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Job Ready Guide
to reducing risk and protecting profits



Don’t wait to get burned.
Construction, by its very nature, is fraught with risk. Having 
multiple companies involved in projects that can span 
many months creates a prime environment for inefficiency 
and mistakes that can lead to litigation, profit erosion, and 
damaged reputations. 

For construction professionals, there are essentially two 
ways to manage risk. You can approach risk like a firefighter, 
who puts out fires after they have already started. Or you can 
handle risk like a fire marshal—who prevents fires by identifying 
potential issues and taking precautionary measures.

Does your organization have more 
firefighters or fire marshals? 
 
Unfortunately, many construction companies are not set 
up to prevent risk. It’s only after they get burned, that most 
contractors fully understand the importance of risk prevention. 
Are all risks preventable? Of course not, but many are. It is 
these risks that expose your business to lawsuits, damage 
profit margins, and mar your reputation. 

This e-book provides tips that can help you eliminate the 
destructive risks threatening your business and help you keep 
more of the profits you make.



Home

Real-world risk.
A worker on a Georgia project had 
his legs crushed on the job when 
a steel beam collapsed due to a 
safety violation. The subcontractor 
he worked for didn’t have a current 
certificate of insurance at the 
time of the accident, putting the 
project’s general contractor on the 
hook for the claim. The incident 
drove up the general contractor’s 
premiums for the next five years, 
costing the company hundreds of 
thousands of dollars and impacting 
the GC’s bidding competitiveness 
due to higher costs.

Home Topics are focused on seven key areas related to risk:

Steve Tenney, CFO of Story Construction, on managing risk.

Click image to play video






Insurance

Gene Commander
Construction attorney 
and managing shareholder 
Polsinelli Shughart PC 
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When evaluating your insurance policies, pay particular attention to 
exclusions that could limit your coverage in critical areas such as 
construction defects and water intrusion.

Just because you’re insured 
doesn’t mean you’re covered.
The right coverage
Insurance companies are tightening their coverage policies, transferring more risk to 
contractors. As a result, your current insurance may not be as effective at protecting 
your business as it once was. Additionally, if you work in multiple states, policy 
terms can be interpreted differently. This is particularly true as more states adopt 
anti-indemnity statutes.

At the right price
A contractor’s risk profile plays a large role in determining rates, coverage limits, 
deductibles, and copays. Many factors go into determining your company’s risk 
profile, including your firm’s size, type of work, size of contracts, and claim history. 
Use the AGC Risk Profiler tool to perform a self-assessment of your risk and identify 
cost-effective ways insurance can mitigate it.  

Job Ready Tip

Insurance

“A lot of people
 think they have more
 coverage then they
 actually do.”

http://www.agc.org/cs/industry_topics/construction_risk_management/risk_profiler


Bonding

62% of surety providers are seeing 
an increase in general contractors 
requiring performance bonds from 
their subcontractors.

Source: FMI Surety Providers Survey

Job Ready Tip

Why you need to get bonded and 
ensure your subcontractors are, too.

Surety bonding basics
Surety bonds are required on federal and state construction projects as well as most 
large-scale projects. Many general contractors also require their subcontractors 
to be bonded to transfer some of their own risk. There are two types of bonds that 
a building owner or general contractor typically will require. Performance bonds 
guarantee the work will be completed according to the contract terms. Payment 
bonds guarantee primary contractors or subcontractors will pay their suppliers.

Mind the terms and timeframes
Project owners are more cautious than ever when it comes to bonding, adding 
complex terms that can increase your risk as a contractor. For example, many 
owners now condense the timeframe in which sureties can investigate and respond 
to a claim. And it is common for changes to be made to the bond form, which 
extends the time period claims can be filed from two years to as many as six.  

#6
Select an experienced surety underwriter for your firm, who has:
• A successful track record for protecting clients from claims.
• A license in the locations where you do business.
• A professional claims department.
• The ability to determine your risk profile and show you how to improve it.

Bonding



Projects

Every misstep matters.
From a project performance standpoint, successfully mitigating risk means avoiding 
issues that lead to a failure to achieve a project’s schedule, budget, quality, 
and profit margin goals. According to research results delivered by McGraw-Hill 
Construction, three of the greatest risks to a successful project are:

• Changes and scope creep.
• Cost overruns.
• Project process approval.

Identify risk early.
To successfully address these risks, mitigation efforts should be applied to all 
phases of a project, from early planning through design and construction. In fact, 
the earlier your project management team can assess project risk, the greater your 
ability to proactively take measures that will protect profit margins. From the very 
beginning, all parties involved in the project should strive for a well-defined project 
scope, clear expectations, a realistic schedule, and identified measures.

Visibility and collaboration are critical.
It’s one thing to say you’re going to identify risk early. Actually having the visibility to 
see issues is an entirely different animal. Visibility into accurate, timely, and complete 
information is the key to managing risk. End-to-end construction management 
software with reporting and business intelligence tools will help you identify issues 
that can derail projects.

In turn, you must also be able to keep all project stakeholders aware of risk factors. 
Regularly scheduling risk meetings is helpful, as is leveraging technologies such 
as Building Information Modeling (BIM), which can identify and mitigate risk for a 
design-build team early in project planning.

Source: McGraw-Hill Construction, SmartMarket Report “Mitigation of Risk in Construction,” 
December 2011 

Even small disruptions and project 
issues can cost you big dollars.

Next Page

Projects

54% of senior construction 
executives admit their upfront 
project assessment processes 
failed to identify an issue that 
ultimately led to a project 
significantly underperforming.

Source: http://www.kpmg.com/global/en/
issuesandinsights/articlespublications/
global-construction-survey-2012/pages/risk-
management.aspx

http://www.kpmg.com/global/en/issuesandinsights/articlespublications/global-construction-survey-2012/pages/risk-management.aspx
http://www.pepperlaw.com/pdfs/Mitigation_of_Risk_in_Construction_SMR_2011.pdf


Projects

Here are some questions that could help your organization 
proactively identify and resolve risk issues.

1. Can your executive team view current profitability by job and across all jobs?

2. Do your project managers have instant access to contracts, including the  
 history of any changes made through the course of the project?

3. Are team members automatically notified when committed or actual costs  
 exceed the budget? 

4. Are you 100% certain you have billed for all the work you are entitled to  
 receive payment for? 

5. Can your project managers instantly see the status of all change requests and  
 orders? 

6. Once a change order is approved, are your subcontractors and suppliers  
 notified automatically?

7. Can your team access drawings, project documents, and reports anywhere  
 (home, office, or job site) to make more informed  project decisions?

8. If a subcontractor or supplier needs project information, how easy is it to get, 
 and how confident are you that it will be the most current?

If you answered “no” to any of these questions, it could be hurting your ability to 
manage project risk.



Contracts

Contracts are complicated. 
Buried within the layers of legalese in contracts are details and stipulations that can 
create tremendous risk for your business. Although the core purpose of contracts 
is to protect each party’s legal rights, it’s important to think about contracts from a 
more holistic perspective. The expectations set by contracts with respect to budget, 
schedule, responsibilities, and quality are key factors in whether you make money or 
lose money on a project.   

Project owners have the upper hand; protect your business.
Although the economy has rebounded, the recent recession gave project owners 
the upper hand in negotiating contracts. Payments are often withheld longer. 
Expectations are higher. As a result, contractors need to scrutinize the details. 

If terms are unreasonable, be prepared to negotiate for reasonable contract 
changes. Negotiations on public projects may be more difficult since bids on these 
projects must conform to all essential requirements set forth in the invitation for bids or 
be considered “nonresponsive.” However, it’s still a good idea to look for unreasonable 
terms and take action to protect your business or walk away from the table.

When it comes to contracts,  
the devil is in the details.

Job Ready Tip

Establish a formal process at the start of each project to thoroughly review 
all contract terms with the project manager and superintendent so they 
understand what they need to do to protect the company.

Contracts



Safety

17%

A safety-first policy is good business.
Many construction leaders view safety primarily through the lens of what is required 
at a minimum by OSHA regulations. However, by embedding a safety-first approach 
throughout your organization, you can reduce incidents and lower injury-related costs.

Half the battle in implementing a successful safety program involves reversing years 
of unsafe habits and creating a culture where safety is always top of mind. 

Safe from the start.
In addition to safer construction equipment and training, many construction 
companies are beginning to incorporate safety into the planning stage of their 
projects. For example, Building Information Modeling (BIM) can identify hazards 
and enable you to build safety precautions right into the design (often referred to as 
“safety by design”). These safety design elements can protect the construction crew 
(for example, by determining the ideal location of overhead power lines) and make 
the building safer for future maintenance workers and tenants. 

Even minor safety mistakes pose a  
major risk for construction firms.

Job Ready Tip

#1
Commit to a safety program at the highest levels of your organization, 
including active monitoring of safety measurements and sponsorship 
of ongoing safety initiatives by leaders. 

Safety

17% of worker fatalities were in 
the construction industry.

The fatal four: The following 
accidents account for 54% of 
construction worker deaths:S
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Subcontractors

Your subcontractors, your responsibility
Any construction firm that subcontracts work takes on a degree of risk, especially 
risk related to legal and government compliance. The rules and regulations are 
becoming stricter and the financial consequences greater for contractors who fail 
to comply. Consider these factors:

• In 2011, the Department of Homeland Security, the Department of Labor, and 
 the IRS identified construction as an industry with high noncompliance rates.

• Today, government compliance audits are on the rise.

• Any indication of mismanagement noticed by one agency can trigger another 
 agency’s audit of a contractor and its subcontractors.

• Auditors now have easier access to resources to determine if your subcontractors 
 are properly licensed and insured, catching violations more easily.

• Surety agents look beyond financials to analyze how well contractors manage
 their subcontractors and suppliers.

Go digital to eliminate paperwork.
Dealing with subcontractor compliance can be a real paperwork nightmare, 
especially for contractors whose first priority is to start the job and keep it moving. 
However, automated systems can track the necessary details and even trigger 
alerts to notify you when a subcontractor has not followed protocol (for example if 
a contractor’s insurance is expiring).   

Don’t assume your subcontractors are  
complying with your policies. Know.

Subcontractors

Get more information on 
subcontractor compliance

Download our supplementary 
Job Ready Guide, reducing your 
construction risk.

Source: http://www.constructionbusinessowner.com/topics/law/construction-law/government-audits-rise

Click to Download

Next Page

http://www.constructionbusinessowner.com/topics/law/construction-law/government-audits-rise
https://na.sage.com/sage-construction-and-real-estate/resources/~/media/site/Sage%20Construction%20and%20Real%20Estate/documents/pdf-white-papers/Sage-Construction-Subcontractor-Compliance


Subcontractors

When working with subcontractors, three compliance 
areas present the greatest risk for your company:
Uninsured workers on the job site

Most states and construction contracts require contractors to carry valid workers’ 
compensation insurance. And according to many state laws, the general contractor 
is liable for paying workers’ compensation benefits if an uninsured subcontractor 
employee is injured on the job.

The workers’ compensation risk doesn’t stop there. During an insurance audit, you 
must prove that your subcontractors are fully insured. If you are unable to provide 
proof of insurance, the subcontractor’s payroll can be added to your subject wages, 
resulting in significantly higher premiums.

Lien waiver requirements

Anything can (and does) happen on a job site. In today’s litigious environment, it’s 
essential to make sure your firm doesn’t shoulder all the responsibility. To protect 
your business, consult with your attorney or mechanic lien’s service to know when, 
where, and why lien waivers are required. Also make it a practice to only pay 
subcontractors once the subcontractor has provided the correct signed lien waiver.  

Certified payroll

On public works projects, it is the contractor’s responsibility to collect and submit a 
weekly certified payroll report for all workers on the job, including subcontractors. 
Whether audited by the Department of Labor for federal projects or a state agency, 
this is another area of compliance that is increasingly under scrutiny. Ensure your 
payroll system or service is capable of generating certified payroll reports without 
manual processes or data entry.



Finances

Going with your gut is risky business.
When it comes to managing your construction company’s finances, visibility is 
everything. 

In an industry still freshly scarred by a lengthy recession, it’s critical to recognize that 
risk is intrinsically bound to decision making. If you’re unable to spot trends in your 
business or forecast revenue, you will not be able to see the areas in which your 
business is exposed. You will also end up making critical decisions on gut instinct, a 
tactic that will eventually lead to damage.   

Questions that ought to be top of mind include: Do I trust my numbers? Do I fully 
understand my cash flow? How can I protect my cash position? And can I accurately 
quantify how risky a decision is? 

Cash is king.
As a starting point, getting a handle on your cash flow is paramount. A major 
contributing factor to construction company insolvencies is lack of adequate cash 
flow. A cash flow plan predicts the inflow and outflow of cash and outlines actions to 
take to assure a contractor’s long-term stability. Risks to cash flow include:

• Late billings and receivables.
• Unexpected legal settlements.
• Retainage.
• Payments made to subcontractor and suppliers before the owner pays for the work.
• Slow approval and payment by lenders.

We explore this topic and other financial management concerns in our related e-books 
on business analysis and predicting. For best practices and Job Ready tips on 
maintaining a healthy cash flow and forecasting profitability, download these e-books 
for your tablet.

You can’t manage what you can’t see.Finances

50% of all construction 
bankruptcies result from 
mismanaged cash flows.

Source: http://ecmweb.com/ 
ops-amp-maintenance/credit-crunch

50%

http://ecmweb.com/ops-amp-maintenance/credit-crunch
http://sage-job-ready.com/visibility/visibility-eBooks.php


Next Steps

The legal, regulatory, and financial terrain has gotten rougher for construction firms. 
Navigating a sensible course using the tools, technologies, and thinking of the past 
can be frustrating. Considering the type, number, and severity of the risks you face, 
merely having a sense of direction is no longer sufficient. It’s incumbent upon the 
leaders in your construction organization to proactively identify and address issues 
that can undermine or even destroy the organization. 

The following software tools can orient your business toward a better approach to 
managing legal, regulatory, and financial risk:

• Integrated, construction-specific software that supports communication and
 information transparency

• Customizable dashboards for construction executives and staff to spot key 
 risk factors

• Automatic tracking of known risks with alerts sent to appropriate team 
 members when an issue poses a threat to the business or a project

• 5-D BIM to identify and mitigate risk early in the planning phase, including the 
 impact to a project’s schedule and budget

• Controls to assure contracts are signed, liens are waived, and subcontractor 
 insurance and bonds are in place

• Mobile access to and reporting of real-time business and project information, 
 including safety logs and field reports

How technology can help you reduce risk.

These are only a handful of 
examples of how modern 
construction technologies can 
help a construction organization 
mitigate risk. For more information 
on risk management and 
construction technology insights:

Next Steps

http://sage-job-ready.com/index.php
http://blog.sagecre.com/
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