
NEW MARKETS: Moving Into New Areas

Contractors generally move into
new geographic market areas for
two reasons: to expand business
volume and profits and to expand Competition

market exposure on a long-term
b a s i s  b y  d e m o n s t r a t i n g  t h e i r
capabilities.

This article was written by Frank Dasta,
Manager, Construction Industry Group,
Touche Ross Co., and John Aiello, Vice
President of Finance, Engineered Products,
Inc.
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However ,  as wi th  many new
ventures, there are risks which, if
not anticipated and dealt with in the
pre-bid investigation period, could
cause a planned potential profit to
become a substantial loss. Before
expanding into a new market area,
the experienced contractor investi-
gates all aspects of that area.

Some of the more critical factors
are: competition, labor, materials
procurement, subcontractor and
architect relationships, and taxes
and licenses. The contractor must

weigh the potential gain against the
risk involved.

In moving into a new area, the
success fu l  con t rac to r  usua l l y
m o n i t o r s  t h e  m a r k e t  p l a c e  t o
evaluate his competitors in terms of
specialt ies, competence, work-
loads, capacity, and backlog. He
must  deve lop a  “ fee l ”  for  h is
chances of bidding successfully.

Without knowledge of what the
competit ion can and wil l  do in

Construction DIMENSIONS
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terms of capabilities, sales effort,
price cutting and relationships with
generals, owners and architects,
the outside subcontractor is at a
disadvantage in obtaining a con-
tract at a favorable and realistic
price. Knowing the competit ion
enab les  the  cont rac tor  to  spot
others when they are “buying” a
job or pricing unrealistically.

To learn about the competition,
the contractor must develop con-
tacts by correspondence, mutual
acquaintances and personal visits,
or obtain knowledge through trade
associations, sureties, and profes-
sional people familiar with the area
and the competition.

In some locations an outside
contractor may even be forced to
submit a bill which is X percent
lower than the local contractor to
be awarded the contract.

Labor

Labor has always been a volatile
and troublesome cost area for con-
tractors. Labor cost is generally
significant and only semi-control-
lable even under the best of cir-
cumstances.

When utilizing a unionized labor
force in an unfamiliar location the
contractor cannot expect to have
the more skilled and conscientious
tradesmen because they will usu-
al ly be permanent employees of
local contractors.

The available union hall employ-
ees may have a tendency to pro-
duce at their own pace, thereby
guaranteeing themselves longer
periods of employment. This prac-
tice can be an obstacle if the con-
tractor is hoping for early or timely
completion because of favorable
contract inducements or unfavora-
ble penalty clauses.
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Unfamil iarity with unionized
personnel and their work habits can
lead to increased costs and have a
devasta t ing impact  on p lanned
profit margins.

Another major pitfall involving
labor is the phenomenon known as
“area practice.” Jurisdictional dis-
putes between trades often arise
during the course of a construction
project over a work operation.

Two or more trades may claim
jurisdict ion: one because of the
similarity of the project materials to
mater ia ls  i t  normal ly  handles,
another because handling those
materials requires specialized
skills, too ls  or  equ ipment  t ra -
ditionally associated with its trade;
a third cause might be simply to
test the out-of-town contractor’s
judgment, or to serve as a basis for
furthering future objectives.

Each union demands that the
contractor’s representative assign
responsibility for a work operation
to its union. The contractor’s ulti-
mate work assignment may cause
one or more trades to create a
slowdown, causing lengthy and
costly negotiations, and possibly
third-party arbitration sessions.

These disputes also occur in the
contractor’s home area. But, be-
cause he is famil iar with “area
practice,” he can more easily make
the less troublesome assignment to
avoid further difficulty. The trade
representatives, because of prior
dealings with the contractor, may
also be more willing to accept his
justifications for work assignment
decisions without protest.

Materials

In a new area, the contractor
lacks flexibility in purchasing mate-
rials. He must obtain credit from

unknown sources and can have dif-
ficulty in acquiring needed items.

His field forces must do much of
the miscellaneous, or “job site”
purchasing, because headquarters
is too far away to serve this need.
Local supply houses may be reluc-
tant  (or  may re fuse)  to  extend
credit to the unknown contractor.

The inconvenience of having to
pay for each purchase separately
is, at best, a nuisance, and can be a
serious, time-consuming cost fac-
tor. Even if credit terms can be ar-
ranged, the local supplier’s loyal-
ties may be to his regular custom-
ers, and they may be given prefer-
ence over the new buyer.

Although this may not create
problems when buying screws and
tape or studs locally, the schedul-
ing of a major operation, which re-
quires complete supplier coopera-
tion, can be critical to the success
of the job.

Unforeseen price differences can
also severely affect the job’s ulti-
mate profitability because the con-
tractor’s jobsite superintendent is
unable to draw on the resources of
the home office staff to insure that
the best price is paid and the best
delivery made.

The field superintendent must
often be his own buyer. In many
cases he could forgo normal pur-
chasing procedures to expediently
solve the immediate problem.

Sub-Subcontractors

In moving into a new market
area, the most difficult factor to de-
termine is a sub-subcontractor’s fi-
nancial stability and capacity to
perform. The contractor must be
certain that proposed subcontrac-
tors have reputations for reliability

(Continued on Page 24)
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and quality as well as the financial
resources to actually perform as
contracted. You should seek the
advice of accountants, bankers,
genera l  cont rac tors ,  agenc ies ,
bondsmen and others in determin-
ing a subcontractor’s capacity to
perform.

The contractor will also have to
establish relationships with several
other contractors to be famil iar
w i t h  l o c a l  c r a f t s m a n s h i p ,  d e -
pendability, and bondability. The
latter item is particularly impor-
tant; otherwise you will need to as-
sume this as additional risk your-
self.

Communication with Architects

Problems often result when a
contractor is unknown to the de-
signers on a project. The contrac-
tor’s requests for changes—which
he sees as reasonable and nec-
essary—many be seen by an ar-
chitect as attempts to circumvent
the specifications for personal gain.

Such requests must therefore be
presented in a way that will con-
vince him that neither quality nor
appearance would be sacrificed.

This contrasts sharply with rela-
tionships within the contractor’s
home area. In that area, both con-
tractor and architect may work on a
personal basis. The architect often
seeks adv ice on mater ia ls  and
methods of installation.

The contractor, in turn, often
finds a willing listener to reason-
able requests for subst i tut ions
when condi t ions warrant .  Th is
willingness to accept suggestions,
however, is the result of years of
satisfactory dealings which have
bui l t  an a tmosphere o f  mutua l
trust.

Taxes. Licenses and Permits

The need for obtaining various
licenses and permits, the climate in
dealing with political subdivisons,
and the local tax structure must be
carefully reviewed.

In certain cases, local tax laws
may favor local or resident contrac-
tors, creating a competitive edge

which must be considered in the
bid. Knowing about such competi-
t ive  d isadvantages beforehand
may, in some cases, preclude sub-
mitting a bid. The risk of loss may
be dramatically increased if corn-
pet i t i ve  d isadvantages are  not
known in advance.

Being relatively unknown can
also create time lags in the issuance
of needed l icenses and permits
from cities, boroughs, and other
political subdivisions. Such time
lags can become a detriment to
eventual profitability.

Communication and Supervision

Constant  communicat ion be-
tween field and supervisory per-
sonnel and the owner-manager is
instrumental in any profitable op-
eration. However, top manage-
ment involvement varies propor-
tionately with the distance from the
central office.

Because top management in-
volvement is a necessity to profit-
able operations, the location may
strain communications between
home office and the jobsite.

Highly skilled supervision (field
and project) is also important to a
successfu l  cont rac t  operat ion.
However, in a new market area, it
takes on an even greater signifi-
cance.

If the supervisor is not familiar
with the work force, architect or
suppliers, project, management be-
comes more difficult.

Accordingly, “project review”
meetings must receive high priority
by top management and the flow of
cost data must be timely and accu-
rate. Failure to institute such pro-
cedures can lead to poor project
management and a reduction of
planned profits.

Conclusion

When planning to expand into a
new market area, the contractor
should be aware of the problems
that can material ize. He should
analyze the situation and seek ad-
vice from his accountant and other
business advisors.

Only after he has weighed the
potential risks should he make a
final decision. o
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