&

Profitability

's c a s h F’ow In reality; however, there is usually a strong .

o I and valid correlation between good cash flow and .
- | = conn ectEd tO project profitability. =

— - H To see this correlation for yourself, do an
oy Profitability? _ on fory ;
analysis of all your projects for the last few years.

: ll InPart Two, we focused on the differences Analyze both their cash flow metrics and their [ |
m . between cash flow and profitability. We demon- gross profitability. Throw in some additional fac- l
< . strated that while the end result is the same, what  tors such as customer satisfaction and repeat .
0 . happens throughout a project is what’s important.  psiness. .
. Cash flow variances that occur from startup to You are very likely to find strong statistical .

I close-out can mean success or failure to a busi- evidence linking good cash flow to good prof- I

] ness—regardless of what the profit is at the end itability and other measures of a successful [

. of the project. So, the question to answer is “Are project. .

i cash flow and profitability connected?” This connection is why it’s important for you to B

I In theory, there is no direct connection. Theo- commit to achieving adequate cash flow today. .

. retically, it is possible to have a job with horrible And note: It’s also why banks, bonding compa- .

I cash flow turn out to be very profitable at the end  pjes, and experienced operations people focus I

. [one might deem that to be extremely unlikely, of on under billings as potential flags to profitability .

. course]. problems. # I

T rrrrrrrrrrrrrrirrrrrrrrrrrrrrr

74 POWER OUTLET rexelusa.com Volume 8 Number 3



