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Preface


There’s an old story about two men who drive up to a residential property in an unmarked rusty van, knock on the front door, and inform the homeowner that they can reseal the owner’s cracked asphalt driveway at only a little more than half the going rate. The homeowner, Mr. Jones, strapped for cash after taking his family on a theme-park vacation, readily agrees to pay cash for the work. The next day, three men arrive bright and early, sweep dirt and leaves off the driveway, and proceed to apply a thin black substance to the driveway. They finish the job quickly and place protective yellow ribbon around the driveway.


After packing their tools in the van, they show Mr. Jones the finished project, telling him not to walk or drive on the asphalt for two days in order to give the sealer plenty of time to harden. “You don’t wanna track the black stuff into your house,” they inform him.


Delighted to have saved money and have the job finished quickly, Mr. Jones readily pays cash for the job. He’s so happy with the results, he forgets to get a receipt. The only thing he knows is that the lead man’s name is “Joe.”


Very early the next morning, while Mr. Jones is dreaming about his golf game scheduled for that day, a wild and thunderous rainstorm awakens him and his wife. Trees bend in the storm, small branches break, and their rain gutters overflow. They give up their sleep and plod to the kitchen for their morning coffee.


Mr. Jones steps outside as dawn is breaking to retrieve the morning newspaper that is usually tossed onto his driveway. He takes a few steps and is dumbstruck by what he sees. His driveway is no longer black. The old cracks are still evident and even more prominent because of the rain. But his lawn is black and the gutter along the street is full of black goo. The light bulb goes on as Mr. Jones realizes that he has been taken. The men did not seal his driveway yesterday—they just “painted” it with some sort of black liquid.


Weeks later, after paying more than the going rate for a proper sealing job and additional money to have a portion of his lawn reseeded, Mr. Jones comes to the realization that he will either have to give up his weekly game of golf or tell the family that there will be no vacation next summer.


You’ve all heard such stories about inept, incompetent, inefficient, and sometimes downright crooked contractors. There are websites dedicated to contractor horror stories, TV news magazine shows that highlight unscrupulous contractors, and organizations like the Better Business Bureau that monitor the activities of problem companies.


So in these circumstances, why in the world would anyone want to start his or her own contracting business? Fortunately, the vast majority of contractors are honest, hardworking folks who provide valuable services to the general public. They are talented men and women who have a positive vision of the future and a burning desire to use their talents for the betterment of not only themselves and their families but also for their community and fellow citizens.


This book covers many facets of the contracting business: It includes checklists for getting started, ideas on marketing your services, and guidelines on how to price these services to make a reasonable profit. It presents ideas for hiring and managing employees and what to do when something goes wrong, either with those employees or with your customers. Along the way we’ll include valuable tips, statistics, and facts about running your own business.


The goal is simple: We want you to know how to start your contracting business and keep it running smoothly, efficiently, and profitably.









CHAPTER 1


The Contracting Industry


The contracting industry is both huge and varied. All sorts of people and companies call themselves contractors. On one side of the coin are thousands of profiteering contractors who made money off the war in Iraq, who supplied Americans on the front lines with everything from meals, laundry, and housing, to drivers, translators, bodyguards, and garbage collectors.


We also know of the hard-working and talented contractors who were instrumental in making the Apollo missions to the moon such a huge success.
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According to the Small Business Administration, approximately 10 to 12 percent of businesses open and 10 to 12 percent of businesses close each year. About half of those that open survive for five years; only one-third are still operating after ten years.






 





These are examples of the far edges of the contracting industry: major companies with thousands of contract employees at one end of the spectrum and the individual specialist on the other end.


The intent of this book is to provide knowledge to either individual entrepreneurs or to small teams of entrepreneurs who want to start businesses providing contracting services to other businesses or individuals involved in property development. These contractors may provide services to individual homeowners; developers of apartment, condominium, or commercial complexes; governments who develop public parks, plazas, and other recreational areas; or developers of residential subdivisions and housing developments.


In simple terms, there are two types of contractors who work with property development. First is the general contractor who organizes a project, hires other contractors to act as subcontractors, and is responsible for coordinating the activities of these subcontractors through the completion of the project. For example, the general contractor may be a home builder who engages the services of excavating contractors, carpenters, plumbers, electricians, and others to build a single home for a client. This operation is usually referred to as a “turnkey” because the general contractor bundles the services of several subcontractors into a single contract with his or her client.


The second type of contractor is the independent contractor. These contractors work one-on-one with their clients and do not work under the direction of a general contractor. Many projects will have both types of contractors working in conjunction with each other. A client may hire a general contractor to build a new home and also hire, under separate contracts, a landscape contractor to plan and install the outdoor spaces, a driveway installer to lay asphalt, and an irrigation company to install an automatic sprinkler system.


This book will focus on those contractors, both general and independent, who provide the services and material required to develop homes, office buildings, subdivisions, and similar projects. If you have the desire to become what we’ll call a “property development” contractor, then this book is for you. We’ll help you determine if you are the right type of person for such an undertaking. Then, we’ll discuss the nitty-gritty of getting started. A lot of time will be spent on how to profitably price your product and service. Troubleshooting problem employees and clients will be another important topic. Finally, we’ll tell you why it’s important to PANIC in order to be successful.
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The feds are watching you closely. If you are hiring subcontractors it is your responsibility to pay them in full at the agreed-upon rate. The rates of subcontractors should be factored into the pay applications so that when the client pays you, the money for your subcontracts will be included. Contractors have landed in jail for failing to pay subcontractors in full. Don’t cut corners, or you can ruin your reputation and end up in hot water.









The Players


Developing a property can be a very complex and time-consuming undertaking. A wide range of experts are needed for a successful property development project. In general, there are two types of contractors involved with the development process: those who generally work on the inside of a building and those who work on the exterior of the building or on the landscape. Following is a list of contractors found working at property development projects. The list is not inclusive; there are additional contractors who have a special niche in the industry. Some contractors specialize in maintenance and repair, while others work with new construction; many do both.


Inside contractors include:


       [image: ][image: ]  Architects


       [image: ][image: ]  Engineers


       [image: ][image: ]  Interior designers


       [image: ][image: ]  Carpenters


       [image: ][image: ]  Plumbers


       [image: ][image: ]  Electricians


       [image: ][image: ]  Cabinetmakers


       [image: ][image: ]  Drywall contractors


       [image: ][image: ]  Flooring and tiling contractors


       [image: ][image: ]  Heating and air-conditioning specialists


       [image: ][image: ]  Insulation contractors


       [image: ][image: ]  Painters and paperhangers


       [image: ][image: ]  Security systems specialists


       [image: ][image: ]  Masons


Outside contractors include:


       [image: ][image: ]  Landscape architects


       [image: ][image: ]  Engineers


       [image: ][image: ]  Grading and excavating companies


       [image: ][image: ]  Asphalt companies


       [image: ][image: ]  Lighting experts


       [image: ][image: ]  Irrigation specialists


       [image: ][image: ]  Landscape contractors


       [image: ][image: ]  Surveyors


       [image: ][image: ]  Deck and patio builders


       [image: ][image: ]  Painters


       [image: ][image: ]  Swimming pool builders


       [image: ][image: ]  Waterproofers


The United States Department of Labor Occupational Safety and Health Administration (OSHA) also adds a number of specialty trade contractors including those that work on mobile homes, those involved with bridge painting, as well as special trade contractors primarily engaged in activities that are clearly linked to specialization in the area of heavy construction, such as grading for highways and airport runways; guardrail construction; installation of highway signs; underwater rock removal; and asphalt and concrete construction of roads, highways, streets, and public sidewalks. You’ll also find specialists in masonry, stonework, tile setting, plastering, and so forth. The point is, contract specialists can be found in almost any possible area of expertise.


Contractors most often, except on very small jobs, will work in teams. For example, a landscape architect will be responsible for the design of the exterior of the property, and an architect will design the building itself. Each may be responsible for ensuring that her designs are properly built. Each may hire other contractors to complete the work. These subcontractors usually work for the architect/landscape architect and not for the owner of the property. They will schedule their work with the architect/landscape architect who, in turn, will coordinate the activities of all the subcontractors.


Another type of contractor is the design/build firm. This type of contracting company has trained architects and/or designers who provide plans for the development, assist the owners with obtaining the required permits for construction, and provide their own work force to complete the actual construction. In some cases, subcontractors may be used for services that the design/build company does not provide. These are usually very skilled services such as cabinetmaking, or work that requires expensive equipment such as bulldozers and backhoes.


Of course, a property owner can act as his own general contractor. However, in order to be successful, the owner must have the time to coordinate all the activities. Typically, he should be on-site daily to be sure that materials are delivered on time and that subcontractors are performing their work according to the plans. It’s also very important that the property owner authorizes all changes in the plans when necessary. (Imagine going on vacation for a week and returning to the project the following Monday morning and finding that your brand-new kitchen was painted metallic gold rather than the soft yellow you thought you had selected.) While creativity can be a plus, making sure everything you do is authorized, in writing, is essential in this industry. This is true whether or not the business or home owner is on the property.


There is nothing worse during the course of a project than having to undo work that has already been done. Imagine you are the general contractor, and the driveway contractor has just completed his work: excavating and grading, installation of a 12-inch gravel base, and then laying three inches of asphalt. Then, the next day your plumber shows up with a huge backhoe and informs you that he must dig a trench eight-feet deep right through your new driveway so that he can install the septic system.


These are nightmare scenarios that have actually happened. Proper time management and knowledge of all facets of the work are vitally important to a successful project. Contractors of all types must know not only their own areas of expertise but also the sequence of the project and be able to communicate with, and understand the basic work of, the other contractors working on the project.




 






       stat fact




[image: ]







[image: ]





According to industry sources, 90 percent of businesses in the U.S. construction industry employ fewer than 20 workers. Small construction businesses are a critical part of a vital economic sector and the U.S. economy as a whole.









Economic Importance


The contracting industry is vital to the economy of the United States. During good economic times, contractors are often the engine that keeps a local economy vibrant. In fact, according to the Engineering News-Record (at www.enr.com), the top 400 contracting companies in the United States generated over $330 billion in revenue in 2014. Whenever you drive past a new subdivision, take a look at the number of different types of trucks and vans that enter the development each morning; note the different types of equipment being used by these workers. And think about the families that these workers are supporting. Their work helps support industries like department and appliance stores, grocery stores, and restaurants. During times of economic struggle, the most creative of these companies remain busy and viable with remodeling projects as well as providing maintenance and repair services. However when building and development slow down, the entire economy suffers as many employers lay off portions of their staff.
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If you are currently working for a contractor and plan to open your own business, don’t assume that your customers will automatically move their business to your new company. Most customers are more loyal to a business than to an individual employee. You may, however, serve a niche market and can handle business opportunities in an area of expertise in conjunction with your former contractor and/or other established contractors.






 





Recent data (according to www.investopedia.com) indicates that in spite of the major recession of 2008–2009, entrepreneurship in the United States is alive and well, and the construction and contracting industries are growing. In fact, half of the top ten fastest-growing industries in the United States, as of 2015, are tied to the construction industry. Not only have construction revenues grown but unemployment has dropped considerably in the industry.


While the contracting industry is not for the faint of heart, for those who have the resources, the talent, and the desire to become a contractor, the rewards can be substantial. Not only financial rewards but also quality of life issues are enhanced by owning your own successful contracting business.


So grab your hard hat, and jump right in to learn what it takes to become a successful and profitable contractor.


Wrap-Up


       [image: ][image: ]  The contracting industry is very large and diverse.


       [image: ][image: ]  Contractors are important and valuable contributors to local and regional economies.


       [image: ][image: ]  Profitable and rewarding opportunities abound for creative and talented entrepreneurs.









CHAPTER 2


Why Become a Contractor?


Becoming a contractor is a unique endeavor because contractors work out among their fellow citizens, unlike most retail or professional businesses who draw customers to their establishments. Contractors, on the other hand, spend most of their time away from their office or their home base. Typically they are working in apartment buildings, client’s offices, or on the property of real estate owners.


Contractors Are Important to Their Communities


Contractors do much more than develop property. In many ways they improve their clients’ and communities’ quality of life . For many clients, their homes are their castles, their property, their domains. They spend countless hours in and around their homes and feel it’s important to be comfortable with their surroundings. Of course they all have their own individual likes and dislikes. While one may require a quiet but colorful garden for introspective thought, another may need a high-tech “great room” for entertaining friends and family. For many businesses, image is an important factor in their success. Perhaps a large fountain with multicolored lights is what they need, or a comfortable meeting room with the latest in high-tech communications devices. Most municipalities have specific requirements and standards for the design of subdivisions, park land, and urban spaces. Creative contractors meet the varying needs of all these groups, completing their work in ways that will improve the health and welfare of the community.


Contractors also improve and ensure the safety of their clients. Proper design and construction of the spaces that people use for living, working, and recreation ensure a safe environment for these activities. Contractors must be knowledgeable about local building codes as well as industry-accepted methods of installation. Construction contractors improve the safety of the community by:


       [image: ][image: ]  Providing safe working conditions for their employees


       [image: ][image: ]  Requiring employees to use safety equipment such as eye/ear protection and hard hats


       [image: ][image: ]  Ensuring that buildings are fire safe


       [image: ][image: ]  Using construction materials that ensure the structural integrity of a building


       [image: ][image: ]  Designing proper surface grading to provide acceptable drainage of rainwater


       [image: ][image: ]  Installing handicap ramps and railings to meet building codes


       [image: ][image: ]  Installing septic systems for environmental safety


       [image: ][image: ]  Utilizing sight safety triangles at roadway and driveway intersections for safe driving conditions


Owning and managing your own business can be very rewarding—both mentally and financially. However, do not think that it is always a bed of roses. Operating your own business is much like a rose garden. The vibrant colors of the garden provide beauty and joy to passersby, but for those who get too close and do not pay attention to what they are doing, the sharp thorns can cause pain and discomfort. As you will learn later in the book, paying close attention to the details of your daily work will keep you from being stuck by the thorny issues that surround most businesses.


Do You Have What It Takes?—Part I


Contractors come in all sizes, shapes, and temperaments. But the one trait they all seem to have in common is a burning desire to start and operate their own business. If you have this burning desire to become your own boss, to work independently, to make all the important decisions required to run a successful business and you are willing to assume full responsibility for your decisions, you pass the first test on starting your own business. You also have to be willing to spend long hours and make many personal sacrifices to achieve success. There will be times when your family life will need to make sacrifices because of the demands of your business. Do you have a good partner or spouse who understands and accepts these demands? Starting a business is difficult and stressful. It’s very important to have a supportive family to get through the tough times when running your own business. Finally, you need to have enough self-confidence to stand by your decisions as well as enough self-discipline to persevere and build your new business.




 






       tip
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You can find accredited colleges in architecture, landscape architecture, and engineering. Go to the National Architectural Accrediting Board at www.naab.org. The American Society of Landscape Architects at https://asla.org/schools.aspx or the American Society of Engineering Education at www.asee.org.






 





One of the intangible and hard-to-define qualities found in the most effective business owners is the ability to stand back and look at the big picture. Much like the race car drivers of the past, successful business owners must be able to understand and recognize the multitude of situations that affect the daily activities of their business. The race car driver, for obvious reasons, is concerned with speed. However, pure speed is not the only factor in winning the race. While driving as fast as he can, the driver must be aware of tire pressure, engine temperature, and the front end of the car that controls steering, among many other things, such as the positions of the other cars on the track. These factors influence both the speed and the sustainability of the car. Low tire pressure will make the car more difficult to steer, which will affect speed; high engine temperature will effect engine performance and also reduce speed. The driver must be able to look at the big picture and understand how the smallest of details interact and influence the final result of the race. The best drivers are also able to look at an anomaly and realize that it may not affect the performance of their car. Today, drivers, much like modern business owners, are assisted by computer technology and a team that helps to interpret the data. But this help does not reduce the importance of understanding how the numerous bits and pieces of a business react and influence each other—and when to ignore what seems to be a problem when it is of little or no significance to the operation of the business. Today’s technology provides various tools for race car drivers and for contractors. The key is knowing how to utilize such tools to your advantage and when to use them.


Do You Have the Proper Background?


Individual skills are extremely important to succeeding in the contracting industry. Some are natural, and many can be learned. The ability to use and improve both natural and learned skills is an important factor in developing a successful business. Either way, it is important to develop your skills to the highest possible level.


Those of you who have a desire to enter the design field, such as architecture or landscape architecture, must have artistic and creative instincts. The ability to think abstractly and visualize outcomes is extremely important. Creative solutions to development challenges separate the outstanding firm from the average one. Most industry associations have annual awards competitions where companies or individuals have the opportunity to present their best projects, their best ideas, to their peers. The most creative of these projects stand out and set the standards of excellence for their respective industries.


However, natural skill and ability is not enough.


Consider professional athletes. From 1997 through 2008 Tiger Woods won 14 of the 48 major golf tournaments. But Tiger did not get to the top merely by using the talents he was born with. His father worked tirelessly with young Tiger to hone his skills; he perfected his swing and trained his mind to withstand the rigors of intense competition. Even after winning many major golf tournaments, Tiger kept working with his coaches to improve his swing so that he could continue to stay ahead of the competition. Other athletes like Michael Jordan would arrive an hour early before pre-game warm-ups to take shot after shot. This wasn’t during his early years learning the game but during his amazing NBA career. The best of the best don’t stop once they’ve made it to the top; they continue working hard to stay there, always pushing themselves. At any level, you can always work on enhancing your current skills while learning new ones.


Formal Education


Architects, landscape architects, engineers, and others in the professional field typically earn undergraduate or graduate degrees in their field. Four years of college are required for an undergraduate degree and an additional two years for a master’s degree. Many colleges will allow students to earn a master’s degree even if their undergraduate degree is in a field unrelated to architecture, landscape architecture, or engineering.




 






       tip




[image: ]







[image: ]





The website www.collegeboard.org has an extensive search engine for finding colleges of all types throughout the United States.






 





There are excellent opportunities for those who do not wish, or are unable, to attend a full four-year college program. Technical schools, usually offering two-year degree programs, are a great place to learn a new trade or to improve a skill you presently have. These programs do not require the rigorous high school curriculum and pre-admission testing needed to be accepted at four-year colleges. Technical schools offer degrees in the construction trades such as plumbing, carpentry, and landscaping. They also offer programs in business management, marketing, and real estate for those who intend on someday starting their own business in the property development industry. Currently nearly 2,000 technical schools in the United States offer associate degree programs in the construction trades and/or horticulture/landscaping.


On-the-Job Training (OJT)


Those of you who have been in the military likely understand the term “OJT.” After surviving eight weeks of torturous basic training, you were given an MOS (military occupational specialty) and assigned to a post. If, for example, the Army decided that it needed a clerk-typist, you might be assigned to a company headquarters office to learn typing and filing. No experience needed; just show up for work, and your superior would show you what to do. Over the following weeks and months, you’d learn your job while doing it. Little, if any, formal education was provided. If you learned the job quickly, you’d be promoted from private to specialist, and hopefully to sergeant. Each promotion would bring more responsibility and higher wages.


In the construction business OJT is a common way for employees to learn the trade. New, inexperienced employees are assigned to a work crew led by an experienced foreman or crew leader. It’s the job of the foreman to complete each job or project according to the specifications established for the project and to finish it at or under budget. Her job is also to train new employees on how to do their particular tasks. As in the military, new employees are given simple tasks at first and then move on to more complex and skilled work as they master each task. Repetition and familiarity with the necessary tools will help facilitate OJT.


An important part of OJT is making mistakes! All employees (as well as bosses and business owners) will make mistakes at some time during their career, and new employees typically make more mistakes than more experienced ones. The key to mistakes is the ability to learn from them. As a boss or business owner, you should make it a point to encourage employees to understand what they did wrong and move forward. Those who do learn from mistakes and errors eventually become much better and more productive employees. And, most important for those who intend on starting their own contracting business, understanding and learning from your past mistakes will make you a better teacher of new employees; the result will be that your business is more productive, successful, and profitable.


Lloyd Price


Your first reaction is probably “Who?” Well, back in the early days of rock ‘n’ roll music, before the Beatles became famous, an up-and-coming singer from New Orleans named Lloyd Price released a hit record called “(You’ve Got) Personality.”


Now don’t get us wrong, were not saying that business owners who have a strong personality will instantly become successful. However, personality is part of what can set you apart from your competition. People do business with other people, especially those with whom they like spending time. Why do people pay more at specialty shops when most items can be found for less money in big-box stores or on the internet? They have developed a rapport with the store owner, manager, or even someone working in sales. Consider the spokesmen and women for businesses; they speak on behalf of the company because they have personalities to which others gravitate. This doesn’t mean you have to be boisterous or even outgoing. All it means is that you need to be personable, polite, attentive, respectful, and communicate well with others, which also means being a very good listener. Being personable is just one of several character traits that will help you as a business owner; here are a few others.


Discipline and Determination


Think about great professional golfers in both the PGA and LPGA. They all combine their natural athletic ability with discipline and determination. They are disciplined in the way they practice and in the way they approach each shot. Week in and week out, they practice and set up each shot in precisely the same way. They are also determined enough to keep their minds on the game and their goal (of winning) always in sight. They have incredible ability to focus on the task at hand; the last shot they made, good or bad, is a distant memory and has absolutely no effect on their next shot. They also persevere through good times and bad. Consider golfer Phil Mickelson, who won the Masters Tournament in 2004 after laboring on the PGA tour for 12 years. Likewise, you need to have the determination to make a project fit the needs of the client(s) and the discipline to stay on task no matter what goes wrong along the way (and something always goes wrong). Very few projects go smoothly form start to finish, so you must stay the course and be determined that it WILL work out well in the end.


Self-Confidence


Self-confidence is critical. Business ownership is often a lonely life. President Harry Truman had a sign on his desk that read, “The Buck Stops Here,” indicating that he was responsible for decision making. He could not pass crucial decisions on to someone else. Similarly, in order to start and run a successful contracting business, the owner must be willing to make key decisions, often alone. However, one of the biggest decisions that most business owners make is deciding when they need to call in someone else. Self-confidence should not be confused with stubbornness. We all have our knowledge and skill sets, but we also have to know what we don’t know and reach out for help when necessary. Heads of Fortune 500 companies and leaders of industries do not get to those positions by trying to do it all alone; they reach out to experts in all kinds of fields for help. That’s real self-confidence.


Good Health


Operating a contracting business is both physically and mentally stressful. Early mornings, followed by long days, and six-day weeks are very common throughout the contracting industry. Contractors must be in excellent health, both physically and mentally, in order to achieve success. Exercise and a good, healthy diet is advised.


Excellent Time Management Skills


A well-organized manager earns the respect not only of fellow employees but also of clients. Every day an owner is bombarded with requests, and often these are really demands on his or her time. Foremen ask for direction about a current project; an assistant requests clarification of information needed to complete a job estimate; a client calls asking why some service was not done properly; a supplier calls to reschedule a delivery; and a magazine salesperson calls needing information for the current advertisement, which has a deadline of today. All this, and the owner has an important meeting with a prospective client in one hour. Oh yes, and don’t forget to sign today’s payroll checks. Most contracting businesses are like a busy beehive, especially in the morning. An owner must be able to prioritize his tasks, adjust the daily schedule to solve true emergencies, and keep the operation moving forward as smoothly as possible. Of particular importance in time management is organizing the work crews on a daily basis so that time is not wasted and clients are not kept waiting. Efficient foremen know exactly where they are going, what type of work they will do, and what tools they need to complete the job. If an owner is too busy with other tasks, money is lost while employees are getting paid to sit and wait for instructions.


Time management is important not only on a daily basis but also on a long-term basis. As the backlog of work increases, owners must be able to accurately project how long each project will take so that they can accurately schedule future projects. One of the worst things a contracting company can do is promise a client “we’ll be there next week” and then, for no reason apparent to the client, show up in three weeks. A company may use a chart like the one in the sample work schedule (Figure 2–1) or any of numerous time management programs, many of which are mobile, such as the mJobTime Mobility Suite (at www.mjobtime.com), which helps you track projects and keep everyone updated with modules for the labor manager, GPS manager, equipment manager, daily field manager, budgets manager and documents manager. Procore Management Software (at www.procore.com) also has several products designed for general contractors, engineering firms, and construction management firms to handle time management and project coordination. ExakTime (at www.exaktime.com) is another of several companies with software, and mobile apps, to help you with time tracking. Look for time management tools online. Ironically, they can save you time and help you communicate what needs to be addressed sooner than later to your subcontractors and/or employees.


In the “Sample Work Schedule” shown in Figure 2–1, page 15, if another client, Mr. Allen, prefers to work with Charlie, the owner knows that he cannot promise to start the Allen project until early June. Similarly, if Jane is extremely talented in a particular task, the owner knows he cannot send her out to complete this type of work until late May.


Time management encompasses much more then merely organizing a daily calendar. It is crucial to the success of a contracting business.


Do You Have What It Takes?—Part II


Beyond character traits are a host of abilities that contractors must have in order to succeed. The best and most successful contractors have a good balance of technical skills and business management expertise. As you learned earlier, many contractors are blessed with the natural skills to do their jobs. Most are craftsmen and women who pay careful attention to detail, avoid sloppy work, and finish their work with confidence and pride. They are able to step back from a completed project and say to themselves and their co-workers, “Job well done!” They are confident that their clients will say the same thing.




[image: FIGURE 2–1: Sample Work Schedule]





FIGURE 2–1: Sample Work Schedule


A tracking chart like this will help you manage employees, available subcontractors, and jobs.


Continuing Education


As skilled as they may be, many contractors like to keep up to date with the latest advances in their field by taking advantage of opportunities for continuing education. Along with returning to school for a degree as mentioned earlier, there are many avenues available for learning about new products and techniques.




 






       save
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Use the internet and do a Google search for “contractor magazines,” and find opportunities to receive free magazine subscriptions that focus on your specialty.






 





       [image: ][image: ]  Seminars presented by suppliers of the materials a contractor purchases.


       [image: ][image: ]  How-to seminars given by home improvement stores like Home Depot and Lowe’s.


       [image: ][image: ]  Conferences and classes offered or sponsored by industry associations.


       [image: ][image: ]  College courses (not as part of a degree program) on campus and/or online are available on anything from general contracting to general construction management to pipefitting and sprinkler fitting. Such courses can be found at http://Learn.org or http://Study.com, which provides a similar listing of courses. You can also check local college course listings in your area.


       [image: ][image: ]  Industry-specific magazines, newspapers, blogs, or websites.


       [image: ][image: ]  The government-sponsored Small Business Administration (www.sba.gov) also offers education and help to all small businesses.


Tools


Contractors don’t like to admit it, but many lay people, including their clients, are able to do similar work. Perhaps not quite as well and certainly not as fast, but they can do many tasks that contractors are experts at. The DIY (do-it-yourself) retail market is huge; the combined revenues of Home Depot and Lowe’s are over $120 billion, representing over 70 percent of the industry; several cable television stations, such as HGTV, also specialize in home improvement and remodeling. And if you do a Google search on how to do a certain type of project, chances are you’ll find it.


However, beyond their natural skills and personalities, contractors possess two things that most of the public does not have. First, they have the time to do the work. Most homeowners and amateurs can only work nights and weekends; their regular jobs prevent them from working full time on their projects. Most homeowners do not want to live in their homes for extended periods without running water or with a hole in the roof, or go through the entire winter without a driveway. Contractors have the ability to complete a project quickly and with minimal disruption to their client’s household.


Second, contractors have the right tools to do the job. While the equipment rental business is fairly large, many homeowners are uncomfortable using expensive tools. Some tools and equipment are not available for rent due to liability issues; other equipment, such as a dump truck, usually is not available on a short-term basis. Often, when a homeowner rents a particular tool, he botches the job because he does not have enough experience to use it properly.


Having the right tools is one of the keys to success in the contracting industry. A landscape contractor reported to us that when he first started he used a handheld sod remover when preparing plant beds; on one of his first jobs, he and a worker spent the better part of two days removing sod by hand. The result was not only sore arms and tendonitis in his wrists but a lower profit due to the time it took to do the task. The next week he purchased a gas-powered sod cutter for several thousand dollars, a very large expense for the young company. But the time savings he achieved by using newer and better technology allowed him to pay for the sod cutter in a single season. Instead of spending two days removing sod, he was able to complete the same work in a few hours, with less manpower as well. In fact, his sales and profits actually increased because he was able to move on to the next job much more quickly.


Learn the Lingo


Contactors often work together to finish projects. Their working relationship may not be formal as they might merely be working on a project at the same time. However, many contractor jobs overlap. Contractors have to understand what the others are doing so that they do not “step on each other’s toes.” All of them should be able to read and understand blueprints of the building and the landscaping so that the materials they are installing do not interfere or conflict with what the other contractor is doing. For example, the irrigation contractor must be able to read the landscape plan and the grading plan in order to efficiently design the sprinkler system; the low-voltage outdoor lighting specialist must understand the electrical plans in order to design a lighting plan that reduces voltage drop and does not conflict with the full-voltage lights specified for the home.


A development project comes together more successfully when all the participants understand each other’s responsibilities and what the scope of their work includes. While they do not necessarily need to know how to do the work of the other contractors, they must understand the concepts and terminology used by them.


Money Issues


President Thomas Jefferson once wrote, “Never spend your money before you have it.” This little truism has wide implications for the contracting industry because of the seasonal and cyclical nature of the business. In Chapter 6 we discuss how to establish a budget and the importance of cash flow. But first there are two important issues relating to money that everyone contemplating starting up his or her own business should understand.


A Nest Egg


Conventional wisdom states that a new business owner should have savings in the bank to cover at least six months of personal expenses. Every potential business owner must take the time to learn how much money he or she has spent over the past 12 months and estimate total expenses for the next six months. The attitude should be “since I will be working without a guaranteed income stream, how will I survive for at least the next six months?” Use your checkbook, bank statement, or credit/debit card statements to compile a list of all your projected expenses—mortgage, taxes, utilities, insurance, food, and recreation. If your spouse has a secure job, his or her take-home pay can be used to reduce the amount of savings you need. If you do not have the ready cash to survive at least six months, you would be wise to postpone starting your business until you have the necessary funds.


These savings should be kept separately from your stock and bonds portfolio and invested in a conservative, high-yield money market account that offers free checking and has few, if any, fees. A couple of sources for information are www.bankrate.com and the online Money magazine at http://time.com/money. Many other financial magazines also include up-to-date interest rate information on a weekly basis. The goal, however, is safety and low-risk security for yourself and your family.


Startup Funds


Beyond providing a nest egg for personal living, any new business also needs enough capital to survive six months to one year of business. Because it usually takes some time for a new enterprise to attract enough business to ensure a secure cash flow, having enough ready cash is critical. Operating expenses include salaries, wages, rent, utilities, supplies, advertising, and perhaps bank and interest payments. Sources of these funds are usually loans from banks or individuals and accumulated personal savings or loans against your life insurance policy if you have one. You do not want to put your home at risk with a home equity loan nor do you want to run up high-interest credit card debt or dip into money in your retirement portfolio, which you’ll need for your future.


A Good Credit Rating


The financial demands on a new contracting company can be enormous. Not only do employees expect to receive their wages every week or two, suppliers expect to be paid every month, possibly even within ten days. Clients, on the other hand, often do not see an urgency to pay immediately upon completion of the work. Some clients seem to think that contractors are banks and that they can pay off their invoice over several months. This situation should be avoided by requesting a down payment from a client before the work begins. However, a key ingredient to success is earning a good credit rating so that your suppliers will send you a bill once a month for the items you purchased. A good credit rating will also allow you to purchase vehicles and equipment and borrow the funds from your bank.


The problem with buying materials on credit is the ability to pay in a timely manner without incurring late and/or finance charges. While credit is a good way to maintain current cash flow, it is not a substitute for having available funding. A rule of thumb is to use debt by intention and not by default. In other words, have the money available and do not buy on credit (or hire people on credit) with hopes that the money will show up. Chapter 6 delves into the subject of managing your cash flow in much more detail. Remember, a good credit rating will allow you to establish charge accounts at your suppliers, but only by paying the suppliers according to their requirements will you maintain your good credit rating.




 






       tip
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Get to know your banker! It is not enough just to swing by the bank and make deposits; you should get to know a personal banker at the branch where you do your banking. Over time, she will understand your business and your financial needs. She’ll be in a good position to advise you about interest rates, borrowing, and how to best manage your cash.






 





There are three companies in the United States that maintain credit information on individuals: Equifax, Experian, and TransUnion LLC. Contact information on these companies may be found in the Appendix. It is a good idea to check your credit rating from time to time to ensure that there are no errors in the report.


Management Expertise


An important piece of the puzzle needed to answer the question “Do you have what it takes?” is the ability to manage the enterprise. You have seen that contractors must be able to manage their own time, be disciplined, and be self-reliant. However, they must also be able to manage the activities and turmoil that usually surround them on a daily basis. A workplace is a dynamic community of people with varying backgrounds. While it is true that a company is much like a family, it is also an individual business. Often business decisions conflict with personal feelings; good managers must be able to separate emotion from hard reality.


Managing People


Managing people is a true art. People have their own personalities that are sometimes in conflict with one another. However, because they work for the same organization, they must be able to work together for a common goal. As a contractor-owner it is up to you to promote a work environment in which people focus at the task at hand and keep their personal opinions on outside matters, especially politics and religion, to themselves.


You have heard about the sports team whose talent is not highly regarded; however, its coach has the ability to push each player and enable them to perform at a level above their natural talents. He’s able to generate positive chemistry on the team, with the result that the individual team members play their best and the team wins the championship.


For a more specific example, let’s assume that Joe is a long-term employee who has much in common with the boss: Both attended college in the same city, love to play golf, and have sons enrolled in the same school; they often see each other at functions unrelated to their jobs. However, for personal family reasons, Joe’s production, attitude, and attendance have become a problem. The boss has several discussions with Joe who becomes more defensive and angry with each meeting. Joe’s behavior finally begins to negatively affect several of the office staff. The result is that company sales decline, the atmosphere in the office is dark and dismal, productivity suffers, and clients become upset with their service. Ultimately the boss will have to make the difficult decision as to whether or not to fire Joe. He will have to put personal feelings aside, take a look at the big picture, and make the ultimate decision about Joe’s fate.




 






       aha!
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For some training on leadership and how to hone such skills there are many great books to read and even courses to take, such as those offered online by Dale Carnegie Training at www.dalecarnegie.com/online-training. You might also read his classic book, How to Win Friends and Influence People.









Communication Management


Successful business owners must have excellent communication skills. Time, money, and reputation can be lost by owners who do not communicate clearly with both employees and clients. Many clients have preconceived ideas about what a contractor should do; oftentimes they do not read contracts and proposals carefully enough to really understand what they are getting. Usually, they do not understand blueprints; sometimes, they have a vision from a photograph in a home improvement magazine. It’s critical that a contractor-owner have the ability to clearly explain the services he offers and exactly what he proposes to do for the client. In the case of landscaping, it’s important that the client understand that it takes time for a landscape to mature; unlike a new kitchen or bathroom, the final product is not realized immediately upon completion of the work.


Owners must also be able to accurately communicate with employees. Because projects are often changed and adjusted midstream, good communication between the owner and the foreman is needed for the project to proceed accurately and on time. In addition, two-dimensional drawings are sometimes difficult to translate into the three-dimensional world. The contractor must not only communicate what must be done with accurate and legible drawings but also be able to explain verbally what the drawings mean.


Modern communication is most often conducted through cell phones (primarily iPhones or Android smartphones) and emails as well as texts. While this is fine for setting up meetings and having initial conversations, it does not replace in-person, on-site communications, which are imperative to real-world projects. In-person and on-site meetings are essential throughout the process, especially in the early stages or when changes need to be discussed and made.


The most important communication between clients and contractors are the specifics of each project, and they must be confirmed, reconfirmed, and signed off on. Communication must therefore be very clear with each and everyone working on the project. Emails and texts must be simple and to the point, and there needs to be a response confirming that such an email or text was received and acknowledged. You also want a paper trail, and/or electronic trail, on all important communications, especially when changes are requested and agreed upon.


Fortunately, smartphones allow for communication from anyplace and the ability to look at specs and other data at both ends of the conversation, as well as photos and diagrams. Make sure that all key personnel have the latest in mobile tools to make communication that much easier.


Organization Management


How many times have you heard someone say, “The left hand doesn’t know what the right hand is doing.” As business owners, you would much rather hear, “It went off like clockwork.” Contractors are often away from the office much of the day, and unless they have a very small family business, they do not really know what happens at the office. Employees are very aware of a disorganized boss who is out-of-touch with the day-to-day operations of the office and runs from one task to another in a seemingly haphazard way. Most owners are not aware of the office gossip and whispers that make the rounds; they probably would be appalled at what they would hear. Unfortunately, an owner’s own chaotic style often filters down to the office staff. However, if an owner implements a good organizational chart, with the assistance of employees who perform the work, each employee will know his own responsibilities and, as important, the responsibilities of every other employee. In this way the company will operate more efficiently, profitably, and mistake-free. Chapter 9 goes into more detail about organizational charts.


Send in the Delegation


A key to organizational success is the ability of an entrepreneur to delegate responsibilities to other employees. Very few business owners have the ability to perform all the tasks required to operate their business. They are likely to be experts at some things, very good at others, and nearly hopeless at others. Because most entrepreneurs have loads of confidence in their abilities, it is hard for many to admit to themselves, “I’m not very good in this area, I need help, and this is how I intend to achieve it.”


Delegating authority to others can be a difficult task not only because it may be hard to find the right person to handle the tasks but also because it is hard for an entrepreneur to give up some of the control of his business. The process of delegating involves four steps:


       1.  Finding good people who are trustworthy and have the expertise to be successful in the area concerned.


       2.  Hiring the person and incorporating him into your company.


       3.  Clearly communicating what is expected of them and how to find answers, or know who to contact, if there is a problem.


       4.  Giving someone else the ball, and allowing that person to run with it.




 






       stat fact
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According to National Association of Home Builders, homeowners spent about $150 billion on home improvements and repairs in 2013. That was 16 percent less than in 2011 ($178 billion).






 





The best entrepreneurs routinely monitor the activities of these employees but do not constantly look over their shoulders, micromanage their activities, or reverse their decisions without very good cause.


While the ability to delegate is important, over-delegating can become a problem. The owner may become too far removed from the daily activities of the business. The art of delegating is also the art of team building; owners must understand how all the pieces of the business fit together to form the whole. The risk in over-delegating is that decision making becomes too decentralized, communication breaks down, and the business becomes inefficient.


Wrap-Up


       [image: ][image: ]  Contractors enhance the safety of individuals as well as the community at large.


       [image: ][image: ]  Contractor-owners have the burning desire to operate their own business and have the knowledge and experience, either through formal education or on-the-job training, to be successful.


       [image: ][image: ]  As business owners, contractors must be disciplined and determined, self-reliant, in good health, and practice excellent time management.


       [image: ][image: ]  Contractors have the advantage over the general public because they keep up with the latest advances in their particular field, have the best tools to do the job, and understand the common terminology used in the various disciplines of the property development industry.


       [image: ][image: ]  Contractors can be successful if their finances are in good order, they have the ability to manage people, can communicate effectively with employees and clients, and they know how to organize their employees and/or subcontractors for maximum efficiency.


       [image: ][image: ]  The ability to delegate responsibilities is critical to success.









CHAPTER 3


The Business Plan


A business plan is a written document that summarizes how a business owner intends to organize the business and how it will run and earn a profit so that the business will succeed. It defines the strategy that will be used to establish, operate, and market the venture. The business plan has value because it forces the entrepreneur to engage in the planning process through which she will gain a better understanding of the industry, the business, and the various options available. It is also an essential selling point when looking to obtain loans from banks or individual investors.


Business plans come in many forms. Many are very detailed documents while others are more informal. A typical outline of a business plan follows.


       Executive Summary


The executive summary must be impressive because it is the first thing people read in your plan, and we all know the power of a strong first impression. This is where you want to wow people. It is like the coming attraction, or trailer, at the movie theater. You want it to highlight the business idea and make readers want to find out more. While it is at the beginning of the business plan, it is often written last after all of the pieces of the plan have been determined.


       Features and Advantages of Your Products or Services


At this point you need to describe what it is you do and how you do it. As a service business, you need to lay out what services you provide and what expertise your business brings to the table. Also, answer the question: What makes your services different from those of other, similar, businesses?


       The Market/Industry


Illustrate, briefly, the market your business will be a part of. Be specific and show how and why this is a growing market. Also demonstrate how you fit into this market. It’s hard to prove you belong in an oversaturated market, so do your homework to make sure there is room for you to compete in your city or town. Since a contracting business is dependent on a location, define the industry in the local market.


If need be, find a niche to fill in an otherwise crowded market and explain why you are invaluable. Also make sure you explain your demographic market and discuss your competition, not from a negative approach, but simply by explaining your competitive edge over other similar businesses.


       Marketing


Your marketing plan is all about knowing your target audience and explaining how you are going to reach out to them. Before including this in your business plan, do your homework and figure out where potential customers look for such services. For example, if you remodel kitchens and bathrooms, you will market yourself on websites and in magazines that homeowners or builders look at. However, before you can start reaching out to potential customers, you also need to define what services you are selling, at what price(s), and in what location(s). Also discuss your pricing strategy (are you competing with low prices or perhaps providing specialized services to discerning customers who are willing to pay). To simplify, you can use the four Ps of marketing: product, price, place, and promotion.
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Business plans can take several months to prepare. A large percentage of entrepreneurs use outside professional advisors such as accountants or lawyers for help; many also attend business plan seminars.






 





The census website at http://census.gov is a great place to start searching for demographic data. You can also learn a lot about marketing research by going to the Marketing Research Association at www.marketingresearch.org.


       Management and Key Personnel


It’s important when doing a business plan to feature yourself first. After all, you are the person, the entrepreneur, behind the business venture, and it is you who will have to put your neck on the line, answer the hard questions, and take the criticism—as well as the praise and acclaim, should there be some.


Many people invest largely because they believe in the owner and the management team. Provide key information on each person on the team. If you are a one-person operation, explain how you can handle the jobs and from where you will hire subcontractors. Explain your criteria for such hires and compensation. You should also include outside advisors, such as lawyers, accountants, or financial consultants, and describe their backgrounds and input into your business. If you have a management team, or advisory team, briefly describe the background of each member and what makes that person important to your business.


       Operations or Production


An Operations or Production section is all about how you do what you do. This can cover a lot of ground in a short section where you include a description of your services; sourcing raw materials, hiring labor, acquiring facilities and equipment; and how you complete and get paid for a project. Also include the overall costs of equipment such as tools, a truck (or several), and both office and mobile communications tools. Then discuss what you will do both on- and off-site and your access to the necessary materials you will need to complete a project. Where will you buy them and store them?




 






       aha!
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Mini business plans of five to ten pages have become the popular concise models that may stand on their own for smaller businesses. It’s to your advantage to run long when creating your initial plan (15 to 20 pages) and then narrow it down for presentation purposes.


Many such presentations are made with PowerPoint decks, using 10 to 12 slides to tell your story. This is a great starting point, but you should have at least a more detailed mini-plan available, especially if you are seeking lots of money.






 





The basic rule for your operations section is to cover all the major areas including labor, materials, facilities, equipment, processes, and payment to illustrate the details that are critical to your business operation.


       Finance


Your goal in this section is to explain how your business will work from a financial perspective. You want to show the projections of expenses and sales over one, three, and even five years. Be conservative in your estimates, and always have the math ready to back them up. Make sure you include existing liabilities coming into the business. You can typically gather information and use Excel or another financial software program to make the spreadsheets you’ll need to support your written overview of your future financial picture. Business plan software is also readily available with the necessary spreadsheets.


The most important financial statement you will need is an income statement (also known as a profit and loss statement (P&L) or an earnings statement. Income statements answer the questions, “Am I making or losing money?” and “How?” A cash-flow statement can show how you will stay liquid, which is vital to any business, and a break-even analysis will show that you have a good idea of what you need to reach before you can come out with a profit. You should also let it be known how much money you are putting into the business since investors will always take a project more seriously if they know you have invested in the undertaking.


       Risk Planning


It’s important for you and for your investors to know that you are accounting for risks, which can include anything from unfavorable industry-wide growth trends, to low sales to lack of skilled labor to a major competitor undercutting your process to a recession.


Whether you are using a version of Microsoft Word or one of the popular software programs to guide you along the way, you can go back to earlier versions and revise and rewrite as you go. Some people still enjoy printing out an early draft of their business plan and marking it up at the kitchen table, while others prefer reading everything on their computer and/or iPad, tablet, or iPhone.




 






       save
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There are many sources of information about how to prepare a business plan. One excellent source is the Small Business Administration (www.sba.gov), which provides assistance over the internet. Numerous books covering business plans such as Write Your Business Plan by Entrepreneur Media, Inc., can be found at Amazon (www.amazon.com), Barnes and Noble (www.barnesandnoble.com), and other online booksellers. You might also visit www.bplans.com, which is a very helpful website for anyone starting a business and writing a business plan.






 





Business plans can be 5 to 50 pages. More often than not, the smaller plans, or mini-plans, have become more fashionable in a world in which time is of the essence. Most plans today are sent electronically to potential investors, but you should be ready with hard copies if the situation presents itself. Also, you always want to double-check everything and proofread your work.


And finally, be ready to back up anything you have in your business plan and answer any questions a possible lender, investor, or potential vendor or partner may throw at you.


Business Plan Software


While you remain in the driver’s seat, writing the plan and doing all the heavy thinking, business plan software can handle research, organization, calculations, and more.


Of course you don’t have to use specific business plan software to write your plan. Microsoft Office or any similar software in which you can write each section of your plan can serve your purpose. You can even use Excel or other spreadsheet software to handle the financial pages.


However, should you want to the guidance of a software program, find one that meets your computer capabilities, has tech support readily available, and is highly rated. The difference between a $59 and $99 software program is typically the features.


Some of the most popular choices are: Business Plan Pro from Palo Alto Software at www.businessplanpro.com/; BizPlanBuilder® a cloud-based program from Jian software at www.businesspowertools.com/project/2015-a_bizplanbuilder-business-plan-software-template/; and Ultimate Business Planner from Atlas Business Solutions at www.abs-usa.com/business-plan-software/overview.


Mission Statement


Every business has a purpose for its existence. A written mission statement, usually one to four sentences long, says what your company is, what you do, what you stand for, and why it’s important. An example of a poorly written mission statement is: “We build fine homes.” A much better example is: “We are dedicated to providing services and solutions that meet the dreams of our clients. Quality construction is delivered with friendliness, professionalism, individual pride, and company spirit.” The best mission statements focus on satisfying customer needs rather than on the products that are sold. Certainly everyone wants to have a fine home, but it is more important for a client to know how he will get that fine home. The client will have positive feelings about hiring a company with a compelling and personal mission statement, and employees will understand the goals and objectives of the company they work for.


Financing Your Business


There are two ways to finance your new business: equity and debt. Equity financing involves raising money from investors who will often have an ownership stake in the new business.


Most small businesses start with the owner(s) putting some money into the project themselves. This will often encourage other investors, knowing that if the owner put his or her money into the business, then they are taking it seriously. Your investment should be money you have earmarked specifically for the business venture and NOT from your ongoing living expenses or your retirement savings. Other sources of funds often come from friends or relatives who have an interest in helping the new enterprise. Caution must be used when taking money from friends and relatives; personal relationships may be ruined if the business fails and these friends lose their investment. Business owners who raise capital in this manner must explain their business plan carefully and make it clear to potential investors that there are risks associated with their investment. It’s also very important to stipulate whether such investors are going to be involved in the business or “silent” partners. Spell out everything, and put it on paper in advance.


Venture Capitalists


Venture capitalists (VCs) are another source of equity financing. These are wealthy individuals or companies who look for startups in which to invest their money. Generally, however, VCs prefer to invest in companies that have strong growth potential. VCs often like to get quite involved in the workings of the company and have less patience for businesses that project slow growth.


Angel Investors


Angels are individuals who invest their own money in new ventures of interest to them. Many angels are well-off professionals, such as doctors and lawyers or former business owners. Some are retired but have tremendous expertise to share in a specific field. Others are successful business owners who have made a bundle with their own entrepreneurial efforts and are now interested in letting their money work for them in someone else’s venture. Typically they are less involved in the actual running of the business than VCs.


Angel investors used to be a difficult group to find. Not any longer. There are groups formed by angels and other organizations, such as Funding Post, that bring some angel investors together for you to meet. You can visit the Angel Capital Association (at www.angelcapitalassociation.org) or search on Google for “angel investing groups in” your area of the country.


Debt Financing


You can also seek out debt financing, which is achieved by borrowing money from a bank, credit union, or the U.S. Small Business Administration. These entities rely heavily on the business plan, financial forecasts, and the personal finances of the owners of the business. A new business is much more likely to obtain debt financing if the owners have committed a significant portion of the capital required for the business to get off the ground, have a good credit rating, and have a business plan that looks solid and sensible. They also like to know specifically what qualifications you have to run such a business.
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When looking for sources of financing, go to Entrepreneur’s website www.entrepreneur.com/bestbanks, and check out their up-to-date listing of best banks for entrepreneurs.






 





One positive aspect of borrowing from banks or credit unions is that they don’t want control—at least beyond the control exerted in the covenants of a loan document. And they don’t want ownership. Bankers make loans, not investments, and as a general rule they don’t want to wind up owning your company.


Loan covenants may require you to do all sorts of things, from setting a minimum amount of working capital you must maintain, to prohibiting you from making certain purchases or signing leases without approval from the bank. For this reason, you want your accountant, financial advisor, and/or attorney to review your loan documents and spell out everything for you very carefully. Also review the many types of loans that are offered and determine which is best for your situation.


Credit Unions


According to the National Credit Union, there are more than 7,000 credit unions in the country with nearly 100 million members. Since credit unions are not-for-profit financial institutions, their focus is serving the financial needs of their members and not making a profit. As a result, once you have applied for membership and joined a credit union, it may be easier to get a lower interest rate with fewer fees than found at a bank when procuring a loan. However, like a bank, you will still need to prove your credit worthiness and that you can repay the loan, or have someone co-sign for it.


Unlike banks, credit unions are not protected by the FDIC. However, they are covered by the National Credit Union Share Insurance Fund (NCUSIF), which provides federal and most state-chartered credit union members with up to $250,000 of insurance per individual depositor, per federally insured credit union.


Small Business Association


The Small Business Association (SBA) has a variety of business loans, as well as information to help entrepreneurs get started. Founded in 1953, they have provided vital business information to scores of entrepreneurs and “millions of loans, loan guarantees, contracts, counseling sessions and other forms of assistance to small businesses.” The 7(a) Loan Program, has become the most popular of their various loans offered. Visit the SBA at www.sba.gov, or www.sba.gov/loanprograms to go directly to their loan information.




 






      [image: ][image: ] Plan Pointer


          Lenders look for borrowers exhibiting the four Cs of credit:


             1.  Character: What’s your reputation and background?


             2.  Capacity or cash flow: Do you have sufficient cash flow to repay principal and interest?


             3.  Capital: Does your business have enough capital to keep going if you can’t pay the debt from earnings?


             4.  Collateral: Do you own something valuable the banker can take if you can’t pay the loan back? Hint: Don’t put up your home as collateral.









Wrap-Up


       [image: ][image: ]  The well-developed business plan has been called a blueprint for success. It is a valuable tool that can be used to obtain financing and to communicate your goals and objectives to employees.


       [image: ][image: ]  Financing the business can be achieved through a combination of equity and debt.


       [image: ][image: ]  Equity investors range from friends and family to venture capitalists and angel investors.


       [image: ][image: ]  Lenders are most likely banks but can also be credit unions or the Small Business Association (SBA).









CHAPTER 4


Law and the G-Man


Title 26 of the Federal Code, also referred to as the Internal Revenue Code, is made up of 20 volumes and is nearly 17,000 pages long. It includes laws covering income taxes, payroll taxes, gift taxes, estate taxes, and excise taxes. Most states have their own tax regulations covering similar taxes and tack on rules and regulations covering items like workers’ compensation insurance and sales taxes. In addition, agencies such as the Social Security Administration and the Equal Employment Opportunity Commission issue their own pamphlets regulating employers. Employer compliance with the myriad of rules and regulations is a daunting task but one that cannot be ignored. A properly established and organized business can cope with the government bureaucracy fairly easily if it understands the basic rules and establishes internal procedures for following those rules.


Business Structure


The first task in setting up your own contracting business is to decide exactly what form, in legal terms, you want your business to be. This legal structure largely determines how much risk the owner takes on and how the government will treat his income. As an entrepreneur you should consult with your lawyer and accountant when deciding which form of business to use, and when consulting with these professionals, be sure to disclose all of your family assets and income, because these factors may influence their recommendations. The choices that business owners have when forming a new company follow:


       1.  Sole proprietor. This form of business has no separate structure from its owner. Even though the sole proprietor may register a trade name like “Jane’s Drywall Service,” all assets, debts, tax liabilities, and risks belong to Jane. Sole proprietorship has several disadvantages. It may be harder to obtain financing, and you will have unlimited liability in the event the business is sued. This is the simplest form of business and is reserved for the individual entrepreneur. The advantages of being a sole proprietor are being able to make all of the business decisions yourself and sell the business when you choose. There are also few legal costs, little paperwork, no formal business requirements, and no corporate tax payments.


       2.  Partnership. Formed when two or more individuals enter an agreement to manage a business, a partnership does not protect the individual liability of the owners. The partners manage the business and are personally liable for debts and obligations of the business. Like an S corporation (see below), the partnership does not pay taxes because the profits and losses are passed on directly to the partners. From a legal perspective, partnerships are easy to form. Many partnerships are very successful if the partners have a strong bond and their strengths complement each other.


       3.  Limited liability company (LLC). Increasingly popular, this is a hybrid structure that combines the limited liability of a corporation (S or C) with the tax advantages and flexibility of a partnership. The company is owned by members, as opposed to stockholders, and profits and losses are passed on directly to them. In some cases, a member may contribute services rather than money and, in turn, receive an interest in profits and losses.


       4.  S corporation. Usually reserved for smaller companies with fewer than 100 shareholders, an S corporation provides limited personal liability to its shareholders (owners) so that if the corporation is sued, the personal assets of the shareholders are protected from the lawsuit. The other significant issue with S corporations is that the corporation itself does not pay income taxes. All profits and losses are passed through to the individual shareholders according to the share of the stock each owns. Shareholders are liable for taxes even if they did not receive cash income from the company. The company itself is managed by a board of directors that appoints officers to take responsibility for day-to-day operations.


       5.  C corporation. Most large companies in the United States are C corporations. Like an S corporation, shareholders are protected from lawsuits and the company is managed by a board of directors. However, the corporation is an entity unto itself, which is taxed on its profits, and the shareholders are taxed on any dividends they receive. Shareholders must be aware that dividends are paid on after-tax profits, which results in double taxation because the shareholders are also personally liable for taxes on the dividends they receive.


When deciding on a business structure that meets both your business and personal needs, the entrepreneur should consider the following:


       [image: ][image: ]  How vulnerable is your business to lawsuits? Court dockets are full of suits against contractors. Is your specialty among those involved in numerous lawsuits by unhappy clients? If it is, then a corporation or LLC is the best for you.


       [image: ][image: ]  Do you need to pull cash or capital out of the business? Once you set up a corporation, you cannot generally take money out of it (even if it is your own money) without paying income taxes on the distribution.


       [image: ][image: ]  Tax implications are another factor and should be discussed with your accountant. For example, if you use a company vehicle for personal use, you may have to report the value of the personal use as additional income and pay additional taxes.


       [image: ][image: ]  The level of control you want to have over business operations should be discussed with your lawyer. Corporations are managed by a board of directors and must make financial reports to stockholders. For very small companies, these boards may comprise of only family members. But as the business grows, nonfamily members often join the board, and outsiders may invest in the company. They may also have a say in how your business is run. For greater control, you may be better with a sole proprietorship or partnership if you and your partner agree on who makes decisions on each area of the business.


       [image: ][image: ]  The size and nature of the business also influences the structure. Small companies that focus on limited services may be better run as sole proprietors or LLCs. Among these might be excavating contractors or roofing companies. However, large companies that require large amounts of capital, may have union employees, work on numerous projects at one time, and hire subcontractors usually benefit from a corporate structure.


Accounting Methods


There are two types of accounting methods that are used by small businesses: cash accounting and accrual accounting. The IRS has placed some restrictions on the use of the cash method, so the new contractor is advised to consult with his accountant to decide which is best for his business. While most accounting software programs use the accrual method, it is usually a simple matter for a good accountant to make the year-end adjustments needed to prepare an accurate tax return based on a cash accounting system.


The difference between the two methods is basically one of timing. When using the cash method, revenue is recognized and recorded on the company books when the money is actually received, and expenses are recognized when payment is made. However, when using the accrual method, revenues and expenses are recorded when incurred. Consider the following information:


K&K Contractors—Cash Accounting vs. Accrual Accounting


       [image: ][image: ]  December 7, 2015: Materials are purchased on credit by K&K for Smith project: $2,500


       [image: ][image: ]  December 10, 2015: Smith project is completed


       [image: ][image: ]  December 12, 2015: Smith is sent an invoice for $5,000


       [image: ][image: ]  December 31, 2015: Tax year ends for K&K Contractors


       [image: ][image: ]  January 7, 2016: Smith pays $5,000 to K&K


       [image: ][image: ]  January 30, 2016: $2,500 is paid by K&K to the supplier for Smith materials


The effect on the income statement of K&K Contractors varies by the accounting system used:


       1.  Cash accounting. Neither the $2,500 expense nor the $5,000 income is included in the 2015 income statement because the actual payment and receipt took place in 2016.


       2.  Accrual accounting. Both the $2,500 expense and the $5,000 income are included in the 2015 income statement even though the cash was not received until January 7 and the expense not paid until January 30.


As you can see, the accounting method used can have an effect on your taxes, both positive and negative. Both methods, however, offer legal strategies for accelerating expenses so that they occur in the current year and for deferring income into the following year. Obviously, care must be taken, and consultation and advice from your accountant is paramount.


Bankers, Lawyers, Accountants, and Insurance Agents


These specialists are crucial to a new business. However, although they may be experts in their own field, they may not really understand how your business operates. In order to profitably use their intelligence and expertise, the new business entrepreneur must work closely with these professionals; it is usually a mistake to turn a task over to one of them and think “It’s OK, the accountant is handling it.” In particular, tax and labor laws are extremely confusing and are subject to a certain amount of interpretation. Also these laws often change. The business owner must help the lawyer and accountant interpret the myriad rules and regulations as they pertain to her specific contracting business.


A good relationship with a banker can both save money and enable to company to operate more smoothly. When looking for a bank to do business with, take along your business plan, or send a copy in advance of your meeting, so that the bank can better understand your goals and objectives and how you will reach them. When a personal business banker understands the financial status of the business and the owners, he is in a good position to advise the company in a number of areas. Because many businesses borrow money from banks to purchase tools and equipment, the banker is a valuable resource for understanding interest rate trends and projections. Again, presenting a clear business plan assists in obtaining loans with the most favorable terms. The banker can also help establish a line of credit for companies that need ongoing cash to support daily operations.


The final outside professional that contractors must have on their team is the insurance agent. Insurance has become a highly complex and specialized business covering all aspects of American life. Three areas of insurance are of particular interest to contractors: 1) general business and vehicles, 2) workers’ compensation, and 3) health insurance. Rather than working with a single insurance company, it is often advantageous to work with an insurance agent who represents a number of different insurance companies. The agent can compare prices to ensure that the contractor is getting the best coverage at the best cost. Often, contracting companies will work with one agent to handle business, vehicle, and workers’ compensation and another agent for health insurance. In this age of specialization, other agents may be engaged to find life insurance or long-term health insurance coverage if these are benefits that a business owners wishes to offer his employees.




 






       warning
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Most contractors have inland marine insurance, which covers equipment other than vehicles. Premiums for this insurance may be based on either replacement cost, which will pay for new equipment to replace destroyed or stolen equipment, or on actual value, which is based on the current depreciated value of the equipment. Actual value insurance has much lower premiums than replacement cost insurance; however, the ultimate cost of replacing equipment is higher. Actual value insurance is usually recommended unless a contracting company generally works in unsafe neighborhoods.









Coping with the Government


No matter what your political views may be, all business owners must deal with government rules and regulations. Most contractors don’t like it but have little choice except to cope as best they can. Certainly lawyers, accountants, bankers, and insurance agents can assist in the process, but the responsibility of complying with the numerous government rules and ordinances falls squarely on the business owner’s shoulders. Even though following government guidelines can be difficult, especially when rules and regulations are constantly changing, it is important for the contractor-owner to realize that ignorance of laws is never an excuse for noncompliance. Below are some of the common obligations that businesses face. Fortunately, most of the information on such obligations can be found on the internet at www.irs.gov. The accounts and/or forms that most new businesses must use to operate legally are:


       [image: ][image: ]  Federal government


          –    Employer Identification Number (EIN) (used for income tax forms, it is similar to an individual’s Social Security number)


          –    Federal unemployment (Form 940)


          –    Income tax withholding, Social Security, Medicare (Form 941)


          –    Employee income tax reporting (W-2)


          –    Employer summary of W-2s (W-3)


          –    Employee withholding form (W-4)


          –    Employee proof of citizenship (I-9)


          –    Dividend or similar payments (1099) (actually, at last count, there are 16 different 1099 forms)


       [image: ][image: ]  State government


           Each state has its own forms and regulations; following is a general list:


          –    State unemployment


          –    State income tax withholding


          –    Workers’ compensation (they call it insurance, but in reality it’s a tax)


          –    New hire reporting


          –    Sales and use tax: state, county, city, stadium


          –    Professional licenses (architect, surveyor, landscape architect, and engineer, to mention a few)


          –    Work permits for employees under the age of 18


          –    USDOT Number for operation of commercial vehicles; varies by state; visit the Federal Motor Carrier Safety Administration at www.fmcsa.dot.gov for more information.




 






      [image: ][image: ] Employee or Contractor?


          Following are IRS questions for determining an employee or a contractor. Facts that provide evidence of the degree of control and independence fall into three categories:


             1.  Behavioral: Does the company control or have the right to control what the worker does and how the worker does his or her job?


             2.  Financial: Are the business aspects of the worker’s job controlled by the payer? (These include things like how the worker is paid, whether expenses are reimbursed, who provides tools/supplies, etc.)


             3.  Type of Relationship: Are there written contracts or employee-type benefits (i.e., pension plan, insurance, vacation pay, etc.)? Will the relationship continue and is the work performed a key aspect of the business?


          Of course, as is always the case with the IRS, you can find a lot more on this very important topic at www.irs.gov.









Employees or Subcontractors


While you may start out as a one-person show, chances are you will soon start hiring employees or start working with subcontractors. It’s important that you know the difference, as it matters to the IRS. There are a few key differences between employees and contractors. For example, you control all the jobs and provide the materials for the jobs your employees are responsible for completing. You also take out money for all taxes, Social Security, Medicare, and workers’ compensation and pay unemployment insurance. They also represent your business, receive regular payment, and can receive benefits if you offer them. Subcontractors, however, are in control of their own overall work schedule, they can work for other contractors, clients, or companies, and they provide their own tools. They set their own payment terms, use invoices and are responsible for all of their own taxes, Social Security contributions, and benefits.


The determination has implications for your tax liabilities as well as your obligations and commitment to the individual worker. It also determines whether he or she is entitled to benefits such as unemployment and industrial insurance.


Employee Benefits


Providing benefits such as health or retirement plans to employees, including owners, requires additional paperwork and reporting. This is an area where it is very important to work closely with your lawyer and accountant. The rules and regulations covering such benefits are complex and difficult to decipher. Three of the most common benefits are 1) use of a company-owned vehicle, 2) retirement plans such as 401(k), and 3) medical reimbursement plans, or health benefits. Each is governed by its own Internal Revenue Service rulings. Business owners should be aware of each ruling, how it may affect taxable income, and what type of record keeping is required.


An employee may use a company vehicle for personal use, including daily commuting; however, the value of the personal use is included as taxable income for the employee. An employee who uses a company vehicle must keep records that substantiate the portion spent for business use, for which mileage is deductible, and the portion spent for personal use, which is not deductible.


Optional retirement plans have become much easier to administer in recent years. Typically, an employee elects to have a portion of his pay deducted and invested in a mutual fund or other investment. The company can match the employee’s contribution up to a limit set by the IRS.


As of 2015, the employee’s contribution limit is $18,000 per year, or an additional catch-up contribution of $6,000 for employees age 50 and over at the end of the calendar year. The combined contribution for employee and employer as of 2015 is $53,000, or $59,000 for those using the catch-up plan.


There are other limits on 401(k) plans for highly compensated employees earning over $120,000 (as of 2015). These should be discussed with your plan administrator.


You can find a guide to 401(k) plans at money.cnn.com/retirement/ as well as at the Department of Labor, which has 401(k) information for your business at www.dol.gov/ebsa/publications/401kplans.html. You might also visit http://401khelpcenter.com for more information.


Depending on the type of retirement plan, the amount contributed may be deducted from the employee’s taxable income; the company’s contribution is generally tax free. Most startup companies are not typically in a position to match such contributions. Also, since you may be working with a lot of subcontractors, you may not have a lot of regular employees, at least not for a while.


Health Plans Can Offer Tremendous Benefits


The most recent health care laws require you to provide certain information about the health care options to your employees whether or not you offer health care. According to the Affordable Care Act, if you offer health insurance to your employees you must offer it within the first 90 days of the first day of employment.


Knowing the health care law is very important for a small business owner especially if you want to offer such health insurance. In a competitive marketplace, you will be able to attract and hire more skilled professionals if you can offer health insurance options.


Documentation and Receipts


While you can store a wealth of data on computers and online “cloud” services, it’s still important to have a paper trail to back up the computer data. According to the IRS, a business must retain records for “as long as they may be needed for the administration of any provision of the Internal Revenue Code.” Fortunately the IRS does give some guidance on this issue on its website; as long as the business does not file fraudulent reports, most records can be discarded after seven years.




 






      [image: ][image: ] Small Business Tax Credits


          If you have fewer than 25 employees, with an average wage of less than $50,000 per person, you might be eligible for a tax credit if you provide heath insurance to your employees. Check this out at www.irs.gov or put “Small Business Tax Credits” in your online search engine and research the results.
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Proof of payment of an amount, by itself, does not establish that you are entitled to a tax deduction. You should also keep other documents, such as credit card slips, invoices, and employee time cards to show that you also incurred the cost.






 





State governments have their own sets of record-keeping guidelines. For example, the Wisconsin Department of Revenue Sales Tax Division routinely audits businesses to ensure that they are collecting and remitting the proper amount of tax. Its audit usually covers four years; however, it can request records for earlier years if it finds fraudulent activity during the initial audit period.


Record keeping is also useful to a business for its own internal uses. As mentioned earlier, keeping records related to employee benefits is of utmost importance. These items are often red flags for government auditors; a well-organized set of records documenting and justifying benefits will usually save a company time and money in the event of an audit.


Employee performance records are also important because segments of the contracting industry have fairly high employee turnover and relatively high rates for unemployment compensation. An employee who is fired or laid off is usually eligible to receive unemployment benefits, but if an employee is fired because of violations of company policy, he may be ineligible for benefits. However, in order for denial of benefits, the employer must keep a written record of the violations of company policy. These may include unexcused absences, repeated tardiness, or failure to follow safety procedures. Chapter 9 covers the importance of an employee handbook that sets out company policy.




 






       stat fact
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Good news on the audit front! The IRS, like so many businesses, is also having budget woes, and as a result in 2014 large corporations as well as small businesses saw significantly fewer audits.






 





The best approach to record keeping is to be prepared for the audit that may never come. The actual chances of being audited by the IRS are slim. However, it is better to be safe than sorry because audits are very time-consuming and can be expensive. Most businesses can, however, expect an annual audit by their workers’ compensation insurance carrier. This compulsory insurance protects employees against loss of income and supplies medical payments if they are hurt on the job. Because the premiums are based on total payroll, the insurance companies perform an audit every year. Be sure to correctly record employee overtime costs; a portion is exempt from workers’ compensation. Therefore, a business owner must keep records of payroll for each job classification in the organization. Failure to keep accurate records can result in overpayment of premiums.
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Know the ins and outs of your state! Some states exempt very small employers from carrying workers’ compensation; other states exempt owners who hold more than 25 percent of the stock of the company. Other states cap the amount of income of owners that is taxed. Learn the regulations in your state, and save yourself some money.









Wrap-Up


       [image: ][image: ]  The business structure you select will have an important impact on the amount of taxes you pay, the amount of personal risk you assume, and the level of control you have over your business. Careful consideration, in consultation with your lawyer and accountant, must be made prior to choosing a legal structure.


       [image: ][image: ]  The “government” may seem like a huge monster lurking in the shadows waiting to pounce on the unsuspecting business owner. However, with careful organization and proper accounting, it is relatively easy to satisfy the tax requirements of both state and federal governments. Ignorance of the law is no excuse for violating the rules.


       [image: ][image: ]  It is important to understand the difference between an employee and a subcontractor for several reasons, especially when it comes to the IRS.


       [image: ][image: ]  Even if you are not providing health insurance, the new health laws require that you provide such information to your employees. Providing decent health care benefits can give you a leg up on your competition when hiring top candidates.


       [image: ][image: ]  Maintaining good records is critical to all business enterprises. It is far better to be prepared for the government or insurance audit that may never come.









CHAPTER 5


It’s Moving Day


So here we are in Chapter 5, “It’s Moving Day,” the time to make the big step toward success. At this point, entrepreneurs should have a clear understanding of the basic foundation needed to start a business.


       [image: ][image: ]  They understand what a contracting business is and why it is important to the community and the economy.


       [image: ][image: ]  They know if they have the proper background, credentials, and personality to become successful.


       [image: ][image: ]  They have carefully researched and prepared a business plan and know how they will finance their enterprise.


       [image: ][image: ]  They have established relationships with and have consulted with their lawyer, accountant, banker, and insurance agent.


       [image: ][image: ]  They understand the requirements that must be met to satisfy state and federal government agencies. They’ve obtained the licenses they need and have established the required government accounts.
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State governments have a significant influence on businesses. Some states, as well as cities, are particularly friendly to small businesses. As of 2015, the five friendliest small business states were Texas, New Hampshire, Utah, Louisiana, and Colorado. The five friendliest small business cities of 2015 were Manchester, NH; Dallas, TX; Richmond, VA; Austin, TX; and Knoxville, TN.









Open Your Office and Shop


One of the first questions startup business owners ask themselves is, “Where should I set up my operations, and how much space do I need?” Many start in their own homes, either in the basement, a spare room, or in the garage. There are certain advantages to starting this way but also many problems.


The positive aspects are largely related to costs. It’s cheap. The structure is already there so you have no initial costs to construct or rent a building. You may have some remodeling to do, but most often this can be done at a reasonable cost. There are no rental expenses to pay every month and no landlord to deal with. It’s also very convenient to have your office at your home; no time is wasted commuting. Property maintenance and utility costs can be shared by the homeowner (you) and your business. Finally, home improvement expenses such as a new roof can, in part, be treated as a business expense. Many people in all kinds of businesses have found ways to work from a home base.


Now for the downside: The Internal Revenue Service has very strict rules regarding in-home offices, so watch your deductions carefully. You can deduct only that portion of your home, and even your utilities, used for business.


Family support is a crucial factor in deciding to run your business from your home. Because you can never really get away from the office, it’s easy to spend too much time at work. Conversely, it is also easy to turn on the television set and get away from work. The key is to be disciplined and manage your time effectively.


There are other things to think about when considering a home office. It’s important to be able to have a normal home life as well as a stimulating and successful business environment. Ask yourself these questions before you open an office in your home:


       [image: ][image: ]  Do you have employees who will work full time in your home? How does your family feel about it?


       [image: ][image: ]  Do you expect to meet with clients at your home? If you do not have a separate entrance to your office, how do your spouse and children feel about strangers walking through their home?


       [image: ][image: ]  Will the neighbors complain about increased truck traffic stopping to deliver supplies? Will they be upset if you have several trucks and vans parked in your driveway each night?


       [image: ][image: ]  Do you have enough space to store all your equipment and supplies?


       [image: ][image: ]  Do local zoning codes allow business activity in your neighborhood? You may also run up against people in home associations or on condo or co-op boards who may give you a hard time about running a business from your home. There may not really be any problem, but typically most people running co-op or condo boards have an ax to grind.


       [image: ][image: ]  How well are you insured and covered in case a co-worker or client gets injured?


Space: The Next Frontier


No matter where you ultimately decide to open up shop, you must decide how much space you’ll need to operate efficiently. As is usually the case, when you think you have just the perfect size office, it will instantly become too small. Ideally, an office should be designed with some flexibility. Most businesses add staff over time and need space for each individual to perform his duties. At a minimum, contractors should have space for the owner, the staff, and a meeting room.


The office for the chief executive of the company should be large enough to hold meetings with at least several people. However, today many meetings include people on conference calls or video conferencing. Off-site meetings have become very easy and often quite cost effective, rather than trying to travel to various meeting locations. In your office search, you need to look at renting spaces that are large enough for a desk, computer, printer, filing cabinet, and perhaps a comfortable chair.


The work space for design staff should be determined by the equipment they use. The drafting table is rapidly becoming a relic as most new designers and architects work on a personal computer. However, they may need space to print out plans and a table to lay them out. Storage space for the printed designs is critical and usually takes up lots of space.


A small conference or meeting room for getting together with clients and sales representatives or holding staff meetings is essential to many businesses in the contracting industry. Some interior designers have suggested that meeting rooms should be designed so that each person attending the meeting has 30 to 35 square feet of space; therefore, if you anticipate meetings with two to six people, a 12 by 16 room should be adequate. If you do not find affordable office space with a large enough meeting area, or conference room, keep in mind that many cities and communities have meeting spaces available for rental. Regus (at www.regus.com) offers meeting rooms and offices in hundreds of cities as well, as virtual offices.


Storage space is often overlooked when planning a new office. Office supplies, machinery, and financial data archives take up quite a bit of room. In addition, most offices have spaces for coffee makers, microwave ovens, and book shelves for industry-specific publications. Of significant concern is having enough outlets for computers and other equipment as well as wifi and/or other means of online connectivity. Make sure you can connect from any place in your office.


Office Specifications and Details


Now that you’ve got a place for your stuff, you have to decide what that stuff is. A well-stocked and organized office runs much smoother and more successfully than one in a continual state of disarray. If good organization is not a strong suit of a contractor-owner, then she should consider hiring an experienced office manager or executive assistant to keep the office and support staff working smoothly and efficiently. Some of the physical items every contracting office should have follow.


Communications I


The ability to communicate clearly and promptly with both co-workers and clients is critical to any business, especially a contracting business, so the first order of business is installing a telephone system that meets the needs of the business. You should have a landline with an answering machine and a professional greeting.


Ultimately, as an office evolves, a PBX (private branch exchange) system may be necessary. These sophisticated systems, usually costing several thousand dollars, provide a network within an office that offers automatic answering, call transfer, individual voice mail, intercom systems, conference calling, the ability to forward calls to another location, and to make telephone calls over the internet (referred to as VoIP, or Voice over Internet Protocol). Typically, these systems offer callers menu options for their calls: By pressing a series of numbers, the caller can be transferred directly to the person or department sought.


While a PBX telephone system increases the efficiency and usually the professional image of a company, care must be used when relying on one. Many potential clients are turned away by menu options; most people prefer speaking to a “real, live person.” They become impatient or angry when forced to listen to a long list of instructions and options. You want to make it as easy as possible for customers and/or potential customers to reach you. The first call a potential client makes is often his introduction to the company, so the method of greeting is crucial. A poor first impression can easily turn away potential clients. A simple answering machine message, having someone (or a service) answer your calls, or having them forwarded to you on your cell phone (if you will be available to take calls) are all possibilities. Most significantly, if you get a phone message, you should respond promptly, within an hour or two.


Communications II


Over the last few years smartphones have all but taken over the world. They are now sophisticated enough to serve as a mobile business control center. Along with the obvious voice services and texting, you have email, web browsing, cameras, and an MP3 player at your disposal. Apps can enhance your user experience, but be forewarned that for every valuable app, there are probably 25 that are quite unnecessary for your business needs—so don’t get caught up with endless apps.


Nonetheless, the latest features have turned smartphones into mobile computers. In fact, in recent years, surveys have found that more people are using their phones for computers than they are using their laptops or tablets.


Cell phones are valuable tools for businesses of all sizes. At the typical mom-and-pop contracting company, the owner is frequently on a job site all day. At various times over the course of a day or week, the owner must be able to communicate with clients to ensure that work is proceeding properly, with the office for a wide variety of reasons, with suppliers to verify deliveries or order materials, with future clients to schedule meetings, and with an architect or designer to ask questions about the work.


Larger companies also rely on cell phones to coordinate work among several work crews, to locate a piece of machinery that had to be shared by two crews, or to find someone to repair machinery breaks. If the owner is not present on the job site, the cell phone is an invaluable tool for the crew foreman to verify details of an installation or get approval for changing the plans.


Finally, cell phones are a safety tool. In the event of a serious injury on the job, medical help can be called, and the injured worker treated without unnecessary delay.


Websites such as www.myrateplan.com and http://smartphones.specout.com are valuable for comparing cell phone features as well as cell phone plans available in various regions of the U.S. However, it is always better to speak personally with a sales representative who specializes in business needs. A company that needs several cell phones can often negotiate a better price by talking with a salesperson. Remember, Verizon, AT&T, Sprint, T-Mobile, and others are all very competitive, so go for the best deal you can get.


Communications III


Getting the idea? Efficient communications systems are the lifeblood of any business. Every office needs the following machines to streamline communications and make running the business more efficient, and inevitably, more successful:


       1.  Telephone answering machine. Unless your office has a PBX system, this still works. While it is preferable to have a real person answer calls or forward them to your cell phone, an answering machine can be a useful tool for times when the office staff is busy and for evening and weekends.


       2.  Fax machine. Not very popular anymore, so prices are low, but a fax machine can still be useful for ordering materials, sending government and insurance reports, sending and receiving client documents such as proposals and change orders, and ordering office supplies.


       3.  Copy machine. It’s invaluable for making duplicate records, printing copies of interoffice memos for distribution, and myriad other uses too numerous to mention.


       4.  Multifunction machine. It can do many of the above tasks from a single source. These versatile machines can be connected to a personal computer and print, scan, fax, and copy documents of all types; they can also be used as stand-alone machines and act as your primary copy machine.


Computers


A simple desktop computer can handle the daily work of the business. A more powerful computer is needed for computer-aided drafting (CAD) work. A laptop notebook, or the newer and smaller netbook computer, can be a useful selling tool, with photographs of completed work available to show prospective clients. Finally, the tablet computers like the iPad offer business owners a portable device capable of connecting to the internet via cellular services or wifi technology. With a myriad of productivity applications available, most business owners can benefit from these computers.




 






       fun fact
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During the early 1950s, the first commercial computer built in the United States, named UNIVAC, occupied more than 350 square feet of office space (about the size of a two-car garage) and had the ability to perform 1,900 operations per second. In 2012, IBM built a much smaller supercomputer named Sequoia capable of performing 16,320,000,000,000,000 calculations per second.






 





Much to the dismay of some older architects and designers, the computer has replaced the drafting board and T-square as the primary tool for designing property development projects. Not only do computers make it much easier to make changes and revisions to plans, they can create cost estimates for clients and share information with other design or installation professionals.


Finally, connecting the computer to the World Wide Web via the internet has become the modern way of advertising, communicating, and purchasing. There are, however, several cautionary notes about using the computer as a business tool. First, data and information can be lost if the computer breaks down or is damaged by an electrical storm. Therefore, it is critically important to have a good backup program to save records. Indeed, most computer consultants recommend using two sets of backup media such as a flash drive or external hard drive and a third back up that is taken off-site and kept in a secure place. Today, you can also utilize cloud computer backup, which refers to backing up data to a remote server accessed via the internet. Cloud backup data is stored in, and accessible from, multiple distributed and connected resources that make up a cloud. For more on cloud backup, visit www.webopedia.com/TERM/C/cloud_backup.html.


In recent years, options for online data storage have grown considerably. Check out www.toptenreviews.com for online backup services reviews to research available options. While working away on your computer daily, it’s easy to forget how many people every day are devastated when vital data is lost because of a computer virus, malfunction, theft, accident, or even an act of nature. Backing up data is essential. In 2005, for example, when Hurricane Katrina hit the city of New Orleans, business owners who used the backup systems at that time were able to restart their companies much faster than those who lost all of their data . . . some of which never recovered and never returned to business.


Office Supplies


Every office needs everyday supplies. Your needs will vary depending on the size of your business and your budget. As you look at the list in Figure 5–1, page 54, prioritize your needs. After you’ve done your shopping, fill in the purchase price next to each item, and add up your costs to get a head start on estimating your startup costs. Of course, this is not a complete list of supplies that you may need, so tailor it to what you think you will use.






[image: FIGURE 5–1: Office Supplies Checklist]








FIGURE 5–1: Office Supplies Checklist


Use this handy list as a shopping guide for equipping your office with supplies (you probably already have some of these).


Tools and Equipment


The contracting industry is large and diverse; each segment has its own specialized tools and equipment. Some contractors work most efficiently when they carry their equipment in a van, some need dump trucks, while others rely on pickup trucks with specialized compartments and racks. The same is true for power and hand tools. The best advice we can give is to encourage you to talk with other contractors and ask what they use. Many established successful contractors are more than happy to help a fledgling business get started. Another approach is to stop at job sites and see what other contractors use; of course, if you have been an employee of a contractor and are striking out on your own, you already know which tools and equipment you’ll need to get started.


The Bureaucracy


In Chapter 4, we discussed the types of governmental and insurance accounts required of most businesses. Below is a supplemental list of items and accounts each business should have. Much of this information can be found on the internet at http://business.usa.gov.


       [image: ][image: ]  Labor law posters. These are required by both the federal and state governments. These explain various rules and regulations established by government agencies such as the Equal Employment Opportunity Commission (EEOC). These posters, which must be placed in an area where all employees can easily read them, can be ordered from government organizations or from the U.S. Department of Labor. Private companies sell all-in-one posters that include all the required information. Some of these include only federal government posters, others cover individual states, and some are a combination of federal and specific state information.


       [image: ][image: ]  Occupational Safety and Health Administration (OSHA) Form 300. Log of work-related injury and illness.


       [image: ][image: ]  OSHA Form 301. Injury and illness incident report.


       [image: ][image: ]  OSHA Form 300A. Summary of work-related injury and illness. This report must be filled out and posted where employees can read it, even if there are no reported work-related injuries or illnesses.


       [image: ][image: ]  Safety Data Sheets (SMDS) and Material Safety Data Sheets (MSDS). Forms that contain information and data about chemicals and other hazardous substances. The forms contain instructions for safe use of a material and procedures for dealing with emergencies. Employers must have the sheets available for employees who may come in contact with hazardous materials. Suppliers of these materials usually provide the sheets upon request.


       [image: ][image: ]  Minor’s work permit. Employees under 18 years old must obtain a work permit prior to starting their employment. These workers have limitations placed on them based on their age and the type of work they perform with both federal and state regulations applicable. Contractors must be careful when hiring young employees because strict safety regulations apply to minor workers. For example, young workers can neither operate a circular saw nor assist operations that use a circular saw. These employees also may not work as roofers. Other regulations govern maximum work hours allowed both on a daily and weekly basis and strict limitations on driving vehicles and operating machinery.




 






       warning
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A construction, or mechanic’s, lien is used to collect past due amounts owed to a company claiming the lien. These liens can be attached to land, buildings, or partially completed new construction. Once a lien is placed on property, the owner may lose some control over it until the lien has been satisfied and the past due amounts paid in full. Lien laws vary widely from one state to another and can be very complicated. Understanding how the lien law works in your state may save you money, time, and embarrassment.









Credit Cards


Be very careful with using credit cards. Failure to pay the full amount due each and every month is an extremely expensive mistake. When late fees are added to interest charges, the cost of paying only a portion of the monthly invoice can easily exceed 20 percent of your purchases. Using a credit card can be a very useful tool for a company. However, care should be taken when deciding which employees have the authority to have or use one. The best advice is to keep the list of users to a bare minimum and require that itemized receipts accompany the monthly invoice and each purchase has a legitimate business purpose. Remember, a simple rule of thumb is to use a credit card by choice as a convenience to help maintain your cash flow or to keep from carrying a lot of cash, but NOT in a situation where you do not have the money available in hopes it will come along later. Remember, debt should be a decision, not a default, and credit card debt is dangerous.


Supplier Credit


Positive cash flow is often a problem for new businesses. During a project, funds are spent on wages and materials. Many times a client is not presented an invoice for the work until completion of the project and then may wait 30 days, or longer, to pay the bill. By securing credit with suppliers, a contractor can ease the pressure on cash flow—the money that comes in and out of the bank account. If managed properly, a contractor can purchase materials and often pay for them 30 to 60 days later. While some suppliers request payment in ten days, most do not charge a late fee until the invoice is more than 30 days past due. Every effort must be made to pay supplier invoices on time; and when cash is tight and payments cannot be made on time, the contractor must contact the supplier and explain the situation. Most suppliers are cooperative, especially if the contractor has a good payment record. Still, there are other suppliers who “go by the book” and do not agree to the delay of payment; some will even send a notice to your client that they will place a lien on his property if payment is not made. For obvious reasons, contractors must avoid this scenario at all cost.


Banking


Most contracting businesses require at least two types of bank accounts for handling their cash: a checking account, which does not pay interest, for accounts payable and payroll, and a savings or money market account for holding excess cash until it is needed. Interest rates for these types of accounts vary and change as the national economy changes, but the rates have been rather low in recent years. As a new business owner, however, you are not in a position to take on any high-risk investments with your profits.


Using cash as a vehicle to pay suppliers or employees is a very poor way of doing business. It also makes record-keeping difficult and opens the door to abuse and even theft. Instead, checks, credit, and credit cards are far better and safer methods of spending money. Online banking makes it very easy to handle your banking transactions and keep track of your balance at all times. Most banks have made online banking very easy in recent years.


Start Me Up


Many entrepreneurs start their own business because they do not want to work at repetitive or boring jobs. Factory work has no appeal to them. They cannot imagine sitting behind a desk eight hours a day, shuffling papers. Spending days in a retail store is abhorrent to their senses. They are looking for work that is not routine and varies from day to day. The contracting industry offers just the type of working atmosphere that these entrepreneurs want and enjoy.


If you were to ask a contractor to describe a typical day at work, he would tell you that there is no such thing. That’s not to say that each of the 60 or 70 hours you will work each week is thrilling and rewarding. Every job has its unpleasant moments, and the contracting industry is no exception. However, for a vast majority of successful contractors, the fun times on the job far outnumber the frustrating and unpleasant times.


Most contractors start their days well before 7 A.M., when they begin to review the schedule for the day. While they usually have a schedule for the week on their iPhone or organizer, disruption and changes are the norm. Here are a few such business disruptions to explain why contractors must remain flexible:


       [image: ][image: ]  Poor weather can cause a situation where even if you can get onto the job site, your work would not be productive.


       [image: ][image: ]  An employee or several employees call in sick.


       [image: ][image: ]  Supplies ordered for a job have been delayed in shipment.


       [image: ][image: ]  The supplier has sent the wrong materials.


       [image: ][image: ]  Equipment breakdown; a spare is not available.


       [image: ][image: ]  The client has changed his mind and wants to review the plans before more work is done.


       [image: ][image: ]  A subcontractor has not completed her work or has to alter work already completed.


       [image: ][image: ]  Your computers or wifi is down.


Experienced entrepreneurs appear to have an instinctive ability to “see the big picture” and understand that the various elements of their business must work harmoniously for the business to succeed. However, the importance of attending to the smallest detail cannot be stressed enough. Entrepreneurs who are able to set effective company policies and passionately communicate their vision for success but overlook or ignore seemingly mundane details, such as meeting financial deadlines or following through on promises to employees or customers, are likely heading down the road to failure. This is not to imply that owners should micro-manage their business, but they must convey the importance of “attention to detail” to their employees.


Many new contractors wear multiple hats. They are the employer, the workforce, the scheduler, the mechanic, the designer, the bookkeeper, and the salesperson. While a spouse or partner may be of great assistance with these tasks, the owner usually has to spend a portion of his day on one or more of these tasks. Orders for materials have to be reviewed, customer statements have to be verified, equipment must be maintained, and new business secured. Most often, a contractor will work in the field during the day, spend a few hours in the late afternoon or early evening meeting with prospective clients, and then head back to the office to take care of paperwork and make telephone calls.


Saturdays are much the same, except more time may be spent on equipment maintenance, paperwork, and communications with clients. The weekend typically becomes Saturday night and all day Sunday. With disruption and chaos constantly lurking in the background, it is vital that contractors remain flexible enough to “change horses in midstream” and be nimble enough to remain productive when the expected work schedule is changed.


One of the keys to success for contractors is learning how to efficiently schedule your labor and to manage the productivity of your work crews. It makes no difference if you are a one-person outfit or have 30 employees; productivity of labor must be constantly maintained even when all or some of the factors listed above are threatening to bring your workday to a screeching halt.


A contractor does not generate income for every hour he or she works. Time spent on the telephone, returning emails, or calling on a prospective client is not what some lawyers call “billable hours.” Contractors can rarely send a bill to a client who calls to ask questions about her project, and time spent preparing government reports cannot be billed to anyone.


The contractor must become something of a juggler when family or personal situations arise that require absence from work. Your teenage son’s championship soccer game is scheduled for 3 P.M. on Thursday; your daughter is starring in the school play scheduled for 1 P.M. on Wednesday; your spouse wants you to take the kids away for a few days to the new water park; your doctor has scheduled some tests for 9 A.M. Monday morning. For the very small contractor, these obligations do not pose a huge problem. Many clients understand that contractors actually have lives besides their work and are agreeable when you inform them in advance that you’ll not be on the job during those hours. But you must remember that during these times you are not generating income. Part of running a business is working to grow that business for the future.


Missing work is more difficult for the medium-sized contractor who has just a few employees. When you take time off to tend to personal obligations, your field workers may be left without proper supervision. Therefore, proper planning for the productivity of your work crew becomes a critical issue. Before an owner can send a field employee to a job site unsupervised, she must be confident that the employee has the knowledge and ability to complete the tasks satisfactorily. As some employees learn faster than others, the owner must be able to take whatever time is necessary to properly train each individual. Your goal should be to have a business that will not fall apart if you are not there. As a business grows you will hopefully find enough quality people so that if you are out sick or even go on vacation, these trusted individuals can keep everything running smoothly.


’Tis the Season


Some specialties in the contracting industry face unique challenges as a result of geographical location and weather. In the southwestern regions of the United States, extreme heat during the summer may limit the amount of physical activity that workers should do. Many who live there might say “It’s hot, but it’s dry heat.” However, if it is 115 degrees, it’s still hot. Employees working under these conditions should receive training to limit the risks of working in hot weather, to recognize the symptoms of the onset of heat exhaustion or heat stroke, and to learn what steps they should take if they or a co-worker becomes disabled due to heat stroke.


In other areas of the country, particularly in the north, contractors face obstacles created by adverse weather during the winter months. When the ground is frozen, excavators, landscape contractors, and even plumbers may not be able to work on a consistent basis. Some may have to lay off employees and reduce their staff to a bare minimum.


In recent years, however, many of these northern businesses have offered new services in order to maintain a revenue stream. Two of the most popular are snow removal and holiday decorating. Some have sold Christmas trees, others might provide carpet-cleaning services during the winter and/or repair snowmobiles.


Innovative entrepreneurs consider all their options, examine the costs and benefits they expect from a new venture, weigh the strengths and weaknesses of their staff, and forge ahead with the new service. Clients will expect the same high level of performance that is provided by your regular services. Therefore, employees must be properly trained to perform the tasks required by the seasonal service; substandard work will backfire and hurt the reputation of the company as a whole. Consider your skills and those of your employees, and see if you can forge another source of income during the down months in your business.


Wrap-Up


       [image: ][image: ]  Using your home as an office can be very beneficial to a new contracting business; however, there are disadvantages. Weigh the pros and cons carefully.


       [image: ][image: ]  Plan your spatial needs before building or renting; most likely, you’ll need more space than you think.


       [image: ][image: ]  Up-to-date communications systems are crucial to the success of a new contracting business.


       [image: ][image: ]  Set a realistic and thorough budget for office supplies and equipment.


       [image: ][image: ]  Visit http://business.usa.gov to learn about the variety of government regulations that cover small business.


       [image: ][image: ]  Visit your state’s website to discover relevant regulations.


       [image: ][image: ]  There is no such thing as a typical day in the contracting industry.


       [image: ][image: ]  Geographical location may bring special challenges to many contracting businesses. Find ways to work around such challenges so that they do not bring your business to a halt.


       [image: ][image: ]  Consider other means of generating income if you are living and working in a part of the country that limits your business activity during certain times of the year.









CHAPTER 6


Financial Techniques for Profitability


Benjamin Franklin once said:


Beware of small expenses; a small leak will sink a great ship.


While there are numerous reasons why businesses fail, money woes and financing issues rank near the top, especially for companies engaged in contracting. Many contractors fail to correctly recognize their true cost of doing business and thus fail to properly price their services accordingly. It is very interesting to know that in the same geographical area of the country, competitive bids for the same work from several contractors can differ by as much as 30 percent. Does this mean that some contractors deliberately overcharge their clients or that others are giving the work away? Absolutely not. There are typically legitimate reasons for a wide variance among bids for the same work. Contractor A, for example, may have a larger, more stable, and more experienced workforce who demand higher wages, while contractor B may work out of his home, have few employees, and thus have very low expenses. However, contractor C may not truly understand and account for all of his expenses and therefore actually undercharge clients.
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Most software companies offer product upgrades nearly every year. Often, these upgrades offer minor changes to the basic programming. While it is important to keep up to date with the latest software enhancements, money can be saved by upgrading your software every other time it is offered. Study the new features offered by an upgrade, and decide if you can postpone them by a year or so. Caution: If your software becomes obsolete because you skipped too many upgrades, it’s probable that the software company will cease providing technical support for your older software.






 





Contractors who have a reputation for excellent work that is completed on time and within budget are usually able to charge more than the contractor who is late, installs the incorrect product, and adds “extra charges” when the project is completed. This chapter covers the strategies for establishing a budget and how to use it to calculate a fair and profitable price for services. It establishes the framework for Chapter 7, which explains how to use the budget to determine what level of annual revenues is needed to make a profit.


The Tools to Make a Budget


Creating a budget for a new contracting business, or any business, can be a difficult because of the lack of a spending history. Established businesses have years of spending records to help them estimate future spending. Without a track record, a new business must make educated projections based on the best available information and then actively monitor and update its budget as actual spending information is known.


Assistance may be available from a number of sources, including former employers, industry associations, suppliers, and even some competitors. Asking a large competitor for help might seem like a daunting task, but surprisingly, many large, established companies are eager to help a startup contracting business. They take it as a compliment that someone respects them enough to ask for advice. They have a vested interest in seeing that new businesses in their industry present themselves in a positive light. And, they are so well established that they have few worries about competition from a startup.


The first thing you need to do when considering your budget is make sure you know what you absolutely need in order to make the business work. Often, we have items available that we do not need to buy if we are starting a small one- or two-person operation. For example, in the early stages, your current computer may do the trick, as long as it supports financial and accounting software. In all fairness, budgets can even be made on Microsoft Excel spreadsheets. In fact, some business owners prefer making a simple budget without the complexities found in some software programs. Remember, software is a tool to help you with a budget and with financial matters. You, however, are in charge of the basics, which means knowing how much you are spending and where you are making a profit, or not.


New business owners can save money and keep budget items to a minimum by being creative. Many business owners have used furniture and crates saved in their basements or in the garage as a starting point for their office furnishings and storage.


Accounting Tools


By using accounting software, a contractor can track expenses, both by category and by supplier; organize client information and accounts receivable; manage employee wages, deductions, and benefits; and accurately file government reports and payments. Four of the highest rated accounting programs for small business are FreshBooks (www.freshbooks.com), Sage One (at www.sageone.com), AccountEdge Pro (at http://accountedge.com) and QuickBooks Pro by Intuit, Inc. (at http://quickbooks.intuit.com/). There are versions available for both the PC and Macintosh.


There is another invaluable tool that becomes the heart of the budget-making process—the spreadsheet.


As you will learn later in this chapter, the spreadsheet is helpful with financial management because it can be used to understand the effects of increased or decreased spending. For example, the spreadsheet can be used to answer a question like, “If I hire a salesperson and increase total wages by $25,000, how much will the cost of employee benefits increase and how much more revenue will I need to generate this year to pay for these increased costs? OK, now what happens if the person I hire wants to be paid $35,000?” All the budget maker has to do is enter either amount of the new wage, and the questions will be automatically answered. It’s a great tool for all sorts of “what-if” questions.


Why Set a Budget?


Establishing a budget for your business is a key ingredient to success. A contracting company may have the most skilled employees, the newest equipment, a top-notch sales team, and a creative advertising and marketing program; but failure is destined if the company does not have a comprehensive financial plan. The budget is the first step in creating this plan because it:


       [image: ][image: ]  Helps plan for the future


       [image: ][image: ]  Helps plan and manage your money


       [image: ][image: ]  Helps identify problems before they occur or get out of hand


       [image: ][image: ]  Helps you meet your goals and objectives


       [image: ][image: ]  Improves the decision-making process


       [image: ][image: ]  Increases employee motivation


       [image: ][image: ]  Helps keep costs under control




 






       tip
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When establishing a budget, weigh the costs and benefits of your spending decisions. For example, let’s say you plan to buy a piece of equipment for $10,000. However, the dealer has another model that is larger, faster, and more efficient at a cost of $14,000. Ask yourself if the additional cost of $4,000 will generate a net benefit to the company of at least that much. If it does, buy the more expensive model. This concept of marginalism shows that additional (marginal) costs and additional (marginal) benefits are pertinent to financial decision making.






 





Although the budget can be considered a road map to financial success, the road is littered with potholes and detours. Never consider your budget to be a fixed document that you prepare once and never change. It is a dynamic document that will undergo revisions and modifications during the year. Most often, these changes will be minor, with little effect on your overall financial plan.


Costs First


Many new business owners begin their budget process by trying to determine what their total revenues will be for the year. They think that by considering revenues first, they’ll be in a position to know how much money they can spend during the course of the year. What they often overlook is consideration of how they will achieve the projected revenues. Merely knowing or guessing annual revenues does not provide a strategy for pricing your services nor does it instill any kind of spending discipline. Projected revenue is something you cannot necessarily control, since you do not know how many jobs you will get and how much of that revenue may not occur based on factors that are out of your control, ranging from a recession to weather conditions to a major competitor opening in your area of business.


Conversely, spending is something that you can control. You can decide how much you’d like to spend while knowing your minimum needs. Sure you might like a large office space, but you might be better off taking a more realistic approach and budgeting for a moderate-size office.


The budget process begins and ends with a detailed and organized system that projects annual spending in various categories and then uses these spending amounts to determine the amount of revenue needed to pay for the spending, leaving enough at the end of the year for a profit.


Direct Costs


The sample budget used in this chapter will be divided into three distinct categories of expenses, each with its own unique characteristics. The first category contains direct job costs, or just direct costs, expenses specifically related to projects completed by the company. It includes materials, labor, and subcontractors, if any; it also includes the rental of any equipment that might be required to complete the projects.


One of the most difficult concepts for new contractor-owners to grasp is the true cost of labor. An employee earning $10 per hour actually costs his or her employer much more than that. In addition to the hourly wage, the employer incurs costs in the following categories:


       [image: ][image: ]  Social Security and Medicare taxes


       [image: ][image: ]  Unemployment taxes, both federal and state


       [image: ][image: ]  Workers’ compensation insurance


       [image: ][image: ]  Paid holidays and vacations; sick days


       [image: ][image: ]  Health insurance premiums


       [image: ][image: ]  Overtime


When you combine these costs, which we call the “labor burden,” you’ll get a truer picture of your actual cost of doing business. Most businesses have different classes of employees, such as the field laborers who install the projects, the sales force, and the office staff. Each category will have a slightly different calculation for labor burden. For illustration purposes, imagine a contracting company that works 52 weeks per year, has six field laborers, one office worker, and an owner who handles sales, design, and general administration of the business. The charts that follow reflect this imaginary company, K&K Contractors LLC. However, the concepts work well with companies of all sizes and configurations.
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Hiring subcontractors is a very popular manner of bringing in staff for projects because it saves money in many ways. Not having to pay benefits allows you to pay at a higher hourly rate and still save money. You are also not carrying a higher payroll during slower times of year. Plus you can bring in experts in areas you may not need on an ongoing basis. Look for trustworthy and competent contract employees.






 





When compiling the information needed to complete the calculations, some projections will have to be made. You can never truly know the future, but you can make rational estimates.


Take a look at the Figure 6–1, “Labor Burden Calculation for Field Labor,” on page 69. At the top of the chart, total annual regular wages are listed for six employees. The totals are based on a year of 50 working weeks of 40 hours each. The remaining two weeks of the year are reserved for vacation time. Our hypothetical company, K&K Contracting LLC, has a total yearly field payroll of $187,500.


The bottom portion of the chart lists the various taxes and benefits. These are costs that relate directly to the wages of the contracting employees who work at job sites. Office personnel, sales staff, and executives are not included (unless the latter work regularly with the work crews at the job sites).


Every contracting company will have a slight variation from this chart; every state has its own rates for unemployment and workers’ compensation, and general liability. The various taxes and benefits of K&K Contracting are:




[image: FIGURE 6–1: Sample Labor Burden Calculation for Field Labor, K&K Contracting]





FIGURE 6–1: Sample Labor Burden Calculation for Field Labor, K&K Contracting


       [image: ][image: ]  Social Security and Medicare taxes. Employers and employees each pay these taxes. The employer’s portion for Social Security is 6.2 percent of an employee’s wage, up to an annual limit set by the federal government. For 2015, the wage limit was $118,500, meaning that the maximum amount an employer must pay for one employee is $7,347. The employee’s portion is 6.2 percent of his or her wage. There is no maximum wage limit for Medicare taxes, which have a rate of 1.45 percent for the employer. Employees pay the same amount, which is deducted from their paychecks and sent to the government by the employer.


       [image: ][image: ]  State unemployment tax. The tax rates are established by individual states and vary widely. Taxes are usually paid by the employer and not deducted from an employee’s paycheck. Most states have a range of rates, so employers who lay off more employees incur a higher tax rate, which also points in favor of subcontractors rather than a lot of full-time employees. Again, most states have a taxable wage limit; after an employee’s annual wage exceeds a certain amount, unemployment taxes are no longer charged to the employer. A few states offer an exemption to certain owners of the business; however, care must be taken with this option as it may result in higher federal unemployment taxes.


       [image: ][image: ]  Federal unemployment tax. This tax is fairly simple and straightforward for most employers. The tax rate, as of 2015, is 6.0 percent of the first $7,000 of each employee’s wage, but most employers receive a credit of 5.4 percent when they file their Form 940, resulting in a net tax of 0.6 percent, or $42 per year.


       [image: ][image: ]  Workers’ compensation. Once again each state has its own laws governing workers’ compensation insurance, which provides coverage for employees who are injured on the job. While the states set the rates, usually in dollars per $100 of payroll, insurance companies sell the product. These insurance companies are in competition and can offer to pay a dividend (return of premium) to companies who have excellent safety records. Rates in contracting and construction are typically very high due to the risk of injury on job sites. However, dividend payments can be as much as 50 percent of the annual premium.


       [image: ][image: ]  General liability. The premiums for this insurance are based on payroll and vary from state to state and from contractor to contractor. The insurance covers several items, but the two most important features insure against damage to a client’s property and against injury or harm done after a project is completed. For example, if an employee backs a vehicle into a client’s garage, the general liability insurance will cover the damage; or if someone trips on a step installed by a contractor, general liability insurance will provide some protection against lawsuits and should pay for repair.


       [image: ][image: ]  Paid vacations and holidays. While these are actually employee fringe benefits, they are expected by most employees. Employers who do not offer these benefits risk losing employees to competing businesses.


       [image: ][image: ]  Health insurance premiums. Health insurance is a hot button-issue these days and is often the single largest annual expense for a small business. The health insurance industry is very complex and in a constant state of change. Therefore, contractors should consult with independent insurance agents who specialize in the field. This is certainly an area where one size does not fit all. Insurance agents can shop around to find the best plan for each contracting company. Typically, employers ask each employee to contribute a portion of the premiums.


       [image: ][image: ]  Overtime. Unless a contractor can charge its clients extra when an employee works more than 40 hours per week, the cost of overtime should be included in the labor burden. In the case of K&K Contracting, each worker is estimated to work 44 hours a week for 40 weeks and 40 hours for the remaining 12 weeks of the year. The federal government has ruled that in general, employers must pay a wage of one-and-one-half times a worker’s regular wage for each hour over 40 worked in one week.
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Some employees must be paid overtime even if they are paid a salary. The rules are complex, so make sure you understand which of your employees must receive time and a half when they work more than 40 hours in a week.






 





As we see in Figure 6–1, the total labor burden for K&K Contracting LLC is just over $79,000 per year for its six employees. Therefore, the annual labor costs are far higher than the regular wages paid to employees. But how is this information useful to the budget and estimating process? Simple, really. You calculate the labor burden’s cost as a percentage of total field payroll by dividing the labor burden by the total payroll as follows:


$79,239 ÷ $187,500 = .421 = 42.1


As indicated earlier, labor costs are only one part of direct costs; the remainder includes estimated annual costs for materials, equipment rental, and subcontractors. In Figure 6–2 (page 72), we’ve set up a hypothetical direct cost budget for K&K Contracting.


Astute readers will notice that the cost of labor listed in the direct cost budget, given in Figure 6–2, ($101,250 + $67,500 = $168,750), does not equal the total annual wage ($187,500) listed on the labor burden worksheet, Figure 6–1. The reason for this is that we are reserving 10 percent of the cost of labor for what is called “yard time,” which is the cost of paying employees when they are not on the job sites generating revenues. They may be maintaining equipment, taking part in staff meetings, attending job-related seminars, on break, or performing warranty work. Every company will have its own calculation for yard time. But for the purposes of this book, we’ll use 10 percent (about four hours per week, average, per employee).


Therefore, K&K Contractors expects to spend approximately $600,000 for materials and labor that are used expressly for the projects it works on. We’ll save this amount for now and come back to this after we set a budget for the other two categories of spending.




[image: FIGURE 6–2: A Sample Direct-Cost Budget]





FIGURE 6–2: A Sample Direct-Cost Budget


Fixed Costs


Every business has costs that it incurs regardless of the level of business activity. These are amounts due on a regular basis and are fairly constant from one year to the next when adjusted for inflation. Fixed costs include expenditures for items such as:


       [image: ][image: ]  Officer and office salaries


       [image: ][image: ]  Interest expense


       [image: ][image: ]  Rent and utilities


       [image: ][image: ]  Telephone service


       [image: ][image: ]  Advertising and marketing


For example, a company pays a fixed amount of rent each month for its office space regardless of how busy it might be; it signs a lease agreement for $1,000 per month and must pay that amount whether its annual revenues are $100,000 or $2,000,000. However, some fixed costs may “break the rule” and increase more than an increase in revenues. Telephone service is one example: if revenues unexpectedly surge, a company may have to add additional telephone lines to handle the increased business. But for the purposes of this book, assume that fixed costs will remain relatively constant. However, before the fixed cost budget category is set up, the labor burden for the office staff must be determined. Refer to Figure 6–3 on page 74, which is very similar to Figure 6–1.
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If you find that your business is growing and you have the opportunity to rent a larger space than you currently need, at a good price, you might elect to go for it and split the space with another company or either lease it or sublet it if it’s OK with a landlord.






 





You can make the same mathematical calculation used in Figure 6–1 to determine the labor burden as a percentage of total office payroll as shown:


$14,769 ÷ $75,000 = .196 or 19.6%


This is much lower than the labor burden for field labor, primarily because workers’ compensation rates are much lower for office workers and because holidays, vacations, and overtime are included in the salaries of these workers. Once again, for every $10 that you pay office staff, you’ll pay an additional $1.96 to the various state and federal governments and for fringe benefits. Putting together the fixed-cost budget results in Figure 6–4, page 75.


Several items in the fixed cost budget need further explanation and clarification.


       [image: ][image: ]  Bank payments. We include both principal and interest paid for the bank loans secured to buy equipment. Since the budget is concerned with actual spending, We’ll leave income tax ramifications to the accountant.


       [image: ][image: ]  Capital equipment fund. While this is an optional expense, we strongly recommend establishing a fund to be set to purchase equipment or to make a down payment on a loan for equipment. Companies with very good credit ratings can often secure bank loans for the total purchase price of a piece of equipment. However, by creating a separate capital equipment fund, future principal and interest payments can be reduced, thereby improving the monthly cash flow of the business.


       [image: ][image: ]  Other items. The fixed-cost budget is fairly simple but realistic for a small business. Some other expenses that companies include as fixed-cost budget items are: employer portion of retirement plans, professional expenses such as attendance at trade shows or seminars, as well as advertising and marketing, association dues, and other employee benefits.


       [image: ][image: ]  Anticipate. When compiling the information for your fixed-cost budget, remember to include items that may increase later in the year due to other spending. For example, if you plan to purchase a new vehicle in September, remember to add the cost of insurance for the last four months of the year as well as the cost of the license plate.
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FIGURE 6–3: A Sample Analysis of Office Staff Labor Burden for K&K Contractors
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FIGURE 6–4: A Sample Fixed-Cost Budget Analysis


To review, the fixed-cost budget for K&K Contracting amounts to $187,484, meaning that the company expects to spend that much regardless of the amount of revenues that are generated during the year. It is crucial that the fixed-cost budget be realistic and accurate because not only does it impact the pricing of services, it also helps determine the annual revenue required to make a profit. We’ll come back to the profit issue later in this chapter.


Variable Costs


The third category of spending is called variable expenses because items here usually change in real terms, or dollar amounts, as the level of business activity increases. In addition, they tend to remain about the same percentage of direct costs. In other words, if direct costs increase from one year to the next by 15 percent, it is likely that as a group variable costs will also rise approximately 15 percent. An example of variable costs is the cost of travel expenses. When business activity increases, a company is more likely to have employees travel to more work locations for client meetings as well as work on the job. Other items we also include in variable costs are:


       [image: ][image: ]  Vehicle maintenance and repairs


       [image: ][image: ]  Office expenses


       [image: ][image: ]  Office supplies


       [image: ][image: ]  Printing


       [image: ][image: ]  Employee incentive or bonus pay


       [image: ][image: ]  Advertising and marketing


       [image: ][image: ]  Small tools; hardware


       [image: ][image: ]  Uniforms


       [image: ][image: ]  Salesperson salaries and commissions




 






      [image: ][image: ] Depreciation


          Did you know that equipment purchases can be depreciated over time, reducing the income tax burden? Depreciation can be a complex concept; we strongly recommend consulting with an accountant in order to receive the most favorable benefit from depreciating equipment.


          An excellent way to plan for the future is to prepare a chart listing all of your depreciable equipment, such as vehicles and skid loaders, and projecting the useful life of each. Then estimate the replacement cost, adjusting for inflation. Knowing when and how much you will have to borrow for capital equipment is critical to both the current and future annual budget process. Saving for the future takes good planning and great discipline but is well worth the time and effort.
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In most states, price fixing of a product or service is illegal. Generally speaking, a company may not, with another company, agree to set a price for a particular product or service. However, conformity of prices for a particular product or service is not illegal unless the conformity was created in combination with other companies agreeing on a set price.
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Fixed-Costs Budget for 2XXX

Annual Expense

Kate's salary $40,000
Ken’s salary $40,000
Office assistant salary $24,000
Labor burden @ 19.6% $20,384
Insurance (building/vehicle) $3,000
Health insurance (office staff) $10,000
Telephone $900

Cell phone plan $3,000
Online provider $1,200
Bank payments $25,000
Capital equipment fund $5,000
Licenses $1,200
Utilities $1,800
Rent $12,000

Total Fixed Costs

$187,484






OEBPS/images/9781613083413.jpg
- Worksheets and Resource Lists Included

i STARTUP

START YOUR OWN
CONSTRUCTION
AND
CONTRACTING
BUSINESS

YOUR STEP-BY-STEP GUIDE
TO SUCCESS

The Staff of Entrepreneur Media, Inc. & Rich Mintzer





OEBPS/images/fact.jpg





OEBPS/images/arrow.jpg





OEBPS/images/savea.jpg





OEBPS/images/f0054-01.jpg
Office Supplies Checklist

Items

Price

Postage scale

Postage meter or stamps

Paper for printer, copy machine, and fax machine if you have one

Toner or ink cartridges for printer and other technology

“Sticky” notes in an assortment of sizes

Scratch and telephone message pads

Waste baskets

Scissors, utility knives, staplers

Three-ring binders and file folders

Drafting tools

Envelopes and stationery with your logo/company name

Return envelopes with your address preprinted

Wall safe for storing valuable papers, cash, and computer backup disks

Digital camera

Measuring wheel and 100-foot tape measure

Marking paint and long-handled paint gun

Business cards

Surge protectors for computers

Calculators

Calendars and/or planners

Flash drives

Desk organizers

Office furniture

Fire extinguishers and first-aid kit

Coffee machine and microwave (optional)

Paper punch

Janitorial and bathroom supplies

Total Office Supplies Expenditures:

R 7 B IR I Vo IV IR Vo S I 7 S V0 i IR V0 S I ¥ S I 0 N I W0 B I V7 S ¥ S R0 S I N I V0 S 0 IR 90 S R V7 S R 70 B ¥ N I ¥ S N 0 ) IE W0 S B ¥ S I ¥ 0 IR V0 2 IRV 3






OEBPS/images/save.jpg





OEBPS/images/title.jpg
Entrepreneur
it STARTUP

START YOUR OWN

CONSTRUCTION
AND
CONTRACTING
BUSINESS

Third Edition

YOUR STEP-BY-STEP GUIDE
TO SUCCESS

The Staff of Entrepreneur Media, Inc. & Rich Mintzer

nnnnnnnnn





OEBPS/images/tipa.jpg
)





OEBPS/images/warning.jpg





OEBPS/images/tip.jpg





OEBPS/images/aha.jpg





OEBPS/images/f0074-01.jpg
Office Staff Labor Burden

Office Payroll Hours Worked per Year Wage Rate Annual Wage Explanation of Calculation
Owner salary $50,000 $50,000
Assistant salary $25,000 $25,000
Total annual wage $75,000

Labor Burden Calculation Parameters Rate Cost Explanation of Calculation
Social Security/ percentage of total payroll 7.65% $5,737.50 .0765 x $75,000
Medicare
State unemployment | first $10,000 each employee 5.00% $1,000 (.05 x$10,000) x 2 employees
Federal first $7,000 each employee 0.60% $84 (.006 x $7,000) x 2 employees
unemployment
Workers'compensation | percentage of total payroll 2.00% $1,500 .02 x $75,000
General liability percentage of total payroll 1.00% $750 .01 x $75,000
Paid vacations Included in salary $0
Paid holidays Included in salary $0
Health insurance Employer pays 70% $5,670 | Owner: $500 per month, assistant: $175 per

month
Overtime None $0
Total Labor Burden $14,742
Percent of total annual wage 19.6%
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Direct Costs Budget for 2XXX

Annual Expense
ABC Contractors Supply $85,000.00
Continental Materials $110,000.00
USA Hardware $35,000.00
County Builders & Supply $55,000.00
Jones & Jones Lumber $30,000.00
All-State-Rent-It-All $17,500.00
National Plastics $25,000.00
Foreman'’s wages $101,250.00
Laborers’' wages $67,500.00
Labor burden @ 42.1% $71,043.75
Total Direct Costs $597,293.75
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Work Schedule
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Charlie Johnson Jones Smith Mueller
O’'Brien
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Labor Burden Calculation for Field Labor

Total Field Payroll Hours Worked per Year Wage Rate Annual Wage Explanation of Calculation
3 Foremen 2,000 each, 6,000 total $18.75 $112,500 $18.75 x 6,000
3 Laborers 2,000 each, 6,000 total $12.50 $75,000 $12.50 x 6,000
Total annual wage $187,500
Labor Burden Calculation Parameters Rate Cost Explanation of Calculation

Social Security/Medicare | percentage of total payroll 7.65% $14,344 .0765 x $187,500
State unemployment first $10,000 each employee 5.00% $3,000 | (.05x$10,000) x 6 employees
Federal unemployment | first $7,000 each employee 0.60% $252 | (.006 x $7,000) x 6 employees
Workers' compensation percentage of total payroll 9.00% $16,875 | .09x $187,500
General liability percentage of total payroll 1.00% $1,875 | .01x$187,500
Paid vacations 3 foremen @ 2 weeks each $4,500 | $18.75 x 80 hours x 3 foremen

3 laborers @ 2 weeks each $3,000 | $12.50 x 80 hours x 3 laborers
Paid holidays 7 days for 3 foremen $3,150 | $18.75 x 56 hours x 3 foremen

7 days for 3 laborers $2,100 | $12.50 x 56 hours x 3 laborers
Health insurance $150 per month per employee $7,560 | $150 x 6 employees x 12 months x 70%

employer contribution

Employer pays 70%
Overtime time-and-a-half over 40 hours per $13,500 | $18.75x 1.5 x 4 hrs x 40 weeks x

week; estimate 4 hours 3 foremen

per week for 40 weeks per employee $9,000 | $12.50 x 1.5 x 4 hrs x 40 weeks x

3 laborers

Total Labor Burden $79,021

Percent of total | wage 42.1%






OEBPS/images/arrowb.jpg





OEBPS/images/fun.jpg





OEBPS/images/facta.jpg
G





