
Use The Paper and Pencil

When it comes to figuring a
close bid, overhead and profit
should be carefully
computed—not arbitrary
add-ons

(Editor’s Note: The following ar-
ticle on the realistic handling of
overhead was written by Monroe
Porter who operates the construc-
tion educational firm known as
Profit Research on Operating Fac-
tors.)

There are four basic items which
make up an estimate or bid on con-
tract work. They are: 1. materials;
2. labor; 3. operating cost, and; 4.
profit.

There are also other job costs
such as travel expenses, special
tools and equipment, etc. How-
ever, for the sake of simplicity, let
us consider only items one through
four.

Most contractors spend hours,
even days over a set of plans and
specs estimating a job and then
“blow the whole deal” by throwing
in overhead or operating costs for
that job using an arbitrary figure.
Then to make matters worse, their
percentage of profit which is nor-
mally a percentage of cost (labor
cost, material cost, and operating
cost) also becomes an arbitrary fig-
ure.
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Sure the contractor may tack on
his profit margin, say 5% or 10% or
whatever, but how accurate is this
5% or 10% if any one of the num-
bers on which it is based has not
been accurately established.

Let’s face it, plans and specs
dictate materials cost. Regardless
of our buying power, the guy down
the street probably can buy it at the
same or near the same price as you
can. So from the onset, material
cost by the various competit ive
bidders just can’t be too variable.

Labor Costs

Now let’s take a look at labor
cost. This cost, too, is generally set
by plans and specs. The application
or installation of materials must be
done by labor and there just isn’t
that much difference between one
good man and the next good man.
They both have only two arms and
two legs each and they ‘both put
their pants on the same way.

Surely we recognize some men
are bet te r  t ra ined than o thers ,
therefore, possibly effecting their
rate of production. Job supervision
itself will naturally effect rate of
production. Good trained
mechanics and good supervisors
are obviously the goals of any con-
tracting company.

Assuming that each of the bid-
ders on a specific job feels he has
good mechanics and good supervi-
sion then it is reasonable to assume
that the labor cost (all union job or
all non-union job) for each bidder
will approximate each other also.

In the case of a general contrac-
tor, subcontractors may be substi-
tuted for materials or labor or both.
Again the various costs under sub-
contracting will most often approx-
imate each of the other bidders be-
cause i t  is the plans and specs
which still control the subs think-
ing.
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So on a given estimate, be it a
subcontractor or a general contrac-
tor, it is the manner in which over-
head and profit are applied to the
job which will play a very impor-
tant part on who gets the job and
the possible future profitability of
the bidder.

Overhead, Profit

When, then, do so many contrac-
tors spend all of that hard work in
obtaining the absolute best labor
and material cost and then throw it
all down the drain by arbitrarily
applying overhead cost and profit
to the bid?

Why can’t the contractor give
the same all out effort to under-
standing and recovering overhead
cost and thereby strengthen the
profit segment of the bid? Just be-
cause your competitors are not in-
terested in these factors, that does
not give the progressive contractor
license to stick his head in the sand.

A pencil and piece of paper (no
more burning the midnight oil) can
go a long way in helping contrac-
t o r s  u n d e r s t a n d  a n d  r e c o v e r
operating costs and thereby assur-
ing immediate recognition of profit
or loss.

Certainly, we do not like to talk
too much about  losses,  but  in
reality, it is much better to recog-
nize a loss than to recognize a
profit. The progressive business-
man will undoubtedly want to rec-
ognize both.

Use the pencil and paper and
scientifically work out your com-
pany’s approach to operating cost.
If you do not like what you work
out after applying the results to the
arduous task of the “take off’ pro-
cedure, then ball it up and chunk it
in the waste basket.

But, remember, if what you have
scientifically established happens
to be the truth, throwing it in the
trash is only a temporary solution.
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