Systems Protect Your Margin

When builders talk about protecting margin, they usually mean estimating more accurately.
That's important — but it's only the start. Margin isn't protected at quote time alone. It's protected
when the estimate becomes the budget, the budget drives purchasing, the field works to the
same cost structure, and someone's watching the job early enough to catch drift.

In other words, margin protection is a systems problem. When those links are weak, profit fades
one small operational miss at a time.

The closed loop

The most effective residential builders run a closed operating loop. It looks like this:
» Estimate with coded scope — every line item assigned to a cost code.

« Build the job budget using the same structure as the estimate.

* Issue purchase orders against that structure — not as an afterthought.

» Track labour and variations at cost-code level, not as a lump sum.

» Review gain/fade and cash monthly.

* Feed actual cost lessons back into the next estimate.

When those links are strong, you can see margin problems early — when there's still time to act.
When they're weak, you find out at the end of the job.
Gain/fade review

Gain/fade analysis compares original gross profit from the estimate to expected gross profit at
completion, updated as the job progresses. It's the clearest early-warning tool in residential
building.

Construction management best practice — including guidance from quantity surveying bodies
used across Australia — recommends reviewing gain/fade at least monthly on active jobs.
Labour-intensive work should be reviewed against estimated labour at completion, broken down
by cost code. That's system thinking: you're not waiting for project close to learn whether the job
worked.

What the numbers tell you

A few key metrics to watch on every active job:
» Gross margin at award vs. forecast gross margin at completion — is it holding?
« Labour actual vs. labour budget by cost code — where is it drifting?

* Underbillings and overbillings — are you ahead or behind on cash timing?



» Approved and unapproved variations — what's still in the air?

*» Purchase order coverage vs. scope — are there gaps?

What good process looks like in practice

Builders who run disciplined estimating and purchasing systems consistently report that the
discipline itself adds margin — not because they price higher, but because they waste less.
When every trade has a purchase order, every PO ties back to a scope item, and every scope
item is tracked in the budget, it's much harder for cost to slip unnoticed.

Standardisation also speeds things up. When your team doesn't have to reinvent scope
checklists, payment triggers, or quality standards on every job, they move faster with fewer
errors. That's profitable behaviour.

Margin protection is a financial discipline, not just a site discipline

HIA and Master Builders Australia both publish benchmarking data on residential builder KPls.
The consistent message is that well-run residential building businesses monitor margin at the job
level, not just at the company P&L level — because margin loss begins inside specific projects
well before it shows up in year-end statements.

Many builders confuse cash with profit and volume with health. A system that measures gross
margin, labour productivity, fade, overhead absorption, and cash by project prevents that
confusion.

Weekly and monthly margin protection routine

» Review budget-to-actual labour by cost code weekly

» Review unapproved and approved changes weekly

» Review underbillings and overbillings monthly

* Run gain/fade analysis monthly, minimum

» Check supplier and sub PO coverage against scope

* Identify the top three variance drivers on each active job

» Feed one lesson learned from each closed job back into estimating templates

* Require a defined owner and due date for every unresolved cost risk
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