








ACCOUNTING & REPORTING

Triage: Expensive Sources of Cash

Other auxiliary sources of cash include the infusion of addi-
tional equity or loans by shareholders. The primary problem
with this alternative is an owner’s ability to infuse after-tax cash
into the company. A second source is borrowed money, prima-
rily from a credit grantor (usually a bank).

Various types of financing are available for short-term cash
shortages, including: lines of credit, demand notes, factoring/
receivable financing, and asset-based lending. However, keep
in mind that borrowed money has its own Catch-22 related to
the negative impact on working capital, benchmarking ratios,
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Conclusion

A construction company can be as complex and mysterious as
the human body. To maintain financial health, contractors
must be committed to self-examination, consultation, and diag-
nosis with their outside financial “doctors.” By the way, isn't it
time for your company’s annual physical? m

Turn to pages 78-79 for a “Prescription” to
improve the health of your cash flow and
a “Diagnostic” for your company’s checlk-up.

It’s Tough To Find a
Broker Who Stands Out
in a Crowd

A broker with CRIS® really knows construction.

uilding a strong insurance program isn’t for

amateurs. Only top-notch agents or brokers
can help you land those prize jobs, and avoid or
minimize losses that can affect your bottom line.
When you see “CRIS” (Construction Risk and
Insurance Specialist) behind their names, you
know those agents or brokers have both the
specialized knowledge and commitment to help
you succeed where others fall short.

Learn more and find a CRIS® certified broker
at www.CRIS-CE.com

SIRMI

Your Resousce for Risk
and Insurance Soturions™

SEPTEMBER-OCTOBER 2008 | CFMA BP 77




Accounting & Reporting continued from page 77

20-POINT PRESCRIPTION FOR A
HEALTHY CASH FLOW

Lethargic cash flow slows contractor growth and development, and a cash flow embolism means
death to any business. Follow this prescription to help protect your company from these risks
and infuse your operations with a vigorous cash flow.

Establish a sufficient line of credit or have another source of
funds available to provide for temporary or emergency cash
flow shortfalls.

Prepare and maintain a 12-month moving cash flow forecast or
budget, with the first 3 months functioning as an early warning
system.

Have excess daily cash sweep first against your line of credit
because the interest rate earned on short-term investments
is usually lower.

Always perform a “lease vs. buy” analysis prior to acquiring any
major purchase, such as equipment or rolling stock.

If appropriate, consider asking your bank or leasing company for
a waiver or skip payments for 2 or 3 months during off-season
periods.

Have officers, owners, and other related parties repay their loans
as the first step toward restructuring debt and enhancing cash
fow.

Negotiate for the lowest possible retention percentage, as well
as the phase-out of retention, into the payment terms of each
contract.

Require the same method of retention from your subs and sup-
pliers to help offset your retention withheld by the owner.

Strongly encourage the speedy resolution of proposed additions
and deletions to each contract by requiring signed authorization
in the field for scope changes before work begins.

Only pay bills on specially designated days of the month to
enhance cash flow planning and promote office efficiency.

o

Never miss purchase discount arrangements because the
standard “2%, 10 days, net 30" approximates a 36% interest
rate.

Offer your customers discounts for early payment.

Always know your customer’s approval and payment process,
including the person who does the approving.

Always deliver the first invoice in person, as well as subsequent
large invoices. Also, pick up checks to help eliminate delays and

EXCUses.
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Make bank deposits electronically to earn additional interest,
and to verify your customers’ bank and account numbers, which
allows for future verification of sufficient funds.

Include a contract clause providing for attorney-fee reim-
bursement. (This is critical to ensuring the collection of
receivables. It discourages the owner from withholding
payment and helps make litigation more cost effective
should it become necessary to file a claim.)

Assemble a knowledgeable construction industry management
team consisting of your accountant, banker, surety agent, and
lawyer to advise your company on cash flow issues.
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Have your attorney prepare a series of standard form letters for
problem customers. (Many people pay upon receiving the first
letter from an attorney.)

Do not fear offending or alienating your customers. (Remember,
persistence pays. If you can shorten your collection eycle by
5-10 days, you will have achieved a significant number of extra
days of cash.)

Never lose sight of the fact that the collection of your accounts
receivable is a right, not a privilege.
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ACCOUNTING & REPORTING

30-POINT DIAGNOSTIC FOR A
POSSIBLE CASH FLOW EMBOLISM

“NO” answers are warhing signs that require immediate attention.

Do you believe it is a right, not a privilege, to be paid
on time?

O
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Before the first payment is due, does someone call
each customer to follow up on whether the invoice
was received and correct?

O

O

1s it unusual for your jobs-in-progress to experience
profit fade?
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Is there a sufficiently strong job cost control system
in place to detect and monitor change orders at the
field/project management level?
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Do you verify the source of funds for each contract
before submitting your bid?

Do you negotiate out of each contract a “no damage
for delay” clause that would waive your company’s

right to damages for delay?

Are signed change orders required prior to starting
the work?

Are cash receipts deposited as early as possible
each day?

Do you include conditional payment language (such
as pay-when-paid or pay-if-paid clauses) in your con-
tracts if you're a GC — and try to exclude them if
you're a sub?

Will the contract terms allow billing of materials
suitably stored on or off the jobsite?

Are funds deposited into a sweep account or at least
an interest-bearing account?

Are purchase discounts usually taken?

‘Were contract terms negotiated to provide for re-
duction of retainage upon satisfactory completion
of milestones?

Is it company policy that your subs and suppliers are
not paid until your company collects its receivables
from the owner?

Is there a procedure in your contracts for the resolu-
tion of disputes?

If permitted by state law, do you refuse to waive your
lien rights?

Do you bond your subs if the owner requires your
company to be bonded?

Do you improve project cash flow with front-end
loading?

Do contraet billings usually oecur in a timely and
accurate manner?

Do you have billings in excess of costs and estimated
earnings in the early stages of contract completion?

Have you been able to avoid having A/R payments in
the form of joint checks made out to your company
and a sub or supplier?

Has your company’s bank line of credit been paid
off/retired for at least 30 days in the last year?

Is the interest rate on your company’s line of credit
no more than 2% above your bank’s prime rate?

Do you use long-term debt to finance expansion or
fixed-asset acquisition, rather than normal operations?
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Have you been able to avoid asset-based A/R financ-
ing as your collateral source for a bank or other line
of eredit?

Was your company granted both an increase in the
amount it can borrow;, as well as a reduction in the
interest rate it was charged in the last year?

Does the first progress billing provide for mobilization
costs, and if applicable, the entire bond premium?

Does your company have a formal safety program in
place?

Are your customers’ billing policies and payment
cycles understood and confirmed?
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Do you regularly attend your local CFMA chapter
meetings?
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