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Q: Why do you

review Flood

Plain data while

performing your

PCA ? DF, AZ
A: It is important

to know if a pro-

ject is in a flood

plain to deter-

mine if there  are

any structural im-

pacts and if the

project’s profes-

sionals have engi-

neered for such

an occurrence.

Most “good” soils

reports, environ-

mental reports,

and ALTA surveys

will address flood

plain status and/

or pad & flood

plain elevations.

It ‘s a civil engi-

neer’s responsibil-

ity to design site

drainage, grad-

ing, pad, side-
(continued on page 2)

        Evaluating the qualifi-
cations & risks associated
with a project’s general
contractor is often over-
looked or not given ade-
quate consideration by the
Lender.  Based on LQA’s
experience, the following
risk factors, in rank order,
are viewed as the primary
contributors to contractor
failure and the resultant
Lender risk:
        * Faulty project esti-
mating resulting in inade-
quate or negative project
margins.  Smaller thinly
capitalized contractors are
especially vulnerable.
        * Taking on projects
of a size and scope that are
substantially larger and/or
more complex than the jobs
the contractor has histori-
cally undertaken success-
fully.
         * Taking on projects
that represent a substantial
change in type & kind of
construction (i.e. heavy
industrial vs. hospitals).
Firms typically underesti-
mate the learning curve and
entrance costs associated
with new product types.
         * Entering new geo-

graphic markets can result
in overlooking availability
and cost of labor (union vs.
non-union) & materials.
Local regulatory and mu-
nicipal procedural differ-
ences can also result in un-
foreseen increased costs &
time delays.
         * Failure to ade-
quately staff  (1) job esti-
mating and sales, (2) con-
struction operations, and
(3) administration & ac-
counting.  Smaller, growing
firms dominated by one
person often fail to hire key
personnel for these func-
tions.
         * Inadequate adminis-
trative functions including
(1) failure to implement
necessary accounting sys-
tems & procedures, (2) fail-
ure to understand the im-
pact of equipment costs on
the company’s operations,
(maintenance, operation,
replacement, own vs. lease,
etc.), and (3) poor billing
and collection practices.

Definition: “Costs in ex-
cess of  billings & esti-
mated earnings” are un-
derbillings which are re-
flected on a contractor’s
balance sheet as a current
asset.   “Billings in excess
of costs & estimated earn-
ings” are overbillings
which are reflected on a
contractor’s balance sheet
as a current liability.

When analyzing a contrac-
tors cash-flow, these items
should not be netted against
each other, but compared to
a contractor’s “Contract
Status Report”.
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walk, and roadway

elevations, and utili-

ties so that water runs

away from the build-

ing and to avoid

“ponding” of water

which could  cause un-

necessary foundation

damage/failure or pre-

mature maintenance

problems. Civil engi-

neers may elevate a

pad with engineered

fill to raise the build-

ing out of the flood

plain and to increase

load-bearing capacity.

The Risk Illuminator

Contractors @
Year-End

          As we approach
another Year-end, it is
always interesting to note
the “Contractor’s Year-
End Phenomena” and
how it may affect your
construction project.  Be-
tween Thanksgiving &
New Years very little will
happen in the way of new
construction projects. Par-
ties, completing current
projects, losing some sea-
sonal labor, and cold
weather all direct a con-
tractors attention away
from taking on new con-
tractual  relationships.
Two weeks before and
after Christmas are espe-
cially effected.  With re-

tail projects the phenom-
ena is even more acute
because most retailers
generate the majority of
their revenues between
Thanksgiving & Christ-
mas.
          Although large jobs
(relative to thecontractor),
regardless of the time of
year, are generally ex-
empt, medium & smaller
projects may be able to
capitalize during  this
time on two scenarios:
(1) contractors who are
still trying to make their
current year projections,
and (2) contractors who
are trying to fill their
backlog early for the fol-
lowing year so they can
get to their break-even
point earlier.  Although
each project and contrac-

tor have their own id-
iosyncrasies, knowledge
of each contractor’s situa-
tion, in these regards, may
be helpful during contract
negotiations and ulti-
mately in the cost struc-
ture of your project.

HOUSING FORECAST
(000)

                97      98      99
Housing Starts
SF      1,140  1,248  1,156
MF       338     348     311

New Home Sales
             807     871    828

Source: NAHB Economics
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