Construction - Commercial

ReadyGetSet Report

Ok, here's how commercial builders operate.

They put up commercial structures like apartment buildings, office buildings, and shopping malls. They often specialize in a particular type of construction, like schools or hospitals.

A typical builder does $10 million of business a year and has 20 workers. Some are much larger.

As general contractor for a project, they plan out the sequence of construction activities, order materials like construction steel, lease equipment like cranes, and negotiate contracts with the sub-contractors who do most of the actual construction. They're responsible for the total cost of a project and pay for all materials and sub-contractors.

Contracts for a project usually specify a maximum price, a fixed price, or a fee. Contracts may be negotiated or involve a bidding process. Getting new business depends strongly on reputation.

Cost estimating is the most important activity. Computer technology is heavily used for cost estimates and for project management.

Here are some strategic things you should know.

Projects can last several years, during which time the builder receives progress payments that may not cover actual costs. Small builders may handle just one or two projects at a time and have very uneven cash flow.

Fixed price contracts can produce higher profits but also put the risk of cost overruns on the builder. The lowest risk is in construction management projects, where the builder supervises a project for a fee.

Construction of apartment buildings or office buildings is cyclical. School and other government projects depend on government budgets. 

Builders often have legal disputes with owners, sub-contractors, and suppliers, and have special risks like construction accidents and defective materials or work.  
Here are some good talking points.
What types of construction do they typically handle?

How many projects do they work on at one time?

What's the typical value of a project? The typical length?

How much of their work is under fixed price contracts?

Do they get work through bidding or direct negotiations.

How much were they affected by the recession?

And finally, how do they see their business changing in the future?

Now you're ready.

