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Leading a construction company through turbulent, complicated times like ours is challenging. Well Built is an actionable playbook on how to do it well. This is a must-read for any current or aspiring construction executive.


—Kevin Rogge


President, Harvey-Cleary Builders


Well Built is a game-changer for construction business owners and executives seeking lasting prosperity. This book is a blueprint for excellence, providing a strategic approach that will help you build an action plan to ensure your construction business thrives. We have considered Chad a partner to our business for a long time, and I would urge you not to miss out on the wisdom that has in-part fueled our success.


—Frank Settleman


President, Chesapeake Contracting Group


Having had the privilege of collaborating with Chad Prinkey during his tenure with our company as a consultant, I can attest firsthand to his profound insights into effective leadership. In his new book, Well Built, Chad Prinkey distills years of hands-on experience and strategic wisdom into a comprehensive guide for aspiring and established leaders alike.


—Buddy Henley


LEED AP, BD+C; President, Henley Construction Co., Inc.


Chad Prinkey’s Well Built: How the Top 2% of Construction Contractors Create Superior Value, Profits, and Excellence is a game-changer for the industry. His insights have helped me build the competitive edge needed for success. Prinkey’s guidance equips contractors with the strategies and mindset necessary to transform their construction business. This book is a blueprint for excellence, empowering leaders to thrive and stand out in an ever-competitive landscape. It is a must-read for those committed to achieving remarkable results.


—Aaron Shapiro


Business Development Manager, Shapiro & Duncan, Inc.


I discovered Chad through his efforts to create content to help improve GC-subcontractor relations. His advocacy for creating a healthier environment for everyone by working on the root causes of industry dysfunction was refreshing and caught my attention immediately. We work closely with Chad and his team to help Contexture deliver customer delight without sacrificing our business objectives. The construction industry needs more voices like his.


—Brianna Goodwin


President & CEO, Contexture


Strong leaders show the path forward and inspire people to become the best version of themselves. They also have the courage and conviction to challenge the status quo and stand for positive change. Chad has risen to his position as a sought-after consultant and thought leader in the construction industry by doing both of these things consistently. His book, Well Built, provides clear, inspirational, and actionable advice for General Contractors and Trade Contractors. The message is right on target for the needs of today’s construction industry.


—Jason E. Keller


Managing Partner, Block Companies


As a multigenerational mechanical contractor with multiple locations, we were seeking a systematic way to run our business into the future. We read [other books on the subject] and loved the framework but wanted someone who deeply understood contractors to help facilitate the essential business decisions we needed to make. We’ve found the systematic approach Chad has taken with our team to mesh nicely with concepts with EOS to drive real results for us. In Well Built, Chad brings answers to questions facing contractors who want to create a more sustainable business.


—Dominic D. Magnolia


Vice President, Magnolia Companies


Chad inspires construction leaders wherever he goes, which I’ve experienced firsthand in his work with our team. When he speaks at trade association events, they are consistently the best-attended and reviewed events of the year. We’ve considered him a trusted partner to our business for years, and through that partnership, we’ve become a larger, more effective, and more profitable business. Chad’s in-depth experience with so many contractors has given him an extremely well-rounded and valuable perspective on common challenges and best practices from around the industry. Well Built is clearly a culmination of the principles we’ve found so influential over the years, and every commercial construction leader should keep a copy on hand.


—Evan Winston


President, Hercules Fence


We first met Chad as a speaker at an industry conference and found his insights to be right on target with the realities facing trade contractors. His team has been delivering excellent results for our company ever since! We especially appreciate his perspective from working with general contractors and developers to help us understand what our clients need from us. Well Built organizes Chad’s insights into a guide we can follow to create consistent success in our business.


—Mark Huntley


Principal, Anchor Mechanical


Chad Prinkey’s Well Built provides construction companies with an actionable blueprint for success. Chad’s years of experience as a consultant to construction firms have lent him the expertise and perspective to identify what smart companies need to do to build winning teams, run profitable projects, and skillfully manage risk. From my personal experience in working closely with Chad, leaders seeking to grow their firms won’t want to miss this thoughtful guide.


—Steve Houff


President, Plano-Coudon Construction


Chad has done a lot of work in our industry with a lot of companies. We truly value his knowledge, insight and instincts.


—Scott Harding


President & CEO, FB Harding Electrical Contractors
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To the builders of construction companies that create jobs for people to do honest work they can be proud of.




 


INTRODUCTION


Well Built Construction Companies





Our Audience


Those with the dreams and willingness to invest in enhancing the physical space around us have created amazing spaces for us to enjoy and an industry that happily and gainfully employs millions of people yearly. Construction companies deserve our appreciation for helping to build the world we enjoy today. Construction project owners and designers deserve our gratitude for dreaming up those new and better spaces. Throughout this book, I’ll be using the term construction companies about the audience I’m trying to reach. That audience primarily consists of general and specialty contractors, specifically executives and rising leaders within those firms. A&E (architecture and engineering) firms may also derive value from the content of this book, as their environments are not so dissimilar. As contractors take a deeper interest in design/build, the lines between A&E and construction blur. Owners are the people these construction companies exist to service. Developers, property owners, tenants, governmental agencies, institutions (schools, hospitals, etc.), and even homeowners are considered owners.


In this context, I’ll reference owners throughout the book, but it is not written for them as an audience. Other companies exist to fuel the work of the construction companies that deserve consideration and are mentioned throughout the book but that don’t fall into the category of construction companies in this writing. Those companies include construction materials manufacturers, construction equipment manufacturers, and suppliers and dealers of both.


While it’s not written for them, I hope many are reading as, being pulled by the ebbs and flows of the capital projects market themselves, many concepts herein will apply to their businesses. It may help them better serve many of their clients, the contractors for whom the book is written.


Industry Challenges


Construction is a tough business. The companies operating in this industry must learn to manage adversity. Here’s an admittedly inadequate list of the challenges I see in the industry. To allow you the additional space to complain, I contemplated leaving three blank pages after this brief list so you can add your own list!


1. Economic factors cause feast-or-famine conditions regularly, so in the good times, there is a constant fear of taking on too much overhead to survive in the lean times. Most contractors have made layoffs at one point or another, and many are gun-shy about growth as a result.


2. Margins are lean for everyone involved, even in good times. The competition created around low-bid procurement in the industry has ensured that.


3. Multiple-bid-procurement methods abound, and the low price wins the day most of the time.


4. Less-than-scrupulous construction companies will underbid projects to rack up profits through unplanned billings via change orders on the project.


5. Construction design is an imperfect thing, and the adoption of virtual design and construction (VDC) to achieve more accuracy is spotty. The more complex the industry becomes, the harder it is to nail a perfect design before the project begins. There is much finger-pointing when something in the design must be changed in the field. There’s little room for favors between construction companies and owners.


6. Companies that work hard to provide a better experience for their customers and employees are rarely rewarded for the effort with more work unless they’re cheaper. As a result, many construction companies are not committed to providing a consistently positive customer or employee experience.


7. Not enough young people are choosing the construction industry. Companies struggle to find people to recruit and fill office and field roles daily.


8. Large segments of the industry are highly dependent on an undocumented immigrant field-labor force, which operates in a shadow economy rife with bad actors. In some geographic regions and types of construction, if you’re not using undocumented labor, you can’t compete. Meanwhile, it is illegal to hire these workers directly, so shady labor brokers take on that risk and act as subcontractors.


9. Relative to other industries, construction companies don’t market themselves well, if at all. This contributes to the lack of people finding and entering the industry.


10. The average contractor is a small business. These small businesses with tight margins tend not to have the wherewithal to reinvest enough into their businesses in the form of technology, staff, and training.


11. The construction industry has lagged behind almost all other industries in terms of innovation and improved productivity, so we’re doing things today essentially the same way we’ve been doing them for five decades and counting.


The Top 2 Percent


The companies managing this adversity effectively and thriving despite these realities are beating the odds. The average GC/CM earns net profits of around 1.5 percent yearly, and the average specialty contractor is around 6 percent yearly. However, a small group of high-performance construction companies consistently perform at more than three times the average profit statistics, with only minor dips tied to economic conditions. These companies are not only achieving a high net-profit percentage—it is much easier to drive a strong net-profit percentage as a very small contractor with very low overhead—but being in the middle of their respective construction markets or larger, the top 2 percent are also generating millions of dollars of net profit. My experience with the market suggests that the number of unusually high net-profit mid-to-large construction companies is about one in fifty. I’ve worked personally as an advisor to nearly two hundred construction companies over the past fifteen years. Their hiring of a consultant immediately puts them in a class of companies just like yours that are committed to improvement, which is a trait of top performers. Therefore, many of the companies I’ve been fortunate enough to work with were already top performers before our engagement, perhaps one in four. With that in mind, I’ve had in-depth exposure to roughly fifty top-2-percent construction companies and played a role in creating many more.
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What do these top-2-percent contractors have in common? They’re not all the largest companies, though many are market leaders. Plenty of large construction companies are just eking out a profit every year, so sheer size is not the measure of success for the one in fifty I’m talking about. They’re not all in a specific geographical market or trade. Our focus in the pages ahead is what ties these top 2 percent of contractors together. They share a common set of operating principles that consistently leads to top performance. We’ve organized those principles into a system you can learn and implement to get the same results.


Our Purpose in Writing


I founded a consulting firm, Well Built Construction Consulting, with the specific intention of helping ambitious construction companies to implement these principles to become better businesses. We systematically assess the current states of our client companies against the principles of the top 2 percent and coach them to implement each principle on a prioritized timeline. Our team consists of construction industry experts passionate about improving the lives of the great people who have chosen to dedicate their careers to building the world around us. To make our consulting work more efficient, we organized the principles of the top 2 percent into a system that works much like a checklist for our engagements. Our clients have enjoyed incredible success, measured in improved profits, higher employee satisfaction, awards for quality and safety, and sustained growth through various market conditions.


This book aims to share those principles with you in the same systematic format used by the team of consultants at Well Built Construction Consulting so you can learn them and implement them yourself. In this writing, I’ve focused on (1) simple clarity, and (2) your ability to put these principles into action in your construction business. If you are inspired to implement the system but find you cannot do it yourself, we are here to help, so use the contact information provided with this book to reach out if needed.


Some Disclaimers


This book isn’t for everyone. If you’re a company that thrives on the dysfunction in the industry and wants to maintain the status quo, this isn’t for you. If you’re a contractor who enjoys bidding work lower than it can be performed, as you bank on inconsistencies in the plans to give you a chance to change-order your way to a better margin, the ideas I set forth for building an ethical and profitable construction company are probably not for you. If you’re a general contractor that enjoys underbidding your trades, banking on your ability to strongarm subs into your budget downstream, you’ll hate reading about the necessity to stop that corrosive behavior. If you are that kind of company today and no longer want to be, however, this book could be for you, and it might just change your company and your life forever.


To glean value from reading this book, you must be committed to improvement. You’ll need a flexible mindset and a willingness to change. You must value the humans inside your company, clients, subs, and suppliers. You must want to improve your company and the industry and be willing to embrace strong ethics. The principles I’ll share aren’t cheats or hacks. They will take discipline to apply, and if the statements above don’t fit you, you’ll have a hard time making the philosophical switch to this new way of thinking and working.


These principles will be introduced systematically and should be applied in order. If you take that approach, capture the most salient points in a notebook as you read or listen along. If you’d rather pick and choose what makes sense to you, there’s still value laid out in these pages, but I encourage you to go all in and become a Well Built Construction Company (WBCC). The book follows the WBCC System, which is made up of six subsystems in its optimal order of implementation into your business.


I use the terms GC and CM interchangeably throughout. I’m referring to the company the owner hires to handle construction on their behalf, and as contract types and delivery methods are not in the scope of the WBCC System, please don’t let that distinction bother you.


I also use the terms specialty contractor, trade contractor, and subcontractor interchangeably throughout. While I speak about them as subcontractors only in the context of being hired by a GC, you may feel compelled to correct me occasionally. If so, I’m sorry in advance. Contractors in the field putting work in place are the heartbeat of construction, and I would never intentionally disparage them.


Finally, this system isn’t magic. I don’t even think of it as mine. I merely capture and bring order to my observations about top-performing construction companies. For fifteen years, my role has been to work alongside amazing construction companies as a partner to help them meet their goals. I’ve never woken up in the places of the owners, executives, and managers I’ve coached, so my perspective is always that of an inside outsider. I’m inside, in that I am deeply a part of the construction industry, but I’m outside because I don’t lead a construction business myself. I lead a consulting business. Remember that as you read, and if you disagree with the system I’ll present in the pages ahead, maybe your experience is different from the one-hundred-plus contractors I’ve helped. That is an admittedly small cross-section of our industry. If your experience differs, I would love feedback about where you disagree so I can learn from you to enhance future editions of this book!


OK, let’s roll. I am confident that your choice to become a WBCC will enrich you professionally and personally while making the construction industry a better place for all of us. Cheers!
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Throughout this book, you will encounter many ideas for how to improve your construction company. You may even be inspired to act. I certainly hope so! With that said, assuming you’re operating a construction company today as opposed to thinking of starting one up, there’s no way you should apply these ideas to your business beyond the Foundation chapter until all its elements are in place. If, as you work through the Foundation, you find you have each element soundly operating as I describe (or better!), I hope you’ll feel satisfied and reassured to read that you are doing things the right way. But even if you’re sure your foundation is strong, don’t skip this section. If you are a reader choosing to arm yourself with the knowledge from this book before starting your company, however, it would make more sense to start your work with System II: Engineering a Clear Strategic Direction. Without a business to manage today, the most important thing for you is to decide what you wish to become. Then, come right back to the Foundation and prioritize the recommendations from this chapter.


The Foundation is a set of vital information and habits of success that every contractor should have in place. If you’re missing any piece of the Foundation, you aren’t ready to address any other area of your business. The chapters show customization for both general contractors and specialty contractors. If you feel there is something about your specific business not adequately covered in the Foundation, please contact us at booksupport@wellbuiltconsulting.com, and we’ll walk you through it.




 


CHAPTER 1


Financial Transparency





As you may know, construction is a relatively low-profit margin business compared to other industries. In my experience and research into various industry benchmarking tools, even the top 2 percent of companies are specialty contractors who average 12 to 15 percent and might rarely peak at over 20 percent net profit. In comparison, the top-performing general contractors can only hope to achieve something close to 5 to 8 percent net. Some extremely specialized contractors will be exceptions to these averages, but construction is not like software, banking, or commercial real estate, with average net profits well into the 20-percent-plus range. This means strong financial management is especially important to contractors, and the lack of margin makes it a matter of life and death.


The owner of one midsize specialty contractor (about $20 million) always relied on others to manage his company’s finances. He was a tradesman and an entrepreneur, not an accountant, so he paid others to know that information. At the end of the year, he was never thrilled with what he had left over, but he made peace with it and kept pushing harder the next year. His trusted controller presented the financials reliably by the fifteenth of every month and presented a simple picture the owner could understand. It worked this way for twenty years. One day, the controller was injured in a bad car accident and kept out of the office for six months of intense recovery.


Through their trusted network of other contractors, they found an outsourced CFO to take the reins in the interim. After a month in the role, the outsourced CFO found a disturbing pattern of funds being shifted from the company each month to outside bank accounts. The amounts were each small enough—$10,000 here and $8,000 there—to not have caught much attention. The pattern stretched back over fifteen years. The controller had stolen nearly $2 million from an unsuspecting owner for over a decade. When the controller left the hospital, they went to prison, where they sit today.


Many of you know of a similar story. The moral of the story is to be an owner who knows how your finances work.


How Contractors Die


The top reason contractors go out of business is the continued negative cash flow. However, this is only the symptom, not the disease. The reason contractors experience continued negative cash flow varies. It could be a lack of sales combined with carrying too much overhead. It could also be owners pulling too much money out of the business, leaving the company with limited cash reserves to weather difficult times. The most common reason is taking on more work than they can handle, failing to meet their contractual obligations, having payment withheld, and defaulting with subs and vendors. Many big-name contractors have met their ends in this way.


There’s an even more pervasive issue causing construction companies to fail than the examples listed above. This reason is not as flashy, and the results don’t make headlines. It is the fundamental lack of timely, clear financial information or failure to understand the swift corrective action necessary based on the information. That lack of information and lack of reacting to it is rampant across the construction industry and puts contractors out of business more than any other issue. It often leads to contractors ending up in negative cash flow positions, so that’s the reason most cited. Owing to the small size of the average contractor, owners’ backgrounds in the trades and engineering rather than accounting and finance, and thin margins offering limited room for adding professional accounting overhead, far too many contractors do not have full transparency into their financial situations. When our consulting firm is hired to help a client realize their vision for their company, all their hopes and dreams are on pause if they don’t have their financial house in order from the start. If any of the following is not transparent, we cannot move forward with any other business improvement initiatives until we have a resolution:


• Accurate work-in-progress (WIP) reports for the previous month


• Backlog visibility with resource-loading projections, showing the ability to staff work already under contract


• Accurate monthly P&L reporting for the previous month


• Accurate balance sheet reporting for the previous month


I hope you’re reviewing this list and thinking, No problem. If you’re not, this is now your top priority to address in your business. A good accountant with a strong construction background can help get any of these things in place. There are also resources like the Construction Financial Management Association (CFMA) that offer training and certification programs for you and your people. I encourage all company owners and executives to undergo extensive training to become fluent in the financial language of their businesses. You will not regret the time spent learning how to manage the lifeblood of your business.




 


CHAPTER 2


Financial Roadblocks





Bad WIP


WIP problems are the most common. It’s because nonaccounting people must be relied upon to perform key functions that contribute to the timeliness and accuracy of the metrics. Efforts must be made on all sides to succeed with accurate data entry from field and office project personnel. Employees must commit to meeting the expected standards of data entry. No excuses. Having the right information about what we’re spending on employee time and materials on every project, no matter what, is not a nice to have. It’s a must. So it is necessary to have managers who set clear standards and hold people accountable. Nobody loves tracking and reporting, but it is not hindering you from doing your job; it’s a vital part of your job. To gain the most accurate picture possible, you should even have your project managers and estimators track their time against projects, using “cost codes” relevant to their departments.


The company should do everything possible to reduce friction caused by complicated or user-unfriendly systems. Financial software should be updated regularly enough to capitalize on technological advances that create better user experiences and efficiency. I’ve seen this play out many times, and the software upgrades are almost always worth it. The company must also provide regular training on the tools and test every employee to ensure they know what they’re expected to do with the software. Too many employees are unsure of how to use tools vital to company success. Also, erring on the side of fewer, less complicated tracking requirements is wise. If you have forty cost codes for the same thing, don’t be surprised when you can’t figure out the facts.


Knowing what to do with the WIP information once you have it is another set of skills entirely. First, let’s talk about percentage complete compared to percentage billed and spent. The percentage complete requires the experience and judgment of someone on your team who has walked the project and compared the work in place versus the total scope of the project. This should be tracked weekly to ensure progress compared to the schedule, but the data should also be updated in the WIP report for comparison to the costs incurred to date, the amount billed to date, and the percentage complete. You hope to see that your billings are right on pace with the work in place and costs are on or under pace. For example, on a $10 million project, we have assessed it at 50 percent complete. We’ve billed $5 million (50 percent) and spent $3.5 million on a total budget of $8 million (43.75 percent). This project is on track to succeed, and we even have some wiggle room in our costs.
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Sometimes you are underbilled. That means you have billed for less than the percentage complete. Underbillings are technically an asset in accounting-speak because you are theoretically still owed the balance of what you haven’t billed. If you are following the best practice of having a capable member of your team conducting weekly site walks and producing their view of percentage complete, this may be the case, and your team just needs to get some billings caught up!


However, more commonly, underbillings aren’t a result of your team failing to bill in accordance with the work in place. Instead, you aren’t following the best practice of assessing percentage complete, and you’re relying instead on your costs to date to indicate percentage complete. Using this all-too-common method, you assume (remember the adage about assumptions?) that if we have spent 50 percent of our budget, we must be 50 percent of the way through the project, and all we need to do is get our billings up from 40 to 50 percent, and we’ll be on track, right? Too often, you haven’t put 50 percent of the work in place, or you would have billed for it. Instead, you are 40 percent complete, and the problem isn’t billings; it’s that you’re blowing your budget on something, and you need to find out what—and in a hurry.


Other times you are overbilled. That is, you’ve billed for more than the percentage complete. Using the same comparison to your costs, overbillings are usually a good sign that you’re spending less and completing more. Otherwise, you wouldn’t have billed for it. Again, the best practice of developing a real percentage-complete estimate to compare with the actual billings and costs to date will help bring clarity to the issue.


Delayed Payment


Behind getting the WIP in order, the other most common financial roadblock is delayed payment. There are four strategies for overcoming this roadblock.


First, submit all invoices on time, and confirm within days they have been approved. I can’t tell you how many times I’ve seen payment held inexplicably for 120 or more days, only to find out there was a problem with the invoice back when it was originally submitted. The fix often takes only minutes, and much needed cash flow is forthcoming.


Second, maintain a rigorous process for tracking and following up with open invoices. From the time the invoice is one day past due, your team should be aware and act in a structured way. I recommend an email and phone call combination every fifteen to thirty days from the time an invoice is late, with official letters going out at sixty-plus days late—attorneys by ninety. Phone calls should be made to accounting contacts and decision-maker contacts with your clients who can help move things along. Calling and asking for your money is never fun and can feel embarrassing, but getting into an urgent cash flow situation is much more embarrassing still.


The third is mastering documentation. Change orders are the biggest culprit here. Whether you’re a GC or a sub, getting paid on change orders by the owner is necessary for most projects. I wish it weren’t so, but that’s a topic for another book. Subcontractors should establish a standard of backup beyond reproach by even the most discerning GCs and owners. Pictures, details, and support from notable industry reference guides will usually do the trick. Most GCs have no interest in holding up your change order requests, but they do have a fiduciary responsibility to their clients to evaluate them thoroughly. General contractors should have in-depth expectation-setting discussions with the owner and their subcontractors about what standard of backup will be required from the start of a project. A great GC should educate owners and subs alike on navigating this contentious issue gracefully and empathetically.
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