
As you plan and budget for the near future, be sure to take these
important factors into consideration:

1. Insurance costs will continue to increase rapidly, and, in turn,
overhead rates will rise. There appears to be no end to the rise of
group insurance costs. While liability (both professional and
general) increases will moderate some, they will still be up more
than labor cost increases. This increase in overhead costs (above
the rate of direct labor increases) will put additional pressure on
profits.
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This past September, 254 design firms participated in a PSMJ
Resources online economic survey. Overall, the survey results

indicated very slight positive growth for design services firms in the third
quarter, with improving conditions for the fourth quarter. The key
highlights of this study revealed:

❑ More firms reported higher revenues in the third quarter (42 percent)
than report lower revenues (34 percent). However, revenue increases
were lower than projections at the end of the second quarter.

❑ More firms (49 percent) forecast higher revenues in the fourth quarter
than declines (24 percent), but these results did not meet prior
optimistic projections.

❑ Most firm reported third quarter backlog increases than decreases,
but very little overall change from the end of last quarter.

❑ Proposal trends remain favorable with twice as many firms
forecasting increased activity. This activity is a positive sign that
potential new business will increase into the next year. 

(continued on page 2)
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Market sector trends include:
❑ Energy utilities, commercial

development for both owners
and developers, and healthcare
market sectors indicate positive
growth.

❑ Transportation markets
declined markedly. State
funding issues, together with
long-term uncertainty of federal
support, may be the leading

causes for this decline.

❑  Industrial growth
(although negative)
picked up, possibly
indicating the end of
the current recession
in the industrial
markets.

❑ Water/wastewater
and housing
(although positive)
show signs of
slowing down.

Projections for the
fourth quarter and
beyond

Most firms are
forecasting optimistic
growth results:

❑ Half of firms indicate
they expect revenues
to increase in the
next quarter. 

❑ Of these firms,
almost two-thirds
expect revenue
increases in excess of
five percent.

❑ Only 23 percent of
participants expect
lower revenues in the
fourth quarter.  �

Weighted Growth Indices
2003

Weighted Growth Indices
2003
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Four Trends in 2004... 
(continued from page 1)

Signs of Growth ... 
(continued from page 1)

Based on projections of
insurance and labor costs for
2004, overhead rates will
increase four to five percent
unless other changes are
made. Firms must either
make substantial cuts in
other overhead spending, or
raise their target multiplier
to maintain profit margins.

2. Overall fee volume will
remain relatively flat as the
construction sector of the
economy will be steady.
Some markets will increase
as governments regain fiscal
health due to the growing
economy, but there will not
be dramatic increases in
commercial markets.

3. Marketing costs will
continue to rise as firms face
the challenges of successfully
selling services in a flat
overall market.

4. Staff training will be an
increasing concern as firms
face rising costs that squeeze
profit margins. Performance
and skills at delivering client
service more efficiently will
require working smarter, not
harder. Staff skills, and the
understanding of where your
cost dollars go will be the
skills that keep firms
profitable.

In this issue, you will receive
some practical advice to combat
each of these trends in the
upcoming year. �

PSMJ thanks William Fanning, PSMJ
Resources director of research, for
contributing this article. He can be
reached at 770-971-7586.

Market Expectations
For each of the major market

sectors surveyed, PSMJ compared
the percentage of firms reporting
increases to the percentage of firms
reporting decreases to create a
“growth index.” This growth
index defines how the various
market sectors compare in
economic expectations for design
firms. 
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With respect to these three costs,
you should:

1. Take charge of indirect labor. As
the A/E/C industry began to
weaken in 2000-2001, many firms
shifted staff personnel after
finishing projects to charging
overhead accounts. This is the
most typical response to business
slowdown: hang on to staff to be
in better position for recovery. 

Also, the rapid expansion of the
late 1990s created huge difficulties
for design firms in hiring new staff.
This intensified the desire to keep
people, even if they were not
billable to projects. If you haven’t
taken the necessary action to get
your indirect labor back in line,
you need to do it quickly. Next
year’s revenue forecasts don’t look
much better than this year.

2. Focus your marketing efforts.
As projects finish and project staff
is available, firms often shift their
efforts to marketing activities.
Typically, the firm’s priorities shift
toward winning new business in
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For many firms, economic
weakness and political

uncertainty continue to restrain any
attempts to establish a sustained
recovery. Generally, a subsequent
recovery of the A/E/C industry lags
the overall economy by about a
year. These external factors will
continue to suppress any major
growth in “top-line” revenues for
most design firms during the next
year. 

In response to this reality, you
should focus on reducing internal
overhead costs as quickly as
possible. The big winners for 2004
have already taken the necessary
actions, and there is still time to
act—but not very long. 

Recent trends with increasing
costs

Three major overhead
components have varied
significantly over the past few
years. These are indirect labor,
marketing costs, and group
insurance. The following chart
indicates changes in each one.

Next Year’s Winners Must Cut Overhead Costs
order to sustain the current staff
levels. 

Unfortunately, experience
shows that more staff chasing more
projects is not the key to success in
a declining market. The firm’s
Go\No Go process is set aside and
any project that shows any
possibility of life is pursued at any
costs. In addition, many project
individuals are not the best
qualified to perform marketing
activities—even if they are
available. Focus your marketing
efforts on your best clients and
their best opportunities and use the
right staff people to win the work. 

3. Evaluate your group insurance.
It’s no secret that the cost of group
health insurance has been rising
every year. Double digit premium
increases are common, and current
forecasts indicate this trend will
continue. Changing to different
medical insurance and health care
providers will have major impacts
on your entire staff. However, it is
important to implement a process
that examines potential group
insurance alternatives on some
periodic cycle. Your employees
must understand both the cost to
the firm as well as the value to each
of them of this vital employee
benefit. 

The bottom line
Unfortunately, when we’re on

the downside of the business cycle,
revenue growth is tough to achieve.
Until the next recovery takes hold,
it’s critical to focus internally and
control how you spend each dollar
of overhead. The winners in 2004
will find the way to meet this
important challenge. �

PSMJ thanks Dan Daniels, PSMJ Resources
consultant and survey editor, for contributing
this article. He can be reached at 
508-652-8077.
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As many firm leaders know,
the insurance market has

transitioned from a “soft” market
to a “hard” market. This means
that design firms see rising rates,
fewer coverage enhancements,
fewer multi-year policies, and an
increasing temptation to “go
bare” and drop coverage
completely.

According to Charles R Heuer,
FAIA, Esq., there are a number of
reasons why firms would consider
going bare:

• They can’t afford the
premiums.

• They may have decided to
“self-insure by amassing
financial assets.

• They have no choice. Their
present insurers may have
dropped them or left the
market and no one will pick
them up.

Also, some firms end up being
inadvertently uninsured.
Professional liability is written on
a “claims-made” basis. To be
completely covered, a firm must
be insured when it performs the
negligent act and when the claim
is made.

Protect yourself
Heuer, who spoke at PSMJ

Resources’ Architects &
Engineers Professional Liability
Conference in October, offers the
following suggestions for firms
struggling with increasing
premium costs:

❑ Check your client’s track
record. At a minimum, check
with other architects and
contractors who have worked
with the potential clients on
past projects. Ask about the

relationship, whether or not
bills were paid on time and
what attitude the potential
client had toward issues of
quality and cost.

❑ Hire consultants who are
insured. If it turns out that it
was their negligence at the
root of a problem, you may
have a source of recovery even
though you are not insured.

❑ Establish an in-house loss
prevention program:

•  Educate your employees
about the risks you face so
that they do not gratuitously
increase those risks.

•  Communicate with your
clients so they do not
develop or maintain
expectations that are
unrealistic and
unattainable.

❑ Protect your personal liability
by transfering property to
your spouse or children. If
your spouse or other family
member holds title to major
assets, (e.g., your home or car)
those assets can not be
reached by your individual
creditor or a successful
plaintiff. 

❑ Limit your exposure to
personal liability by practicing
under a limited liability
partnership or professional
corporation. �

Mr. Heuer is principal in The Heuer Law
Group, which provides legal services to firms
and individuals in the design and
construction industry. He can be reached at
1-800-952-9342.

Consult your attorney or other
appropriate professional advisor before
applying or acting upon anything
contained in or suggested by this article.

December 2003

� In Fiscal Year 2002, federal
agencies documented more
than $120 million in
investments in energy
efficiency, renewable energy,
and water conservation
projects.

� The Department of Energy
will announced that it will
provide $17.3 million for
187 renewable energy
projects for schools, homes,
and other buildings.  

� A new study by U.S. auto
insurers found that architects
are the only professionals to
rate in the top five for both
traffic accidents and speeding
violations. The only other
drivers to figure in both high-
risk groups are students.

� New York City’s Health
Department has seen a 300
percent increase in mold
complaints in the last 18
months—up from 569 in
fiscal year 2001 to 2,314 so
far this year, according to the
New York Post.

� The number of Chinese
touring abroad is on the
rise—good news for the
tourism industry. The World
Tourism Organization
estimates that by the year
2010, 100 million Chinese
will be travelling abroad,
making the country the
fourth largest source of
world travellers.

Did you know that . . . Surviving a “Hard” Insurance Market
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Get a Free
Compilation of
Success-Fee
Contracts!

When negotiating with
certain clients, you should

be able to negotiate a “success-
based” incentive fee that exceeds
your normal price for such a job.
Many success-fee contracts have
brought firms three to five times
their normal fee for meeting
specific client incentives.

“Hinging your fee on the
client’s key criteria shows you
clearly understand what is
important to the client. This can
make you a front runner,” says
PSMJ consultant William
Fanning. “For example, say your
client is concerned about facility
energy usage. You can specify a
level of usage for the project, and
make part of your fee contingent
on achieving this level.”

Sample contracts
Now is the time to put a

success-fee into your pending
design contract. Tie it to
something the client wants, like a
faster move-in or cost savings.

PSMJ is preparing a
compilation of “Success-Fee
Contracts,” and we’d like your
help. Send us a non-association,
unique contract—especially one
with success fees written into the
contract—and in exchange you
will receive a free copy of this
unique compilation.  �

Send your contract to “Success Fee
Contracts,” Attention: Deborah Germana,
PSMJ Resources, 10 Midland Ave, Newton,
MA 02458.  

It is perplexing that the vast
majority of firms do not have

any “process” built into their
business development activities.
In fact, business development—
the lifeblood of the firm—is
often the least managed part of a
typical firm’s business, with no
concept of performance metrics. 

With the cost of business
development typically consuming
two to eight percent of the gross
revenue of the firm, it seems
reasonable that firms should
have an intense interest in
managing these costs with as
much vigor as they spend in
managing line items that
consume much less of their
budgets.

Measuring success
What are the progressive

firms doing to improve
performance? They are
instituting an audit of the
effectiveness of their business
development programs. This
procedure is something all firms
should practice, no matter what
the firm size.

An audit will help decide
what should be measured in
order to improve overall
performance. A typical audit
should require you to:

• Determine the percentage of
opportunities lost or rejected
at each major activity in the
business development process
(e.g., SOQ, RFP, GO/NO GO,
proposals, presentations,
negotiation). 

• Determine the percentage of

Ratchet Up Your Marketing Program
with an Audit

business dollars spent on each
of the activities.

• Develop the baseline
information from which to
measure progress in later
periods.

• Develop the fundamental
information to judge the
performance of clients and
staff...in order to make
tactical decisions regarding
“firing” clients and personnel
decisions.

A second major element of
the audit would be an evaluation
of the business development
“tools” of the firm. Typically,
brochures, cut sheets, resumes,
proposals, SOQs, and
presentations are critically
evaluated by individuals skilled
in the strategy, development,
delivery, and critique of these
documents.

In a time when tight internal
control is more important than
ever, performing an audit of your
business development program
could be the smartest move you
make in the upcoming year. �

PSMJ thanks Thomas N. Sargent, P.E., DEE, 
a PSMJ Resources consultant, for
contributing this article. He can be reached
at 404-705-8760.

What are the progressive
firms doing to improve
performance? They are

instituting an audit of the
effectiveness of their business

development programs.
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Making more money when
the economy is booming is

easy; after all, a rising tide lifts
all ships. And in the design
profession, it’s especially easy
because a growing firm is
starting more projects than it is
completing—and we all know
it’s much easier to make money
in the early stages of a project
than in the latter stages.

But when the economy slows
and revenue growth stalls, firms
have to actually finish the
projects they started when things
were busier. And that’s when
problems that had been
accumulating during the project
start to reveal themselves. 

Consider what your firm
must do to make up for
$100,000 of project write-offs:

• Sell $1 million more work.

• Hire 10 more employees to
do the work.

• Rent 2,500 square feet of
office space to house the new
employees.

• Buy 10 more computers,
telephones, etc. for the new
employees.

• Achieve a net 10% profit on
that work (higher than the
average profits in the
industry).

Well managed firms avoid
this problem by installing a
sound project control system.
Poorly managed firms either
ignore the issue and hope for the
best, or they install a system that

requires their PMs to do so much
work that it collapses of its own
weight. 

Sound project control
Here are some do’s and

don’ts of a sound project control
system:

❑ Do expect your PMs to have
a Project Management Plan
for each project

❑ Don’t require your PMs to
use Microsoft Project on
projects with fees under $1
million.

❑ Do expect your PMs to know
how their actual progress
compares to their earned
value.

❑ Don’t expect your PMs to
estimate the amount of work
remaining on each task for
every job.

❑ Do require your PMs to
regularly keep their principals
informed of where they stand.

❑ Don’t conduct a latter-day
version of the Spanish
Inquisition when questioning
your PMs on the status of
their projects.

If you adhere to these
requirements on every project,
you’ll immediately see a major
boost in quality, efficiency, and
profit.  �

PSMJ thanks David Burstein, P.E., director
of training and consulting with PSMJ
Resources, for contributing this article. He
can be reached at 770-723-9651

How to Increase Profits in a No-Growth
Economy
The key is through better project control

China’s Economy
Creates New
Opportunities for
Design Firms

Due to loosened
governmental restrictions,

a booming economy, and a rise
in non-governmental
investments, China is seeing a
growing wealthy class. This has
created a new demand for
luxury and resort housing in
China, and many Chinese
developers are looking abroad
for architectural contracts.

AM Partners, a Hawaii
architecture firm, has a decade
of experience working in China.
The firm has done design
projects for high rise
apartments and luxury homes
in Shanghai. According to CEO
Charles Lau, China has a
shortage of potential
developers, as he recently
explained in the Honolulu Star
Bulletin: “They have land and
they have money and they want
to build something and make
money, but they’re not so sure
how to go about that. They
bring architects into everything,
using the design firm as a tool
in figuring out ways to make
money from what they are
doing.”

If the past few years are any
indication, China’s robust
economic growth and new
focus on increasing wealth
should not slow down anytime
soon, creating a steady stream
of new development. �
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One of the biggest trends in
the past few years has been

the impact of sustainable design
(see “Building Green Goes
Mainstream” on page 9). For
key resources on this topic,
check out the Websites below:

• www.usgbc.org
Creators of the LEED
certification program, The
U.S. Green Building Council
Website provides
information on membership,
the certification process, and
upcoming training and
workshops.

• www.buildinggreen.com
Building Green offers news,
links, and and green product
information. It also
publishes Environmental
Building News, a monthly
newsletter on sustainable
design. 

• www.greenseal.org
Green Seal is a non-profit
organization that identifies
products that cut back on
waste and conserve resources
and habitats. The group
recently initiated a
certification program for 
the lodging industry.

• www.energystar.com
This government program
offers energy saving
solutions for homes and
businesses. The site covers
HVAC, lighting, roofing,
windows, doors, and
transformers..

Hot Spots on the WebFederal Transportation Money in Limbo
Future funding for state DOT projects still in debate 

On September 26, 2003, the
United States Congress

extended the Transportation
Equity Act for the 21st Century
(TEA-21) for five months. This
extension came just days before
the Act’s September 30
expiration. The move offered a
collective sigh of relief: without a
new bill in place, states would
not have received matching
funding from the Federal
Highway Administration for road
projects.

While the extension provides a
temporary solution, no one is
rejoicing just yet. Fearful of
continuing gridlock in Congress,

most states are reluctant to fund
major projects in the next few
months, and will likely focus on
smaller road projects.

Two bills on the table
Two bills attempting to

replace TEA-21 are currently
making their way through
Congress. If passed, these would
would reauthorize the TEA-21
act for the next six years. 

The Senate Environment and
Public Works Committee
approved a TEA-21 renewal
plan that provides a $255 billion
package over the next six years.
The bill follows many of the
features of the Bush
administration’s renewal plan
released earlier this year.

Over in the House, the
Transportation and
Infrastructure Committee Chair
Don Young (R-Alaska) was
quoted as calling the Senate bill
“a rinky-dink bill” in the Energy
and Environment Daily. His bill,
The “Transportation Equity Act:
A Legacy for Users” (TEA-LU),
proposes $375 billion through
2009—a 72 percent increase
over the current TEA-21
funding. The bill would provide
$298 billion for highway
projects, and increase transit
funding to $69.2 billion. 

The House bill has seen little
support from the Bush
administration, as the larger
package would likely require a
motor fuel tax-hike—something
the administration strongly
opposes. The administration has
proposed a $247 billion package
to replace TEA-21.  �

Five-month extension
at a glance

❑ Runs through February 29,
2004

❑ Using budget resolution as a
base, the bill provides $14.5
billion for highways through
February, up 7.5 percent
from the first five months of
2003.

❑ Transit funds are $3 billion
through February, about even
with 2003 level.

❑ State DOTs may transfer
funds among highway
categories, such as congestion
mitigation, interstate
reconstruction, and surface
transportation programs.

Source: Engineering News Record, 
Oct. 6, 2003
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due to immature technology, legal
and regulatory constraints, and
internal change management issues.

• Many firms fear incurring
uninsurable liability through the
exchange of intelligent building
models with contractors and
fabricators. The standard AIA
contracts do not accommodate this
exchange. Nevertheless, these
exchanges are happening.

• Design firms must overcome the
obstacles or become marginalized
by more aggressive players, most
likely by contractors.

Patrick MacLeamy, CEO of
HOK, and Ken Sanders, CIO of
Gensler, both agreed that change is
necessary in the relationships among
design/construction team members.
Both firms are pursuing partnering
type relationships with contractors.
As was the case with the exchange
of 2D CAD data, it appears that
forward-looking firms will drive the
necessary change. The lawyers and
modifications in standard contract
language will follow.

Interoperability
A major theme of the conference

was the issue of true interoperability
of intelligent building models
among software packages. With
BIM, this question becomes much
broader than the exchange of CAD
data between similar systems, such
as AutoCAD and Microstation.
BIM demands links between CAD
and cost estimating software. It
demands tying the CAD model to
the construction schedule for
constructibility reviews and
construction sequencing, and it
requires interfaces with advanced
energy and structural analysis
applications and the transfer of
design data to steel detailing systems
and back again. Major CAD

vendors have interfaces to a handful
of third party products, but users
are locked into very limited options
with these proprietary interfaces.

Not surprisingly, when
conference attendees were asked to
choose whether they would prefer
integrated suites of BIM applications
from a single vendor, or
interoperability among all vendors’
software, 79 attendees responded,
with 66 preferring interoperability
and 4 preferring integrated
proprietary solutions.  

Some CAD vendors are reluctant
to devote resources to supporting
interoperability, as they believe there
is no customer demand for these
standards. This informal survey
indicated otherwise, as do similar
findings from CAD for Principals
CAD Software Evaluation,
published by PSMJ in 2001. As
interoperability standards mature,
the advantages become obvious.
Expect to see a greater focus on
interoperability in the near future.

What’s next?
The U.S. design and construction

industry is at a disadvantage in
moving to BIM compared to our
European and Asian counterparts:
there is virtually no U.S. government
funding to support demonstration
projects, dissemination of best
practices, training for construction
industry participants, or studies
supporting changes in the legal and
regulatory environment. No
significant change is predicted in this
situation. To move forward, the U.S.
A/E/C industry will need to move
forward through a series of ad hoc,
self-funded initiatives. �

PSMJ thanks Kristine Fallon, FAIA, for
contributing this article. She is President of
Kristine Fallon Associates, Inc., in Chicago, IL,
which provides technology services to A/E/C
firms nationwide.

A/E/C Leaders Address Building Information Modeling

If the results of the recent
“Connecting the Dots” conference

sponsored by the AIA’s Technology
and Practice interest group is any
indication, the digital design balance
is tipping toward intelligent, three
dimensional techniques.

The conference attracted 240
participants, including plenty of
principals, technology buffs, and
academics. Also in attendance were
some forward-looking construction
companies that have already
benefited from “building
information modeling” (BIM). 

All three major providers of high-
end CAD systems—Autodesk,
Bentley and Graphisoft—provided
funding for the event and sent senior
representatives to sit on the vendor
panel. The sessions included case
studies, discussions of the
organizational and legal factors of
this technology change, and panels
on university initiatives. 

The experts agree
The emerging consensus is that:

• BIM is not a new concept

• The technology is not perfect, but
it is usable today.

• Even partial BIM
implementations are yielding major
benefits, especially in automating
drawing coordination (50% - 76%
reductions in hours reported).

• Full implementation of BIM
requires substantive changes in
project roles and the sequencing of
both skills and activities on projects.

• The traditional design-bid-build
approach does not create the
appropriate relationships or
compensation structures for these
new processes.

• Full implementations of BIM are
probably 5 to 10 years out, mostly
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By, now most A/E/C
professionals have heard of

LEED (Leadership in Energy and
Environmental Design).
Established by the U.S. Green
Building Council, LEED has
quickly become the U.S. standard
for sustainable building design. 

At the end of 2000, about
eight million square feet of
buildings were undergoing LEED
certification. By early 2003, this
number had jumped to over 100
million square feet. This does not
include the buildings that use
LEED as a design tool without
going through the certification
process.

Christine Ervin, President and
CEO of the U.S. Green Building
Council, has found the numbers
of new members staggering. In
October, she explained the trend
to Today’s Facility Manager:
“Three years ago we really did
think membership and LEED
workshop training would slow
dramatically, but the opposite has
been true. Membership has
grown nearly eight fold in 2001
and 2002; we’ve gone from 300
members to 2,400 members in
the past two years. We’re finally
beginning to see some slowing in
this rate of growth, but it is still
climbing dramatically. In the first
seven months of this year, we
have welcomed over 1,000 new
members.”

Perhaps the biggest success
story to come from the largest
single user of energy in the U.S.—
the federal government. Since
1985, the government has

reduced their energy use by 23
percent. Currently, eight federal
buildings have LEED
certification, and more than 60
aim to acquire the LEED
designation.

Developers in the private
sector are also jumping on the
green bandwagon. In November,
Toyota Motor Sales, USA, Inc.
received the Green Building
Business Award. Their new South
Campus facility in Torrance,
California, is one of the largest
LEED Gold projects in the
United States. The 630,000 s.f.
facility creates an energy savings
of 58% over California Title 24
2001 requirements.

In addition, Canada joined
the green movement in August by
launching the Canada Green
Building Council in Vancouver,
British Columbia. The Council
has adapted its own LEED
certification program from the
USGBC version.

Marketing Green
Now is the time to educate

yourself on the green design and
products, as more clients will be
leaning towards sustainability.
For some clients, sustainable
design is appealing, but some
aren’t willing to look past the
extra up-front costs. Don’t be
afraid to initiate a discussion
with clients about the costs
savings they will see over the life-
cycle of a LEED certified
building. Look into possible tax
incentives for your client if they
were to make sustainability a
reality. �

Building Green Goes Mainstream
LEEDTM certification becomes the building block for
sustainability in North America

Who’s LEEDing the
Way?

❑ Seattle’s Sustainable Building
Policy requires that all city
funded projects over 5,000 sq.
feet earn LEED certification. 

❑ In New York, Governor
George Pataki established the
New York State Green
Building Initiative, making
New York one of the first
states to offer a tax incentive
program to green builders and
developers.

❑ In July 2002, New Jersey
required that all new school
designs incorporate LEED
guidelines.

❑ At 1.5 million sq. feet,
Pittsburgh’s new David L.
Lawrence Convention Center
stands as the largest LEED
certified structure to date, and
Carnegie Mellon University’s
New House residence hall is
considered one of the nation’s
healthiest and most energy-
efficient dormitories.

❑ Municipalities throughout
California have adopted green
guidelines; the state tallied
more than 140 LEED
registered projects as of
August 2003.

❑ Of all U.S. cities, Oregon’s
Portland metro area has the
highest number of buildings
(30) registered under the
LEED rating system, and has
more LEED certified building
professionals than any other
city. It will host the U.S.
Green Building Council’s
global convention in 2004.
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People: Your Most Valuable Asset
Firms that strategically manage and invest in their human capital
will distance themselves further from the competition 

Nearly all firms say that people
are their biggest asset, but few

actually “walk the walk.”  The
interplay of demographics and the
relative unattractiveness of
engineering and architecture as
careers are creating a long-term
shortage of new talent from which
the industry will not soon recover.
We now face the inevitability that
many of our best employees will
retire in the near future, with few
qualified replacements waiting in
the wings.

While this negative trend must
be addressed by the A/E industry, it
is also an opportunity for those
firms that truly make their people
their most important asset. Firms
who can attract and retain the best
talent will build a powerful
competitive advantage. 

We are heading into a period
where market forces will further
separate A/E firms into two camps,
the “haves” and the “have nots” of
talented and committed employees.
Our clients will continue to demand
a timely, high-quality product from
all firms, but only some firms will be
able to produce it consistently with
the human capital they employ.

Steps to success
How can you make sure you’re

in the “haves” camp? Here are
three critical factors:

1. Make employee satisfaction a
top priority. Think about all of the
time and effort you spent on your
last big client presentation; when
was the last time you put that much
effort into showing your employees
how much they’re appreciated?
You really do have to care to make
them stick around.

2. Have an honest and consistent
employee review process where
those who excel are rewarded and
those who do not are transitioned
out. When rewards are limited (as
they are for most of us), reducing
the good performers’ portion to
keep everyone happy is a
prescription for going out of
business. Recruit new talent
constantly so you can continually
strengthen your human capital and
not dilute your investment on non-
performing assets.

3. Educate, educate, educate. The
best firms will make employee
development and training a
strategic priority.  If your firm’s
collective knowledge isn’t growing
every day, you’re already falling
behind.  It’s not easy taking time
away from chargeable work to
improve your workers’ technical,
project management, or business
skills, but those who do will see
higher productivity, employee
commitment, and more
opportunities for work in the
marketplace.

The last big opportunity for
competitive advantage was through
information technology. As
computers became plentiful and
less expensive, that opportunity
waned, with very little positive
impact on the industry. Do not
allow the next big chance pass you
by. Good architects and engineers
are neither plentiful nor
inexpensive, and that means
opportunity for those firms that
make employees their most
valuable asset.  �

PSMJ thanks Brad Wilson, a PSMJ Resources
consultant, for contributing this article. He
can be reached at 614-358-7444.

Strong Firms Look to
Leadership Retention

By the year 2010, the available
labor pool will reach 158

million people, but employment
needs will rise to 167 million
people—that’s a shortfall of nine
million people! Design firms are
already facing a shortage of
leadership, and our labor pool 
is extremely sparse. As firms 
find it harder to recruit new
management, many are focusing
on leadership retention.

What is leadership retention?
Leadership retention is a

formalized system for a company
to retain and grow leaders. Using
only the components of a plan
that are not logically pulled
together will increase the risk of
falling short of retention goals.

To institute a strong retention
program, you must:

❑ Develop a formalized college
recruiting program (even
during “lean” years).

❑ Promote from within your
own company. 

❑ Develop strong assessment
program for incoming talent.

❑ Implement continued
development and education
programs.

❑ Screen for values (honesty,
integrity, ethics and standards)
which match your firm’s
culture and beliefs.

❑ Institute a mentoring program.

❑ Maintain scheduled
performance reviews. �

PSMJ thanks Donna Gaines of Gaines
International for contributing this article.
Gaines International provides executive and
board-level searches and change
management consulting for A/E/C firms.
(www.gainesintl.com)
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Participate in PSMJ
Surveys and Contribute

to A/E Industry
Intelligence 

Your participation in PSMJ
surveys—the most in-depth and
current design industry data
available—is vitally important to
keep both firms and government
agencies informed about the state
of the marketplace.

For 2004, we are offering the most
comprehensive Benefits Package
ever to survey participants! This
package includes survey discounts,
a brand-new 2004 Benchmark Tool
that compares your data to your
competitors’, and much more!

Look for our survey questionnaires
coming via e-mail after January
1st. If you have any questions, call 
1-800-537-PSMJ today.

PSMJ Subscribers!

Check out our 
multiple subscription
and site license offers

You can now share PSMJ with
the rest of your firm with one of
these special packages. Take
advantage of our multiple
subscription deals, or post the
newsletter over your firm’s
intranet with a unique site license
subscription.

For information on benefits and
prices, call 800-537-7765.

How to Give Back to Your Community

In the hustle and bustle of
running a business, many

principals often forget about taking
some time to give back to the
community. The fact is, good
works and philanthropy not only
help others, it raises the general
awareness of your company’s name
and builds a positive image and
reputation for your firm.

Consider these examples of
community involvement:

• Schoor DePalma, a New Jersey
engineering and consulting firm,
provided school supplies and
bookbags for at-risk school
children in New Jersey through
its “Back to School 2003”
program. The firm partnered
with the non-profit organization
Family & Children’s Service to
provide the supplies.

• On a larger scale, Charles H.
Thornton, PhD., P.E., co-chair
of the Thornton-Thomasetti
Group in New York City,
founded the ACE Mentor

Program, a non-profit
organization that offers
guidance and training in
architecture, construction, 
and engineering to inner city
high school students in cities
around the country.

Ideas and opportunities
If your interested in getting

your firm involved in local
activities, the local newspaper,
phone book, or library should
have information about
opportunities in your
neighborhood. You may also 
want to visit these Websites:

❑ Servenet.org matches people
with volunteer activities in
their areas.

❑ Volunteermatch.org is similar
to Servenet, but caters
especially to businesses and
corporations looking to
support community volunteer
efforts.  �

Some states care more than others...at least that is what a recent survey
conducted by the “United Way State of Caring Index” determined. The
index was based on measures of economic and financial well-being,
education, health, volunteerism, charity, civic engagement, and
protection of the natural environment.

Ten Most “Caring” States:
1. Minnesota
2. New Hampshire
3. Connecticut
4. Massachusetts
5. Maine
6. Iowa
7. Vermont
8. Wisconsin
9. South Dakota
10. North Dakota

Ten Least “Caring” States:
1. Louisiana
2. New Mexico
3. Arizona
4. Mississippi
5. Arkansas
6. Nevada
7. Texas
8. South Carolina
9. Florida
10. Tennessee

Source: “The Warm North.” Utne. March-April 2003. 20

Who Gives the Most?
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Please turn the page to answer the next A/E Pulse®!

PSMJ
Firms Must Establish Higher Performance Targets

The Complete Survey Results
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Surveying design firm principals worldwide

A /E Pulse

Number of firms participating in this survey:   49

The latest survey indicates
that not all firms are setting

their financial goals to achieve
high levels of performance:

• While more than 60 percent
set profit goals and bonus
goals at the level of the
upper quartile of firms, the
percentages fall off rather
dramatically when the goals
are less “bottom line”
oriented.

• Although many firms believe
that caring for their staff is
one of their most important
functions, only 25 percent of
the participating firms
reported setting turnover
goals in the upper quartile.  

• Less than half the firms
reported setting billing and
goals at the upper quartile
level, and slightly more than
one-third reported collection
goals at the upper quartile
level.

While achieving upper
quartile results for profits and
bonuses is a valid description of
high levels of performance,
these results are found only
when you have a high level of
achievement in the steps that
lead to profits. Seeing a high
bottom line is easier if you set
far-reaching goals for every step
along the way.

Here’s how benchmarking goals of surveyed firms compare
with the upper quartile of the A/E/C industry.

FIRMS’ RESPONSES
%Higher %Same %Lower

1. Operating profit of 16.2% 63 25 13

2. Revenue per total staff of $101,516 50 38 13

3. Gross revenue increases of 15% 25 38 38

4. Net revenues per direct labor hour of

of $80.09 38 38 25

5. Hit rate on proposals of 50% 13 38 25

6. Days WIP of 14.6 25 50 13

7. Days A/R of 50.6 38 50 13

8. Staff turnover rate of 9.7% 25 38 38

9. Return on equity of 23.8% 38 38 13

10. Bonus payment of 12.4% of payroll 63 13 25

Upper quartile benchmarks (from 2003
PSMJ A/E Financial Performance Survey)



Name Firm Name

City State Zip

Phone E-mail
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A/E Pulse

Please tell us a little bit about yourself and your firm to help us interpret the results.

Size of firm (number of staff members): 
❏ 1 to 25      ❏ 26 to 50      ❏ 51 to 100      ❏ 101 to 500      ❏ Over 500

Type(s) of services you perform in-house:
❏ Architecture ❏ Engineering ❏ Surveying
❏ Interior Design ❏ Planning ❏ Landscape Architecture
❏ Environmental ❏ Testing ❏ Construction Management
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Are People Available?

How is the current economy affecting your ability to hire good
staff?

1. We are currently looking to fill openings in our firm: ❒ Yes ❒ No

2. How is the market for each of the following staff types?
Project Managers ❒ Easy to find ❒ Available ❒ Scarce ❒ Hard to find

Senior Professionals ❒ Easy to find ❒ Available ❒ Scarce ❒ Hard to find

Entry Professionals ❒ Easy to find ❒ Available ❒ Scarce ❒ Hard to find

Technical ❒ Easy to find ❒ Available ❒ Scarce ❒ Hard to find

General Administrative ❒ Easy to find ❒ Available ❒ Scarce ❒ Hard to find

Marketing ❒ Easy to find ❒ Available ❒ Scarce ❒ Hard to find

Financial ❒ Easy to find ❒ Available ❒ Scarce ❒ Hard to find

IT Staff ❒ Easy to find ❒ Available ❒ Scarce ❒ Hard to find

3. How are prospective employee salary requests?

❒ Higher than we would like to pay ❒ In line with our current staff salaries

4. Are you currently paying signing bonuses to new hires? ❒ Yes ❒ No

5. Are you currently waiving fringe benefit waiting periods 
to hire new staff?
•  Vacation accrual periods ❒ Yes ❒ No
•  Incentive/bonus waiting periods ❒ Yes ❒ No
•  Gross profits (before overhead) ❒ Yes ❒ No
•  Retirement plan waiting periods ❒ Yes ❒ No

6. Overall, how would you characterize the labor market
as opposed to a year ago?
❒ Easier to find people ❒ About the same ❒ Harder to find people

7. We are using the current slowdown to replace staff with
better people:

❒ Yes ❒ No

Copyright © 2003 by PSMJ Resources, Inc.
All rights reserved. Partial quotation with
attribution is encouraged. Reproduction
without written permission is strictly
prohibited. 

A/E Pulse is a monthly survey 
questionnaire designed to take the
“pulse” of senior A/E managers
everywhere. Information is compiled
and the results are published in 
subsequent issues of A/E Pulse.

CEO
Frank A. Stasiowski, FAIA

DIRECTOR OF RESEARCH
William F. Fanning
T: 770-971-7586
E: wfanning@psmj.com

EDITOR
Nathan Hull
T: 206-325-0749
E: nhull@psmj.com

PSMJ Resources, Inc., invites your
questions and comments.

Please fax 
completed surveys 
to: 770-977-3679

or mail to:
A/E Pulse
271 Cross Gate Drive
Marietta, GA 30068

We need to hear from you
by January 10.

Thanks for your help! Look
for the results in the
February issue of PSMJ.



easier and less expensive to create a
PR buzz in your community. PSMJ’s
Public Relations Survival Guide shows
you step-by-step how to choose,
develop, and implement the right tools
for an effective PR program that
produces results!

And best of all, your efforts don’t need
to be complex or expensive. Any firm
—small or large—can take advantage
of all or even just one or two of the
amazingly effective tools contained
within this survival guide and make a
huge and immediate impact.

This Easy-to-Use Resource
Takes Care of Everything! 
From developing a plan for producing
your printed materials, to the step-by-
step breakdown of the tasks involved
in creating your publicity piece, to
setting up a production timetable.

And PSMJ’s Public Relations Survival
Guide is guaranteed to answer all of
your most pressing questions, such as:

✓ Is what I have to say newsworthy?

✓ How do I approach the media?

✓ When do I approach the media?

✓ What do I say?

✓ How do I know the PR piece 
is effective?

✓ How can I find out what clients 
and potential clients think of us?
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CHARGE MY :
❑ Visa ❑ MasterCard  ❑ AMEX

Card #

Expiration Date

Cardholder Name

Signature

Name

Title

Firm Name

Firm Type

Firm Size

Address

City

State Zip

Phone

Fax

E-Mail

#

Brochure code: 351966

PSMJ’s No-Risk Introductory Order Form

❍ Yes!
Please rush my copy of PSMJ’s
PR Survival Guide today.

❍ Check enclosed for $225*
payable to PSMJ Resources, Inc. 

*Shipping add $8 U.S. / $12 Canada / $30
foreign. MA residents add 5% sales tax.

❍ Bill me/my firm

Order Online Now at: www.psmj.com

PSMJ’ s
PR Survival Guide

Get Your Cop y Today!

About  

For nearly 30 years, PSMJ Resources, Inc., 
has provided the support and resources needed
to improve the business success of the design
and construction industry worldwide. 

PSMJ exists to share with you everything 
we know about running a dynamic, profitable,
high revenue-generating, self-marketing,
optimally productive, and professionally
rewarding A/E/C firm. PSMJ makes
improvements that provide immediate payback
and continued return on your investment!
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