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SURVIVING THE RECOVERY
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When Business Picks Up, Cash Flow Is Critical

T he timing and pace of
economic recovery is still
far from clear, but there
are signs of cautious optimism.

Ironically, this early stage of
recovery can be the most perilous
for a contractor.

After a prolonged downturn, it’s
natural to be eager to put crews
back to work. Unfortunately, this
can lead contractors who are already
stretched financially to overextend
themselves or take on risks they
would normally avoid.

PREPARING FOR EXPANSION

As you gear up for greater volume,
cash flow management — especially
the prudent management of project
start-up costs — is critical. In prin-
ciple, there are two ways to approach
this task:

1. Make an accurate forecast of
your backlog. Then estimate the
cash you will need to successfully
manage the volume of work.

2. Determine your available cash
and credit capabilities. Then
estimate the volume of work you
can safely handle.

In practice, of course, the process
is more complex than this, and
your approach will blend these two
models. Ongoing changes in both

backlog and your finances mean
revisiting assumptions and estimates
repeatedly.

In preparing cost forecasts, general
contractors should pay special atten-
tion to those critical expenses that
are not tied to “pay when paid”
clauses that cause subcontractors to
share some of the risk. Such costs
include direct labor and burden,
equipment costs, fuel, supplies and,
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depending on the contract, some
project materials.

The goal is a reliable and realistic
forecast of upcoming cash require-
ments and revenue projections for
the coming year or more. Don’t let
enthusiasm influence your judgment
or lead you to assume everything
will work perfectly. If you do, even
a slight payment delay on one major
project could lead to collapse.
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