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dis-rup-tion
/dis'rapSH(a)n/

noun

1. disturbance or problems which
interrupt an event, activity, or process.

2. radical change to an existing industry
or market due to technological
innovation.



Uber: the world’s largest taxi
company...owns no vehicles.

Meta: the world’s most popular
media owner...creates no
content.

Airbnb: the world’s largest
accommodation provider...owns
no real estate.
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STRATEGIC
PLANNING

Improving the business performance
of architecture, engineering, and
construction organizations worldwide.

At every stage of your A/E/C career, our
industry-leading research, interactive in-person
and virtual events, and action-oriented advisory
services are here to help you succeed.
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The A/E Industry is Growing

Gross Revenue Growth Rate
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Source: PSMJ’s 2023 A/E Financial Perfformance Benchmark Survey Report



Employment is Growing

1,700 A/E Employment (1,000s)
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Source: U.S. Dept. of Labor Bureau of Labor Statistics
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A/E Growth is Expected to Continue

Staff Growth Projections
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: PSMJ’s 2023 Management Compensation Benchmark Survey Report



A/E Industry Profitability is Growing

2504 Operating Profit Margin
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Source: PSMJ’s 2023 A/E Financial Perfformance Benchmark Survey Report



Balance Sheets are at an All-Time High
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Source: PSMJ’s 2023 A/E Financial Perfformance Benchmark Survey Report



The triekle river
flood of outside
capital will keep
flowing.






Linking Leadership & Ownership

Levels of Ownership Leadership Positions

. L. = Governance
Senior Principal

: = Board
(largest ownership) = CEO
= COO

= Senior Management
=  Business Unit Leaders
= Practice Area Leaders

Principal
(mid-level ownership)

= Middle Management
= Project Managers
= Department Heads

Associate
(minor ownership)



$2 trillion in
“dry powder”



What does
Private Equity
like so much

about the AEC
space?

v Stalled ownership transition
plans.

v Capital (e.g. IIJA) pouring into
some markets.

v A highly fragmented industry.

v" A mature industry that is ripe for
technological disruption.



Is this the
beginning of
the end of

the employee
ownership
model?




| B VE L A v Accountability.
is REALLY

v Growth Capital (and culture).

good at
introducing: v' An Attractive Exit Strategy.




What should you do?

1. Remember that strong growth can hide weak
strategy.

2. Perform a long-term stock redemption liability
analysis.

3. Build an ownership program with an Equity
Agreement.

4. Stress test the program every year.

5. Never get into a situation where you NEED to sell
the firm to an outside buyer.



You’re a tech
company...you just
don’t know it yet.




We’re spending
way more on
tech...
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...and we’re getting more efficient.



...and utilization is going down.






“In my little group chat with my tech CEO
friends there’s this betting pool for the
first year that there is a one-person
billion dollar company, which would have
been unimaginable without Al and now
will happen.”

- Sam Altman
OpenAl CEO
September 2023

Source: https://finance.yahoo.com/news/could-ai-create-one-person-120000722.html




First...generative Al was a tool
to use for writing proposals.

o Site Analysis

* Project Management
* Energy Efficiency
 Building Modeling

» Generative Design

e And soon...









Al won’t replace architects or engineers.

But, architects and engineers who use Al will
replace those who do not use it.



What should you do?

1.

Establish a formal AI policy that serves as the
playbook for your firm.

Find your cross-functional tech evangelists and
give them one day/week to meet, strategize, and
recommend.

Hold a firmwide half-day hackathon to foster new
ideas on tech tools, bottleneck busters, and more.
Look for who rises to the challenge.

Don’t get stuck in the rut that less time = lower
fees.

Attend conferences, webinars, and anything else
you can find on this...it is developing quickly.



The “0Old” AEC
Business Model Dies a
Slow Death.
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Lump sum contracts are
becoming more popular.
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¢ Lump Sum
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% of Construction
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Lump sum contracts
are more profitable.
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v No more selling hours.

Evolutions of v A bigger emphasis on incentive
this model: compensation.

v Price on value/Manage on cost.




What should you do?

1. Track employee leverage by measuring profit per
employee.

2. Negotiate more lump sum contracts.

3. Increase your firm’s target multiplier through
higher pricing.

4. Find and fix profit leaks in project management
(achieved multiplier).

5. Value staff quality more than quantity — at every
position in your firm.



The Offset to
Consolidation is an
Explosion of New
Firms.
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From a next
gen leader who
just left an

environmental
firm to start
his own firm:

“It was a $20 million company.
Always was, always will be, and
there was no interest in leaning in
on tech, innovation, and new ways
to drive growth.”






The New
Success Mindset

Bigger + better.

Variable cost talent is everywhere.

The physical and virtual worlds are one.
Digital natives are just that.

The next generation of clients are here.



What should you do?

1.

Grow big by staying small.

. Resist one-size-fits-all leadership development

programs.

. Build an incentive compensation plan that

rewards the right behavior.
Get a Digital Native on your Board of Directors.

How would you break your firm?



The Next Recession

Could Change
Everything.



What if...

* We're on the cusp of global political
disruption?

« Rapidly shrinking markets (e.g. office
space) fail to find a bottom?

» A bubble of infrastructure spending (e.g.
IIJA) ends in 3-5 years?

* Firms in a rapid growth environment have
no long-term plan for value creation?

...or the speed of technological innovation
outpaces regulation (e.g. quantum
computing)?



Planning -

IIJA and IRA Expenditures

Construction

2021

2026 2031 2036

2041




What should you do?

1. Make strategic decisions in the context of a
strategic plan.

2. End that planning retreat with two hours of “What
could get in the way?”

3. Consider an Outside Director to your Board of
Directors.






Additional
Resources PSMJ

MEMBER







