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As a construction business owner, you may think, 
“I can never be too ambitious.” Although a healthy 
amount of ambition and competitiveness is important 
to success, it can also get you in trouble if you lose sight 
of just where your company stands in terms of cash 
flow and debt load.

So, how do you set and accomplish realistic goals? One 
good way to gather the information necessary to do so 
is benchmarking. This is a process under which you 
choose metrics (or “benchmarks”) to measure your 
company’s performance against either its past results  
or those of similar businesses.

Target your needs

Benchmarking can either look within or without. Is 
yours a tenured construction company that generally 
dominates in your local area or specialty? If so, you may 
want to benchmark your current performance against 
the results that got you to the top.

Benchmarking internally calls for detailed information 
about your company’s financial history. For instance, 
what’s your long-term debt-to-equity ratio? This metric, 
which your CPA can help you calculate, indicates your 
ability to pay long-term debt. If it’s been rising steadily 
over the last several years, you may need to tackle this 
problem immediately before that debt cripples you. 

If you have tough competitors, however, you may be 
better off benchmarking your results against theirs 
(or those of other similar companies) to get a sense of 
where you stand. If you decide to benchmark externally 
(or “competitively”), you’ll need to find timely data 
generated by a trustworthy source. Start with local 
trade organizations. They may have benchmarking 
information of their own or be able to point you in the 
right direction.

National organizations, such as the Construction Financial 
Management Association, may also have helpful data. 

But be mindful of the differences between your con-
struction company’s makeup and local market and that 
of other businesses in different locations.

Mind your metrics

As you may have guessed, benchmarking is all about 
the metrics. The quality of your results will depend on 
the quality of the data that you gather or measure. So 
put careful thought and research into what you’re try-
ing to accomplish.

If you have a nagging feeling that your job sites should 
be running more smoothly than they have been of late, 
you may want to benchmark on-site data such as actual 
job costs vs. each project’s budget, safety lapses and 
time-to-completion of typical job tasks.

If your concerns are more on the financial side, you 
have plenty of metrics from which to choose. Just about 
any kind of company can benefit from comparing ratios 
such as net profit to total assets, total liabilities to total 
assets and cash to current liabilities. From a more 
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As you well know, construction projects are filled with risks 
for both owners and contractors. One way owners offset 
the possibility that you may not adequately complete work 
under the contract or that you might default entirely is 
through retainage.

That is, owners may withhold a percentage of each prog-
ress payment made to finance completion or correct a 
defaulting contractor’s work. But you have rights under 
this legal custom as well, and it’s important to review them 
from time to time.

How much?

Retainage doesn’t begin when work begins; it begins at the 
contract stage. Generally, a construction contract will state 
the amount of money held back from each payment as well 
as the point in the project when withheld retainage must be 
paid out. 

So, when determining whether you’re facing a particularly 
unfavorable retainage arrangement, stick to the basics. 
First look at how much the owner intends to withhold and 
then when the amount in question must be released to you.

If you’ve been in business for a while, you likely know the 
standard retainage rate for your area or state. Of course, 

that doesn’t mean it can’t change or be negotiated down. 
And if you venture out of state, bear in mind that a differ-
ent retainage standard may exist. 

Also keep an eye on your local representatives. Some 
states have set limits on retainage — usually 5% to 10% 
of the contract price. And other states are still undergo-
ing the lengthy process of getting such limits put into law. 
In addition, a state may now require that an owner place 
retainage funds in an interest-bearing escrow account.

And when?

The second key issue regarding retainage is precisely when 
you’ll receive the amount withheld. Is it when a particular 
event occurs? Or is it only after a specified event plus a 
request for payment occurs?

For example, an owner may release the retainage only after 
a punch list has been completed. Or, under a standard 
American Institute of Architects (AIA) contract, an owner 
typically must pay retainage when you and the owner each 
accept your respective responsibilities concerning the 
work as assigned in the architect’s certificate of substantial 
completion.

Again, keep an eye on your local courts and representatives. 
Some states regulate retainage more than others. And 
some are stepping up efforts to do so. There may even be a 
mandate to release your retainage at a certain point after 
completion, no matter what’s dictated in the contract.

Are you doing enough?

Contractors may never be able to eliminate retainage, but 
don’t assume that you can’t do anything about it, either. 
Work with your CPA to calculate a fair retainage rate to 
bring to the table and have your attorney carefully review 
the contract language in question.

Also be sure to discuss the tax impact of retainage with 
your CPA. For instance, taxpayers eligible to use an exempt 
contract method can sometimes delay recognition of 
retainage until it’s received. Your tax professional can help 
you turn such specifics to your advantage.
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If there was ever an industry 
suited to mobile technology, it’s 
construction. Most contractors 
constantly move from office to 
job site to meetings. Being able to 
carry around a laptop, tablet or 
smartphone greatly enhances the 
transportability of key data.

But, as with all things technologi-
cal, there are threats to every type 
of mobile device. Job-site theft 
is already a problem with tools 

and materials; it can easily expand to an unguarded laptop 
or smartphone. And careless employees can inadvertently 
download viruses and malware onto your devices. To guard 
against such dangers, keep these tips in mind:

Take only what you need. You or your project managers 
may think you need to carry around every document and 
spreadsheet possible. But doing so will only worsen matters 

if a theft or security breach occurs. Establish a policy of 
storing only “must have” files on mobile devices. You can 
still access other files via a secure, Web-based system, if 
necessary.

Watch out for Wi-Fi. Being able to stop for lunch at a 
fast food restaurant or grab a cup of joe at a coffee estab-
lishment and review job plans or contract documents is 
convenient. But Wi-Fi connections are much more danger-
ous than you may realize. Stick to “SSL” connections for 
accessing company networks and checking e-mail. Online 
services (such as Megaproxy and AnchorFree) can provide 
such security.

Encrypt everything. Encryption — that is, coding data so 
an intruder can’t decipher what it means — has long been 
sound technological advice. Every business, construction or 
otherwise, should encrypt sensitive information. However, 
in the rush to “get out there,” many contractors don’t. There 
are services and products (such as TrueCrypt and PGP) that 
can encrypt everything on your devices.

There are a number of things you don’t want to hear toward 
the end of a project. Chief among them is, “This job has gotten 
completely out of control.” Yet many construction projects 
start off with a solid game plan only to deteriorate into a cha-
otic rush to the finish line that often leaves dollars on the table.

The practice of trying to stop or at least contain that 
chaotic rush is known as “scope management.” The idea is 
to, at the outset, identify and narrowly define what you’re 
responsible for under the contract. Doing so should allow 
you to manage the job without getting sidetracked or 
unreasonably delayed. One of the primary keys to scope 
management success is people — yours.

Getting started

Perhaps the first people who should be involved with your 
scope management efforts are your bidding and estimat-
ing team. In the understandable desire to snag a project, 
some contractors take dollars off their prices while over-
promising what they can deliver. When this 
happens, job scope is skewed before work 
even begins. Review your recent projects 
to see whether this might be a problem for 
your company.

A couple of other key people in scope 
management are your attorney and 
CPA. Construction contracts often 
include clauses that leave contractors 
vulnerable to “scope creep” — the 
gradual encroachment of additional 

job tasks — and your attorney can keep an eye out for 
these. Your CPA may have ideas about how to better track 
job costs and manage tax liability.

Doing the work

Once work is under way, the bulk of responsibility for scope 
management falls on your project manager. He or she must 
keep a constant perspective of how your original estimate 
compares with current job status. And if an owner requests 
changes, the project manager needs to follow a formal change 
order process to see how such revisions will affect the contract.

As a construction company owner, what’s your role in all 
of this? You must hold your project managers accountable 
for keeping scope at the forefront of their minds — whether 
through regular one-on-one phone calls or, better yet, through 
regular job meetings.

When you’re ready to close out a job, people become even 
more important. Be sure your project managers know who 
their “closers” are. These are the crew members who excel at 

winding down a job without missing key ele-
ments or going beyond the contract scope.

Knowing your staff

Scope management is about more than 
just doing certain things. It’s about 
knowing your staff and whom to rely on 

to ensure you fulfill your obligations and 
contain costs while doing your best work.

Scope management is all about people

How safe is your construction company’s mobile technology?
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construction-specific perspec-
tive, you can look at over- and 
underbillings vs. volume and 
compare your cash flow to your 
gross margins.

Stay alert

The construction industry is 
continually evolving — not just 
as a whole but within every 
market. You must stay alert 
for opportunities and dangers. 
Benchmarking can help you 
attain the total awareness you 
need to move in directions that 
will pay off as well as help you 
steer clear of pitfalls that could 
put your bottom line in danger.

This publication is distributed with the understanding that the author, publisher and distributor are not rendering legal, accounting or other professional advice or opinions 
on specific facts or matters, and, accordingly, assume no liability whatsoever in connection with its use. © 2011

Another benchmark target: Your website
Benchmarking project data or financial information against your construction com-
pany’s past results or those of your competitors is critical. But there may be something 
else that warrants a look: your website. Every contractor needs one, and letting yours 
lapse into an embarrassing state could hurt your public image.

First, how does it look? Does it adhere to standards set 10 years ago? 20? Strive for a 
clean, contemporary, easy-to-navigate appearance that rivals your competitors’ sites.

Also consider how many “avenues of contact” your website offers. Presumably, it 
provides a phone number, fax number and e-mail address. How much more effective 
could it be, however, if it included a template for setting up an estimate or project 
meeting? Also keep in mind that many construction companies are now using social 
media such as Facebook and Twitter.

Last, look at the images displayed. Do they depict projects that were completed years 
ago? Or do the photos of your offices or staff look outdated? If so, now’s a good time to 
upload some new ones.
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