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F E AT U R E
Data Mining—Looking Back to Accelerate
Moving Forward
by Stephane McShane, Director at Maxim Consulting Group
Improvements in construction software programs have allowed us visibility in transparency of performance like
never before. However, many construction firms struggle with the foundational
implementation steps necessary to be
able to mine this valuable data easily. In
this article, we will discuss what metrics
might be of value to a self-performing
subcontractor, how to deploy technology
properly, and how to utilize this information in your strategic initiatives.

Looking at this type of information year
after year might look something like this:

The Why Before the How
With any initiative, it is important
to discuss why this is important. In
the concept of data mining, the why
would be to allow the stakeholders and
employees to see how the organization
is performing. In addition, the performance of divisions, profit centers, project teams, individual field leaders, and
project managers can be viewed. These
metrics can be easily tied into performance management and incentive compensation programs in order to recognize and compensate individuals and
teams for the exact metrics that we are
looking for them to influence.
Looking externally, having the right
information in an easy to access manner
would also allow a view into which markets, which customers, which job sizes,
etc. your organization performs best
(and worst) in. This information is critical
in evaluating market opportunities and
focusing efforts on strategic improvements and expansion planning.
What Information Is Important
Beginning with the big picture in mind,
making the determination of what information needs to be mined is critical
before starting any changes. An example of a starting point is having information surrounding revenue and margin.
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And, another view of revenue and margin by project type:

Here is some data by contract process:
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Other ways of reviewing revenue and
margin might include such information
differentiated by:
• Delivery Method
• Job Size
• Public or Private
• General Contractor or Owner
• Job Size
• Distance from the Office
This list of differentiators might vary
based on your type of business, average job size, and current market position. However, taking the time to
define these so that they may be utilized year after year would be of tremendous benefit.
The next set of metrics that are valuable to review are margin gain and
fade statistics. In other words, which
jobs made more or less margin than
originally budgeted. Similarly, these
metrics can be further differentiated
by running the data by the same types
of key definitions as listed above. The
below graph depicts margin gain or
fade by project type. This type of information is key in making strategic decisions for your organization.

Another set of metrics that would be
important might be a direct job cost
analysis. Meaning, did our different
direct job costs have a gain (meaning we saved money) or fade
(meaning we spent more money)
than our budgets said we would.
An example of this type of data
would be the graph below which
T H E
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depicts labor in hard bid jobs
versus negotiated jobs:

Similar analysis could be run for
material, equipment, subcontracts, or
other direct job costs.
So, what would this type of information tell you? In essence, it would display patterns of revenue, margin and
direct job costs given all of these key
differentiators in order to allow a view
into project performance as a whole
You could similarly run this type of

data by branch, profit center, division,
project manager, field foreman, superintendent, and estimator as mentioned
previously in order to have data to support performance management and to
utilize as a basis for incentive compensation. These are representations only

C O M P A S S

as there are endless combinations of
information that could be set up and
tracked. It is critical to determine what
you want to see, then set your system
up in order to be able to extract the
data associated.

Proper System Selection and
Setup
Many newer construction firms
begin as entrepreneurships. With
that said, many firms make their first
selection of ERP (Enterprise Resource
Planning) software based on the
startup size. Once you begin utilizing an accounting system, making a
change to a completely different system is painful. Many organizations
stay with their original purchase for far
longer than they should, restricting the
amount of information that is available
on the project level. The moral to the
story is to assess your current technology to find out if it does, in fact, serve
your needs. There could be a couple of different scenarios that could
be playing out here. The first is quite
common in that organizations purchase ERP systems and utilize just a
fraction of what they can do. The second is that they have outgrown their
current system, but are reluctant to
make the switch because of the cost
and difficulty in doing so.
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Depending on your size, your ERP
system should be able to, of course,
perform the core accounting functions. For firms larger than $15-20M
with opportunity to grow, the generic
accounting platforms will, in general, not give the functionality that you
would need. In addition to the core
accounting functions, you want integrated modules that would allow for
items such as:
• Job cost management
• Labor tracking via phase/area/task
codes
• Project Management
• Purchasing
• Subcontract Management
• Service (T&M)
There are “bolt on” programs that
can perform some of these functions
if your current software does not. Be
aware, however, that if the platforms
do not integrate, a duplicative entry
would be required in order to have
the information, in some form, in multiple locations. If there is a question
whether your existing platform is adequate, or for assistance in deploying
the technology, outsourced assistance
is a safe bet. Having someone who
can look at your company, determine
how it functions, calculate what your
average job sizes are, and define what
modules you would need would be of
tremendous help. Additionally, these
types of resources can determine how
to best capture the types of definitions that were mentioned previously,
and write reports to gather the data
needed to run your monthly, quarterly,
or annual analysis.
Proper system setup and utilization
for construction projects require definitions and standards around preconstruction planning, budgeting,
purchasing, time/quantity reporting,
change order management, and forecasting. The requirements for service would include definitions of project startup and reporting for both
T&M and lump sum small projects.
Without standards, the deployment of
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technology would not cleave the type
of accurate metrics and information
necessary for your organization.

Utilization of the Data
Strategic planning for most construction firms begins with the understanding of which markets we wish to work
in, what customers within those markets we wish to do business with, and
what key differentiators make us stand
out from our competition. Much of
our business development planning is
defined by length of sales cycle and
future market opportunities. That said,
making the decision on which markets,
which customers, and what our key
differentiators are, are heavily defined
by who we have been, which markets
we have been successful in, and which
customers we perform the best with,
which aids in determining why we are
better than our competitors.
Utilizing data, we can clearly see which
markets we excel in and which we
struggle with. Obviously, it would be
advantageous to pursue work which
we are proven to be successful in. For
the work that is more of a struggle,
an improvement plan can be put into
place to produce the margins desired,
or a decision can be made to reduce or
eliminate those sectors.
Setting financial metrics for estimators, project managers, division managers, and executives begins with an
accurate picture of past performance
aligned with a clear expectation of
future performance. Couple this with
skill set metrics, and you have the ability to create a performance management and incentive compensation
model that is truly effective, creating a
pull effect that the employee owns due
to its transparent nature. This type of
information is highly effective to managers in identifying future leaders as
well.

Summary
Data mining is a practice that has
been utilized in industries such as
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manufacturing, retail, and others for
many decades. While its utilization
in the construction industry is growing, there are still many organizations
who do not have the level of information and transparency needed to drive
excellence. Knowing where you are
today, and having a clear picture of
where you want to be is just the beginning. The real rewards are reaped
when the right information is given at
the right level of the organization, to
those who can truly impact the financial outcomes of projects. Whether it
is the deployment of standard dashboards, monthly job cost reports, labor
productivity information, margin/revenue/direct job cost metrics, information is the driver of both awareness
and improvements. No longer can we
work in the cone of silence. Our highlevel performers demand more information than ever to provide them
greater opportunity to excel. As construction leaders, it is our primary job
to listen to what our teams need, then
commit and execute on those needs.
Stephane McShane, Director at
Maxim Consulting Group, is responsible for the evaluation and implementation processes with our clients.
Stephane works with construction related firms of all sizes to evaluate business practices and assist
with management challenges. With a
large depth of experience working in
the construction industry, Stephane
is keenly aware of the business and,
most specifically, operational challenges firms’ face. Her areas of expertise include: Leadership development, organizational assessments,
strategic planning, project execution,
business development, productivity
improvement, and training programs.
Mrs. McShane is an internationally
recognized speaker, mentor, author,
and teacher. Her ability to motivate,
inspire, and create confidence among
your work groups is extremely rare and
very effective. For further information
visit http://maximconsulting.com/
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