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continuing professional education. As such, it does
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and non-AlA members are available upon request.

Questions related to specific materials, methods, and services will be
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Course
Description

Did you know that 25% of A/E firms of all sizes consistently make 20+% Operating Profit
Rates and deliver 30+% Pre-Tax Returns on Equity?

Moreover, there is convincing evidence that these firms are not ‘one-year-wonders'. These
High Performing Firms are realizing virtually double industry-average financial results year-
after-year. Discover which specific operating & financial characteristics — Key Performance
Indicators (KPIs) — these High Performing Firms have in common, and how their practices
achieve them.

Then, investigate several identifiable practices — not all financial — High Performing Firms
incorporate for consistent success and profitability.

By the end, you will be able to evaluate your own firm's operational and financial
performance, and analyze practices that can be incorporated into your practice to achieve
and maintain above-average success year-after-year.
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Learning
Objectives

Atthe end of the this course, participants will be able to:

1. Using the most current and comprehensive A/E industry survey data, participants will
compare and discuss specific financial KPIs that High P
Firms’ achievements vis-a-vis the rest of the A/E industry, and practices they use to
achieve them, practices that participants can use within their own firms.

[

Participants will explore several project management techniques of HPFs that can be
implemented into their own firms to improve effectiveness and efficiency — the primary key
to project and financial success.

w

As an added for and focus, will review
and evaluate several creative and innovative philosophies and goals firms use to
differentiate their practices.

4. Participants will evaluate other KPIs and practices demonstrating how HPFs maintain their
success fter-year, i greater reil of profits for training and
technology. RS
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What Is a High Performing Firm? What Is a High Performing Firm?

Selection Criteria for HPFs
Survey Data Analyzed Three Ways

No. 1: No. 2: No. 3:

All Participants  Small Firms Architecture
& AE Firms

* 3.0+ Net Labor Multiplier

HPFs Medium Firms R * 20+% Operating Profit
Engineering

All others Large Firms & EA Firms

What Is a High Performing Firm? What Is a High Performing Firm?
Operating Profit Rate % Pre-Tax Return on Equity
30% 50%
25% 40%
20%
30%
15%
10% 20% -
5% - 10% -
0% 0% -

AllPart  High Perf All Other Small 150 Med51- lame 251+ Aor A/E For B/A AllPart High Perf ANOther Small 1-50 MedSl- large251s AorA/E  EorE/A
250

2012 w2013 w2014 2012 2013 w2014
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What Is a High Performing Firm? KPls With Low Correlation to
Size Breakdown of High Performing Firms Operating Profits

25% of all firms qualified as HPFs * Utilization Rates

e 28% of Small Firms (1-50 employees)
e 23% of Medium Firms (51-250 employees)

e 24% of Large Firms (251+ employees)

o as KPIs With Low Correlation to
Utilization Rate . .
70% Operating Profits

L 1 ._ - 13 L 5
AllPart  High Perf All Other Small 150 MedS1- Large251+ AorAJE  Eor E/A
250

W2012 w2013 w2014
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KPIs With Low Correlation to

lari Empl . .
Salaries par Employse Operating Profits

¢ Benefits

Al Part  High Perf AllOther Small 150 Med51- large251+ Aor A/E  EorE/A
S0

w2012 w2013 w2014

— — KPIs With Low Correlation to
enertits per Empliovyee . .
$20000 P o Operating Profits
518,000
516,000
514,000 -
512,000 |
510,000 -
58,000 -
56,000
54,000 -
52,000 -

e Overhead Rate

All Part  HighPerf aBOther Small 150 MedS1- Large 251+ AorAJE  EarEfa
50

w2012 m2013 w2014
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So What KPIs Do Correlate With
High Operating Profits?

Overhead Rate w/o Bonuses

Project Profitability

AllPart  High Perf AllOther Small 150 Med 51- Large 251+ AorA/E  Eor E/A
250

2012 w2013 w2014

So What KPIs Do Correlate With

Net Labor Multiplier

High Operating Profits? +.60

3.40

Project Profitability 3.20

* Net Labor Multiplier 3.00

280 -
260 -

All Part  High Perf All Other Small 150 MedS1- Large 751 Aor AJE  Eor E/A
250

W2012 w2013 w2014
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So What KPIs Do Correlate With
High Operating Profits?

Project Profitability

* Net Revenue per Employee

$170,000
$160,000
$150,000
$140,000
$130,000

$120,000
$110,000
$100,000 -
$90,000
$80,000 -

Net Revenue per Employee

AN Part  High Perf All Other Small 150 MedS51- large  AorA/E EorEfA
50 251+

W2012 w2013 w2014

So What KPIs Do Correlate With
High Operating Profits?

Project Profitability

e Bonuses

Bonuses per Employee

AN Part  HighPerf All Other Small 1-50 MedS1- Large 251+ AorAJE  Eor E/A
250

w2012 m2013 w2014
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KPIs Correlated to Operating Profit

From PSMJ:
« Utilization Rate

11%

70%
65%

60%
55%
50% -
as%
0%
35%

Utilization Rate

s L

- ] - . - - -
All Part  High Perf  All Other Small 150 Med51- lawge251s AorAfE  Eor E/A
250

2012 m2013 w2014

KPIs Correlated to Operating Profit

From PSMJ:

* Net Labor Multiplier

27%

3.60
3.40
3.20
3.00
2.80
2.60
2.40

Net Labor Multiplier

Al Part  High Perf All Other Small 150 MedS1- Large 251+ Aor AfE  EorEfA
250

w2012 w2013 w2014
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Overhead Rate w/o Bonuses

3.60
3.40
3.20
3.00
2.80
2.60

Net Labor Multiplier

; . ‘ 240 - c ‘ : . - :
All Part  High Perf  All Other Small 1-50 M;;:l— Large 251+ AorA/E Eor EfA All Part  High Perf  All Other Small 1-50 Mg:l— Large 251+ Aor AJE  EorEfA
2012 w2013 w2014 2012 w2013 w2014
KPIs Correlated to Operating Profit
P g Total Labor Multiplier
2.20
2.00
From PSMJ:
- 1.80
« Utilization Rate 11% Bk |
e Net Labor Multiplier 27% 1.40
o Total Labor Multiplier 47% 1.20 -
1.00

AN Part  High Perf Al Other Small 1-50 Med51- Large 251+ A or AJE  EorEfA
250

w2012 w2013 w2014
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Total Labor Multiplier Net Labor Multiplier

= Net Revenue / Direct Labor

Total Labor Multiplier = Net Revenue / Total Labor

o More Fee? Less Labor?
Net Labor Multiplier = Net Revenue /

Utilization Rate = / Total Labor

Trained, Experienced PICs & PMs Are Key!

More Fee? ... Not Possible Less Labor? ... Better Project Management

Ui LR Rl s * Backed & supported by the firm: its culture,
* Quality-based selection systems & technology

* A sound agreement detailing scope & fee  Quality-based selection of consultants

* Know your costs, but value pricing e Communication & collaboration

* PM & key consultants involved in all scope * QA/QC
& fee discussions

© A/E Finance 2015 10
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Culture, Planning & Investment Culture, Planning & Investment

Quality Culture as Strong as Design Culture * Expertise in clients’ & consultants’
* Focus on culture rather than strategy businesses & trends

As Peter Drucker famously said, * Early adapters of new technology related to:
“Culture eats strategy for breakfast.” * Collaboration,

Hire for talent first, skill & experience second * Project performance, &
* Sustainability

Financial Focus

Operating Profit Rate Forecast
259%

* A business mindset and discipline to
grow & make a healthy profit year- 20
after-year 15%

» Attention to financial performance as 10% -
much a focus as is design, marketing & 5%
managing the practice

AllPart  High Perf ANOther Small 1-50 MedS1- large 251+ Aor AfE  EorEfA
250

2013 w2014 w2015
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Well Managed Projects

Well-developed, Documented Planning
Systems Consistently Employed Firm-Wide

» Systematic project planning processes &
procedures

» Detailed plans based on templates, task lists
& checklists from previous projects

Well Managed Projects

Full Coordination with Consultants
* Collaboration technologies

» Deliverable product: Level & amount of
detail

* Engineering studies, analyses & modelling

Well Managed Projects

Proper Ordering of Tasks & Subtasks

* What gets done when

¢ By architect & by each consultant
Milestones for Phases; Deadlines for Tasks

* For architect & for each consultant

Quality Assurance / Quality Control

QA / QC: Single most important activity that
can improve certainty of success

QA Controls Quality of Work / Product

e “Correct features” & “doing the right things”

¢ Work meets project goals, client requirements
& basic levels of constructability

© A/E Finance 2015
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Quality Assurance / Quality Control

QC Ensures Quality of Production Process

* “Minimal deficiencies” & “doing things right”

¢ Checklists invaluable for catching errors &
omissions, and avoiding rework

QC Scheduled, Mandatory & Non-cancelable at
Specific Points & for Specific Components

e For architect & for each consultant

Financial Management System

Project Performance Reports

Billings - Direct = Net / Direct = NetLabor
Expenses Revenue Labor Multiplier

Every Project Has One
Reports:
¢ Project-by-Project, Phase-by-Phase
e Monthly, Year-to-Date, Project-to-Date

Financial Management System

Same Five Categories as on the Firm’s P&L
Month YTD PYTD
Revenue $
- Direct Expenses
= Net Revenue
- Direct Labor
- Overhead
= Operating Profit $

Nothing but the sum of all projects
By PM, PIC, service line, department, office

Give PMs the Tools They Need t(‘

Do Earned Value Management

$173,790
$156,411
$139,032
$121,653
$104,274 -#-Planned Expenditures
$86,895 -=-Actual Expenditures
$69,516 -&Earned Value
$52,137
$34,758
$17,379
s_

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%
0%

c
5
ot

1-Feb
1-Mar
1-Apr
1-May
1-Jun
1-Jul
1-Aug |
1-Sep
1-Oct
1-Nov |
1-Dec
1-Jan

PSMJ|Resources. Inc..

©2014 Deltek, Inc. and PSMJ Resources, Inc. Al Rights Reserved
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Prev. Yrs. Retained Earnings
$35,000

$30,000

$25,000
$20,000

$15,000

$10,000 T
All Part  High Perf ANl Other Small 150 MedS1- large Aor A/E Eor E/A
250 251+

2012 2013 w2014

Working Capital per Employee

$50,000

545,000

$40,000

535,000
$30,000
$25,000 -
520,000 -
$15,000 -
$10,000 |
$5,000 -

AllPart  High Perf AllOther Small 150 MedS51- large  Aor A/E Eor E/A
250 251+

w2012 w2013 w2014

Strategic Reinvestment of Profits:
Technology, Equipment & Training

Emphasis on Technological Advancement

Improving efficiency & quality
Creating new services

Plan & commitment to integrate
technology across the firm

Strategic Reinvestment of Profits:
Continuous Staff Development

¢ Continuous training for all staff

* Enhancing development & advancement
opportunities

¢ Multi-dimensional, two-way employee
communications
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Total Net Total Net
AR Revenue | % of Total AR Revenue_| % of Total
| =& B ® o E F (9 Net ] 8 c D E F (9 Net
Revenue Bilng | Revenue
Client Type Client Type
Ll o
$158,607 5922577 | $322856 158,607 $922577 | $322856 51,404,040
1 13% 1
187 273 367 187 273 3.67 275
231,007 | $263,709 $208.227 231,007 | $263,709 $208.227 $702,043
n 7% n
253 197 213 218 253 197 213 218
$2336,783 1,015,150 53,351,033 $2336,783 1,015,150 53,351,033
n 32% n
3.69 485 398 3.69 485 398
1,026,998 51223477 | $212680 | $140531 52,603,686 1,026,998 51223477 | $212680 | $140531 686
1\ 25% v
208 351 277 394 273 208 351 277 394 273
s502,803 | $557,188 | $210893 254151 | $578983 | $2,104,108 502,803 | $557,188 | $210893 s2sa151 | $57898%/] 52,194,208
v 21% \2
286 254 2.00 270 263 259 286 254 2.00 270 263 259
244555 | $244555 $244,555
vi 2% vi
359 359 359 359
Total Net Total Net
FED $982,507 | $1,847,895 | $2,547,676 | $1,431,704 | $1,135257 [$1,732,688 | $823538 |$10,501,265 FEnD $982,507 | $1,847,895 2,547,676 | $1,431,704 ,135,257 ¥/$1732,688 [\ $823538 |$10,501,265
Biling 256 218 345 321 274 406 286 296 Biling 256 218 3.45 321 74 406 286 296
Muliplier Mutiplier’
% of Total 9% 18% 24% 14% 119% 16% 8% 100% % of Totl 9% 18% < 24% 14% 119% 16% 8% 100%
Net Revenue Net Revenue
- Total Oper
Gl Profit 9% of Total H
T » | = | = | o [ = | []¢ omratrg ontact Information
- Profit
Glent Type Bing Mult :
(861,916) $43932 | $94,130 76,146
1 6%
©073) 013 107 015
($6,391) ($84,333) ($45,947) ($136,672)
n (11%)
(0.07) (0563 (0.47) |~
$690,269 $470,946 $1,161,215 -
AR Michael A. Webber, All. AIA, Aff, ACEC
($256,750) $317,198 $13,053 $47,795 T / -
w %
a o | ow | on A/E Finance
$53,899 ($13,162) ($63,268) $9,413 $6,604 ($6,513)
: (630) 963-5423; C (630) 732-
o | oo | om oo | o | oo 0 (630) 963-5423; C(630) 732-5423
sea40 | seraa0
Vi 5%
0.99 0.99
e ;‘;z‘*‘"‘ m;- (5354, 56,985 sa005 | s1282,017
Bing Mult
(0.04) (0.4 085 061 014 146 026 036
e L‘:‘:‘ﬁ | aw (26%) 49% 21% a% 49% 6% 100%
Overhead = 160% © 2004 And Managers Know Why www.amkw.com
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This concludes The American Institute of Architects
Continuing Education Systems Course

Enoch Bartlett Sears, AIA
PO Box 1204
Visalia, CA 93279

Ihe Business of Architecture Summit,

Wy,
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