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About The Architecture
Student’s Handbook of
Professional Practice

issues and an increasing awareness of the impact of global climate change. In this

context, a host of forces are coming together to demand more of the architecture
profession, allied design professionals, and the construction industry. We have learned,
in unequivocal terms, that everyone everywhere is affected by the built environment
and its relationship to, and effect on, the natural environment.

These times call for a wider definition of what is meant by “practice” and “design,”
both in the profession and in schools of architecture. An end to the estrangement
between the core design curriculum and the examination and study of practice is also
long overdue. Until now, the focus in architecture schools has been on the end prod-
uct of the design process. To address mounting demands, architecture practice and edu-
cation must begin operating with new tools, beliefs, and behaviors. The evolving role
of the architect is addressed in this The Architecture Student’s Handbook of Professional
Practice, Fourteenth Edition.

This book goes to press at a time when society faces both challenging economic

TITLE AND ORGANIZATION OF THE BOOK

In a noted departure, this book is not simply an abridged version of The Architect’s Hand-
book of Professional Practice, Fourteenth Edition. Recognizing its use as required reading
in professional practice courses and sometimes as a companion in studio courses—
along with the fact that the information needs of architecture students are not the same
as those of professionals—this book contains knowledge specific to the needs of stu-
dents and emerging professionals that has been organized to be approachable for them.
"To reflect this increased focus on the needs of students, the publisher John Wiley &
Sons and the American Institute of Architects (AIA), as author, chose to name this book
The Architecture Student’s Handbook of Professional Practice.

Like The Architect’s Handbook of Professional Practice, 14th edition, published in 2008, The
Avrchitecture Student’s Handbook is presented in four key parts. However, the names of the
parts—The Profession, Practice, The Project, and Contracts and Agreements—and the
organization of the material within them are different. The progression of material makes
the book suitable for use as a professional practice course outline, beginning with consid-
eration of the concepts of professionalism through the construction and closeout of proj-
ects, as well as consideration of the legal agreements used for project delivery.

Content Structure

Content from The Architect’s Handbook has been either included in The Architecture Stu-
dent’s Handbook in its entirety or edited or abridged as appropriate for the student reader.
Unlike the previous student editions, this volume contains new material prepared
specifically for The Architecture Student’s Handbook that does not appear in The Architect’s
Handbook. This text was written for those beginning to learn about the architecture
profession or navigating the beginning of their careers. Conceived as a true handbook,
this volume is a resource to be used in the examination of all aspects of architecture
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practice, including research, programming, professional relationships, the design
process, and the intricacies of delivering a project.

In addition, the book contains unique content on changes under way in the design
and construction industry that are having a profound impact on the practice of archi-
tecture. This material invites readers to explore new possibilities in architecture prac-
tice and to redefine both what architects do and how they accomplish their goals.
Particular emphasis is given to integrated practice and integrated project delivery and
the emerging tools that enable architects to approach practice—in its widest sense—in
new, more effective, and more expansive ways. In parallel with the focus of the AIA, new
content is included on research and “evidenced-based” design. The variety of subject
matter makes The Architecture Student’s Handbook a useful resource for design studios,
seminars, and research efforts, in addition to its use as a professional practice textbook.

A NEW APPROACH TO PRACTICE

A theme running through this edition is the protection of the design integrity of proj-
ects, a greater concern as architects increasingly rely on electronic tools. Behaviors and
practices necessary to accomplish this goal, which both protects client interests and
allows for professional satisfaction and reward, are discussed. In today’s design and con-
struction marketplace, architects are called on to consider accepting new risks and
responsibilities. Students studying architecture, as well as recent graduates, can use the
same creative impulse in use in the studio to design a method of practice that ultimately
makes it possible to deliver the projects conceived.

In accepting the 2005 AIA/ACSA Topaz Medallion, Edward Allen, FAIA, spoke to
the issue of art versus science in architecture education. He suggested that these two
categories have long been inadequate for describing what architecture truly is and
offered the following alternate perspective: “Architecture is neither art nor science; it
belongs to a realm of intellectual endeavor called design. Its goal is to produce new
products to solve human problems.”

It is through practice that design becomes useful. Practice provides a framework
that enables the architect to progress confidently from concept to completion. The
Avrchitecture Student’s Handbook introduces the concept of professional practice to stu-
dents so they will enter the profession with a well-rounded education that has readied
them for all aspects of architecture practice.

— Michael Hricak, FATIA

The editor of The Architecture Student’s Handbook of Professional Practice, Fourteenth
Edition, Michael Hricak owns his own firm, Michael Hricak Architects, and has taught
professional practice courses at the University of Southern California.

About The Architecture Student’s Handbook of Professional Practice
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PART 1:

Professional Life

1.1 Architecture as a Profession

Dana Cuff, Ph.D.

Architecture is in the family of vocations called professions, all of which share
certain qualities and collectively occupy a special position in society. Architects’
status as professionals provides them with an underlying structure for their
everyday activities.

student, or electrician. Each of these occupations uses the term in ways distinct
from what we mean by the professional who is a doctor, lawyer, or architect.

Typically, we distinguish professionals who do certain work for a living from
amateurs who work without compensation. The term amateur connotes a dabbler,
or someone having less training and expertise than a professional.

We also differentiate between professions and other occupations. Expertise, train-
ing, and skill help define those vocations that “profess” to have a specialized territory
of knowledge for practice. While many occupations require expertise, training, and
skill, professions are based specifically on fields of higher learning. Such learning takes
place primarily in institutions of higher education rather than in vocational schools
or on the job. Universities introduce prospective professionals to the body of theory
or knowledge in their field. Later, this introduction is augmented by some form of
internship in which practical skills and techniques are mastered.

A high level of education is expected of professionals because their judgments
benefit—or, if incompetently exercised, endanger—the public good. Thus people who
are attracted to the professions usually have altruistic concerns for their society.

To be a professional means many things today. One can be a professional athlete,

Dana Cuff is a professor in the Architecture and Urban Design department of the School of
the Arts and Architecture at the University of California, Los Angeles.



The status of professions, their internal characteristics, and their relationship to
society are constantly, if not always perceptibly, changing. The professions have grown
dramatically in recent years, in keeping with the rise of the postindustrial, service
economy. Growth in professional employment has accompanied expansion of the
service sector of the economy, estimated today to be 70 percent of the labor force. In
a service economy, information and knowledge industries become dominant, creating
the context in which professions can rise among occupations.

CHARACTERISTICS OF A PROFESSION

Professions are dynamic entities that reflect our society, our economy, and, generally,
our times. There is no widely accepted definition or list of features that covers all
professions. Nevertheless, they have some characteristics in common, which have
appeared throughout history.

Lengthy and Arduous Education

Perhaps the most frequently cited characteristic of a profession is a lengthy and some-
times arduous education. A professional must learn a body of technical knowledge and
also develop an ability to exercise judgment in the use of that knowledge. Thus, all
established professions incorporate long periods of high-level education.

Professional education is also a form of socialization. Like a rite of passage for
initiates, architecture, medical, and law schools are places where future practitioners are
introduced to the knowledge, values, and skills of their profession. Students undergo
tests of their commitment and ability. In architecture schools, a good example is the
charrette (often involving all-nighters), during which students concentrate all their
efforts to finish a project. These experiences instill tacit beliefs about the significance
of architecture, the work effort required to do a good job, and the commitment needed
to become an architect. Through selective admissions, carefully designed curricula,
and rigorous graduation standards, schools guide the formation of their professional
progeny. Professional schools play a key role in developing the shared worldview that
characterizes a professional community.

Expertise and Judgment

Professions traffic in ideas and services rather than in goods or products. Rather than
marketing a better widget, professionals sell their expertise. They have knowledge
outside the ken of the layperson. Professions are based upon a balance of technical
knowledge, reasoned judgment in applying such knowledge, and inexplicable, even
mysterious talents that some call artistry. Thus, while doctors need a high degree of
scientifically based knowledge, they also need diagnostic ability and a good bedside
manner.

Expertise begins with theoretical knowledge taught in universities, but being a
competent professional also means knowing how to apply this knowledge. Among prac-
titioners, both expertise and experience contribute to quality performance. While
initial skills are taught in school, a large share of professional training comes from the
practicum or internship; it then continues in lifelong learning through the gathering of
experience and the application of new concepts and technologies.

Registration

Because professional judgments affect the public good, professionals generally are
required to be licensed in order to practice. This serves as a means of protecting the
public health, safety, and welfare. Professions require sophisticated relationships with
people and information. To become licensed, professionals are usually required to
meet education and experience standards and to pass a compulsory comprehensive
examination.

1.1 Architecture as a Profession
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Professional Life

Relative Autonomy

Because professionals exercise considerable judgment and discretion, professional work
is intended to be more autonomous and self-determined than work controlled by
owner-managers as in the production of goods.

Other Traits

In addition to these primary characteristics, a number of other traits are typical of
professions:

e Because they are well trained to perform complex services, professionals generally
command relatively high incomes and high prestige in their communities.

e Asa group, professionals attach a large part of their identity to their careers, rarely
changing vocations.

e Within each profession, members usually hold a set of common values; they often
speak what amounts to a dialect that is not easily understood by outsiders.

o Professionals understand the importance and value of lifetime learning.

o Professions are relatively well organized, and a significant proportion of their
members belong to a national professional organization such as the American
Medical Association, the American Bar Association, or the American Institute of
Architects.

These characteristics are in constant evolution. For example, the prestige of a given
profession may suffer under consumer dissatisfaction or be enhanced by significant
developments in the field that have positive social repercussions. The professional
degree that was once optional becomes a necessity. Professional organizations are peri-
odically strengthened by programs that capture practitioners’ attention. Such evolution
depends in part upon the participation of professionals themselves—in their schools,
professional associations, and communities.

ARCHITECTURE AMONG THE PROFESSIONS

Many of the trends influencing architectural practice have parallels in other professions.
For example, the tensions created by complexity and specialization, consumer influences,
and divergence of goals among practices can also be seen in the professions of law and
medicine.

These common influences notwithstanding, each profession introduces its own vari-
ations and idiosyncrasies. Looking at architecture among the professions, we observe
the following features.

Relationships with the Arts

The qualities that most clearly set architecture apart from other established professions
are its close ties to the arts and its similarities to artistic endeavors. Creativity is crucial
to all professions, but for the architect it is of the highest priority. Moreover, architects
produce objects that are fixed in space, highly public, and generally long-lasting.

Importance of Design

Although all professions are based on a balance of technical and indeterminate knowl-
edge, some stress one over the other. Architecture emphasizes an artistic, relatively
inexplicable domain of expertise—design—as the core of the practitioner’s identity.
Design requires rational knowledge of how buildings are put together, how they will
function, historical models for building types, materials, mechanical systems, struc-
tures, and so on. But being a good architect also presumes that the professional pos-
sesses something extra—aesthetic sensibility, talent, or creative ability, whatever we
choose to call it.



Place in the Social Structure

According to one study that compared a number of professions on a variety of dimensions,
architecture ranked high in terms of prestige but in the middle range in average years of
education, average income, and proportion of members belonging to professional organ-
izations. This suggests that architecture’s respected place in the social structure has been
granted by society rather than defined through numbers, dollars, or professional control.

"The profession’s position in the social structure has been changing. Historically, the
church, the state, and powerful individuals were the primary patrons for architectural
services. Now, industrial and commercial enterprises have become major clients as well.
During the 1960s, when community design emerged as a subdiscipline, architects
sought and secured a role in housing and neighborhood revitalization; this activity has
evolved into a growing presence in community and urban design.

Architectural practice is developing in new ways that allow architects to intermingle
with a broader population. One recent study argues that architecture is more closely
connected to a large, relatively affluent middle class than to a small group of the very
rich. In a similar vein, the composition of the profession is changing, particularly as
more women and ethnic minorities become architects.

Place in the Economic Structure

The well-being of the architectural profession depends upon ties to a healthy building
industry. The level of construction activity both nationally and internationally signifi-
cantly determines the amount and type of services architects will render.

As the United States urbanized and industrialized, the demand for buildings was great
and the architectural profession grew rapidly. In more recent times, however, construction
has declined proportionately in the national economy. With the evolution from a goods-
producing economy to a service economy, there are fewer major new building projects.

At the same time, the demand for architectural services has increased—especially
in the predesign and postconstruction phases. This suggests a repositioning of the pro-
fession, along with other professions, as part of the service economy. New roles and
markets for services have been created. In addition, new roles and specializations mean
that more professionals are doing what was once one individual’s job.

Internal Social Structure

Within any profession, there are social divisions that complement and compete with
one another. Those who study professions call these divisions the rank and file, the
administrators, and the intelligentsia.

In the architectural profession, the rank and file might be considered to include
drafters and junior design and production people; the administrators to include prin-
cipals, senior designers, and project managers; and the intelligentsia to include acade-
micians, critics, practitioner-theorists, and those architects who push the parameters of
architecture outward and whose work often establishes precedents for others to follow.

"The values and objectives of each group are likely to conflict with those of other
groups at times. The first two groups have very different convictions, agendas, and knowl-
edge of the way practice operates. These differences become important in a profession
where, even though a majority of architecture firms are small, the provision of architec-
tural services has been heavily influenced by larger firms in which many of the architects
are wage-earning employees who work not for clients but for their architect-employers.
Data from the 2006 AIA Firm Survey confirm this: While only 4 percent of the firms
owned by AIA members had fifty or more employees in them, these firms accounted for
52 percent of the operating revenues earned by all AIA member-owned firms.

Initially, an increase in intraprofessional stratification brought a greater need to
formalize professional control. Firms created organization charts, personnel policies,
and manuals governing project procedures. Many professionals devoted themselves to
managing the organization. As firms grew, they dealt with these phenomena in different

1.1 Architecture as a Profession
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ways. Compare, for example, the large law firm, which is a collection of relative coequals
(the main distinction being seniority among partners), and the hospital, which has a
stricter hierarchy of medical administrators, senior physicians, residents, and interns.
In recent years, however, there seems to be a general trend away from stratification in
architecture firms—even in large firms. The advent of the second generation of digital
technology and the maturing of the architectural profession in its use, along with an
integrated approach to project delivery, has encouraged firms to be more horizontally
organized and much less hierarchical.

PROFESSIONS AND SOCIETY

Professionals possess knowledge and ability not accessible to the public. As a result,
the public establishes a special relationship with professional groups, essentially grant-
ing each a monopoly in its area of practice. Society thus grants members of professional
groups certain rights and privileges:

o A certain level of prestige and respect

o A certain amount of autonomy and authority

o A relatively high level of compensation

o A standard of reasonable care with which to judge the appropriateness of profes-
sional actions

In return for these rights and privileges, society expects a profession to assume
certain obligations:

¢ Establishing and maintaining standards for admission and practice
e Protecting public health, safety, and welfare

o Considering the public good when working for an individual client
¢ Respecting public welfare over personal gain

Every profession participates in a coordinated body of tasks necessary to fulfill its
obligations to the public and to manage the profession. These tasks include establishing
a body of professional knowledge, regulating entry to the profession, and maintaining
standards for practice. Each profession develops mechanisms for accrediting educa-
tional programs, licensing professionals to practice, encouraging continuing education,
and regulating professional ethics and conduct.

By and large, these mechanisms are designed, staffed, and implemented by profes-
sionals. Architects have the major voice in where and how new architects are educated.
They sit on registration boards, write and grade the licensing examination, and recom-
mend laws and administrative guidelines for registration. Architects conduct disciplinary
hearings and, through the AIA, establish and enforce codes of ethical behavior. Like all

professionals, architects have substantial voices in establishing their own destiny.

1.2 Ethics and Professional Conduct

Phillip H. Gerou, FAIA

Architects are confronted daily with moral choices, competing loyalties, and
ethical dilemmas. Although such situations can be ambiguous or paradoxical,
basic tenets held in common by the profession can help architects determine how
to respond to them.

Phillip H. Gerou is a former director and vice president of the American Institute of Archi-
tects and served six years as a member and chairman of the AIA National Ethics Council.



he need to articulate and advocate ethical standards has never been more critical.

Concern about professional ethics, while not a recent development, has certainly

become more conspicuous in recent years. This visibility has led to extensive
inquiries into the sources, development, interpretation, and enforcement of ethical
codes. Principles guiding professional conduct are based on the core values held by
that profession. These core values originate in legal definitions, social mores, moral
codes, and common business practices.

Legal systems are based on historical precedent and commonly accepted social
interactions between individuals or legal entities. The rights of individuals are protected
by mutual acceptance of this legal structure. Contractual and other legal responsibilities
and their consequences are generally well defined in law and in written agreements.
But when these responsibilities and their consequences are specific to a profession, they
may prove difficult to legally enforce.

There are many social conventions, moral beliefs, and ethical dilemmas that are
not legislated or enforced by any regulatory agency. These may include widely accepted
values but are not part of our legal system because they lack consensus or represent
conflicting opinions. These values are often defined by religious doctrine, corporate
policies, or societal rules. While morality describes behavior that is generally accepted
as either correct or incorrect, ethical situations often present dilemmas in which equally
relevant positions compete.

Ethics is traditionally defined as the rules or standards for moral behavior. Often the
terms morality and ethics are used interchangeably, and to many there is no distinction
between the two. The definition of ethics has also evolved to express a set of values
held by a unique and finite group of individuals, such as a corporation, legislature,
industry, or profession. Ethical codes are based on common values and moral laws such
as religious doctrine, social conventions, secular beliefs, and traditional philosophies;
they may even incorporate the values of courtesy, civility, mutual respect, or equality.
Ethical standards for doctors or priests are different in their details from those of
architects or engineers, although the core beliefs and the moral guidelines on which
they are founded may be nearly identical. The distinction in ethical standards depends
on the specific practices of a particular group.

Ethics also define fairness and equity and quite often relate to issues in which two
parties may hold opposing but equally valid points of view or an individual may be
torn between two compelling positions. For example, an individual may find that
speaking the truth could breach a confidence, someone’s dedication to a friendship
might result in injury to others if an obligation to protect the public is ignored, or a
client’s goals could be at odds with protection of the environment. In certain situa-
tions, ethical standards may take precedence over other important standards. For
example, life safety issues are usually perceived as a primary concern in comparison
to, for example, obligations to employers. Although a solution that positively addresses
each competing issue is preferred, occasionally a choice is necessary. Ethical codes
address such situations, but it is often left to an informed and impartial observer to
make the final judgment.

ETHICAL STANDARDS FOR ARCHITECTS

In the United States, there are two widely used standards of conduct for architects. In
1977 the National Council of Architectural Registration Boards (NCARB) issued a set
of model rules of conduct for use by its member boards. NCARB rules are guided by
certain core values as they pertain to the protection of the life, safety, and welfare of the
public, issues to which architects are legally bound by individual state licensure laws.
NCARB?s rules of conduct have been adopted, with modifications, by various NCARB
member boards as part of the licensing regulations that apply to individual architects.
The American Institute of Architects (AIA) has established a Code of Ethics
and Professional Conduct. This code addresses life safety and public welfare issues,

1.2 Ethics and Professional Conduct
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and also includes rules of conduct that deal with professional interactions between
architects and their colleagues and their clients. Members of the AIA are also held
accountable by the code for such broad issues as seeking aesthetic excellence and
respecting the environment.

The first AIA ethical code was established in 1909. By today’s standards, some of
the original principles seem out-of-date. Under the original code, design-build was a
forbidden practice and paid advertising by architects was not allowed. The code also
prohibited architects from competing on the basis of fees or entering design competi-
tions that were not in keeping with Institute principles. These restrictions were derived
more from the common business practices of the day than universal core values or
widely accepted moral principles.

By the late 1970s, the AIA code of ethics had been significantly amended. Design-
build became an accepted approach to project delivery, and advertising was no longer
the anathema it had been. By 1972 the U.S. Justice Department had determined
that the 1890 Sherman Antitrust Act demanded that architects be allowed to compete
on the basis of fees and that not doing so constituted an unreasonable restraint of
trade. In a 1978 case involving the National Society of Professional Engineers, the
Supreme Court ruled that unfettered competition was essential to the health of a
free-market economy, and the only lawful way competition could be constrained was
through state or federal legislation. In its opinion, the court dismissed arguments
stressing the possible negative effects of fee competition on the health, safety, and
welfare of the public.

In 1977, an architect sued the Institute for civil damages when his ATA membership
was suspended for violating the AIA code of ethics by supplanting another architect on
a project. Although the violation was not disputed, in 1978 a federal district court ruled
that enforcement of this particular rule in the code violated federal antitrust laws and
the accused architect was awarded substantial monetary damages.

In response to these rulings, in 1980 the AIA suspended its code of ethics. The fol-
lowing year a statement of ethical principles was established as a guideline for the vol-
untary conduct of members. Recognizing a need for mandatory professional guidelines,
the AIA Board of Directors subsequently appointed a task force to propose a substitute

Code of Ethics and Professional Conduct. In 1986 the
membership adopted the new code at the AIA National

PROFESSIONAL ASPIRATIONS VS.
ETHICAL CONDUCT
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Some ethical situations are not regulated by the AIA
Code of Ethics and Professional Conduct. For example,
the profession of architecture as a whole may aspire to
contribute to the preservation of historical and cultural
resources by helping to develop appropriate building
codes or formulating aesthetic guidelines. Nonetheless,
some architects are more suited to such tasks than others;
for instance, participation in this effort may not be a
reasonable requirement for an AIA member whose
expertise lies in financial management or graphic design.
Similarly, it is not a requirement that all AIA members
provide pro bono services, as some may choose to support
causes or organizations by other means. A code of ethics
cannot embrace every aspiration of a profession. Rather,
it must exhibit restraint in defining actions to which all

members may reasonably submit.

Professional Life

Convention. Since that time, minor revisions have been
made to keep pace with current technologies, economic
realities, and changing social demands.

AIA Code of Ethics and Professional Conduct

The current AIA Code of Ethics and Professional Con-
duct defines in detail the obligations of AIA members. The
code is organized into five canons that describe broad
principles of conduct: general obligations, obligations to
the public, obligations to the client, obligations to the pro-
fession, and obligations to colleagues.

Each canon is defined by a number of ethical stan-
dards. These standards provide more defined goals,
which members should aspire to in their professional
performance and behavior. Individual ethical standards
incorporate specific rules of conduct that are mandatory
and enforceable. Violation of a rule by an AIA member
may be grounds for disciplinary action by the Institute.
Commentary, which is offered to clarify or elaborate the
intent of the rule, is provided for some of the rules of
conduct.



The code applies to the professional activities of all ATA members regardless of
their membership category and is enforced by the AIA National Ethics Council. Only
AIA members are obligated to comply with these standards.

AIA National Ethics Council

The National Ethics Council (NEC) is made up of seven AIA members selected and
appointed according to specific credentials. Each of the seven members represents a
diverse constituency. They come from various regions of the country and different
types of practice and professional backgrounds, and they are representative of the
general membership based on diverse demographic criteria. Prospective NEC members
are recommended to the AIA Board of Directors, which makes the final decision and
appointment. Appointments are for a three-year term, although members of the NEC
may be, and usually are, reappointed for a second three-year term. An NEC member
may not serve more than two consecutive full terms.

"The full ethics council meets three times per year to hear and consider complaints.
"The particulars of each case, along with a recommendation for resolving it, are presented
to the NEC by one of its members who serves as a hearing officer. This individual is then
excused while the remaining NEC members consider the report and recommendation
and ultimately decide whether to accept, reject, or modify the hearing officer’s recom-
mendation or to return the case for rehearing.

The principal responsibility of the NEC as defined by the ATA Bylaws is enforce-
ment of the AIA Code of Ethics and Professional Conduct. However, the NEC also
provides guidelines to the public and within the Institute on a variety of professional
topics. In addition, the NEC presents programs at the AIA National Convention, to
AIA components, and to schools of architecture throughout the country.

AIA NATIONAL ETHICS COUNCIL PROCEDURES

Local AIA components manage ethical situations in a variety of ways. Some compo-
nents provide advice and mediation for ethical violations through experienced members
or established committees, while others simply refer local inquiries to the national
organization. The general counsel’s office at the national component is available to
answer technical questions concerning the AIA Code of Ethics and Professional Con-
duct and can provide other information to members and nonmembers.

The AIA National Ethics Council has established strict rules of procedure for
considering ethics cases. If it is believed that a member has violated the code of ethics,
anyone—a member or nonmember of the AIA—may initiate a formal complaint. The
NEC then initiates its review and hearing process.

If the architect is found to have violated the ethics code, the penalties available to
the NEC are as follows:

o Admonition (private). A letter of the ruling is sent to the parties involved and kept in the
respondent’s membership file.

o Censure (public). A letter is sent and notification of the case and ruling is published to the
AIA membership.

o Suspension of membership. The respondent’s membership is suspended for a period of
time, usually one or two years, and the ruling is published.

o Termination of membership. The respondent’s membership is terminated and the ruling is
published.

The respondent may appeal the NEC’s decision to the AIA Executive Commit-
tee, whose subsequent ruling is final except in cases in which termination of mem-
bership is the penalty. Those cases are automatically appealed to the AIA Board of
Directors.

Ethics complaints against AIA

members should be addressed to:

Chair, National Ethics Council

The American Institute of
Architects

1735 New York Avenue NW
Washington, DC 20006

1.2 Ethics and Professional Conduct
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COMMON ETHICS VIOLATIONS

Although the AIA Code of Ethics and Professional Conduct regulates a wide range of
professional activities, several issues generate the majority of complaints. These include
the following:

o Attribution of credit (i.e., stating or giving proper credit for project involvement)
e Accurate representation of qualifications

e Attainment and provision of examples of work

o Basic honesty

The predominant reason these four issues continually resurface is that each has an
identifiable injured party—an angry colleague or an upset client—who is intent on see-
ing justice served. Also, even if the alleged infraction does not have legal or contractual
consequences, it may still indicate an ethical breach. More serious issues, such as
misappropriation of a client’s or partner’s funds, tend to be presented to the NEC less
frequently. If a member knowingly violates the law (Rule 2.101) or displays discrimi-
nation (Rule 1.401), for instance, other forums with more severe remedies are available
to the offended party.

"To offer some guidance on issues commonly presented to the NEC, the following
detailed illustrations are offered.

Attribution of Credit

Architecture is a profession in which design capability and originality is prized. Intel-
lectual property is the most common proof of worth in terms of talent and experience.
However, the collaborative nature of contemporary practice sometimes obscures the
individual contributions of each team participant. The more complex the project and
the more prolonged the design and construction process, the more individuals may lay
valid claim to credit for some part of the work.

The most frequent violation of the code of ethics is improperly taking or not giving
appropriate credit and recognition. The NEC recognizes that these infractions are fre-
quently due to an incomplete understanding of the ethical standards and rules of conduct
that direct members in this area. The following ethical standards apply to this issue:

Ethical Standard 4.2, Dignity and Integrity: Members should strive, through
their actions, to promote the dignity and integrity of the profession, and to ensure
that their representatives and employees conform their conduct to this Code.
Ethical Standard 5.3, Professional Recognition: Members should build their pro-
fessional reputation on the merits of their own service and performance and should
recognize and give credit to others for the professional work they have performed.

The rules associated with these standards mandate the required professional conduct:

Rule 4.201: Members shall not make misleading, deceptive, or false statements or
claims about their professional qualifications, experience, or performance and shall
accurately state the scope and nature of their responsibilities in connection with
work for which they are claiming credit.

Rule 5.301: Members shall recognize and respect the professional contributions of
their employees, employers, professional colleagues, and business associates.

Based on these standards and rules, the NEC has adopted guidelines to help AIA
members determine how to handle this concern, although individual cases may pre-
sent circumstances not explicitly covered. These guidelines are recommended for appli-
cation to any oral, written, or graphic representation of an architect’s work, whether it
was developed for use in a public or private presentation.

Following are the AIA “Guidelines for the Attribution of Credit” (also published
on the AIA Web site) that should be considered when making representations of an
architect’s work:



e An architectural project, built or unbuilt, involves any of the services provided by or
under the direction of an architect.

¢ Inanalyzing attribution-of-credit issues, the National Ethics Council typically views
the Architect-of-Record as the legal entity that has contracted for and completed the
work in question. [The entity] can be a corporation, partership, or individual archi-
tect. If the Architect-of-Record takes credit for a project, there is no further need
to define the role or state “Architect-of-Record.” Unless specific attribution is noted,
it is assumed the Architect-of-Record is making a representation of complete
responsibility for a project, including the design, production of construction docu-
ments, and construction observation.

e A Member taking credit for a project or a specific role on a project other than as the
Architect-of-Record must clearly define that role. In addition to the Member’s spe-
cific role, the Architect-of-Record must be acknowledged.

o Itisnotnecessary to present a complete or exhaustive list of all the team participants.
The acknowledgment of major team participants is recommended.

o Designation of the Member’s role and/or the Architect-of-Record must be obvious,
plainly visible, and legible at the anticipated viewing distance. The reference text
should be no less obvious than the text used to describe the project. The description
must be specific enough to make clear the services the Member rendered on this
project. In the instance of a mailer/postcard that shows only an image of a project
on the front, it is necessary to give the appropriate credit on the other side. The
Member shall not overstate, actually or implicitly, his/her involvement in a project.

o Ifattribution of credit is not previously defined in a written agreement, and to avoid
potential conflict, it is recommended that Members open a dialogue between all
concerned parties prior to making any representations.

Accurate Representation of Qualifications

It is human nature and good business practice to present professional qualifications in
the best light. However, overstatement, even if well-intentioned, can lead to unrealis-
tic expectations on the part of the client or other project participants and thus to sub-
sequent owner dissatisfaction. The architect-of-record must ultimately be responsible
for complying with laws and codes as well as with other commitments, such as the proj-
ect budget, a client’s goals, a building’s function, or environmental standards.

Rule 1.101: In practicing architecture, Members shall demonstrate a consistent pat-
tern of reasonable care and competence, and shall apply the technical knowledge
and skill which is ordinarily applied by architects of good standing practicing in the
same locality.

Rule 3.102: Members shall undertake to perform professional services only when
they, together with those whom they may engage as consultants, are qualified by
education, training, or experience in the specific technical areas involved.

As an architecture firm evolves, its expertise may become somewhat different from
that stated in promotional materials or in a previous statement of qualifications. Mem-
bers are obliged to always ensure that the expertise and resources presented match
those that are currently available.

Professionals are often compelled to make commitments regarding time, cost, or
results based more on the urgency of the moment than on rational evaluation. Too
often, architects make changes that affect the scope or budget of a project without pre-
senting viable options or possible ramifications of the proposed changes. Architects
may also feel pressure to articulate results by describing the final product of the work
in terms that naturally speak well of the process and the architect’s capabilities to attain
those results. Great care and restraint should be taken in clarifying expectations relating
to budget, building function, quality of materials, and other anticipated results of the
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design process. Project and individual responsibilities should be clearly defined con-
tractually and verbally. Revisiting the following statements of obligation periodically
throughout the life of a project is beneficial:

Rule 3.103: Members shall not materially alter the scope or objectives of a project
without the client’s consent.

Rule 3.301: Members shall not intentionally or recklessly mislead existing or
prospective clients about the results that can be achieved through the use of the
Member’s services, nor shall the Members state that they can achieve results by
means that violate applicable law or this Code.

Helping the client reach realistic expectations is important. The medical profession
characterizes this as informed consent, where a patient must be informed of a situation to
the level of understanding that allows an informed decision. Clients in every profession
deserve the same consideration.

The AIA has published a Best
Practices article titled “Personal
Use of Documents: A Sample
Firm Policy” to help firms
establish policies for the ethical
use of documents during and

Attainment and Provision of Samples of Work

In light of current technologies and the variety of roles that architects perform, defin-
ing an architect’s work is increasingly difficult. For example, should an architect who
predominantly created or adapted computer software or developed unique technical
details be given copies of that work upon leaving a firm? How can the rights of the firm

affer employment. (AIA Best
Practices are available on the
Internet.)

COMPETING VALUES

It seems simple enough to be honest, but even wellmeaning
professionals from time to time are presented with
competing obligations, such as family responsibilities or
religious convictions. For example, employees may
decide to work outside the office to build a client base, take
advantage of opportunities to demonstrate design talent,
or simply make money. In doing so, they may unwittingly
expose the firm to liability and may compromise their
own ability to perform adequately for the compensation
they are receiving. Or, an employee may use the firm’s
software for personal use, believing that no harm is done
by making a copy of it. Architects have certainly lied,
stolen, defrauded, or taken advantage of a situation.
Sometimes the individual is well-intentioned, sometimes
not, but almost always he or she feels justified in his or
her actions.

Architecture is a profession replete with competing
values. Within every project are decisions to be made
about quality of materials versus budget constraints,
owner-prescribed requirements versus building codes or
architectural review committees, and confidentiality
versus fruthfulness. Resolving these conflicts does not require
decisions about right and wrong, but rather decisions
to resolve situations in which competing principles are
equally correct but may be mutually exclusive.

Professional Life

and of the employee be protected? Ethical Standard 5.3
pertaining to professional recognition provides a frame-
work for guidance (see above). The specific rules that apply
to this question are these:

Rule 5.302: Members leaving a firm shall not, without
the permission of their employer or partner, take
designs, drawings, data, reports, notes, or other materi-
als relating to the firm’s work, whether or not performed
by the Member.

Rule 5.303: A Member shall not unreasonably with-
hold permission from a departing employee or partner
to take copies of designs, drawings, data, reports, notes,
or other materials relating to work performed by the
employee or partner that are not confidential.

In addition, the code provides the following commen-
tary: “A Member may impose reasonable conditions, such
as the payment of copying costs, on the right of departing
persons to take copies of their work.”

The best advice is that the question of whether and
how copies of work will be granted to an employee should
be discussed before an employee decides to leave a firm or
at least during the departure process. This discussion may
help mitigate an awkward, emotional, or volatile termina-
tion process. A departing employee should expect to
receive reasonable examples of work; the employer is not
obligated to make the entire volume of work produced by
the employee available. The intent is to allow the employee
a reasonable opportunity to present qualifications to future
employers or potential clients. It is equally important for
the firm to retain proprietary or confidential materials and
the work products it rightfully owns, such as renderings,
photography, or proprietary software.



ETHICS AT ALL LEVELS

Responsibility for ethics extends to all members of a firm,
not just the principals or those in management positions.
Members of the firm at all levels are in positions that
require a clear understanding of ethical behavior.

Entry-level professionals and interns, as part of their
daily responsibilities, make choices and perform tasks that
need to be guided by a code of ethics. With the trend
toward flattened, less hierarchical professional organiza-
tions, these firm members are attending meetings with
clients, conducting daily tasks, and issuing project commu-
nications. The skills necessary to perform in these situa-
tions are seldom discussed, much less taught, within the
architectural curriculum. As a result, the young architect is
left to learn them on the job. The understanding of ethical
behavior that should guide all firm members is thus often
introduced in a work situation.

Questions of ethics can arise from examining seemingly
routine or common behaviors:

e Discussing details of a proposal or comparing fee
structures with colleagues in another firm

® Repeating information gathered within the context of a
project or client meeting

e Casually sharing digital files (text, drawings, render-
ings, objects, and so on) with a colleague in another
firm to bring each other up-to-date as to “what are you
working on”

e Using the firm’s Internet connection for personal
instant messaging or other online activities not related
to work

e |nstalling personal software on an office computer to
assist in the production of a project, marketing material,
or particular task at hand

e Working on personal projects in the workplace after
hours using office resources

These examples touch on actions that are often misunder-
stood or not even considered as issues by those entering the
profession and often by those in practice.

Confidentiality

Everyone has a certain expectation of confidentiality. In a
work situation, these expectations are formalized and
there are often implications if a confidence is breached.
Clients have the right to expect that their project, project
information (e.g., schedule, budget, legal hurdles, and
public reviews and approvals), and communications will

be kept confidential. Sending project information over the

Internet to a colleague—whether or not the project is in a
sensitive stage of the approval process—is a clear viola-
tion of this expectation.

The firm has a certain level of expectation of discretion
on the part of its employees. While exposing secrets and
violating confidences appears to be a part of daily life in
the media, office gossip and the sharing of situations
within the workplace is seldom useful or appropriate. An
architecture firm is not just any job, and firm members are
not simply employees. A profession demands more of all
those involved, both seasoned practitioners and aspiring
professionals.

Employees likewise have certain expectations of their
employers. They have a right to assume that personal
information, whether health, financial, or behavioral in
nature, will be held in trust by the firm.

Ethical practice is not merely a two-way street, but a
network of complex relationships and behaviors.

Intellectual Property

Although there may be shades of gray in situations
involving ethical behavior, many legal issues are black
and white.

Software appropriately acquired while an individual
is in school is provided by most software developers with
the understanding and explicit agreement that it be used for
academic purposes only. Many of these digital products
are offered free or at substantial discounts to the student.
Even the private, personal use of these products after
graduation is questionable. Without question, bringing
these products into a work setting, even in an attempt fo
support the efforts of the firm, exposes the firm to consider-
able legal liability, undue risk, and the possibility of fines
and penalties. Such unauthorized use of software within a
firm also exposes the employee to actions by the employer
since, once this use is discovered, the firm is obligated to
respond appropriately.

As professionals, architects have made considerable
progress in protfecting their intellectual property. The
Architectural Works Copyright Protection Act of 1990
allows for protection of both technical drawings and
building designs. Other work products (e.g., specifica-
tions, reports, etc.) may be covered under other provi-
sions of copyright law.

(continued)
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If, as creative professionals, architects seek legal
protection for what they produce, it is appropriate that
they respect the efforts of others and equally value their
intellectual property. This is not only the ethical response

but also the legal one.

Personal Commitment

While the term “multitasking” is used to describe the
ability to conduct several operations simultaneously, the
work of an architect, or someone who aspires to become
one, requires focus, concentration, and commitment to the
task at hand. Design issues, buildings, the project delivery
process, and the entire construction industry have become
increasingly complex. It is essential for architects to use
available technology to improve the process and better
serve both their firms and their clients. At the same time, the
ever-improving digital tools used by architects may make
the actual act of design increasingly demanding. Building
information modeling (BIM) software gives the members of
the project team tremendous power in the creation of the
information set necessary to construct a building.

Very unlike years past, there is no “backroom” filled
with drafters performing routine and often mindless tasks.
The cut-and-paste 2-D world of the last decade is rapidly
giving way to operations that require a much more
knowledgeable and thoughtful person at the controls,
entering and monitoring the quality of the information
being contributed to the building information model. For
these and countless other reasons, everyone involved in

the project delivery process must acknowledge and take

THE FUTURE

responsibility for the quality of the work, since so many
hands are involved in its creation.

Personal Projects/Moonlighting

Taking on outside projects, whether for financial reward or
professional satisfaction, is often attractive. Pro bono work,
which at the outset appears to be a harmless allocation of
a person'’s free time, also falls into this category.

Seldom do individuals involved in such outside projects
realize the implications of their actions. In some cases, a
person’s energy and attention to the work of the firm is
compromised. In others, there are conflicts with commit-
ments made and deadlines and agreements that must be
met within the firm.

No matter the size and scope of a personal project, it
often requires time during the workday to manage issues
and attend to problems. This activity compromises both the
time available for the firm’s work and the quality of service
provided to the moonlight job and client.

In addition to distracting an employee from full com-
mitment to the success of the firm, moonlighting can also
expose the firm to legal liabilities. Several court cases
have held the parent firm responsible for the actions of an
employee, even though the firm had not authorized or
even known about those actions.

If the firm’s work does not provide the personal, pro-
fessional, and/or financial rewards an architect seeks, the
best action is to improve his or her role and responsibilities

within the firm, look for new employment, or start a firm.

Michael Hricak, FAIA

Defining professional ethics for the architecture profession will remain the duty of the
American Institute of Architects and its National Ethics Council. As they have in the
past, the AIA Board of Directors and NEC will periodically reevaluate the Code of
Ethics and Professional Conduct based on the profession’s core values while respond-
ing to societal pressures, changing business practices, advancing technologies, and les-
sons learned from the results of future litigation.

For More Information

The AIA Web site at www.aia.org/about_ethics provides current information and
resources. The process for filing a complaint is described. Also posted are the NEC’s
previous decisions and advisory opinions, the rules of procedure, the AIA Code of
Ethics and Professional Conduct, guidelines for attribution of credit, and answers to
frequently asked questions. Specific questions may be directed to the Office of the Gen-
eral Counsel at (202) 626-7311. Members of the AIA National Ethics Council may be
available to offer programs, which include case studies, at AIA national and local events.
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THE AMERICAN INSTITUTE
< OF ARCHITECTS

the highest standards of professionalism, integrity, and
competence. This Code of Ethics and Professional Conduct states
guidelines for the conduct of Members in fulfilling those
obligations. The Code is arranged in three tiers of statements:
Canons, Ethical Standards, and Rules of Conduct:
= Canons are broad principles of conduct.
= Ethical Standards (E.S.) are more specific goals toward
which Members should aspire in professional performance
and behavior.
= Rules of Conduct (Rule) are mandatory; violation of a
Rule is grounds for disciplinary action by the Institute.
Rules of Conduct, in some instances, implement more than
one Canon or Ethical Standard.

The Code applies to the professional activities of all classes of
Members, wherever they occur. It addresses responsibilities to the
public, which the profession serves and enriches; to the clients
and users of architecture and in the building industries, who help
to shape the built environment; and to the art and science of
architecture, that continuum of knowledge and creation which is
the heritage and legacy of the profession.

thics

FROM THE OFFICE OF GENERAL COUNSEL

2004 Code of Ethics
& Professional Conduct

Preamble
Members of The American Institute of Architects are dedicated to

Commentary is provided for some of the Rules of Conduct. That
commentary is meant to clarify or elaborate the intent of the rule.
The commentary is not part of the Code. Enforcement will be
determined by application of the Rules of Conduct alone; the
commentary will assist those seeking to conform their conduct to
the Code and those charged with its enforcement.

Statement in Compliance With Antitrust Law

The following practices are not, in themselves, unethical,
unprofessional, or contrary to any policy of The American
Institute of Architects or any of its components:

(1)submitting, at any time, competitive bids or price
quotations, including in circumstances where price is the
sole or principal consideration in the selection of an
architect;

(2)providing discounts; or

(3)providing free services.

Individual architects or architecture firms, acting alone and not on
behalf of the Institute or any of its components, are free to decide
for themselves whether or not to engage in any of these practices.
Antitrust law permits the Institute, its components, or Members to
advocate legislative or other government policies or actions
relating to these practices. Finally, architects should continue to
consult with state laws or regulations governing the practice of
architecture.

CANON I

General Obligations

Members should maintain and advance
their knowledge of the art and science of
architecture, respect the body of
architectural accomplishment, contribute
to its growth, thoughtfully consider the
social and environmental impact of their
professional activities, and exercise
learned and uncompromised professional
judgment.

E.S. 1.1 Knowledge and Skill: Members
should strive to improve their

professional knowledge and skill.

Rule  In practicing architecture,
1.101  Members shall demonstrate a

consistent pattern of reasonable
care and competence, and shall
apply the technical knowledge
and skill which is ordinarily
applied by architects of good
standing practicing in the same
locality.
Commentary: By requiring a “consistent
pattern” of adherence to the common law
standard of competence, this rule allows
for discipline of a Member who more than
infrequently does not achieve that
standard. Isolated instances of minor
lapses would not provide the basis for
discipline.

E.S. 1.2 Standards of Excellence:
Members should continually seek
to raise the standards of aesthetic
excellence, architectural

education, research, training, and
practice.

E.S. 1.3 Natural and Cultural Heritage:
Members should respect and help
conserve their natural and cultural
heritage while striving to improve
the environment and the quality
of life within it.

E.S. 1.4 Human Rights: Members should
uphold human rights in all their
professional endeavors.

Rule  Members shall not discriminate in

1.401 their professional activities on the
basis of race, religion, gender,
national origin, age, disability, or
sexual orientation.

1.2 Ethics and Professional Conduct
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E.S. 1.5 Allied Arts & Industries:
Members should promote allied
arts and contribute to the
knowledge and capability of the
building industries as a whole.

CANON 11

Obligations to the Public

Members should embrace the spirit and
letter of the law governing their
professional affairs and should promote
and serve the public interest in their
personal and professional activities.

E.S. 2.1 Conduct: Members should
uphold the law in the conduct of
their professional activities.

Rule  Members shall not, in the conduct
2.101  of their professional practice,

knowingly violate the law.
Commentary: The violation of any law,
local, state or federal, occurring in the
conduct of a Member's professional
practice, is made the basis for discipline
by this rule. This includes the federal
Copyright Act, which prohibits copying
architectural works without the permission
of the copyright owner: Allegations of
violations of this rule must be based on an
independent finding of a violation of the
law by a court of competent jurisdiction or
an administrative or regulatory body.

Rule  Members shall neither offer nor

2.102 make any payment or gift to a
public official with the intent of
influencing the official's
judgment in connection with an
existing or prospective projectin
which the Members are
interested.

Commentary: This rule does not prohibit

campaign contributions made in

conformity with applicable campaign

financing laws.

Rule  Members serving in a public

2.103  capacity shall not accept
payments or gifts which are
intended to influence their
judgment.

Rule  Members shall not engage in

2.104 conduct involving fraud or
wanton disregard of the rights of
others.

Commentary: This rule addresses serious

misconduct whether or not related to a

Member's professional practice. When an

Professional Life

alleged violation of this rule is based on a
violation of a law, or of fraud, then its
proof must be based on an independent
finding of a violation of the law or a
finding of fraud by a court of competent
Jurisdiction or an administrative or
regulatory body.

Rule If, in the course of their work
2.105 ona project, the Members
become aware of a decision taken
by their employer or client which
violates any law or regulation and
which will, in the Members’
judgment, materially affect
adversely the safety to the public
of the finished project, the
Members shall:
(a) advise their employer or client
against the decision,
(b) refuse to consent to the
decision, and
(c) report the decision to the local
building inspector or other public
official chaged with the
enforcement of the applicable
laws and regulations, unless the
Members are able to cause the
matter to be satisfactorily
resolved by other means.
Commentary: This rule extends only to
violations of the building laws that
threaten the public sa fety. The obligation
under this rule applies only to the safety of
the finished project, an obligation
coextensive with the usual undertaking of
an architect.

Rule  Members shall not counsel or

2.106 assist a client in conduct that the
architect knows, or reasonably
should know, is fraudulent or
illegal.

E.S. 2.2 Public Interest Services:
Members should render public
interest professional services and
encourage their employees to
render such services.

E.S. 2.3 Civic Responsibility:

Members should be involved in
civic activities as citizens and
professionals, and should strive to
improve public appreciation and
understanding of architecture and
the functions and responsibilities
of architects.

Rule = Members making public

2.301 statements on architectural issues
shall disclose when they are
being compensated for making
such statements or when they
have an economic interest in the
issue.

CANON III

Obligations to the Client

Members should serve their clients
competently and in a professional manner,
and should exercise unprejudiced and
unbiased judgment when performing all
professional services.

E.S.3.1 Competence: Members should
serve their clients in a timely and
competent manner.

Rule  In performing professional

3.101 services, Members shall take into
account applicable laws and
regulations. Members may rely
on the advice of other qualified
persons as to the intent and
meaning of such regulations.

Rule  Members shall undertake to
3.102 perform professional services
only when they, together with
those whom they may engage as
consultants, are qualified by
education, training, or experience
in the specific technical areas
involved.
Commentary: This rule is meant to ensure
that Members not undertake projects that
are beyond their professional capacity.
Members venturing into areas that require
expertise they do not possess may obtain
that expertise by additional education,
training, or through the retention of
consultants with the necessary expertise.

Rule  Members shall not materially

3.103 alter the scope or objectives of a
project without the client's
consent.

E.S. 3.2 Conflict of Interest: Members
should avoid conflicts of interest
in their professional practices and
fully disclose all unavoidable
conflicts as they arise.
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Rule
3.201

A Member shall not render
professional services if the
Member’s professional judgment
could be affected by
responsibilities to another project
or person, or by the Member’s
own interests, unless all those
who rely on the Member’s
judgment consent after full
disclosure.

Commentary: This rule is intended to
embrace the full range of situations that
may present a Member with a conflict
between his interests or responsibilities
and the interest of others. Those who are
entitled to disclosure may include a client,
owner, employer, contractor, or others
who rely on or are affected by the
Member's professional decisions. A
Member who cannot appropriately
communicate about a conflict directly with
an affected person must take steps to
ensure that disclosure is made by other
means.

Rule
3.202

When acting by agreement of the
parties as the independent
interpreter of building contract
documents and the judge of
contract performance, Members
shall render decisions impartially.
Commentary: This rule applies when the
Member, though paid by the owner and
owing the owner loyalty, is nonetheless
required to act w ith impartiality in
Sfulfilling the architect’s professional
responsibilities.

E.S. 3.3 Candor and Truthfulness:
Members should be candid and
truthful in their professional
communications and keep their
clients reasonably informed about
the clients’ projects.

Rule
3.301

Members shall not intentionally
or recklessly mislead existing or
prospective clients about the
results that can be achieved
through the use of the Members’
services, nor shall the Members
state that they can achieve results
by means that violate applicable
law or this Code.

Commentary: This rule is meant to
preclude dishonest, reckless, or illegal
representations by a Member either in the
course of soliciting a client or during
performance.

E.S. 3.4 Confidentiality: Members should
safeguard the trust placed in them
by their clients.

Rule
3.401

Members shall not knowingly
disclose information that would
adversely affect their client or
that they have been asked to
maintain in confidence, except as
other wise allowed or required by
this Code or applicable law.
Commentary: To encourage the full and
open exchange of information necessary
for a successful professional relation -
ship, Members must recognize and respect
the sensitive nature of confidential client
communications. Because the law does not
recognize an architect-client privilege,
however, the rule permits a Member to
reveal a confidence when a failure to do
so would be unlawful or contrary to
another ethical duty imposed by this Code.

CANON IV

Obligations to the Profession

Members should uphold the integrity and
dignity of the profession.

E.S. 4.1 Honesty and Fairness:
Members should pursue their
professional activities with
honesty and fairness.

Rule
4.101

Members having substantial
information which leads to

a reasonable belief that another
Member has committed a
violation of this Code which
raises a serious question as to that
Member’s honesty,
trustworthiness, or fitness as a
Member, shall file a complaint
with the National Ethics Council.
Commentary: Often, only an architect can
recognize that the behavior of another
architect poses a serious question as to
that other'’s professional integrity. In those
circumstances, the duty to the
professional’s calling requires that a
complaint be filed. In most jurisdictions, a
complaint that invokes professional
standards is protected from a libel or
slander action if the complaint was made
in good faith. If in doubt, a Member
should seek counsel before reporting on
another under this rule.

Rule
4.102

Members shall not sign or seal
drawings, specifications, reports,
or other professional work for
which they do not have
responsible control.

Commentary: Responsible control means
the degree of knowledge and supervision
ordinarily required by the professional
standard of care. With respect to the work
of licensed consultants, Members may sign
or seal such work if they have reviewed it,
coordinated its preparation, or intend to
be responsible for its adequacy.

Rule
4.103

Members speaking in their
professional capacity shall not
knowingly make false statements
of material fact.

Commentary: This rule applies to
statements in all professional contexts,
including applications for licensure and
AIA membership.

E.S. 4.2 Dignity and Integrity:
Members should strive, through
their actions, to promote the
dignity and integrity of the
profession, and to ensure that
their representatives and
employees conform their conduct
to this Code.

Rule
4201

Members shall not make
misleading, deceptive, or false
statements or claims about their
professional qualifications,
experience, or performance and
shall accurately state the scope
and nature of their responsibilities
in connection with work for
which they are claiming credit.
Commentary: This rule is meant to prevent
Members from claiming or imp lying credit
for work which they did not do, misleading
others, and denying other participants in a
project their proper share of credit.

Rule
4.202

Members shall make reasonable
efforts to ensure that those over
whom they have supervisory
authority conform their conduct
to this Code.

Commentary: What constitutes
“reasonable efforts” under this rule is a
common sense matter. As it makes sense to
ensure that those over whom the architect
exercises supervision be made generally
aware of the Code, it can also make sense
to bring a particular provision to the
attention of a particular employee when a
situation is present which might give rise
to violation.

(continued)
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CANON V
Obligations to Colleagues

Members should respect the rights and ac-
knowledge the professional aspirations and
contributions of their colleagues.

E.S. 5.1 Professional Environment:
Members should provide their
associates and emp loyees with a
suitable working environment,
compensate them fairly, and
facilitate their professional
development.

E.S. 5.2 Intern and Professional
Development: Members should
recognize and fulfill their
obligation to nurture fellow
professionals as they progress
through all stages of their career,
beginning with professional
education in the academy,
progressing through internship
and continuing throughout their
career.

E.S. 5.3 Professional Recognition:
Members should build their
professional reputation on the
merits of their own service and
performance and should recognize
and give credit to others for the
professional work they have
performed.

Rule
5.301

Members shall recognize and
respect the professional
contributions of their employees,
employers, professional
colleagues, and business
associates.

Rule
5.302

Members leaving a firm shall not,
without the permission of their
employer or partner, take designs,
drawings, data, reports, notes, or
other materials relating to the
firm’s work, whether or not
performed by the Member.

Rule
5.303

A Member shall not unreasonably
withhold permission from a
departing employee or partner to
take copies of designs, drawings,
data, reports, notes, or other
materials relating to work
performed by the employee or
partner that are not confidential.
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Commentary: A Member may impose
reasonable conditions, such as the payment
of copying costs, on the right of departing
persons to take copies of their work.

RULES OF APPLICATION,
ENFORCEMENT, AND
AMENDMENT

Application

The Code of Ethics and Professional
Conduct applies to the professional
activities of all members of the AIA.

Enforcement

The Bylaws of the Institute state
procedures for the enforcement of the Code
of Ethics and Professional Conduct. Such
procedures provide that:

(1) Enforcement of the Code is
administered through a National Ethics
Council, appointed by the AIA Board of
Directors.

(2) Formal charges are filed directly with
the National Ethics Council by Members,
components, or anyone directly aggrieved
by the conduct of the Members.

(3) Penalties that may be imposed by the
National Ethics Council are:
(a) Admonition
(b) Censure
(c) Suspension of membership for a
period of time
(d) Termination of membership

(4) Appeal procedures are available.

(5) All proceedings are confidential, as is
the imposition of an admonishment;
however, all other penalties shall be made
public.

Enforcement of Rules 4.101 and 4.202 refer
to and support enforcement of other Rules.
A violation of Rules 4.101 or 4.202 cannot
be established without proof of a pertinent
violation of at least one other Rule.

Amendment

The Code of Ethics and Professional
Conduct may be amended by the
convention of the Institute under the same
procedures as are necessary to amend the
Institute’s Bylaws. The Code may also be
amended by the AIA Board of Directors
upon a two -thirds vote of the entire Board.

*2004 Edition. This copy of the Code of
Ethics is current as of September 2004.
Contact the General Counsel’s Office for
further information at (202) 626-7311.



1.3 Service Leadership in Architecture
Practice

Michael M. Hricak, FAIA

“Vocation” is a concept making a comeback these days. While many individuals
have the same job title, few actually have the same calling.

decade of speaking with young people pursuing a career in architecture has

demonstrated that most architecture students are involved in design as though

there was no other choice: They simply could not imagine doing anything else.
This fact suggests that, for many, architecture is not only a professional career path, but
a vocation. It is not that prospective architecture students make their decision in an
emotional or irrational manner. On the contrary, it is more a situation in which these
individuals’ skills, talents, interests, and concerns align with the options that life as an
architect offers. This observation does not imply that a professional career is necessarily
synonymous with a vocation. Rather, it appears that a strong inclination to pursue a
certain career in order to serve or address perceived needs can elevate a career choice
to another level.

A common misconception is that a vocation implies something done for little
reward or for purely altruistic purposes. In reality, a vocation is less this than the inter-
section of what makes a person happy and what the world needs to be done.

The roles that architects are called upon to play are many and varied. The pop-
ular press uses the word architect to mean someone who takes a complex task and
breaks it down into its components, all the while keeping the big picture in mind,
and who can bring together certain people and have them perform those tasks nec-
essary to accomplish a goal. In newspapers it is not unusual to see phrases like the
“architect of the peace plan” or the “architect of the company’s turnaround,” to cite
two examples of the word’s common use in the context of political and business-
related situations.

With the proliferation of material (books, magazines, network and cable pro-
gramming, etc.) on design in general and sustainability in particular, and a general
renewed appreciation for architecture and its importance in the quality of our lives,
it appears the stage is set for architects to have an ever-increasing influence on the
built environment and, by extension, the natural one. Although it is tempting to
look to technology and related techniques as a means of fostering and directing
meaningful change, it is helpful to look beyond the obvious, most touted new prod-
ucts and examine what needs to change for architects to truly benefit from the pub-
lic’s awareness and acceptance and advances in professional knowledge and
emerging tools.

As well, it is necessary to acknowledge that not all change is progress. It is clear
that new tools and evolving knowledge increase the possibilities and approaches to what
gets designed and how it gets built. However, a prerequisite for leveraging the oppor-
tunities that present conditions offer is development of a new set of beliefs and behav-
iors, which also requires a willingness to abandon current patterns and processes. The
motivation to strive for this level of change is the essential core belief that by changing
what we design and how we build, we can change the world itself.

Michael Hricak is the principal of Michael Hricak Architects and teaches at the University of
Southern California School of Architecture. His firm has received numerous awards, and he
has served in leadership positions with AIA National and AlA California Council.

The vocation for you is the one in
which your deep gladness and th
world’s deep need meet.

Frederick Buechner
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CREDIBILITY IS AT THE HEART OF LEADERSHIP

Leadership is a reciprocal process between those who
choose to lead and those who choose to follow. Any
discussion of leadership must attend to the dynamics of
this relationship. Strategies, tactics, skills, and practices
are empty unless the fundamental human aspirations that
connect leaders and their constituents are understood
(constituents is used here, as it connotes a greater sense
of engagement and commitment in the relationship than
followers). What leaders say they do is one thing; what
constituents say they want and how well leaders meet these
expectations is another. To balance our understanding of
leadership, let's take a look at the expectations people
have for their leaders. In other words, what do people
look for and admire in someone they would willingly
follow?

Research about what constituents expect of leaders has
yielded fairly consistent results over time and across the
globe, transcending a variety of individual, interpersonal,
and organizational differences. (For more information on
this research, see James M. Kouzes and Barry Z. Posner,
The Leadership Challenge, 4th edition.) In general, an
individual must pass several essential tests before others
are willing to grant that person the title leader. Although
numerous potential characteristics, personal values, traits,
and attributes could be considered important, what is
most striking is that only four continuously receive more
than 50 percent of the responses. For people fo follow
someone willingly, the majority of constituents must believe
the leader is honest, forward-looking, competent, and
inspiring.

Honesty. Honesty is the single most important ingredient
in the leader-constituent relationship. Before people will
follow someone, they want to be assured that person is
worthy of their trust. Is the leader truthful, ethical, and
principled? Focus groups and in-depth interviews have
indicated that constituents measure a characteristic as
subjective as honesty by observing the leader’s behavior.
They are looking for consistency between word and
deed. Constituents appreciate leaders who take a stand
on important principles; they resolutely refuse to follow those
who lack confidence in their own beliefs. Constituents simply
do not trust people who cannot or will not communicate
their values, ethics, and standards.

Vision. The ability to look ahead is one of the most
sought-after leadership traits. Leaders are expected to
have a sense of direction and a concern for the future of
the group or organization. No matter what this ability is
called, the message is clear: Leaders must know where
they are going if they expect others to follow. This can be
as down-to-earth as selecting a desirable goal for the group.
Vision is the magnetic north that provides others with the
capacity fo chart a course toward the future. Constituents
ask that a leader have a well-defined orientation toward
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the future. They want to know what the organization will
look like, feel like, and be like when it arrives at its goal in
six months or six years.

Competence. Constituents must believe the person they
follow is competent to guide them where they are headed.
Leaders must be viewed as capable and effective.
Competent leadership is reflected in the leader’s track
record and ability to get things done and guide the entire
organization, whether the group is large or small. It does
not refer specifically to requiring the leader to have
abilities in the core technology of an operation. In fact, the
type of competence demanded appears to vary more with
the leader’s position in the organization and the condition
of the organization than with the type of organization it is.
While an understanding of the basics and fundamentals of
the industry, market, or professional service environment is
important, people accept that leaders cannot be expected
to be the most technically competent in their fields.
Organizations are too complex and multifunctional for that
to be the case; this is particularly true as people reach
more senior levels.

The ability to inspire. People expect their leaders to
be enthusiastic, energetic, and positive about the future. It
is not enough for a leader to have a dream about the
future. A leader must be able to communicate that vision
in ways that encourage people to sign on for the duration.
The enthusiasm, energy, and positive attitude of a good
leader may not change the context of work, but they cer-
tainly can make work more meaningful. A leader who is
upbeat, positive, and optimistic about the future can
offer people hope. In times of great uncertainty, leading
with positive emotions is absolutely essential to moving
people upward and forward. When people are worried,
discouraged, frightened, and uncertain about the future,
they need someone who communicates—in words,
demeanor, and actions—that she or he believes the
group will overcome its difficulties. Enthusiasm and
excitement are contagious, and such positive emotions
resonate throughout an organization.

Honesty, vision, competence, and the ability to
inspire are leadership characteristics that remain constant
over time, and they make up what communications
experts refer to as “source credibility.” In assessing the
believability of sources of information—whether architects,
newscasters, salespeople, physicians, politicians, or civic
leaders—people rate more highly those they perceive to
be trustworthy, dynamic, and accomplished. In the end,
people want to follow leaders who are credible. Credibility
is the foundation of leadership.

People must be able to believe in the people they
follow. They must believe the leader’s words can be
trusted, they will do what they say, they are personally
excited and enthusiastic about the direction in which the



group is headed, they have the knowledge and skill to
lead, and they have a sense of direction and intentionality
that propels others forward.

Appreciating how constituents view leaders is critical
to the understanding and practice of leadership, which
underscores the fact that leadership is a relationship. This

in meeting and responding to the needs, expectations,
and aspirations of their constituents. The most effective
leaders cherish this relationship, realizing the work of the
organization will ultimately not be done by the leader but
by their constituents. Finally, if people do not believe in the
messenger, they will not believe the message.

relationship builds upon the character and actions of leaders Barry Posner

For centuries, architects have gathered, organized, and distributed information to
dozens, if not thousands, of people in order for this army of skilled labor, tradesmen,
craftsmen, and specialists to perform and complete the tasks necessary to accomplish
the architect’s design, and thereby the client’s goals. Put simply, architects have long
been in the business of providing information.

The immediate product of the design process is information, which is necessary
for the eventual product—the building—to be built. Assuming an improvement in the
architect’s knowledge of construction logistics and the building process, information of
increasing effectiveness and value can be prepared. This reversal of the estrangement
of the architect from the construction process allows the architect to take part in con-
versations that involve not only the “what” of the design stages but the “how” of the
construction process. The guiding question in this approach becomes, “Does each and
every person involved in the process, from supervisor to hands-on constructor, have what
he or she needs to accomplish the task at hand?” Or, asked another way, “Does every-
one have the information necessary to succeed?”

To engage in professional practice and project delivery in this way requires the
architect to shift from a position of misunderstood genius or frustrated artist, or even
efficient and effective manager, to one of constant and confident supporter—through
the medium of information—of the efforts of everyone involved in a project. Through
the use of the evolving and increasingly sophisticated tools available to the design and
construction industry, the information provided by the architect has the potential of
becoming more understandable, useful, timely, accurate, and responsive.

It is useful to remember that the architect is 100 percent leveraged, in that the
architect does little that directly results in the completion of a building project. The
architect’s medium or communication tool is information, be it 2D images, 3D material,
a building information model, or a hand-sketched detail drawn on-site. The architect
can only succeed if, through stewardship of the project information, the architect
enables all those involved in a project to be successful.

LEADING FROM THE INSIDE OUT

Frank Gehry has described
computer technology, and the
digital tools that dramatically
improve efficiency and accuracy,
as a second chance for architects
to reclaim the leadership role they

were in danger of forfeiting by

becoming too effete and unrealistic.

James Steele in Architecture:
Celebrating the Past, Designing the
Future (AIA, 2008)

Authentic leadership does not come from the outside in. It
comes from the inside out. Practicing inside-out leadership
means becoming the author of your own story and the
maker of your own history.

All effective leadership starts from within. What
constituents most want from a leader is to genuinely
know who that leader is. Imagine this scene. Someone
walks into the room right now and announces to you

and your colleagues, “Hi, I'm your new leader.” What
is the first thing you want to know from this person?
What are the questions that immediately pop into your
mind? Studies have shown that people want to ask the
following questions:

Who are you?
What do you stand for and believe in2

(continued)
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Where do you want to take us@

Why you?

What quadlifies you for this job?2

What makes you think you can do this?

Do you really know what you're getting yourself into?

What changes are you planning to make?

Questions like these get to the heart of what leadership
is about. People want to know what inspires a leader, what
drives you, what informs your decisions, what gives you
strength, what makes you who you are. They want to know
the person behind the mask. They want to know what gives
you the confidence to think the group can succeed.

The quest for leadership, therefore, is first an inner
quest to discover who you are. It is through this process of
self-examination that an individual can find the awareness
and faith in his or her own powers needed to lead. This
self-confidence becomes stronger only as you work to
identify and develop your skills. Mastery of the art of
leadership comes with mastery of the self.

Developing yourself as a leader begins with knowing
your own convictions. Clarifying your values and aspirations
is a highly personal matter, and no one else can do it for
you. To exhibit authentic leadership—leadership in which
your words and deeds are consonant—you must be in
tune internally. You must know who you are, what's
important to you, and what is not so important.

A person’s passion is often another factor in an
individual’s decision to lead. Finding your passion
requires a journey through your inner self—a journey that
often involves opening doors that are shut, walking in
dark places that are frightening, and touching the flame
that burns.

Clarity of personal values and dedication to your pas-
sion matters greatly to feeling motivated, creative, and
committed to the workplace. People who are clear about
their personal values feel empowered and prepared to
take action—ready to be a leader.

The importance of these factors in leadership develop-
ment was reflected by a young architect who explained
how he had learned “that clarifying one’s values and

expressing oneself clearly and confidently is an essential
first step that leaders must undertake. There are no shortcuts,
workarounds, or other easy alternatives to this primal step
in the leadership journey.” One immediate payoff from
developing a clear sense of values and communicating
these to others, he told us, is that “it serves to enlist willing
constituents and builds a vital support base for the leader.”

We have all heard the expression “Leaders stand up
for their beliefs.” To have a solid platform on which to
stand, an individual’s beliefs must be clear to him or her
as well as to others. When these values are matched by
deeds, you have earned the credibility needed for others
to put their trust in you.

It is hard to imagine how someone can stand up for
his or her beliefs if that individual is not clear about them.
How can you speak out if you don’t know what's impor-
tant to you? How can you have the courage of your con-
victions if you have no convictions? Without core values
and with only shifting positions, would-be leaders are
judged as inconsistent and derided for being “political”
in their behavior.

Developing leadership ability is not about cramming
to learn a lot of new information or trying out the latest
technique. It is about leading out what is already in your
soul. It is about liberating the leader within. Clarity of val-
ues is essential, and the clearer you are about your val-
ues, the easier it will be to stay on the path you have
chosen. In exploring your inner self and finding your
voice, you craft an inner compass by which to navigate
daily life that will take you on the first steps to making a
difference.

Indeed, who is the very first person you have to lead?
Who is the first person who must be willing fo follow you?
The answer is simple: You! Until you believe in something
yourself, it is hard to imagine you could ever convince
anyone else to do something.

So, back to that leader who walks into the room and
says, “Hi. I'm your new leader.” If that leader is you, what
would be your answer to the questions others would ask
about why they should follow you2 What would you say
when asked, “Who are you?”

Barry Posner

In the context of this approach to project delivery, “service leadership” is defined
as follows: The architect leads the effort by serving all those whose work is necessary
to meet the goals of the project. This quiet, but ultimately effective leadership is accom-
plished by leading from within, from a position of support and service.

Based on the idea that having a vocation means finding an alignment between an
individual’s interests and concerns with the task at hand, the key to redefining the role
of the architect is to recognize that by serving—and only by serving—can the architect
become an effective and essential leader.

Professional Life



1.4 Participating in Professional
Organizations

Andrea S. Rutledge, SDA, CAE

Participating in professional organizations can help architects enrich their
careers and contribute to the advancement of the profession.

t seems as though there is an association for everything. Nearly every profession,

vocation, avocation, or trade has a society or association organized to meet the

specific needs of its members, and the United States has the most fully developed
association sector in the world. Even Garrison Keillor spoofed our national proclivity
for forming associations, inventing the American Duct Tape Council as a fictitious
sponsor of his radio show, A Prairie Home Companion.

The most basic function of associations is to distinguish their members from others
in similar professions or types of commerce or to bring together individuals with
common vocational interests (e.g., the American Industrial Hygiene Association) or
avocational interests (e.g., the Road Runners Club of America). Such organizations
are most often formed to provide information to the public; to set standards for a
profession, system, or service; to represent their members’ interests before legislatures
or regulatory bodies; or to provide services or products that enable their members
to succeed.

EMERGENCE OF ASSOCIATIONS

Groups of people associated by the business they engage in have been around for a
long time. The most recognizable precursors of today’s professional associations are
the guilds of Western Europe. The guild system, with its formalized apprenticeships
and protective regulations, has its origins in Roman culture. Guilds established stan-
dards for production, set prices, monitored sales, oversaw wages and hours, and main-
tained training and apprentice programs. Membership was not voluntary, and the
competition with similar guilds from other cities could be fierce. In many cities, guilds
came to wield substantial political power and were able to influence civic decisions as
well as some of those made by the church. For example, in 1418, the Wool Guild in Flo-
rence was involved in design and construction of the famous cathedral dome. And in
London, the annual election of the Lord Mayor of the City of London was heavily
influenced by the guilds.

The guilds lost power and influence as the modern market economy and demo-
cratic principles began to spread. Instead of guilds designed to control trade for their
members in a specific commodity or trade within a specific city or town, organizations
of merchants and other artisans formed to encourage and support common commer-
cial interests. For example, the first chamber of commerce was formed in New York
State in 1768, and the New York Stock Exchange was established in 1792.

During the nineteenth-century Industrial Revolution, new trade associations and
professional societies began forming in the United States, particularly among business
owners. By 1890 many of these were well established and were lobbying Congress, hold-
ing regular meetings, and maintaining offices. The American Institute of Architects falls
into this category. Founded in 1857, the AIA celebrated its thirty-third anniversary in

Andrea Rutledge, executive director of the National Architectural Accrediting Board in
Washington, D.C., was formerly managing director, Alliances, at the AlA.
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1890 and had just elected its third president. Other familiar organizations were founded
later: the American Bar Association (1878), the National Society of Professional Engi-
neers (1905), the Associated General Contractors of America (1918), and the American
Council of Engineering Companies (1934).

In the twentieth century, associations and professional societies became more
organized, hiring staff trained to support activities of the group, codifying rules and
procedures for boards, establishing criteria for membership, and developing an expand-
ing range of services for their members. These groups have coalesced into several dis-
tinctive types. The following definitions come from The Association Law Handbook:

Professional societies are “composed of individuals or members who have acquired
knowledge and experience that qualifies them as specialists in performing particular
services.” These groups can be horizontal, “servicing one functional level of an indus-
try or profession; alternatively they can be vertical, serving all functional levels.” Pro-
fessional societies related to design and construction include the International Facility
Management Association, the Building Owners and Managers Association, the American
Society of Landscape Architects, the Society for Design Administration (SDA), and
the American Institute of Architects, among others.

Trade associations are “composed of individuals or firms concerned with a single
product or service or those concerned with a number of related products or services.”
A number of trade associations represent participants in the design and construction
industry, including the Associated General Contractors of America (AGC), the
National Association of Home Builders, and the National Manufacturers Association.

Charitable institutions are composed “of members with interests in whatever kind of
science, educational area, or charity is represented by the association.” Included in this
category are the American Architectural Foundation, the Corcoran Museum of Art,
and the Smithsonian Institution.

ROLES PROFESSIONAL SOCIETIES PLAY

People often decide to join professional associations because of an invitation from
another professional in their field. Members renew their membership over time because
they value specific services the association provides. The services commonly provided
by professional societies are described in this section.

Bringing People Together to Effect Change

In his 2001 book Principles of Association Management, Henry L. Erstthal, CAE, suggests
“the uniqueness of associations rests in their members’ strong feelings of ownership
and involvement in decision making. Members believe they can make themselves heard
and effect change within and through their associations.” This is a central reason many
cite for joining a professional society or trade association. In a 2006 survey of ATA
members’ needs, 64 percent of respondents indicated they joined the Institute “to show
my commitment to the profession.” These individuals clearly believe that collectively,
under the aegis of a professional society, they have greater control over the elements
that shape and influence their work. In addition to contributing to their professions,
many join associations to develop professional networks and contacts. Many experi-
enced professionals remark on the value of spending time in the company of other
professionals talking about the things that matter, developing lifelong networks and
relationships, and learning from one another in informal settings.

Providing Resources to Members

Another reason people join professional societies is to gain access to knowledge and
services that will help them address particular problems. These resources take many
forms depending on the association. The AIA, for instance, has for many years pub-
lished contract documents for use in the design and construction industry, as well as a



monthly economic report (Work-on-the-Boards), which analyzes the economic trends
that affect design and construction. The Society for Design Administration has devel-
oped a software program for tracking the continuing education requirements of a firm’s
licensed professionals. Most professional associations today provide members-only Web
sites with much information valuable to the everyday life of their members.

It is against the law for associations to deny nonmembers access to products and
services they provide to their members if, as cited in the Association Law Handbook,
those products or services may be considered to “confer important competitive or
economic benefit.” However, it is considered lawful to charge nonmembers a higher
fee for products and services as long as the difference between the member fee and the
nonmember fee is not so high it “compels membership.” In other words, the member/
nonmember price difference for the 2006 ALA Firm Survey cannot be the same as the
current dues rate.

Promoting the Value of Professional Members

Most professional associations aggressively promote their members as better prepared,
more knowledgeable, and more likely to serve the public than nonmembers. For exam-
ple, many associations, through public relations and marketing campaigns, promote
their members as providers of the highest degree of professional service to the client.

Connecting Groups of Allied Professionals

In his 1997 book Professional Practices in Association Management, John B. Cox, CAE,
says, “The fundamental proposition undergirding all coalitions is simple: People who
share a common purpose and perspective can accomplish more when they collaborate
than when they pursue narrower interests on their own.” And while associations
are themselves coalitions, they often work institutionally with other, related organiza-
tions to achieve common goals. Sometimes associations form coalitions for specific
purposes; for example, in 2006 the American Society of Association Executives (ASAE)
led a broad-based coalition of associations to lobby for passage of federal legislation that
would enable associations to form groups for the purpose of providing health insurance
for their members’ small businesses (e.g., sole practitioners). Other coalitions are formed
for more general purposes, as the AIA/AGC Joint Committee, which has met twice each
year for more than fifty years to discuss “issues of mutual interest and concern.”

Offering Continuing Education Programs

Licensing of professionals, especially those whose business may affect the health, safety,
and welfare of the public, is a state responsibility. Consequently, each state has estab-
lished requirements for receiving and maintaining a professional license. In many cases,
maintaining a license includes a requirement for continuing education. This is especially
true in architecture and the law. Professional societies are often the primary provider
of continuing education for their members, and because professional societies are pre-
cluded by law from excluding nonmembers from the programs they offer, the societies
become the primary provider of continuing education for the entire profession.

In some cases, professional societies work together to provide cross-disciplinary
training for their members. For example, each year ASAE offers a symposium on asso-
ciation law. The program is open to anyone interested in the issues; however, association
executives and attorneys attending the program can earn six of the education units that
may be required for certification (in the case of association executives) or maintaining
bar memberships (in the case of attorneys).

Conducting Advocacy and Lobbying

Associations lobby for issues of value to their members—including legislation or
regulations that affect their ability to conduct business in a state or other jurisdiction.

1.4 Participating in Professional Organizations
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Lobbying has become a significant effort of many associations. In addition to employ-
ing professional lobbyists on staff or retaining a lobbyist to represent the association,
many professional societies engage their members as “grassroots advocates.”

In grassroots programs, individual members are brought to Washington, D.C., or
the state capital, where they are briefed on specific issues or a particular piece of legis-
lation and encouraged to visit their elected representatives to discuss them. Many asso-
ciations have also established political action committees (PACs). Members can make
voluntary contributions to the PAC, which, in turn, makes contributions to candidates
for state or federal office who support positions favored by members. Associations are
regulated by the same laws that affect other lobbyists. This means they must file reports
with state and federal authorities and can be limited in the amount of money they spend
on lobbying activities. Similarly, association PACs are subject to the same reporting
requirements as other PACs.

Raising Funds for Special Needs

Trade associations and professional societies, generally speaking, receive tax-exempt
status under section 501(c)(6) of the U.S. tax code. While this status exempts associ-
ations from certain taxes, it does not allow gifts of money or services given by an indi-
vidual to be designated as tax-deductible. This limits the ability of associations to raise
funds for special needs such as scholarships or research. In response, some professional
societies and trade associations have formed foundations or charitable organizations
(e.g., the American Architectural Foundation, or AAF, and the AGC Educational and
Research Foundation) under section 501(c)(3) of the U.S. tax code, which gives these
organizations tax-exempt status. Such foundations have specific educational, cultural,
or scientific purposes that are directly related to the profession. For example, the AAF
supports several scholarship programs for students enrolled in architecture programs
(e.g., the Minority and Disadvantaged Scholarship Program). Under special circum-
stances, related foundations may also establish special funds for disaster relief or other
philanthropic activity. Members of the association, and nonmembers as well, are able
to make tax-deductible gifts to these foundations in support of specific initiatives.

Providing Insurance and Other Benefits

Most associations provide benefits for their members. In the case of a professional
society, many of these are directed toward improvement of the individual member’s
ability to succeed in his or her profession. For example, the AIA offers architects access
to professional liability and health insurance programs. SDA offers a certification pro-
gram for its members, and the American Council of Engineering Companies offers an
organizational peer review program to architecture and engineering firms. In the case
of charitable organizations, the benefit often takes the form of reduced prices for sub-
scriptions or tickets to events.

GETTING INVOLVED

Architects may choose to belong to several organizations related to their careers, from
a broadly focused organization such as the AIA to groups with a narrower focus such
as the Construction Specifications Institute, International Facility Management Asso-
ciation, American College of Healthcare Architects, U.S. Green Building Council, or
Design-Build Institute of America. The decision about which organizations to join is
personal; each architect must determine which groups will provide the information
most likely to advance his or her professional life. One strategy is to begin by joining
just one organization and later add memberships in others as your experience broad-
ens and your career matures.

The first step to involvement is to join the organization. Nearly all professional
organizations have membership criteria, forms, and other materials available on their



Web sites. Some groups permit individuals to join directly from the Web site; others
require additional information and original signatures on the application form.

Members of professional societies of all sorts generally get more from their mem-
bership when they become involved in the activities of the organization, whether it is
at the national, state, or local level.

For More Information

Information about opportunities to participate in the AIA at national, regional, and
local levels can be found on the ATA Web site at www.aia.org. AL4 Public Policies and
Position Statements and the ALA Member Benefits Guide, updated annually, are available
in PDF at www.aia.org.

THE AMERICAN INSTITUTE OF ARCHITECTS

The AIA was formed, according to its bylaws, to “organize
and unite in fellowship the members of the architectural
profession of the United States of America; to promote the
aesthetic, scientific, and practical efficiency of the profes-
sion; to advance the science and art of planning and build-
ing by advancing the standards of architectural education,
training, and practice; fo coordinate the building industry
and the profession of architecture to ensure the advance-
ment of living standards through their improved environ-
ment; and fo make the profession of everincreasing service
to society.” The AIA achieves a contemporary expression of
its historical vision and mission through its services,
products, and support of the architectural profession.

Member Participation
Today, the AIA has more than 80,000 members world-

wide in several membership categories, including Archi-
tect, Associate, International Associate, Emeritus, and
Allied members. The AIA supports its members in the
development of their careers in a creative, constantly
evolving profession and provides information that helps
them sustain the growth and health of their firms. It also
offers some benefits, such as insurance, that support the
business of architecture.

AIA members can participate at three levels of
membership: national, state, and local. In addition to
traditional governance roles (e.g., board member, committee
chair, or regional director), members can participate in the
AlA through knowledge communities organized by type of
practice or special inferest (e.g., historic preservation, smaill
practice, building science and performance, and architec-
ture for education) and member offinity groups (e.g., the
Young Avrchitects Forum), which are organized to a certain
extent by length of time in the profession. Across the AlA,
there are many possibilities for participation; for example,
opportunities fo serve include roles such as the following:

e Chair of the state design awards program
® Regional associate director on the National Associates
Committee

1.4 Participating in Professional Organizations

® Young Architects Forum regional liaison

® Local AIA component board member

® Member of the national Committee on the Environment
advisory group

e State vice president

® Regional treasurer

¢ National regional director

e College of Fellows bursar

Among the AlA’s national leaders are architects whose
careers have included decades of service in local, state,
and national roles.

AIA Programs

The Institute routinely researches what services, products,
and other opportunities its members find valuable. In par-
ticular, the AlA carries out a member needs assessment
every six months, polls members on advocacy issues each
year, surveys interns every three years, collects and evalu-
ates comprehensive information on firms every three
years, and analyzes economic data and the projected
impact on architecture and construction each month. From
this information, the Institute develops position statements,
products, services, programs, and other resources in formats
that most closely meet members’ expressed needs. Some
items are available on the AIA Web site, while others
are in print; still others (especially continuing education)
are presented in person. Recognizing that not all products,
services, and programs will meet the needs of all members
all of the time, the infent is to provide a mix that will meet
the needs of most members.

Continuing education. The AIA offers many education
programs at the national, state, and local levels and
supports a continuing education system (CES) that serves
both members and program providers. AIA/CES provides
members with access to programs that enable them to
meet the continuing education requirement for AIA mem-
bership (eighteen units per year, of which eight must be in
subjects related to protecting the health, safety, and welfare
of the public), as well as state continuing education

(continued)
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requirements for licensure. The AIA/CES registered provider
program supports learning partnerships with firms, AIA
components, and other continuing education providers. In
addition, AIA/CES provides a third-party system for
recording participation in professional learning activities.

AIA National Convention and Design Exposition. Each
year the AIA national convention and expo offers members
and others a major educational opportunity. This four-day
event features continuing education sessions (seminars,
workshops, and tours), networking and socializing events
(e.g., regional receptions and alumni gatherings), presen-
tations on significant issues or from well-known architects
(e.g., a panel on integrated practice or a presentation by
a recent Gold Medal winner), honors and awards presen-
tations, and a trade show. Members can earn all required
continuing education units for membership for the year
(and for many, state continuing education requirements)
while attending the national convention.

Knowledge communities and knowledge resources.
Members have access to specialized architecture knowl-
edge through the AIA knowledge communities. These
groups comprise members who share a common interest
in a given area of practice and collaborate fo sponsor
educational and networking opportunities with like-minded
others. More than twenty knowledge communities address
a variety of professional interests in different aspects of
professional practice. Groups have formed around such
issues as international practice, the concerns of emerging
professionals, practice management, historic preservation,
leadership for architects, and sustainable design and the
environment, as well as specific building types (e.g., archi-
tecture for education, health care architecture, religious
architecture, interior architecture, housing, and retail and
enfertainment architecture).

The AlA also provides knowledge resources to its
members through its library and archives, Web sites, and
publishing partnerships. With John Wiley & Sons, the AIA
produces the Architect’s Handbook of Professional Practice
and Architectural Graphic Standards and supports the
publication of other practice titles such as the Architect’s
Essential series. With Taunton Press, the AIA publishes
specialized works on residential architecture intended to
familiarize the public with the benefits of working with an
architect.

Lobbying. The AIA advocates on legislative, regulatory,
and related issues of importance to AIA members
before federal, state, and local governments and other
policy-making bodies. These efforts include lobbying for
legislation that either benefits member practices (e.g., tax
cuts for small businesses) or advances issues that architects
believe are important (reducing the energy consumption of
buildings). Advocacy activities take place in Washington
before the U.S. Congress on such matters as federal tax
credits for sustainable design and historic preservation,

Professional Life

health insurance for small businesses, transportation studies,
and federal grants to ensure that historic properties damaged
by catastrophic storms can be restored. AIA components also
lobby for members at the state and local level. This often
takes the form of advocacy to prevent encroachment on
the title “architect” by other design professionals whose
professional qualifications do not meet the standards for
architecture education, experience, and examination.

Programs for emerging professionals. The AIA supports
its younger members as they advance in the profession,
encouraging them to complete an internship and the
architect registration examination (ARE) process in a
timely, rigorous, and respectful manner. To that end, the
AlA provides ARE preparation courses, tools o assist in
completing the Intern Development Program (IDP), mentoring
information, and the Emerging Professional’s Companion,
an online study tool for earning supplemental IDP credit.

AIA Contract Documents program. With their 120-year
history, AIA Contract Documents are the “gold standard”
for design and construction contract documents in the
United States. More than 100 contracts and forms have
been developed through a consensus process that involves
owners, contractors, aftorneys, engineers, and others, as
well as architects. The documents establish relationships
between architects and other parties that protect the inter-
ests of both. The AIA continually updates the documents to
stay current with trends and practices in the construction
industry.

Honors and awards programs. The Institute recognizes
its members for outstanding work and for service to the
profession through a number of different programs, includ-
ing the College of Fellows, AIA Honors and Awards, and
the Gold Medal and Architecture Firm awards.

The AIA College of Fellows honors architect members
for outstanding service to the profession over time. Nomi-
nations can be made in five categories: design, education,
service fo the profession, service to the community, and
technical advancement of the profession. Fellows are
permitted to use the designation “FAIA” after their
names on business cards and in professional settings.

In addition to its recognition of the contributions of
individuals, the College of Fellows is actively engaged in
supporting research in the profession through the Latrobe
Prize. Awarded biannually in odd-numbered years, this
award is granted to an architect or group of architects
working in partnership with scientific and/or academic
institutions to develop a specific body of scientific
knowledge that will be applicable to architecture practice.
Past Latrobe recipients have focused on manufacturing
methodologies, neuroscience, and health care.

The AIA Honors and Awards Program seeks to
recognize the best work in a given year in the categories
of Architecture, Interior Architecture, and Regional and
Urban Design. Other groups within the Institute recognize



excellence in specific project types through juried competi-
tions. For example, the Housing Knowledge Community
recognizes excellence in housing design each year and
the Committee on the Environment honors designs that
meet specific criteria for sustainable design, such as use of
recycled products, and other green factors.

The AIA Gold Medal is conferred on an individual
architect by the national AlA board of directors in recogni-
tion of a significant body of work of lasting influence on
the theory and practice of architecture. The Architecture
Firm Award is the highest honor the AIA can bestow on an
architecture firm to recognize the consistent production of
distinguished architecture.

Member Benefits

Some AlA efforts fall more into the category of general
member benefits than programs related to the practice of
architecture.

The AIA established the AIA Trust in 1952 as a
separate entity to develop, and make available at the
greatest possible value, insurance and other benefit
programs for members and components of the AIA and

to serve as a risk management resource for the practice
of architecture. The Trust selects member programs in
conjunction with independent consultants to meet high
standards of quality, value, financial stability, service,
and coverage.

Members can also use the services of the AlA’s Affin-
ity partners. These are companies and service providers
(e.g., computer sellers, special package delivery services,
car rental companies) that have agreed to offer their
services to AIA members at a discount. Many sole
proprietors and small firms are able to save considerably
by taking advantage of these programs.

A Consortium of Like-Minded Professionals

For AIA members, many of the issues architects face
today are similar to those faced when the Institute was
founded. Each year, the AIA and its members look for
new solutions to “old” problems, as well as emerging
ones, and work with each other and their communities to
create healthy, secure, and sustainable places to live and
work. More information about the AIA can be found at
www.aia.org.

1.4 Participating in Professional Organizations
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Legal Dimensions
of Practice

2.1 Architects and the Law

Joseph H. Jones Jr., Esq., AIA

The architecture profession functions within a body of laws intended to provide a
level of consistency and professionalism for all involved in design and construction.

aspects of architecture practice. These issues are defined and governed by a

body of laws, regulations, and judicial interpretations that establish require-
ments for entering the profession, starting firms, providing professional services, and
operating in the business world. A rudimentary understanding of a few basic legal
concepts is essential to the successful practice of architecture.

Q rchitects are confronted on a daily basis with legal issues that pertain to many

LEGAL CONCEPTS

In our system of jurisprudence, law stems from several complementary but distinct
sources:

e The Constitution of the United States and the constitutions of the states
o Statutes passed by federal, state, or local legislative bodies under their constitutional
authority

Joe Jones is a vice president and director of risk management services at Victor O.
Schinnerer & Company, Inc. He practiced architecture for more than ten years and,

before joining Schinnerer, was assistant counsel for the contract documents program of the
American Institute of Architects. (This topic is adapted from “Legal Dimensions of Practice”
in the thirteenth edition of the Handbook.)



e Administrative rules and regulations developed to implement these statutes

e Private legal arrangements based on contracts

o Interpretations of statutes, regulations, and contracts on a case-by-case basis by the
courts and administrative agencies

Most of the legal issues regarding the practice of architecture are civi/ rather than
criminal matters. Civil laws are enacted by state and federal governments and have
evolved over the centuries. These laws are used to adjudicate private rights, duties, and
obligations. A lawsuit is a civil legal action brought by a party against another party,
alleging violation of the rights of the party bringing the lawsuit. Equity, or fairness to
all involved, and damages, which involve compensation for injury, are important civil
law concepts.

Much of the architect’s everyday exposure to the law is through administrative low—
the regulations developed to implement civil statutes. These statutes often establish
only broad contours of public policy. Subsequently, public officials charged with car-
rying out these laws adopt regulations to address technical details.

Under their statutory authority, state registration boards, code officials, and other
administrative agencies are given the power to develop, implement, and enforce regu-
lations needed to do their jobs. Individuals and entities subject to regulation typically
have opportunities to seek variances or appeal decisions through administrative chan-
nels (e.g., zoning boards of appeal). When administrative avenues have been exhausted,
it is possible to seek review of administrative decisions in the courts.

THE ARCHITECT’S LEGAL RESPONSIBILITY

The law does not require perfection in meeting a client’s expectations from an archi-
tect. As with any complicated human endeavor in which success depends on exercise of
reasoned judgment and skill, the law recognizes that perfection in architecture is prac-
tically impossible to achieve.

Accordingly, the law does not look to architects to guarantee, warrant, or otherwise
insure the results of their efforts unless the architect agrees to do so by conduct or con-
tract. Rather, the law grants architects the same latitude it provides lawyers, doctors, and
other professionals—the freedom to exercise their judgment and skill reasonably and
prudently, comfortably aware that as long as they act reasonably and prudently, the law
will support their endeavors.

The Standard of Reasonable Care

Specifically, the law sets a standard of reasonable care for the performance of archi-
tects and, indeed, of all professionals. The architect is required to do what a reasonably
prudent architect would do in the same community, in the same time frame, given the
same or similar facts and circumstances.

Although this standard can be specifically modified by contract or conduct, it
establishes the law’s underlying minimum expectation for the performance of profes-
sionals. The architect’s legal responsibilities to a client are examined in light of what
reasonably prudent architects would have known and done at the time services were
performed.

The standard of reasonable care is the cornerstone of professional responsibility. All
professionals, including architects, attorneys, and physicians, take seriously their pro-
fessional obligations but are not required by law to warrant their services. For exam-
ple, physicians are not required to guarantee a return to good health or lawyers an
acquittal. Similarly, architects are not legally required, unless they contractually agree,
to guarantee that a building will function perfectly or that its roof will not leak.

The professional standard of care is evolutionary in nature. For example, some
jurisdictions now interpret “in the same community” to mean in the entire United
States. These jurisdictions reason that communication technologies and the high degree
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of mobility in American society reduce the impact of regional variations. Stated another
way, an architect should be aware of reasonable standards of practice nationally as well
as locally. In rejecting a national standard, other jurisdictions reason that local services
should mirror local needs and that only by enforcing a local standard of care can the
jurisdiction ensure that its citizens’ needs will be met.

Meeting the relevant standard of care may not protect an architect from litigation;
a suit can be brought by anyone, even a party with whom the architect had no con-
tractual relationship. The requirement to be reasonable, however, does provide a guide-
post for the everyday practice of architecture.

Expectations of Project Participants

Although the law sets a standard of reasonable care for professionals, project par-
ticipants often come to the table with different expectations. Many clients do not
understand that architects are neither able nor required to perform perfectly. Such
clients have high expectations for their projects and want their design professionals
to provide guarantees.

Other project participants in and out of the building enterprise may call for a dif-
ferent standard of care, not understanding that architects, like lawyers and doctors,
provide their clients with services, not products. These individuals may also fail to real-
ize that professional judgment is required at each step. Architects need to remind these
project participants that buildings, unlike automobiles, cannot be pretested. Despite
the effort, care, and conscientiousness of the architect, the process of taking a project
from drawing to reality has a lot of unknowns.

The Architect’s Conduct

Even though the law requires only reasonable and prudent behavior, an architect can
expand or raise the standard of care. This may be done either consciously or inadver-
tently. For example, the standard of care is altered by the architect’s actions in the fol-
lowing examples:

e The architect agrees to contractual language “warranting” that the building will be
constructed as designed or that it will perform according to the architect’s design.

e The architect signs a financial institution’s document “certifying” that “to induce the
lender, the project has met all codes and standards.”

e The architect writes an indignant letter to a client who has expressed concern about
a damp basement, stating, “I promise you that my basements do not and will not leak.”

e The architect goes to the construction site and instructs the contractor on the means
and methods of forming a complicated concrete wall.

e The architect assures the owner the construction contractors will complete their
work by a specific date.

It is important to realize that raising the standard of care increases the architect’s
liability exposure by making the architect responsible for more than the professional
standard requires. Sometimes design professionals—under pressure from clients or
contractors or propelled by their own drive for perfection—raise the standard of care
that will be applied to their services without intending to do so.

Guidance provided in this handbook, as well as by the architect’s legal counsel and
insurance advisor, is based on the premise that it is inappropriate to raise the standard
of care that will be applied to your services as a professional without first considering
the consequences.

Measurement of the Standard of Care

Assuming the architect chooses to operate within the professional standard of care, the
issue is not what the standard of care is, but rather what is prudent and reasonable given

Legal Dimensions of Practice



the facts and circumstances facing the architect in a given situation. Ultimately, what
is reasonable is decided on a case-by-case basis when the issue is brought to court or
arbitration. In a legal action involving a professional’s liability, both sides present expert
witnesses who testify whether the professional acted as another reasonably prudent
architect would have in the same community, in the same time frame, given the same
or similar facts and circumstances.

Most architects are not sued. They must decide for themselves, before they act,
what is reasonable and prudent given the circumstances facing them. As professionals,
they look to themselves and to their colleagues’ experiences for insight into these deci-
sions, as well as to the rules and regulations controlling design and practice. Sources for
such information include other architects, state licensing laws, case law, codes and stan-
dards, the owner-architect agreement controlling the project, publications from the
AIA and other organizations, and insurance company publications.

PROFESSIONAL LIABILITY

A professional who fails to meet the standard of reasonable care may be held negligent
in the performance of professional duties if injury or damage results because of that
failure.

Negligence

For a successful negligence action against an architect, the law requires proof of four
elements:

1. Duty. The architect must owe a legal duty to the person making the claim. In other
words, the architect has a legal obligation to do something or refrain from doing
something.

2. Breach. The architect fails to perform the duty or does something that should not
have been done.

3. Cause. The architect’s breach of duty is the proximate cause of harm to the person
making the claim.

4. Damage. Actual harm or damage must have resulted from the breach.

If these elements are proven to exist, the architect may be held liable and made to pay
monetary damages. It is important to note that a// four elements must exist for a negli-
gence claim to be successful. Sometimes an intervening event, rather than the alleged
design error, is the actual cause of the damage.

Negligence actions can arise from either the architect’s errors (acts of commission)
or the architect’s omissions (things that should have been done and were not). Exam-
ples of situations that can result in injury or damage, and hence in negligence actions,
include the following:

o A building structure is inadequate for the wind loads encountered at the site.

o The architect fails to design in accordance with normally applicable statutes, ordi-
nances, zoning regulations, or building codes.

o The architect fails to detect a readily discernible error in a contractor’s application
for payment or issues a change order without the owner’s authorization.

o 'The architect follows an instruction from the owner knowing (or having reason to
believe) that it will result in a code violation.

"The bottom line is architects are responsible both for meeting contractual commitments
and for performing professional services without negligence.

Third-Party Actions

In addition to their direct contractual responsibilities, architects can be held liable for
negligent acts, errors, or omissions that physically injure or damage third parties with
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whom the architect has no contractual relationship. These third parties include con-
struction workers, passersby, and occupants or users of projects.

Before 1956, the legal concept of privity would have barred third-party actions.
Privity required the litigating parties to prove they were in a contractual relationship
with each other and that the injury occurred in the course of that relationship. Since
that time, courts have—with regard to physical injury and, in some cases, property
damage—extended the group of individuals to whom architects owe duties to include
third parties whom architects can reasonably foresee will depend on them to provide
services in a nonnegligent manner.

Statutes of Limitations

Statute of limitations laws relating to breach of contract and professional negligence
vary widely from jurisdiction to jurisdiction. The length of time within which a breach-
of-contract action can be brought may be as short as one year, while the length of time
within which a professional negligence action can be brought may be as short as four
years. Some jurisdictions, however, have no defined time limit.

The limitations period may begin at different times. In some jurisdictions, the
starting point is tied to completion of construction or occupancy of a project. These
statutes are called statutes of repose, and it is important to note that, generally speaking,
a statute of repose is an absolute time frame in which a legal action can be brought
against the architect. In other jurisdictions, the limitations clock begins running only
when the injury occurs or the defect is discovered, which may be many years after
substantial completion. These are called statutes of limitations. Most jurisdictions have
both a statute of repose and a statute of limitations applicable to professional services.
However, some jurisdictions do not have a statute of repose, in effect indefinitely
extending the time frame an architect may be held liable.

Immunities

An architect is not normally liable for damages due to errors and omissions that are
not deemed negligent in the eyes of the law. For example, although an architect may
feel obligated to correct a deficiency in the contract documents, this change will not
make the architect liable for the cost of correcting the construction work itself unless
there was a failure to meet the standard of reasonable care in the first place. In another
example, under AIA Document A201-2007, General Conditions of the Contract for
Construction, the architect administering the construction contract functions as the
impartial interpreter of the contract requirements and the judge of performance by
owner and contractor. The courts have provided architects a quasi-judicial immunity
while performing this role that protects them from professional liability for decisions
made in good faith.

An Area of Rapid Change

Professional liability is a very active area of the law. Architects and other professionals
therefore engage lawyers and insurance risk managers to advise them in managing their
professional affairs. With this advice, and with good training, experience, awareness of
recent trends and developments, and plain common sense, architects can manage the
inevitable risks in their practices and projects and reduce their exposure to adverse legal
entanglements.

AGENCY RELATIONSHIPS

In entering the contractual relationships necessary for professional practice, architects
form several agency relationships that define their legal responsibility. As a legal con-
cept, agency is the notion that a party, called a principal, may authorize another person or
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entity, called an agent, to act on that party’s behalf. The concept permits principals to
broaden their activities (and possible rewards) by having a number of agents perform
in their stead. Agency presents certain risks, especially as principals are bound by the
acts of their agents as long as those agents are (or are believed to be) working within
the scope of their authority as agents.

Agency relationships are common in everyday practice: An architect’s employee
acts as an agent of the architect on a project. A corporate officer acts as an agent of a
corporation in signing an agreement for professional services. Partners are agents and,
under the law, also principals for each other. That is, partners are agents when they act
for other partners (principals) and principals when their other partners (as agents) act
for them. Under an owner-architect agreement, the architect may have an agency rela-
tionship with the owner for certain designated activities.

The central question in agency relationships is the scope of authority the agent has
been granted to act on behalf of the principal. Thus, architects acting as agents of the
owner need to know the limits of their authority in dealing with the contractor and
other third parties. Firms will want every person who can be perceived as acting as the
firm’s agent to understand the limits of his or her agency authority. Staying within the
limits of their authority is the best protection agents can give themselves and the prin-
cipals they serve.

Owner-Architect Relationships

Architects often act on behalf of owners who retain them for professional services. As
in all professional actions, the architect is legally required to employ reasonable care
when acting in this capacity.

Under most AIA contract documents, the architect has a limited agency relation-
ship with the owner during construction. In this agency relationship, the architect rep-
resents the owner’s interests in some communications with the contractor. Under the
terms of these documents, the architect is also called on to render impartial decisions
affecting both the owner and the construction contractor, favoring neither party. To
facilitate this, the AIA documents stipulate that the architect is not to be held liable for
the results of interpretations of the contract documents or other decisions rendered in
good faith—even if those interpretations go against the client.

It is also possible for architects to enter into agreements in which they are not in
an agency relationship with the owner. For example, an architect who has been retained
by a construction manager or a design-builder has moved away from a position as the
owner’s agent during the construction phase. In such roles, the architect’s “client” is the
construction manager or design-builder who has retained the architect.

Architect-Employee Relationships

Under the agency concept, an architect is responsible for the acts of employees, part-
ners, and associates when they are acting—or are reasonably believed to be acting—
within the scope of their relationships with the architecture firm.

Architect-Consultant Relationships

Consultants who perform professional services on behalf of architects under the terms
of an architect-consultant agreement are independent consultants. As in the architect-
owner relationship, the consultant may sometimes act as an agent of the architect.

While the law will hold these consultants to the standard of reasonable care appli-
cable to their professional expertise, this does not mean the architect will be absolved
from liability should something go wrong. Architects assume what the law labels vicar-
ious liability for the actions of their consultants. Because the architect is delegating, to
the consultant, duties the architect owes the owner, the architect is still responsible for
the performance of those duties.

2.1
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When the architect must coordinate or supervise consultant services for a project
to succeed, the architect often retains these consultants. However, when the owner
engages a consultant, the terms of engagement should be clearly stated in writing.
Architects usually are not responsible for project consultants hired directly by the
owner—unless, of course, the architect agrees to this responsibility in the owner-
architect agreement or acts in a way that makes the architect responsible.

Joint Ventures

It is common for the courts to consider the parties to a joint venture to be jointly and
separately responsible for the actions of the joint venture. That is, if an injury occurs
because of the negligence of either party to the joint venture, the joint venture can be
sued collectively or the parties to the joint venture can be sued individually. Therefore,
professional responsibility and liability should be carefully allocated in contractual
agreements between the parties to a joint venture. Because many states qualify how
and under what circumstances professional responsibility may be shifted to another
party, legal advice should be sought when preparing such agreements.

THE LAW IN PRACTICE

Architects encounter the law in every aspect of daily practice—in conducting them-
selves as professionals, in operating their firms, and especially in developing, executing,
and administering project agreements.

Giving Advice

Design professionals are constantly called upon to suggest and interpret project agree-
ments with clients, consultants, and contractors. It is not practical or appropriate to
bring every question to an attorney; many questions and interpretations involve tech-
nical rather than legal issues.

Architects may properly provide technical information concerning building
codes, zoning laws, and similar matters that do not require expert legal judgments.
On the other hand, not every problem has a technical solution. When legal ques-
tions arise or waivers or exceptions need to be sought, clients may want to seek their
own legal counsel.

Construction agreements are particularly complex in this regard. Both the archi-
tectural and legal professions usually participate in preparing an agreement between
owner and contractor. The architect typically suggests to the owner the form and con-
tent of the owner-contractor agreement and its general conditions. In this advisory
role, the architect may provide the owner with sample agreement forms and other doc-
umentation. It should be clear to all involved, however, that the architect is only pro-
viding information, that the decisions are the owner’, and that these decisions should
be made on the advice of the owner’s legal counsel.

When legal counsel is needed on a contract or other project matter, one of the par-
ties to the project may be tempted to seek legal advice from the other party’s attorney.
Itis, however, unethical for lawyers to take more than one side in a controversy or rep-
resent more than one party when there are potentially opposing interests (unless all
parties are so informed and give their consent). If lawyers are shared, it should be made
clear at the outset that the interests of the parties may not coincide.

Asking for Counsel

Architects have to decide for themselves when and how often to seek legal counsel.
Lawyers who regularly represent architects say those who keep their lawyers up-to-
date on their practices will spend less time and resources on legal expenses in the long
run than those who call only when a serious problem arises.
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When an architect does ask for and receive legal advice, it is a good idea to question your
lawyer until it is clear what’s being recommended and the reasons for it. This will help you
understand the legal concepts involved in the situation and their effect on your practice.

A SOURCE OF UNDERSTANDING

Architects need to remember that they provide services that are governed by law. In
addition to helping architects understand their level of obligation to their clients, other
project participants, and the public, these laws also help these stakeholders understand
what level of care and professionalism they should expect of the architect. Architects
must also remember that the laws that govern their professional services change and
evolve over time, so it is important to take steps to keep abreast of changes in the law
and in professional standards.

For More Information

Legal casebooks that outline legal principles and provide excerpts from important or
illustrative opinions handed down by U.S. appellate courts can be instructive for archi-
tects’” attorneys but are less helpful for an architect developing practice strategies. Best
known is Justin Sweet and Mare M. Schneidar, Legal Aspects of Architecture, Engineerings
and the Construction Process, seventh edition (2004). Other books focus on interpretations
and cases associated with AIA standard forms of agreement. Examples include Werner
Sabo, FAIA, Esq., A Legal Guide to AIA Documents, fourth edition (1998), and its sup-
plements, and Justin Sweet, Sweet on Construction Industry Contracts: Major ALA Docu-
ments, 2 volumes, fourth edition (1999).

Construction Law, by Steven G. M. Stein, ed. (available on CD and with subscrip-
tion), is the foremost treatise on the subject published in the United States. Its eight
volumes treat legal issues relating to the design and construction process and contain
the AIA Legal Citator; which identifies cases from all U.S. jurisdictions that interpret,
are premised upon, or could assist in interpreting provisions of the AIA standard forms
of agreement. Although it is written for lawyers, much of the information in this work,
including the Cizator, is accessible to design professionals.

The professional liability insurance industry offers ongoing practical guidance in
understanding and managing risks and legal liabilities. For example, Victor O. Schinnerer
& Company publishes “Guidelines for Improving Practice” for architects and engineers
and their counsel. See www.schinnerer.com and www.PlanetRiskManagement.com.

BACKGROUNDER

COPYRIGHT AND INTELLECTUAL PROPERTY IN THE DIGITAL AGE

Jessica L. Darraby, Esq.

Copyright is an everyday concern of architectural practice,
its recurrence as common as its range is broad. Copyright
issues arise whenever work is created, assigned, commis-
sioned, circulated in person (mechanically or electronically),
or shown to or seen by others—whether in master classes,
during apprenticeships, on the Internet, to employers, or in
job applications, juried competitions, or design studios. Stu-
dents and practitioners can build upon the copyright basics
outlined in this backgrounder to manage copyright as an
economic asset with clients, partners, employers, and

others, and to incorporate it as a creative asset in a career
strategy and architectural portfolio.

The Concept of Copyright

Architects work in two and three dimensions; they design, and
these designs are offen constructed into buildings. The images
they fix as stock-intrade—plans, technical drawings, con-
struction drawings, photographs, renderings, maquettes, mod-
els, slides, fransparencies—are copyrightable, and have been
for some time. In recent years, the Architectural Works

(continued)
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Copyright Profection Act of 1990 (AWCPA) added building
designs and constructed buildings to the list of copyrightable
works. Thus a broad range of architectural work product is
covered by U.S. copyright law.

A copyright arises from the fixation of a two- or three-
dimensional image in a legally specified form. The law pro-
vides copyright protection for “original works of authorship
fixed in any tangible medium of expression, now known or
later developed.”

The owner of a copyright is granted exclusive rights of
usage in the image for determinate time periods, a monop-
olistic power that is at the heart of copyright. A copyright
arising from the fixed image is classified as an intangible
personal property asset. Copyright gives the owner of this
powerful intangible asset—the copyrighted work—a monop-
oly to use and to control use of the exclusive rights in the
work.

In short, copyright provides economic benefits to the
copyright owner by authorizing control of use and enabling
economic exploitation and creative control of the copyright
by such use. In sum and substance, this is the essence of
copyright law.

Copyright law contains words and phrases that appear
to be plain English but in fact are legal terms of art that
have specific, and sometimes carefully defined, meanings.
These terms of art are italicized to alert the reader that fur-
ther inquiry or consultation with a lawyer may be
advisable.

The term “copyright law” is used for convenience in this
primer on copyright, but in fact copyright law is not a sin-
gular monolithic law. Copyright law is a combination of fed-
eral statute created by codified legislative enactments like
AWCPA, periodically amended, supplemented by federal
regulations, and interpreted by judicial construction. Copy-
right law is a complex, synergistic interplay of constitutional
underpinnings, codification, and case law. (See Title 17 of

the U.S Code: 37 CFR 202.11.)

Creation of Copyright by Authors

Copyright law specifies several issues that determine what
materials can be copyrighted:

Fixed in tangible medium. A copyright subsists in a
work by operation of law when its expression has been
fixed in a tangible medium of expression by the creator,
known as the author. In common parlance, this means a
copyright springs to legal life upon creation. Fixing
occurs when the embodiment of the work is sufficiently
permanent or stable to permit it to be perceived, repro-
duced, or communicated for more than a transitory
duration.

Original. Copyright requires originality, a legal term of
art rather than an aesthetic hurdle. Originality means that
the work is an independent creation by the author, the most
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minimal level of creativity. In certain instances a work may
be copyrightable even when it is an entire combination of
unprotectable elements.

Subject matter of copyright. Copyright only arises if the
original work created is subject matter of copyright, a term
of art in copyright law. There are two types of subject mat-
ter relevant to architectural practice, and each is defined by
statute: (1) pictorial, graphic, sculptural works; and (2) archi-
tectural works.

Ideas and concepts excluded. The law is clear that
ideas, however original, are not copyrightable: “In no case
does copyright protection for an original work of authorship
extend to any idea, procedure, process, system . . ., con-
cept, principle, or discovery, regardless of the form in
which it is described, explained, illustrated, or embodied in
such work.”

Ownership of Copyright

Copyright ordinarily originates with the creator who fixes
the image—the author of the work. Copyright, as empha-
sized above, is a property asset, and like other assets, it
may be assigned, conveyed, or devised. The author, by a
signed writing, may transfer ownership rights in the copy-
right in part or in full to another person or entity known as
the copyright holder. The author of the copyright and the
holder of the copyright are thus not necessarily the same.
The holder of the copyright is the one who has the exclu-
sive right to control usage.

Subject Matter of Copyright

What work products produced by architects are eligible for
copyright protection? As far as the architect or student of
architecture is concerned, there are two things that can be
protected by copyright: drawings and the design of build-
ings (as defined within the copyright statute). These two spe-
cific work products are covered in the two categories of
copyrightable material described below.

Pictorial, graphic, and sculptural works. Section 101
of the Copyright Act defines “pictorial, graphic, and sculp-
tural works” as follows:

“[Two-dimensional and three-dimensional works of fine,
graphic, and applied art, photographs, prints and art
reproductions, maps, globes, charts, diagrams, models,
and technical drawings, including architectural plans.
Such works shall include works of artistic craftsmanship
insofar as their form but not their mechanical or utilitar-
ian aspects are concerned.”

The design elements of these works are copyrightable,
but excluded from copyright are the mechanical and utili-
tarian aspects of the work—a copyright concept referred to
in various forms as separability. There is not a requirement



of separability for architectural works. Technical drawings
may be protected under the category of pictorial, graphic,
and sculptural works, even if they are not complete or
detailed enough to support actual construction of a
building.

Architectural works. In 1990 AWCPA, for the first time
in American law, expressly extended copyright protection
to building designs and buildings. Section 101 defines
architectural works as follows:

[A]n architectural work is the design of a building as
embodied in any tangible medium of expression,
including a building [providing that it is erected in a
country adhering to the Berne Convention], archi-
tectural plans, or drawings. The work includes the
overall form as well as the arrangement and compo-
sition of spaces and elements in the design, but does
not include individual standard features.

The AWCPA describes buildings as “structures that are
habitable by humans and intended to be both permanent
and stationary.” Examples given in the act are “houses and
office buildings and other permanent and stationary struc-
tures designed for human occupancy, including but not lim-
ited to churches, museums, gazebos, and garden pavilions.”
Structures “other than buildings, such as bridges, cloverleafs,
dams, walkways, tents, recreational vehicles, mobile homes
and boats” are excluded from coverage and cannot be reg-
istered. In addition, it has been determined that a single store
in a shopping mall is not considered a “building” for the pur-
poses of the AWCPA.

The arrangement and composition of spaces and
elements acknowledges that creativity in architecture
involves the following:

1. Selection, coordination, and/or arrangement of unpro-
tectable elements into a protectable whole

2. Incorporation of new design elements into standard
unprotectable building features

3. Protectability of certain interior architecture

Building designs and plans may be protected even if
preliminary or conceptual, and regardless of whether a
building could actually be constructed from them. A
significant recent court holding is that “once a design [of an
architectural work] includes ‘specific expression and real-
ization of . . . ideas,’ copying constitutes infringement.” For
example, a scale model of a twisting tower, although
“rough,” is considered a distinctive design that surpasses
the level of an unprotected idea or concept.

The overall design may be protected as “overall form
[and] arrangement” of spaces and elements even where
the individual elements such as windows, doors, twists,
and setbacks are standard and unprotectable. Elevation
sketches of a building, photomontages displaying a build-
ing against a skyline, and sketches of a building’s exterior

design have all been registered by the U.S. Copyright
Office (USCO).

Publication of Copyrighted Material

Publication of a pictorial, graphic, or sculptural work occurs,
according fo the AWCPA, when there is a “distribution of
copies of the work to the public by sale or other transfer of
ownership or by rental, lease, or lending” or by “offering to
distribute copies to a group for purposes of further distribu-
tion or public display.” A single copy of a work is not pub-
lished if the single copy is sold or offered for sale at a
gallery, through a dealer, or at auction. Publication occurs
for multiples of a work when the “reproductions are publicly
distributed or offered to a group for further distribution or
public display.” Publication can affect registration, includ-
ing deposit requirements and other aspects of copyright.

According to the AWCPA, “construction of a building
does not constitute publication for purposes of registration,”
except in certain circumstances.

Two-dimensional depictions in public places. Copyright
protection for buildings is balanced against the societal and
cultural importance of public use of urban landscapes and
city skylines. Copyright law recognizes the importance of
architecture to the community at large, thus limiting the
scope of copyright protection for buildings located in
specified public places or public vistas. Copyright owners
cannot prevent “the making, distributing, or public display
of pictures, paintings, photographs, or other pictorial rep-
resentations of the [architectural] work, if the [constructed)]
building . . . is located in or ordinarily visible from a public
place.”

Standard features. Copyright in general does not pro-
tect utilitarian aspects or functionality of works. Standard fea-
tures of buildings are specifically excluded from architectural
works: “standard configurations of spaces and individual
standard features, such as windows, doors and other staple
building components.”

Constructed. The term constructed is not defined by
statute. Architectural works unconstructed before Decem-
ber 1, 1990, embodied in drawings or plans are pro-
tected against unauthorized copying on or after that date,
as are unconstructed architectural works created after the
effective date. A townhouse “substantially constructed”
before December 1, 1990, but not actually completed until
after December 1 was judicially deemed “constructed” and
therefore not copyrightable within the meaning of AWCPA,
even though it was not habitable.

Exclusive Rights of Usage

In summary, a copyright—the grant and control of the
monopoly of exclusive rights—exists if the following con-
ditions occur:

(continued)

2.1 Architects and the Law 39

THE PROFESSION

PART 1



THE PROFESSION

PART 1

40

—

. The creation is an “original work of authorship.”

2. The work is “fixed” in a “tangible medium of expression.”
3. The work satisfies the legal definition of subject matter
of copyright: a “pictorial, graphic, or sculptural work”

or an “architectural work.”

What are these exclusive rights that form the framework
of copyright? They are a divisible bundle of rights that
enable owners to control usage during the term of the copy-
right by dividing the bundle any way they choose. Specifi-
cally a copyright owner has the right “to do and to
authorize” the following exclusive rights:

® To reproduce the work, commonly called “copying”

e To prepare derivative works, which are works based
upon one or more preexisting works

 To distribute copies to the public by sale or other
transfer of ownership

e To display the work publicly, where display means to
show a copy of the work directly or by other means

Term of Copyright

How long does the author or copyright holder retain copy-
right in a worke The duration of time established for the life
of a copyright is a statutory time period that differs for indi-
viduals, corporations, and cerfain special situations like work
made for hire, compilation copyrights, and others.

The term of copyright for an architectural work cre-
ated on or after December 1, 1990, by an individual is the
life of the author plus 70 years. The term of copyright for
an architectural work created as a work for hire created
on or after December 1, 1990, is 95 years from the date
of publication of the work or 120 years from the date of
creation of the unpublished plans, whichever term is less.
The term of copyright for a pictorial, graphic, or sculptural
work created by an individual is the life of the author plus
70 years.

Once the copyright expires under the statutory formulas,
the work enters the public domain. At that time, absent any
available legal exception, the monopoly terminates and
usage of the work is available to all.

Exclusions for Tangible Personal Property
and Realty

Since 1978, copyright—the intangible property interest—
does not automatically transfer when the tangible property
transfers, unless expressly stated by contract or operation of
law. Tangible property—be it personal property like photo-
graphs, models, maquettes, drawings, or real property like
buildings—are beyond the scope of copyright law. Similarly,
owners of buildings embodying architectural work under
copyright law are expressly permitted to alter or to destroy
the building. As a matter of policy, change and adaptation
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of buildings is such an important practical necessity that the
law excludes copyright owners from controlling alteration
and destruction. Issues of ownership, possession, custody
and control, monies or accounts owed, and construction
defects are evaluated by other areas of law. Architects may
wish to exploit, utilize, trade, sell, or protect other property
interests actionable under other areas of law, but copyright
law applies only to acts, conduct, and activity that involve the
specified exclusive rights.

Benefits of Exclusive Rights

The copyright holder enjoys a number of exclusive rights in
the copyrighted work:

Authorized use: assignment and licensing. Owners of
copyright may control usage proactively by transfer, assign-
ment, or licensing the copyright. Licensing occurs when the
holder or licensor authorizes others, known as licensees, to
use the work, or some form of the work for some or all of the
exclusive purposes, in specified markets, in return for which
the licensor receives royalties or commissions known as
licensing fees. Licenses may be oral or written. Thus, the
architect may allow the client, members of the project team,
the contractor, subcontractors, and other construction trades
to use the copyrighted material without relinquishing control
or ownership.

Unauthorized use: infringement. Owners of copyright
may prevent others from unauthorized use, known as
infringement. An allegation of infringement is the legal
way of saying one owns a valid copyright, and someone
else is using the copyright without authorization. Infringe-
ment may be claimed during the life of the copyright
before use commences, as use confinues, or even after it
terminates, so long as the claim is timely filed within the
statute of limitations, which in civil matters is within three
years of the time the claim accrued. However, delay in
claiming copyright infringement that unduly prejudices the
infringer may result in the imposition of equitable doctrines
to trump the three-year statutory period. Courts have
refused to order destruction of infringing architectural
works when the registrants waited more than two years
during which an infringing building complex was con-
structed and sold.

Infringement claims require registration. Copyright
springs to life upon being fixed. But registration is a pre-
requisite for a lawsuit. In common parlance, this means a
copyright holder must apply to the USCO for a certificate of
registration for the copyright in order to file a copyright
infringement action in a federal court, and for practical pur-
poses, to initiate a claim against an infringer. The impor-
tance of the registration certificate as a means of protecting
copyright usage is paramount in that it is prima facie evi-
dence that the copyright is valid and provides benefits like
statutory damages, attorneys’ fees, and costs.



Registration

Registration is a formal administrative process undertaken
by the holder of the copyright to register, or record, owner-
ship of the copyright with the USCO. The application pro-
cedure for an architect to register copyright in work product
requires completion of Form VA (see the accompanying
example). Technical drawings and other works may be reg-
istered in the category of pictorial, graphic, and sculptural
works. “Where dual copyright claims exist in technical
drawings and the architectural work depicted in the draw-
ings,” the copyright claims must be registered separately—
one regjistration for the drawings and a separate registration
for the architectural work.

The application. Submission of a completed Form VA
along with deposit copies of the work, as required by regu-
lation, and payment of a nonrefundable fee to the USCO
constitutes a registration application. Registration has pow-
erful evidentiary effects and economic advantages such as
access to statutory damages, injunctive relief, and repay-
ment for attorney’s fees and other costs.

An application for registration may be submitted at any
time during the life of the copyright. However, damages and
fees and costs may not be calculated for infringement prior
to the registration date. Registration is effective on the date
the USCO receives Form VA and all attachments and pay-
ments, regardless of the time it takes the office to process
the application.

When the USCO has registered a work, it issues a cer-
tificate of registration. This certificate is considered prima
facie evidence that the copyright is valid and owned by the
registrant. This is a powerful provision that places the reg-
istrant in a preferential legal position vis-a-vis challengers
and infringers. The certificate creates a presumption that the
copyright is valid and by operation of law shifts the burden
of proof to the challenging party to produce evidence to
rebut the presumption. This is termed a rebuttable presump-
tion. In short, by shifting the evidentiary burden, the certifi-
cate boosts the status of the registrant as a valid holder of
an original work of authorship.

The deposit. The USCO has established guidelines
for deposit submissions of architectural works, which
become the property of the government and are not
returned to the applicant. Deposit is the term used by the
USCO for material submitted to describe the work for which
a copyright is requested. The deposit becomes the official
visual record of the copyright the registrant sought and the
evidentiary basis for any copyright action. For buildings,
whether constructed or not, registrants must submit one com-
plete copy of a finished presentation architectural drawing.
Finished presentation drawings are acceptable providing
they show the overall form of the building and any interior
arrangement of spaces and design elements in which

copyright is claimed. If the building has been constructed,
quality photographs in 8 < 10-inch formats depicting several
exterior and interior views are also required. The prefer-
ence of the USCO in terms of deposit materials is for
presentation drawings in the following modes, and in the
following order:

1. Original format, or best quality reproduction, offset, or
silk screen print

2. Xerographic or photographic copies on quality paper

. Positive photostat or photodirect positive

4. Blue line copies, diazo or ozalid process

w

Note that a single deposit of a technical drawing will
suffice for both an architectural work and the work's tech-
nical drawings if both Form VA applications are submit-
ted together. In other words, although two separate forms
must be submitted, when they are submitted together, only
one drawing is required fto satisfy the deposit
requirements.

It is also recommended that the name of the architects
and drafters and an identification of the building site (by
address if available or by parcel number, legal description,
plat map, or other description recorded in the local prop-
erty office if no address has yet been assigned) be included
in the deposit.

For pictorial, graphic, and sculptural works that are
unpublished, the general rule is to submit one complete
copy of the work. If first published in the United States, sub-
mit two complete copies of the best edition. For three-dimen-
sional works, submit identifying materials such as
photographs for published or unpublished works. Actual
three-dimensional work (e.g., models, maquettes, mock-ups)
is not accepted for deposit and should not be included with
Form VA.

Notice

An owner may notify the public of copyright in a work by
placing a notice on the work at the time the work is pre-
sented to others, or at the time of publication. Notice is
optional on works published on or since March 1, 1989.
Notice is established by a statutory recitation of the name
of the copyright owner, the word “copyright,” “copr.,” or
the symbol “©”and the date.

Notice formerly was considered a form of deterrence,
but it has become commonplace for dedicated infringers to
delete or to destroy—or in some instances of piracy simply
to ignore—the copyright notice. The conduct of the bad faith
infringer in removing notice may affect infringement
defenses and damages, and remains a recommended prac-
tice. Notice does not require registration, nor does regis-
tration require notice.

(continued)
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Limitations on Exclusive Rights

Copyright law does not always give the creator of a work
the exclusive rights to it, as explained here.

Work for hire. Two prevalent legal concepts limit the
ability to use and exploit exclusive rights of copyright: work
made for hire and fair use. Both concepts are determined by
specific detailed legal formulations, subject to various excep-
tions, and are well beyond the scope of this piece. The archi-
tect ought to be aware of the existence of such concepts,
however, because they occur with regularity in the practice.

Work for hire, a concept developed in agency law and
incorporated into copyright, basically allows employers or
contracting or commissioning parties under specified cir-
cumstances to “own” the copyrights of employees or con-
tractors. In other words, by operation of law or by contract,
the firm, an employer, or contractor is deemed to be the
author of the intangible personal property even though
another architect or designer created the work. The AIA
standard form of owner-architect agreement intends to avoid
a work for hire result by designating the architect as “author
and owner” retaining all copyright interests.

Fair use. The second maijor limitation on exclusive rights
is known as fair use, a defense to infringement, which bal-
ances the monopolistic rights of usage by the owner with
unauthorized use by others. Daily life offers familiar exam-
ples of fair use for purposes of criticism, comment, news
reporting, teaching, scholarship, parody, and other uses.
The user is not required to ask permission from the copyright
owner nor is payment of a fee or acknowledgment required.
Note that lawyers and others can assert the defense of fair
use against an infringement claim, but whether or not the
use is fair is a legal determination made by a judge in a
court of law.

Infringing Uses
The copyright holder is protected by copyright law from
infringing uses of a copyright work.

Copying. The legal shorthand for the exclusive right to
reproduce a work is copying, a term that does not appear
under exclusive rights. Architects, artists, and others use simi-
lar ideas—copying—all the time; there are only so many
ways to design, depict, and site structures and buildings.
Budgetary considerations, building and safety code require-
ments, and building materials impose additional limitations
on how works appear.

At what point is copying actionable? The legal evalua-
tion after the fact may be more compelling than identifying
at what point copying is problematic in the architect'’s cre-
ative process. So many preexisting factors, images, memo-
ries, and subconscious symbols collide in the creative
process. An architect may not even be cognizant at the time
of conceiving an image that he or she is conjuring up
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another’s work. Independent creation is not actionable if
actual copying is absent. There may be no actual copying
as a matter of law because the underlying work is not an
original work of authorship, or it is in the public domain, or
the elements are unprotected standard features or are oth-
erwise not copyrightable.

To prove copying for purposes of an infringement claim,
one must show actual copying and substantial similarity of
the protected elements of the works. Copying may be shown
by direct evidence or by circumstantial evidence. It is difficult
if not impossible in many instances to show copying by direct
evidence. To establish copying by indirect evidence, one
must show access to the copyrighted work and an opportu-
nity (or in some instances, a presumption) to have viewed
the work, and a sufficient degree of similarity between the
infringing work to the protected expression in the copy-
righted work. In some jurisdictions, this copying precursor to
substantial similarity is known as probative similarity. Some
courts have found probative similarity exists when “two
works, viewed as a whole,” are sufficiently similar that it
could be inferred the second work did not “arise independ-
ently” because of the similarities. Expert testimony is permis-
sible to evaluate actual copying.

Substantial similarity. Substantial similarity is the
defining value judgment that a work actually copied has
been unlawfully appropriated, known as legally actionable
copying. This portion of the copying equation is ordinarily
determined by the trier of fact—a judge or jury. The fact
finder's task is to predict the probable reaction of the “ordi-
nary observer,” a fictive legal persona. The evaluation is
made according to the view of an ordinary person in the
street—the layperson, not the winner—of the Pritzker Prize.
The ordinary observer’s task, phrased differently in differ-
ent courts, is whether the observer, by comparing only the
protected portions of the copyrighted work with the alleg-
ing infringing work, would have a “spontaneous response”
that the works are similar. In some jurisdictions, the
observer is one who “unless charged with detecting dispar-
ities would overlook them in favor of viewing aesthetic
appeal” as the same. Some jurisdictions may allow expert
testimony to assist the lay observer in evaluating substantial
similarity.

There is not yet a clear accepted legal standard for mak-
ing comparisons of substantial similarities between architec-
tural works. Certain courts use “total concept and feel” as a
standard, comparing the individual elements in isolation in
conjunction with their overall look and feel. The works do not
need fo be exact copies to be substantially similar. Differences
may have some effect under certain circumstances. Courts rec-
ognize that “modest dissimilarities” in architectural plans may
have more significance than with other works. However, the
existence of differences is insufficient to end the inquiry in
the alleged infringer’s favor.



Initiating an Infringement Claim

To initiate action on infringement, the work must have been
registered prior to the claim. Thereafter, an infringement
claim may commence with a “lawyer’s letter” identifying the
copyrighted work and the allegedly infringing one and recit-
ing the known infringing use[s], demanding cessation,
known as enjoining use, and/or disposition or destruction of
the infringing copies, and damages, and threatening legal
action if demands are unmet. If communications fail to
resolve the matter, the recourse is to file a complaint for
copyright infringement action in a federal court of law. A
claimant may instead seek an alternative means of dispute
resolution such as mediation or arbitration.

Public Policy: A Monopoly for Creativity

Monopolies are ordinarily disfavored in the American
private market system. Why does copyright empower
monopoly? Copyright is a legislated means of encouraging
the output of creativity into the marketplace by allowing
creators to exploit the use of their work and to prevent oth-
ers from using the work without paying a price. Copyright
law, thus, reflects a discrete public policy exception provid-
ing special economic status for specified types of intellec-
tual property, including select architectural work products,
available in certain circumstances, and for limited periods of
time.

Public Art and Architecture

Local, county, state, and regional planning and development
agencies oftfen mandate so-called percentfor-art programs,
which among other benefits may provide tax and economic
incentives fo developers who incorporate art in the building
design. Developers in conjunction with redevelopment agen-
cies, commission artists under such programs to produce
integrated designs for features appurtenant or contiguous to
the building, like parks, street walls, fountains, lighting struc-
tures, and benches rather than single sited sculptures or wall-
works. The contracts may be negotiated and executed some
time after the architect has been hired. Under the complex

FILLING OUT FORM VA

contractual relationships between agencies, developers,
and artists, and the interaction of AWCPA with other areas
of copyright law including provisions on the so-called “moral
rights” of visual art, the architect’s copyright interests may be
impacted.

Visual Artists Rights Act

The civil law rights of attribution and integrity for works of
visual art were added to copyright law in 1990 by the Visual
Artists Rights Act (VARA). Visual art, which is not subject mat-
ter of copyright, and excludes all work for hire, technical
drawings, diagrams, models, and other specified materials,
is expressly defined under Section 101. The only work cre-
ated by an architect that could qualify for VARA protection is
pictorial, graphic, and sculptural work that satisfies the spe-
cific and limited definition of visual art. VARA is informative
for architects who prepare work for gallery or museum exhi-
bitions or maintain careers as artists or photographers.

Copyrighted Works are Valuable Assets

Property assets—whether tangible like personal property or
intangible like copyright—are exploitable, transferable, and
devisable. Copyright as economic asset has market value
during the time period of the monopoly, a value that may
increase over time as the architect gains professional stature.
Copyright has an equally important nonmonetary value to
architects as a creative asset in which the architect has pride
of authorship. Copyright is a portfolio investment and should
be managed like other work product. Thus, certificates of
registration should be maintained like other important busi-
ness and legal record:s.

Jessica Darraby is an atforney in a private practice ded-
icated fo art and architecture. A Fellow of the American Bar
Foundation, chair of the Art & Museums Division for the
American Bar Association Entertainment and Sports Forum,
and vice chair of Intellectual Property in the International
Law Section of ABA, she is the author of the legal treatise
Art, Artifact and Architecture Law.

Get a copy of Form VA to apply for copyright of “visual
arts” from the U.S. Copyright Office (USCQ). This form is
available only in paper form; check www.copyright.gov
for ordering instructions.

1. Identify the building in #1. If the building does not
have a name, assign it a name. The Copyright Office
needs a reference fitle to register the copyright. Next to

the name of the building—the “title” for purposes of the

form—enter the construction date of the building. No
date is required if the building has not been built.

2. Identify yourself in #2 as the author of the work you cre-
ated, unless it is work for hire. If you are completing the
form, designate your nationality, and it is recommended
to provide your year of birth. Check the boxes to indi-
cate if your contribution is acknowledged or anony-

mous. Anonymous in this context means that your name

(continued)
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(i.e. the name of the architect) is not recited on the
deposit copy. If the work is made for hire, the full legal
name of the employer, or person for whom the work
was performed, must be provided, and it is recom-
mended that the name of the employee be recited (e.g.
Apex Architects, Inc., employer for hire of ABC Architect.
Consult a lawyer if you are unsure of whether your work,
or any portion of it, is work for hire. Ordinarily, the

employer will complete Form VA in work-for-hire situations.
ploy p

Leave dates of birth blank for work-for-hire submissions.

. Identify the creation date of the work in #3a.

. Repeat in #4 your name, as the author is the copy-

right claimant unless it is work for hire, in which
case the employer is the copyright claimant. Note
that if the claimant is different than the author, Form
VA requires an explanation of how the copyright
was transferred. (e.g. by will, by assignment, by

written contract, etc.). Consult a lawyer if you

believe a transfer of copyright has, or may have,

occurred.

. If the work has been changed and you want registration

for the additions or revisions, check box #5¢, provide
the earlier registration number and date, and complete
both parts of #6.

. Consult a lawyer for derivative works or compilations.
. Deposit accounts in #7a are available for those regularly

registering substantial numbers of material. Leave blank
unless you maintain such an account. In #7b identify the
person to whom queries or correspondence about the reg-
istration should be sent; this could be your lawyer’s contact

information or your own if you intend to handle questions.

. Form VA must be signed, and the signature must be

handwritten. Electronic signatures are not acceptable.

. The Certificate of Registration is mailed to the person

and address in #9; it is important that this “window

envelope” be complete and accurate.

2.2 Regulation of Professional Practice

Joseph H. Jones Jr., Esq., AIA

Professionals are granted certain rights by society, and in return they are

obligated to meet accepted standards of professional behavior.

combination of laws, statutes, and codes regulates and influences the behavior of
practicing architects. Some of these controls are publicly mandated, while oth-
ers are voluntary. All are important, and often they act together simultaneously.
Mandated controls are included in state licensing statutes for the practice of archi-
tecture. Federal antitrust statutes that protect against anti-competitive business behav-
ior also apply to the architecture profession. Architects who elect to join professional
societies must subscribe to the rules of conduct and ethics established and administered
by those societies.

Joe Jones is a vice president and director of risk management services at Victor O. Schinnerer
& Company, Inc. He practiced architecture for more than ten years and, before joining
Schinnerer, was assistant counsel for the AIA Contract Documents program.
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Architects can contribute to how some legal, professional, and ethical regulations
that pertain to the practice of architecture are established and governed. For exam-
ple, architects often participate in professional degree program accreditation, serve
on registration boards, examine candidates for registration, establish codes of ethics,
and adjudicate professional misconduct cases. One of the obligations a profession
accepts within the larger society is to set and administer standards for professional
behavior.

REGISTRATION STATUTES AND REGULATIONS

In the American system of government, the authority to enact legislation protecting
public health, safety, and welfare—including the authority to regulate the professions—
is exercised primarily by the states and other jurisdictional authorities (the District of
Columbia and the U.S. territories). The Bill of Rights reserves to the states all powers
not specifically granted to the federal government by the Constitution, and protecting
the public health, safety, and welfare is generally one of these powers. Thus, the regu-
lation of most aspects of design and construction falls to the states.

Each jurisdiction has enacted legislation governing the registration of architects,
which is implemented by administrative rules and regulations. The statutes that gov-
ern the registration of architects are usually broad in form and application. Typically,
they

o Define the practice of architecture and limit it to those who are registered as archi-
tects within that jurisdiction.

e Restrict the use of the title architect to those who are licensed as architects.

o Establish, in broad terms, requirements for entry to the profession.

¢ Empower a registration board to establish rules and regulations.

o Indicate how architects registered in other jurisdictions may become registered to
practice in the jurisdiction.

o Define professional conduct and misconduct.

¢ Outline penaldes for those who practice architecture illegally within the jurisdiction.

Registration laws also may exempt certain structures, such as farm or small resi-
dential buildings, from their requirements. They may give another professional group
(e.g., professional engineers) the right to design buildings. They also may regulate cor-
porate forms of architecture practice.

The administrative regulations implementing a jurisdiction’s registration law typ-
ically address issues such as acceptable internship activities; details of applying to take
the registration examination; and specific requirements for the architect’s seal, includ-
ing its design, information content, and placement on drawings and other technical
documents. An administrative regulation, for example, may require placement of the
architect’s signature as well as the seal on each drawing. These regulations are usually
developed and administered by the state registration board.

PROFESSIONAL CONDUCT RULES

As part of their regulations governing architecture practice, the jurisdictions also prom-
ulgate rules of professional conduct. These rules deal with issues such as the use of the
architect’s seal, conflict of interest, disclosure of financial interests in projects, and other
aspects of professional behavior.

Each jurisdiction’s regulations include provisions for filing complaints, investigat-
ing allegations made in these complaints, hearing both sides of an issue, and adminis-
tering penalties for violation of the regulations. Usually anyone—a citizen, another
architect, the state—may file a complaint. Most violations of these regulations are
handled as administrative infractions. They are investigated and adjudicated by an
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» The AIA Code of Ethics and
Professional Conduct appears as
a backgrounder in Ethics and
Professional Conduct (1.2).

For AIA members, obligations
under the AIA Code of Ethics
exist in addition to those required
by the rules of professional
conduct promulgated by the
states and other jurisdictions that
regulate architecture practice.
AlA members will want to be
familiar with the requirements of

both types of codes.

administrative agency that typically has the power to admonish or censure an architect
and to suspend or revoke an architect’s registration to practice in the jurisdiction.

Architects in violation of a jurisdiction’s rules of professional conduct may also find
themselves subject to a civil suit. For example, architects who falsely represent that a
project is in full compliance with a building code may be the subject of a lawsuit alleging
breach of contract, breach of warranty, or even negligence. If the architects are also
members of the AIA, they could be found in violation of the AIA Code of Ethics and
Professional Conduct, which can lead to a hearing and possible penalty.

AIA CODE OF ETHICS

"To assist its members in meeting the goal of being “dedicated to the highest standards
of professionalism, integrity, and competence,” the American Institute of Architects
has established a code of ethics. This document—the AIA Code of Ethics and Profes-
sional Conduct—provides members with guidelines and rules for fulfilling their obli-
gations to the public, clients and users of architecture, the profession and their
professional colleagues, and the building industry.

The AIA Code of Ethics and Professional Conduct applies to all professional activ-
ities of AIA members (see also topic 1.2). The code is arranged in three ters:

Canons are broad principles of conduct. The code’s five canons are general state-
ments that address professional responsibilities to the discipline, the public, the
client, the profession, and professional colleagues.

Ethical standards are specific goals to which members should aspire in professional
practice and conduct. (As an example, the first ethical standard under Canon III,
Obligations to the Client, reads, “Members should serve their clients in a timely and
competent manner.”)

Rules of conducr implement the canons and ethical standards. The canons and eth-
ical standards are stated in aspirational terms. The rules are mandatory and
describe the floor below which a member’s actions may not fall. Only a violation
of a specific rule of conduct can be the basis for disciplinary action by the AIA.
(Continuing the example in the last paragraph, one of the rules under Ethical Stan-
dard 3.1 states, “Members shall not materially alter the scope or objectives of a
project without the client’s consent.”)

The AIA Code of Ethics and Professional Conduct covers a wide range of issues.
A cursory reading of the code makes it clear that even the rules of conduct, when
applied to specific practice issues, will not always result in a decisive answer to the ques-
tion “Is this activity ethical?” The canons, ethical standards, and rules of conduct serve
as a continuum against which architects can measure contemplated activity. The ATA
ethics code provides a framework to help the architect in that decision-making process.

ANTITRUST CONCERNS

As with all business enterprises, architects are prohibited under federal law from engag-
ing with others in activities that restrain trade or are otherwise anticompetitive. Under-
standing the basic principles of antitrust law is important to avoid engaging in illegal
activities under these laws.

Buasic principles. The most fundamental principle of the antitrust laws as they affect
architects is that agreements or other joint conduct between two or more competitors
that restrain trade are illegal. In general, agreements between competitors risk being
held unlawful if their purpose or their effect among others is to

Fix or maintain prices. “Price fixing” broadly includes agreements that tend to raise,
lower, or stabilize maximum or minimum prices that competitors charge for prod-
ucts or services, or that fix other price-related terms and conditions of sale such as
discounts, allowances, or credit terms. It is no defense that the prices set are
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reasonable or that there are socially worthy reasons why particular prices or terms
should be fixed. A court can infer an agreement to fix prices from conduct even if
no express agreement has been reached. Architects and firms must make inde-
pendent decisions on fees for their products or services.

Boycott a competitor or customer. An agreement or understanding between competing
architects that they will not deal with a third party (e.g., an architect, a particular client
or category of clients, or a service provider) risks running afoul of the antitrust laws.

Allocate business or customers. Architects or firms acting alone may decide to special-
ize their practices or to pursue any commission they choose, but an agreement
between competing architects to divide or allocate customers or markets by, for
example, geographic regions or practice specialty, is unlawful, even if such agree-
ments are informal, unwritten understandings.

Commeon activities requiring review. Certain subjects of recurring interest to archi-
tects such as fees, competitive bidding, design competitions, and information surveys
nearly always have potential antitrust implications. It is therefore important for com-
peting architects working collaboratively on a given project to consider the antitrust
implications of their actions in such areas.

Fees. No professional organization or group of competing architects is permitted to
have a mandatory fee schedule or to issue recommended fee guidelines. Setting fee
schedules for competing professionals rises to the level of unlawful price-fixing.
Subject to certain conditions, architects may collectively provide information about
types of fee arrangements (e.g., stipulated sum, hourly rates, etc.). Actual fees, how-
ever, are a matter for negotiation between client and architect.

Competitive bidding. The process by which a professional and a client agree on fees
is subject to antitrust laws. It is unlawful for competing architects to collectively
decide not to submit price quotations for architecture services. Individual archi-
tects and firms may decide for themselves their policy toward bidding.

Design competitions. For many years, the AIA has made recommendations on how to
conduct design competitions. The profession has collective insight and experience
on this subject that could benefit sponsors of design competitions. It is also appro-
priate for architects to learn how they can better decide for themselves whether to
participate in a competition. However, if a group of architects encourages or organ-
izes members to refuse to participate in a particular competition or type of com-
petition, the group risks being challenged for sponsoring an illegal boycott.

Information surveys. Professional societies often collect information from mem-
bers about their practices. Collecting this information is generally permissible
unless it is used to further a restraint of trade. To ensure compliance with
antitrust laws and requirements, surveys of competitively sensitive matters such
as fees or costs should be confined to historical—not current or future—data
and should be reported in an aggregated form that does not identify or permit
the identification of individual contributors.

For More Information

"The definitive source for each jurisdiction’s registration laws and regulations is its reg-
istration board. See Appendix D, “State Registration Boards,” for names and addresses
of registration boards in the United States and its territories.

The National Council of Architectural Registration Boards (NCARB) manages
services for interns and architects, including the Intern Development Program (IDP),
the Architect Registration Examination (ARE), reciprocity issues, NCARB certifica-
tion, and continuing education initiatives. Information on these services can be obtained
by writing to NCARB at 1801 K Street NW, Suite 1100, Washington, DC 20006 or
by calling (202) 783-6500. Services are also described on the NCARB Web site at
www.ncarb.org.
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MANDATORY CONTINUING EDUCATION

48

Thom Lowther, EJS, and Paul T. Mendelsohn

During the 1970s, lowa became the first state to require
mandatory continuing education (MCE) for architects.
Under lowa code 272C.1, the state defined continuing
education as “that education which is obtained by a
professional or occupational licensee in order to main-
tain, improve, or expand skills and knowledge obtained
prior to initial licensure or to develop new and relevant
skills and knowledge.” In 1994 the membership of the
American Institute of Architects implemented continuing
professional education as a requirement of membership.
By 1995, only three states—Alabama, Florida, and
lowa—had MCE requirements. By 2006, thirty seven
states and ten Canadian provinces required MCE as a
condition of licensure.

In each state with mandatory continuing education
requirements, the state licensing board addresses these key
issues:

® legal practice requirements for architects

* License renewal reporting dates

e |dentification of programs that qualify as continuing
professional education

® |dentification of providers able to offer qualified pro-
grams

® Acceptability of continuing education taken elsewhere

® Health, safety, or welfare (HSW) benefits to the gen-
eral public of qualified programs

How Many Hours of MCE Do States

Require?

Each state has the legal right to establish its own MCE
requirements. Most states have followed the recommenda-
tions of the NCARB model law, which advocates twelve
hours of continuing education annually, at least eight hours
of which must be in the area of health, safety, and/or wel-
fare. Several states have elected to require that all twelve
hours qualify as HSW. Most of the states have biannual
requirements, meaning architects must show twenty-four
hours every two years rather than twelve hours annually.
New York State has a triannual requirement, or thirty-six
total hours of continuing professional education every three
years.

What Is the Deadline for Reporting Hours
Earned?

Renewal dates are significant and vary from states to state.
A state’s MCE requirements usually coincide with licensure
renewal.

Legal Dimensions of Practice

What Qualifies for MCE Credit?

What qualifies as MCE credit varies greatly from state to
state. Generally, courses given by the following organiza-
tions are approved:

e State licensing boards

* Registered providers of the state boards

e NCARB

e |nstitutions accredited to give degrees in architecture
e AlA

e AIA/CES program registered providers

® Engineering organizations

e Construction Specifications Institute

e State and local governments/agencies

Who Determines Which Courses or Providers
Qualify?

The state board (by statute, regulation, and/or practice) has
final authority to determine the areas of study applicable for
credit and who can provide qualifying courses.

Who Tracks and Administers the MCE
in the States?

Most states allow architects to track their own course activ-
ities. Documentation is required at time of license renewal or
when the state audits the activity of the architect. All state
licensing boards accept the AIA/CES transcript as docu-
mentation of participation.

Is There Reciprocity Between States?

The average architect holds multiple licenses. Generally,
states honor continuing professional education taken in
another state as long as the requirement of that state is equal
to or higher than the requirements of the state auditing the
architect.

What Other Variations Are There Between
the States?

The most common variations relate to credit allowed for
teaching, committee and community work, self-study, and
distance learning. Generally, full-time faculty cannot receive
MCE credit if a course is part of their regular faculty work-
load. Parttime adjunct faculty usually receive MCE credit
for the courses they teach. Most states do not allow MCE or
HSW credit for community, volunteer, or committee work.
Asynchronous distance learning courses (those where
participants can log in according to their own schedules)



are generally accepted for MCE; however, a few state
boards limit the number of distance learning hours they
accept.

What Courses Qualify for HSW Credit?

Most state licensing boards require that at least three-
quarters of the MCE courses architects take must relate to
health, safety, or welfare. Some states require the entire MCE
requirement to be met with courses in these subject areas.

HSW SUBJECT AREAS

For a course to qualify for HSW credit, a minimum of
75 percent of its content must relate to one or more of the
subject areas listed in the accompanying sidebar. The defi-
nition of HSW is based on the Architect Registration Exam-
ination (ARE). The ARE is designed to determine whether
applicants for architectural licensure possess sufficient knowl-
edge, skills, and abilities to provide professional services
while protecting the health, safety, and welfare of the gen-
eral public. Each of the nine divisions of the ARE is designed

(continued)

To qualify for health, safety, or welfare (HSW) credit,
course content must demonstrate how the general public
benefits from the architect taking the course and not just
how the architect benefits. For example, the business side
of construction documents and services would not qualify
for HSW, while the legal issues benefiting the public
would. As another example, an insurance course benefit-
ing the architect would not qualify for HSW credit unless it
can be clearly demonstrated how the public would benefit
from the knowledge the architect gained from the course.

Listed here are a number of commonly accepted HSW
subject areas. However, individual states may not consider
everything on this list to qualify for HSW credit; therefore,
architects should check their state licensing board’s HSW
definition and requirements.

Accessibility
Acoustics
Building design
Code of ethics

Codes, acts, laws, and regulations governing the
practice of architecture

Construction administration (nonbusiness aspects)

Construction contract laws, legal aspects that protect

the public
Construction documents and services
Construction functions, materials, methods, and systems

Energy efficiency

Environmental analysis and issues of building materi-
als and systems

Environmental concerns—Asbestos, lead-based paint,
toxic emissions

Fire: Building fire codes—Flame spread, smoke contri-
bution, explosives

Fire safety systems—Detection and alarm standards

Insurance to protect the owners of property and
injured parties

Interior design
Life safety codes

Materials and systems—Roofing/waterproofing, wall
systems, etc.

Material use, function, and features

Mechanical, plumbing, electrical—System concepts,
materials, and methods

Natural hazards—Earthquake, hurricane, flood;
related to building design

Preservation, renovation, restoration, and adaptive
reuse

Security of buildings, design of
Site and soils analysis

Site design

Specification writing

Structural issues

Surveying methods and techniques

Sustainable design
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to test for minimum competency in a specific area important
to the protection of the public.

What Is the Relationship Between HSW Credit
and State Mandatory Continuing Education
Requirements?

Both the AIA and state licensing boards base their
continuing education requirements on the contact hour.

A maijority of states require eight contact hours of health,
safety, or welfare (HSW) training for their mandatory
continuing education (MCE) programs. (Exceptions:
Kansas requires no HSW; Alabama, Arkansas, Louisiana,
Minnesota, North Carolina, Oklahoma, and Vermont
require twelve HSW contact hours.) The AIA/CES program
requires eight contact hours of HSW content from a

Legal Dimensions of Practice

structured provider. Some states allow some types of self-
reporting. Due to quality assurance issues posed by the
states, the AIA does not accept reporting of self-designed
activities for HSW credit.

Caution! For members who self-report participation in
structured activities, it has become very important to
clearly report and identify all HSW programs and activi-
ties separately. Failure to do so could result in a loss of
license due to noncompliance with state MCE
requirements.

Thom Lowther is senior director, Continuing Education,
at the American Institute of Architects. Paul T. Mendelsohn is
vice president, AIA Government & Community Relations, at
the American Institute of Architects.



Professional
Development

3.1 Developing Leadership Skills

William C. Ronco, Ph.D., and Mark Jussaume, PE

Leadership is an essential component of successful architecture practice. Through
professional development efforts, firms can help staff members attain the skills
they need to become effective leaders.

ing better leaders. Because there are different and conflicting views about the

nature of effective leadership, numerous methods are available to architects
who want to improve their leadership skills and performance. This article clarifies the
different views on leadership and offers guidelines to help architects hone their lead-
ership effectiveness.

M any architects are deeply interested in leadership and committed to becom-

WHY ARCHITECTS MUST CARE ABOUT LEADERSHIP

"The profession places architects in a wide range of leadership positions. Beyond man-
aging projects, architects also lead firms, studios, and committees within firms; men-
tor young professionals; teach in formal and informal settings; and serve in community
and civic groups. In small firms and individual practice, architects also lead in their
relationships with clients, stakeholders, government officials, and the community.

William C. Ronco is president of Gathering Pace Consulting in Bedford, Massachusetts. He
consults on strategic planning and leadership training and is a coauthor of The Partnering
Solution. Mark Jussaume is vice president of operations for the Ritchie Organization in Newton,
Massachusetts. The original version of this topic appeared in Handbook Update 2005.
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Leadership is the most important
thing we can provide our clients.
Lots of people can draw lines on
paper, but it takes leadership to
draw the right conclusions. . . .

We are in the leadership business;

design is our medium.

Scott Simpson, FAIA, president,

Stubbins Associates

"To be successful in these positions, architects must guide and inspire the actions of oth-
ers. Leading creates the groups, relationships, and organizations that provide the envi-
ronments that nurture creative design. Leading enables architects to get their designs
built and improve their designs in the process.

Serving as a leader is often challenging and difficult, however. “Leadership is not a
walk in the park,” observes Richard Fitzgerald, director of the Boston Society of Archi-
tects. “It’s a mind-set born of commitment to ourselves. Although architects clearly are
the visionaries who should be leading clients from dream to reality, too often the lead-
ership role is ceded to or usurped by others.” Shifting definitions of legal liabilities and
changing contract forms have contributed to these changes. Construction managers
and client representatives in particular have taken on some of the key decision-making
responsibilities formerly assumed only by architects.

RELEVANT LEADERSHIP CONCEPTS

How can architects become better leaders? The first step is to understand what lead-
ership is. Hundreds of articles and books on leadership are published annually, and
many are useful for architects, but four leadership concepts have special relevance for
architects: behavioral, contingency (or situational), transformational, and Level 5 lead-
ership. An understanding of these concepts can provide the foundation for effective
leadership training for architects.

Behavioral Theory

Initially outlined in the late 1940s and widely used through the 1960s, behavioral the-
ory focuses on behaviors demonstrated by leaders, singling out two as essential for lead-
ership: “initiating structure” and “consideration.” Initiating structure is developing a
plan to get things accomplished in a new situation. Consideration is treating people
with respect.

Behavioral theory provides a foundation for leadership training appropriate for
architects that incorporates the following concepts:

* Articulating and following a vision and clear goals
* Communicating effectively

* Demonstrating passion and energy

* Demonstrating high standards, morals, and ethics
* Questioning the status quo

* Expecting more from others

* Demonstrating design sensibility

Contingency Theory

Initially outlined in the 1980s and still widely used, contingency theory or situational
leadership emphasizes development of a wide repertoire of approaches suited to vari-
ous situations. Leaders are expected to address each situation based on its contingen-
cies, or requirements. This approach to leadership implies that architects who want to
lead must develop both a variety of leadership behaviors and an ability to read and adapt
to changing situations. This focus results in leadership training that devotes a good
deal of effort to understanding, appreciating, and working with a wide range of differ-
ent kinds of people.

Contingency theory validates the interest architects have in the multiple leader-
ship roles they must play. Familiar roles that permeate architects’ descriptions of lead-
ership include these:

* Theoretician
* Business development hunter
® Project management warrior
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¢ Civic/community advocate
* Coach/counselor

* 'Teacher

* Marketing director

® Project manager

* Coach/counselor/mentor
® Renaissance person

Such a variety of leadership roles means there are different paths to leadership suc-
cess. However, the different roles also provide fodder for ongoing debate about the
nature of meaningful leadership in the profession. Many quarrels arise from architects’
tervent beliefs regarding which roles are most important for leaders to fulfill. Partner-
ship groups often argue about the roles they want firm leaders to fill, and some archi-
tects resist roles others would have them take on. For example, many strong designers
shun roles that involve business development and marketing.

Transactional/Transformational Leadership

In his 1978 book, Leadership, James MacGregor Burns articulated the notion that lead-
ers both “transact” and “transform.” Transactions are trades and deals that leaders
make. Transformation is the learning and development that both leader and follower
can experience in the process of leadership. Architects relate to this approach because
defining and conducting transactions with clients, subordinates, and peers is a
fundamental part of professional practice. The “performance” descriptors of leader-
ship are easily applied to many of these transactions.

LEADERSHIP CONCEPTS RELEVANT TO ARCHITECTURE PRACTICE

Implies That Leadership Training

In young and/or small firms in
particular, it is essential that
architects fill multiple leadership
roles, and fill them at high levels

of competence.

Concept
Behavioral Leadership

e Focuses on leaders’ actual behaviors rather
than their traits

e |dentifies “initiating structure” and
“consideration”as important leadership
behaviors

Contingency/Situational Leadership

o Makes it clear that different kinds of leader-
ship are effective in different situations

e Delineates multiple leadership roles and need
to know when and how to change among
them

Transactional /Transformational Leadership

e |dentifies “transactions” as one important
leadership task

e Clarifies meaning and importance of transfor-
mational leadership, i.e., the notion that fol-
lower and leader are transformed

Level 5 Leadership

o Links Level 5 leadership with high-performing
organizations over extended time periods

e Points out combination of humility, fierce
commitment, and focus on building the
organization

for Architects Should Focus on:

¢ Real-world performance and achievement
rather than theory

e “Initiating structure,” forming goals and vision

¢ Appreciation of diversity and people skills

o Skills to use in diverse situations

e Ability to “read” different situations and
people, i.e., awareness roles may differ
significantly from each other

e Controversial roles

e Ability to negotiate
e Ability to inspire
e Willingness to be inspired and to learn

o Skills for building the organization

¢ Understanding of management and organiza-
tional processes

e Coaching, mentoring, and counseling skills
(Level 5 is a relevant model for architecture
firms)
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I would love to be able to give you
a list of steps for becoming a Level
5 [leader], but we have no solid
research data that would support a
credible list.

James Collins, Good to Great

Burns points out, however, that leadership is more than simply conducting transac-
tions; it has the potential to transform both the follower and the leader. This potential
is especially important for architects because it speaks to the inspiration that can take
place when architects educate clients, coach and mentor younger professionals, or devote
their energies to civic causes. Burns’s ideas remind architects of the potential they
have as leaders to go beyond simply getting others to do what they want and truly trans-
forming both themselves and others. It’s possible, and quite important, for architects to
learn from clients and others.

Level 5 Leadership

Level 5 leadership is an important leadership theory for architects because it adds a
dimension to the meaning of leadership beyond the image of someone who fills mul-
tiple roles, initiates structure, and is “considerate.” Level 5 involves a selfless dedication
to the organization that, in many cases, may conflict with an architect’s own ego.

The term “Level 5” comes from Jim Collins’s 2001 book, Good to Great. In it,
Collins draws on extensive research conducted over many years to identify key ele-
ments that move companies from good to great with sustained business success. He
has determined that the single most important element of a company’s ability to make
the leap is Level 5 leadership. According to Collins, Level 5 leadership is distinguished
by its combination of a unique, counterintuitive quality of humility with unwavering
perseverance. Level 5 leaders are selfless “servant” leaders.

In an architecture practice, the ascent to leadership is often built upon an individ-
ual’s business development success, marketing ability, and outstanding skills in prac-
tice areas such as design or planning. In other words, initial success is built on the
performance aspects of leadership. Collins believes, however, that the skills necessary
to achieve success in these essential aspects of practice are significantly different from
the skills necessary to achieve Level 5 status. In fact, some traditional leadership skills
may actually inhibit leadership development, making it necessary to abandon them to
make room for more effective Level 5 skills. Level 5 leaders set aside their own pro-
fessional goals and developmental needs. They rearrange their priorities to be sub-
servient to the needs of the firm and other team members.

Because selfless Level 5 leadership can directly conflict with professional aspira-
tions for design and peer recognition, it is a somewhat rare commodity in the archi-
tecture profession. This explains why many architects struggle with succession.
Architects who were effective Level 4 leaders, highly skilled at achieving the perform-
ance aspects of leadership, stumble when it comes to involving others, putting the
organization first, and building the infrastructure of the firm.

The concept of Level 5 leadership clearly links leadership behaviors with the suc-
cess of an organization, an important connection for architects to recognize. Level 5
leadership challenges the notion that successful marketers and designers are also inher-
ently good leaders. This style of leadership also strongly emphasizes a leader’s need to
both produce results and devote time and energy to developing employees.

Leadership Basics

Consideration of the four leadership concepts described above yields five statements
that summarize them and can serve as a foundation for leadership training:

Leaders fill different and sometimes conflicting roles. For example, a principal
of an architecture firm demonstrates a strong ability to design as well as to bring a proj-
ect in under budget, mentor younger staff, and build a lasting organization.

Architects need to lead in small firms and individual practice as well as in large
firms. Leadership tasks, responsibilities, and opportunities occur in everyday practice
with clients, stakeholders, government, and community, as well as in large AE firms.

Both extroverted and introverted leadership styles work. There is a recurring
and noticeable tension between extroverted, authoritative styles of leadership and more
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introverted, reflective servant leadership. More recent leadership theories recognize
the power and validity of the more introverted leadership model and question the
apparent superficiality of the more traditional extroverted approach. However, for
architects, the most effective leadership combines both extroverted (communicating a
vision, connecting, building relationships) and introverted (developing concepts, mod-
esty, sharpening focus, refining goals) styles.

Architects must do more than fill multiple roles—they must perform well in
them. Architects recognize the need to fill multiple leadership roles, but they also want
to see clear evidence of performance in those roles, not mere figureheads.

A concern for “higher” matters is part of leadership. Caring, inspiration, and
the transformation of both the follower and the leader are as much a part of leadership
for architects as winning design awards, landing big projects, and building strong client
relationships. This transformational/inspirational aspect of leadership is especially
important for architects because of its link to the learning and growth inherent in the
creative process.

Contrary to the opinion of many
people, leaders are not born.
Leaders are made, and they are
made by effort and hard work.

Vince Lombardi

LEADERSHIP TRAINING

Many leadership books and training programs earn strong praise from readers and pro-
gram participants, their managers, employees, and peers. Universities, professional
associations, and consulting companies provide a wide range of highly regarded lead-
ership training programs. However, little empirical research exists documenting the
ability of any books or programs to create behavioral change of any kind. Creating
change and growth that last is even more difficult, challenging, and elusive.

"This is not to contend that leadership training is ineffective, but rather to state that it
is important to view such training with a critical, objective eye. In particular, it is impor-
tant to go beyond the ability of leadership training to generate enthusiastic endorsements
from participants and purveyors to its ability to generate lasting results. It is useful for
leadership books and training to generate insights and inspire readers and participants. It
would be much more useful, however, for books and training to generate lasting results.

PARTICIPATING IN LEADERSHIP TRAINING

THE PROFESSION

PART 1

Architects who want fo participate in leadership training
programs need fo consider their own learning style, the
format and structure of the training program, and how its
content is delivered.

Understanding Your Learning Style

Finding leadership training that works is not simply a mat-
ter of leafing through program catalogs and comparing
one set of topics and instructors with another. It is crucial
to place a strong emphasis on understanding one’s own
learning style when selecting leadership training. Pro-
grams run by the most prestigious institutions may not be
effective at all for some participants, depending on the
participant’s learning style.

Learning is a highly individualized experience. Differ-
ent people learn in different ways, often very different
ways. For some, lectures and detailed explanations are

most effective. For others, hands-on experiences are better.
For still others, a picture or image will do the trick. Some
people do better working with groups, they benefit from
the dialogue and discussion. Others find such discussions
distracting, and benefit more from one-on-one coaching.
And for others, it takes a combination of several different
learning approaches to produce meaningful results.

Program Format and Structure

A typical leadership-training program involves a group of
fifteen to twenty architects participating in a one-time
infensive seminar consisting of several days of lectures
and discussions. This format and structure is intense and
efficient. Three- and four-day leadership retreats, seminars,
and boot camps often generate high levels of emotion and
energy. However, this typical format does not necessarily
produce optimal, lasting results.

(continued)
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Architectonly leadership training programs do ensure
program relevance, which is important, but they do not
engage other members of the industry. Involving clients,
engineers, and contractors in architects’ leadership train-
ing can broaden the architect’s perspective.

The one-time-retreat learning model poses a serious
problem for achieving lasting results because it assumes
that participants will easily use and apply the information
provided in their everyday work. This assumption is prob-

With these issues in mind, it is useful to consider lead-
ership training that extends over longer periods of time
and builds in a learning loop of insight and application.
For example, monthly half-day workshops that involve
extensive review of participants’ experiences in applying
new skills and concepts may be more effective in generat-

ing lasting results than one-time programs.

lematic for several reasons:

Translating any kind of insight into any kind of action

can be difficult.

Translating an insight info new leadership behaviors
that last over time can be extremely difficult, as they
may involve changing deeply ingrained habits.
Developing basic proficiency in a new skill (e.g., a
listening skill) can be challenging in itself in the
program. Applying that skill in the more complex flow of
everyday professional life can be much more difficult.

Developing, continuing, and refining new skills after a

seminar can be difficult.

Bringing new insights and skills into organizations that
have not changed and are not necessarily receptive to

change in their members can be daunting.

Delivery of the Content

In addition to the format and structure of leadership
training, it is important to consider the way in which
content is delivered. What training methods and tools
generate lasting results? Part of the answer depends on
the learning style of the participant and part on knowing
with some certainty what methods produce what kinds of
results.

For example, two popular training ideas often pro-
duce only limited results: Reading biographies and autobi-
ographies of noteworthy leaders and evaluating case
studies of leadership situations are often interesting to
trainees, but it is actually quite difficult for people to trans-
late what they learn from such exercises into new behav-
iors to apply to their workplace.

Types of Learning

Effective leadership training involves work in four quite different types of learning:
increasing awareness of self and others, clarifying goals, building skills, and imple-
menting processes. Working in any one of these areas alone is likely to yield limited
results. Understanding each of these types of learning and how they relate to and rein-
force each other provides a useful foundation for effective leadership training.

Increasing awareness of self and others. This aspect of leadership training recog-
nizes the importance of understanding real-world behaviors. Leaders can develop an
ability to recognize the ways in which they are effective, and how others perceive them.
For this kind of learning, leaders can use 360-degree surveys of their communication
style and personality profiles such as the Myers-Briggs Type Indicator, DISC, and the
Predictive Index®.

Defining vision and goals. This aspect of leadership training is based on situational
leadership and contingency theory. For this kind of training, a leader determines which
roles are most important for him or her and what performance criteria are appropriate
for those roles. Training tools leaders can use for this kind of learning include a per-
sonal vision statement, which clarifies overall individual goals, and a goal-based work
plan, which specifies job roles, priorities, and expected outcomes. This aspect of lead-
ership training is also inspired by transformational leadership theory, as it suggests goals
can transcend mere accomplishment of tasks and reach for higher orders of learning and
development.

Improving communication skills. This kind of leadership training reflects the
notion, which is part of all four leadership theories, that leaders must be highly proficient
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Increasing Self-Awareness
* 360° surveys

* Personality profiles

Improving Processes
and Procedures

) Defining Vision and Goals
* Regular meetings

* Goal-based work plan

* Quarterly performance

. , * Personal vision
discussions

v

Improving
Communication Skills
* One-on-one communication
* Group facilitation
* Team building
* Writing

Aspects of Leadership Training. Four different types of training contribute to leadership devel-
opment. These reinforce and complement each other.

communicators. Leadership in architecture often involves communicating difficult
messages—for example, telling clients things they do not want to hear, providing
constructive criticism to subordinates and peers, and expressing complex concepts.
Architects who want to improve their leadership performance must especially strengthen
their skills in collaborative communications as they operate in many collaborative situ-
ations with clients, peers, and subordinates.

Improving processes and procedures. This aspect of leadership training stems from
the concept of “initiating structure.” Architects can learn to apply problem-solving
skills they have gained through the design process to the development of processes for
carrying out leadership tasks. For example, many architecture firms use outdated meth-
ods to conduct design reviews, monthly office meetings, project meetings, and per-
formance appraisals. Leadership development encourages leaders to formulate more
effective structures for such tasks.

Leadership training that produces lasting results usually includes all four of these
types of training. Increasing awareness without developing skills is not effective. Learn-
ing skills with limited understanding and awareness of self and others is also problematic.

Effort in any one training area complements, reinforces, and advances work in the
other three. For example, when leaders improve their awareness of how they affect oth-
ers, it can help them develop more targeted goals for how they communicate. Formu-
lating goals creates a need for skills. Building skills improves a leader’s level of
performance, changes his or her effect on others, and encourages the leader to formu-
late goals at a higher level.

Leadership Training Tools

Six tools for leadership training can be applied to the learning categories described
above, as explained in the paragraphs that follow.

360-degree performance surveys. A 360-degree survey can provide leaders with
valuable data about their leadership performance. Leaders give the survey forms to a
select group of people they work with, usually eight to fifteen individuals, including
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subordinates, peers, and clients. Respondents complete the surveys anonymously, and
an objective third party tabulates the results and provides the leader with a report show-
ing anonymous aggregated data to ensure the survey answers of individual respondents
are kept confidential.

Scott Simpson comments on the value of such surveys in leadership development
programs at Stubbins Associates: “Our work with 360-degree surveys has been instru-
mental in improving leadership. People can hate it because it clarifies weaknesses they
might not want to acknowledge. Until they understand their own weaknesses, though,
architects can be poisoned by their own egos.”

Often, gaps exist between architects’ perceptions of themselves and the perceptions
of their staff, clients, and stakeholders. Such gaps are inevitable in professional practice
because there are few ways for leaders to get coherent, balanced feedback on the effec-
tiveness of their communications. By providing data that is organized, confidential, and
comprehensive, 360-degree surveys can help architects close this perceptions gap.

Although surveys provide more accurate data about communication than informal
feedback, they do have some limitations. A firm’s organizational successes, failures, and
pressures can shape survey responses. Past experience with misuse of 360-degree sur-
veys, even if it occurred at another firm, can inhibit responses to current survey efforts.
In addition, concerns about confidentiality can inhibit respondents’ comments. No
matter the cause, low response rates can yield misleading results.

Despite such limitations, 360-degree surveys provide more valid data than informal
feedback, which tends to emphasize high and low spots in communications and neglect
the everyday middle ground. Surveys that give respondents the time and structure to
assess communications performance thoughtfully can provide more reasoned percep-
tions and opinions.

Like any tool, however, 360-degree surveys can be misused. To ensure optimal ben-
efit from using them, it is essential to keep several things in mind:

* Respondent confidentiality must be absolute. Even suspected lack of confidential-
ity can taint the validity of the survey results, not to mention it is unethical to prom-
ise something will be confidential and then to reveal the name of a respondent.

* A leader who is the subject of a survey should focus on responses to a handful of
questions of particular significance to his or her role. Avoid getting bogged down in
responses that reflect your weaknesses.

* Quantitative and open-ended questions elicit different types of information.
Responses to quantitative questions provide a framework for the survey results and
an overall view of the leader being studied, while responses to open-ended ques-
tions add color and nuance to the survey results.

* For a survey to best serve the leader and the firm, the results must lead to action.
A leader who has been evaluated can develop goals to address what has been learned
from the survey.

® Survey results should be informally linked to performance measures. This will allow
architects being surveyed to understand how others’ perceptions figure in assessing
their leadership performance. On the other hand, attempting to rigidly link survey
results with performance metrics often discourages architects from obtaining the
teedback they most need to hear and occasionally leads to tampering with the over-
all survey system.

* Architects receiving survey data can benefit from sharing and discussing their results
with peers. Few people can accurately interpret the data they receive or translate
their insights into useful action steps on their own.

® Architects receiving survey data may find it helpful to discuss their results with the peo-
ple who responded to the survey. This does not, of course, mean asking them to com-
ment on their responses. Rather, the idea is to provide a forum in which respondents
can provide more data and react to the architect’s action plans. Most importantly, this
approach lets respondents know the architect is taking the process seriously.
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SAMPLE 360-DEGREE SURVEY FORM

Please mark “x” twice for each question, once for
the person’s effectiveness and again for the
importance of the issue to you

Informational—This Individual:

Effectiveness

Importance
to Me

Very
Low

Very
High

Very
High

Very
Low

—

. Knows what's going on in the firm.

. Knows what's going on in the industry.

. Provides others with adequate information.

2
3
4. Is accessible.
5

. Is approachable.

6. Communicates clearly and completely.

Interpersonal—This Individual:

7. Treats others with respect.

8. Initiates relationships appropriately.

9. Maintains relationships effectively.

10. Values diversity.

11. Listens effectively.

12. Works effectively with others’ ideas.

13. Participates effectively in meetings.

14. Communicates directly.

15. Sets a positive tone in communications.

16. Works effectively with others overall.

Strategic—This Individual:

17. Effectively formulates goals and vision.

18. Effectively communicates goals and vision.

19. Actively supports the company’s goals.

20. Works effectively with other departments.

21. Focuses appropriately on the overall firm, not
just on his or her projects or department.

Management—This Individual:

22. Understands what his or her staff does.

23. Treats staff fairly, doesn’t play “favorites.”

24. Holds employees accountable.

25. Provides adequate praise and encouragement.

26. Motivates staff effectively.

27. Addresses employee development interests.

28. Manages staff effectively overall.

Leadership Effectiveness—This Individual:

29. Works hard.

30. Manages time effectively.

31. Manages financial concerns effectively.

32. Demonstrates strong concern for quality.

33. Devotes adequate effort to business development.

34. Maintains a high level of ethics.

35. Thinks effectively “outside the box.”

36. Strives for continuous improvement.

37. Overall, leads effectively.

© William C. Ronco
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Personality profiles. Most leadership training and development programs use the
Myers-Briggs Type Indicator (MBTI), DISC, the Predictive Index, or other personality
profiles, and with good reason. Personality profiles help leaders improve their under-
standing of themselves and of others. This understanding is an essential foundation for
higher leadership performance levels such as transformational leadership and Level 5
leadership.

Personality profiles can improve the awareness of leaders in four primary ways:

o Clarifying “blind spots.” Personality profiles help architects identify which aspects of
their work feel least natural to them.

* Building a time management agenda. All respondents tend to spend more time on
tasks they feel comfortable with and neglect tasks that come less naturally. As archi-
tects progress in their careers, an awareness of their preferences and blind spots can
help them manage their time so that tasks they might neglect or undervalue are not
ignored.

* Building on strengths. As they progress in their careers, it is important for architects
to develop a leadership style based on their own deeply seated values and comfort.
Working with personality profiles can help an architect rediscover long-standing
aspects of his or her personality that may have been neglected while meeting other
responsibilities.

*  Understanding others. Architects who aspire to transformational leadership or Level
5 leadership need tools for understanding others in some depth. No matter which
personality profile is employed, valuable detail can be obtained about what makes
people tick. Leaders who want to improve their ability to motivate and inspire oth-
ers will find this information very useful.

Goal-based work plans. What roles should architect leaders fill> How can their
performance in these roles be measured? How should effective leaders in architecture
spend their time and focus their priorities? The goal-based work plan is a useful tool
for architects who want to clarify roles, performance, and priorities. Roles that archi-
tects may want to consider as they advance and develop their leadership skills include
mentor, business developer, community builder in the firm, relationship builder with
clients, design leader, thought leader, and coach.

Architects can use a worksheet to help them clarify and refine an optimal set of
roles, job priorities, and deliverables for their job at any given time. Although it is pos-
sible to work on this alone, architects will find it much more effective to work on their
individual forms in a group. Principals, project managers, or associates often derive
optimal insight when they have input into developing each other’s goal-based work
plans. Completing a goal-based work plan worksheet involves the following steps:

1. Divide your job into seven to ten major task categories in the tasks column. About
half the tasks will be technical/quantitative (e.g., managing project schedules, proj-
ect budgets, or drawing quality). The other half will be more qualitative and
communication-based (e.g., building project team, partnering with a customer, or
mentoring young designers). On your worksheet, begin each task with a verb (e.g.,
manage, lead, partner, communicate).

2. Allocate percentage points (totaling 100 percent) among the tasks in a way that
reflects what you view as your optimal priorities. This step is meant to help identify
the relative importance of the tasks, so do not simply log how you currently spend
your time. Rather, focus on the tasks and determine which have the highest prior-
ity, without regard to the time they take.

3. For each task, specify several tangible, quantifiable outcomes, results, or measures.
This is relatively easy to do for technical tasks but more difficult for qualitative tasks.
For example, it is easier to measure the extent to which projects are profitable than
it is to assess effectiveness in developing young designers.
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GOAL-BASED WORK PLAN WORKSHEET

Current Priority Tasks

Priority (next 3 (Divide your job into 7-10 task
(Allocate months) categories, half technical/quantitative
100%) and half more qualitative.)

Outcomes
(For each task, note anticipated
outcomes, results. Use numbers
and timelines when possible.)

The goal-based work plan form is an excellent tool to use at key moments in an
architect’s career development: promotion to a new level in the organization, the begin-
ning of a new project, and a change in job priorities. Some firms use the goal-based
work plan as an integral part of their regular management of employee performance,
enabling all employees to update their plan on a quarterly basis based on feedback.

Personal vision statements. Taking on new leadership roles provides architects with
many opportunities for personal growth. However, because such major steps can sep-
arate an individual from his or her core sources of motivation and self-understanding,
these career advances can sometimes lead to work that is frustrating and empty. Writ-
ing a personal vision statement can help architects determine which roles they want to
take on and which they want to leave to others.

Leadership roles frequently assumed by architects include managing others, man-
aging budgets and finances, working at marketing and business development, and mov-
ing from project manager to principal in the firm, each of which requires them to take
on new tasks. Individual architects will respond to these challenges in different ways.
Some may find the new roles unpleasant or unnatural. Others may find them more
enjoyable than they had anticipated. The latter group may feel the new tasks allow
them to play out parts of themselves that were previously untapped.

Writing a personal vision statement clarifies core values, aspirations, sources of
energy, motivations, and goals. It can take a variety of forms—a paragraph, a poem, a
list, a collage of images; however, it is important for the statement to be recorded and
not simply “kept in mind.” Several studies suggest the likelihood of achieving personal
goals increases dramatically when they are written down.
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More important than the format of a personal vision statement is the function it
should serve. The statement should work like a divining rod to lead an individual back
to core sources of energy and motivation. Many people find it useful to post the state-
ment where they will see it often, for example, on a bathroom mirror or car dashboard
or inside an appointment book.

Improved Communication Skills

Successful leaders need a high level of communication skills in both one-on-one and
group situations. When an architect formulates goals to motivate young designers,
build the office team, or partner with clients, he or she must be able to communicate
these goals in an engaging way.

Improving one-on-one communication skills requires a different kind of learning
than that needed to build awareness or formulate goals—much more work with practice
than with theory. The skills to be acquired are actions, more like golf or tennis than
chess. The theories behind the skills are fairly clear and simple. The difficult thing is
changing habits and building the skills into an everyday approach.

Communication skills are an aspect of leadership that books and seminars can help
leaders improve. Seminars can provide supportive, productive environments for learn-
ing these skills, especially when they enable participants to apply and practice them.
Numerous books can reinforce the interactive work done in seminars. Two especially
useful volumes are Thomas Gordon’s Leader Effectiveness Training and Robert Bolton’s
People Skills. Both provide excellent explanations of why the skills work and many exam-
ples illustrating their use in real situations.

Group communications are also important for architects, who must be able to pre-
sent convincingly to clients, as well as to firm employees. Many excellent seminars,
coaches, and consultants provide assistance for architects who want to hone their pres-
entation skills. Participation in Toastmasters meetings can also help improve group
communication skills.

Group discussions require facilitation skills, which are different from those for mak-
ing presentations. Facilitating a meeting means structuring discussion with carefully
prepared questions and breaking the group, even when it is small, into subgroups. Con-
struction partnering facilitators use this approach to ensure that all participants are
actively engaged at partnering meetings.

Resources for learning facilitation skills are harder to find. Writing on this subject
is often sandwiched into complex texts about group dynamics. Total quality manage-
ment training programs used by some construction companies may provide a useful
perspective on facilitation for architects. Also, human resource professionals in many
larger architecture firms have acquired these skills in their training and can provide
instruction for members of their firms.

Improved Processes and Procedures

It is useful for leaders to implement a process whereby their new skills can be used most
effectively. The ability to define and implement processes is what behavioral leadership
theorists call “initiating structure” (i.e., intuiting a process or procedure for addressing
a problem or exploring an opportunity).

When architects think of leadership training, they mostly think of the tools men-
tioned above and overlook the power that initiating new processes can have in improv-
ing leadership performance. This is particularly ironic because initiating these processes
resembles the design process, giving architects the possibility of tapping into their
design skills to improve in this area of leadership.

Like many organizations, architecture firms typically engage in a number of less-
than-optimal processes in their everyday work. Architect leaders can substantially
enhance the performance of their firms by paying attention to these processes and
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creating better ones whenever possible. There is significant room for improvement in
the following:

Performance appraisals. Few firms are satisfied with the processes they use. There
is great potential to enhance leadership performance by replacing outdated, inef-
fective annual appraisal systems with more agile quarterly coaching and counseling.

“Lessons learned” and design review meetings. Most architects agree it is useful to
learn from past experience, but few are able to sustain group discussions on this
subject without having them turn defensive and inhibiting. Leaders who can initi-
ate, design, and implement productive lessons-learned discussions advance their
own leadership performance as well as the culture of their firm.

Project budgeting and profitability. Few architecture firms derive optimal value
from their finance staff. Architects who can devise productive methods for meshing
project and finance information, and for financial reporting, are successful leaders.

Streamlining and improving business and practice processes can help enhance lead-
ership performance and thus are legitimately a part of leadership training. However,
they are seldom included in leadership training programs. One useful reference that
provides both insight and detail into this aspect of leadership training is Donald Schon’s
book The Reflective Practitioner. In it, Schon describes how ongoing reflection and
inquiry into their practice can give professionals a fruitful avenue to enhancing leader-
ship and learning.

LEADERSHIP DEVELOPMENT IS ACTION LEARNING

Meaningful leadership development for architects need not be mysterious or all-
consuming. However, it does need to be thoughtful and comprehensive if it is to achieve
significant results. Like many managers and professionals, some architects work hard
at leadership development only to achieve limited results because they concentrate their
efforts too narrowly.

Leadership is a lot like golf, tennis, and other action skills. The concepts are pretty
simple (keep your eye on the ball, treat others as you would have them treat you, and
so on). In leadership as in sports, however, implementing and executing concepts can
be excruciating.

Most golfers know that improving your game requires both working with a variety
of approaches and continual practice. The same is true for leadership development.
Working with a variety of approaches and methods (taking stock, clarifying goals,
improving skills, and implementing processes) and practicing consistently over time
can produce noticeable gains.

For More Information
Several books on leadership provide a sound background for embarking on a leadership
training and development program. In Good to Grear (Harper Collins, 2001), Jim
Collins puts forth his Level 5 leadership theory. Several large A&E firms have suc-
cessfully used internal reading groups of Good to Great to develop increased under-
standing of leadership and organizational concepts.

Max DePree’s books, Leadership Is an Art (Currency, 2004) and Leadership Fazz
(Dell, 1993), provide insight and understanding into the nature of effective leadership.

The MBA text Organizational Behavior (Merrill, 1984), by Jerry L. Gray and Fred-
erick A. Starke, provides extensive information about leadership theories and their evo-
lution over time. This approach to leadership contrasts in interesting ways with
thinking on leadership by famous architects. For example, Cesar Pelli’s Observations for
Young Architects (Monacelli, 1999) provides another view.

The Reflective Practitioner (Ashgate Publishing, 1995), by Donald Schon, is espe-
cially geared to architects. Schon writes eloquently about the nature of personal devel-
opment in the professions and in architecture in particular. Another book on leadership
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of value to architects is The Partnering Solution (Career Press, 2005), by William and
Jean Ronco. It features a chapter on leadership that links partnering methods with lead-
ership approaches.

Books about interpersonal relations can be a good place to learn about improving
leadership skills. People Styles At Work (AMACOM, 1996), by Robert Bolton, provides
useful insights into the nature of effective communication and other interpersonal skills
that are especially important for architects. In Leader Effectiveness Training (Perigree,
2001), Thomas J. Gordon provides very clear instruction for essential leadership com-
munications skills. Stephen Covey’s Seven Habits of Highly Effective People (Free Press,
2004) looks at the need for listening: “Seek first to understand before trying to be
understood.” Covey’s Principle-Centered Leadership (Free Press, 1992) is also useful.

Laurie Beth Jones provides practical, usable instruction for the complex task of
writing a personal vision statement in The Path: Creating Your Mission Statement for Work
and for Life (Hyperion, 1996).

3.2 Developing Communication Skills

David Greusel, AIA

Generally, architects are better known for their graphic skills than their verbal or
writing skills. However, effective oral and written communications benefit a
design practice in many ways.

designer may not achieve success if he or she is unable to effectively communi-

cate ideas to others. The construction process requires collaboration between
many people, and architects must be able to communicate in a clear, concise, and unam-
biguous manner for a project to be successful.

Of course, architects communicate many ideas visually, but this represents only one
of many forms of communication. This topic will focus on common communication
problems, describing methods and techniques to help architects listen, speak, and write
in a manner that is understandable and useful to clients and others involved in the
approval, review, and construction process.

Communication is at the center of architecture practice. An exceptionally gifted

COMMUNICATION BASICS

The purpose of communication is to transmit ideas and facts, from simple social or
emotional concepts (“I'm fine, thanks, and you?”) to sets of highly complex instruc-
tions (e.g., a specification for an escalator). Whatever the idea, if information trans-
ferred from one person is not understood by another, communication has not taken
place. Communication is, at best, a challenging proposition, but one that can be
improved by developing certain skills and techniques.

Because message erosion occurs so easily, the method by which information is com-
municated is significant. Communication can be casual or formal, polite or terse, clear or
muddled—and these variables apply to both spoken and written communication. Because
architects communicate so often with so many people in a typical day, they tend to give

David Greusel is a principal with HOK Sport Venue Event, a public assembly design prac-
tice with primary offices in Kansas City, London, and Brisbane. He is the author of Archi-
tect’s Essentials of Presentation Skills. The original version of this topic appeared in the
2003 Update volume of the Handbook.
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little thought to the quality of their communications. However, all players in the project
delivery process—officials, manufacturers, fabricators, consultants, engineers, contrac-
tors, subcontractors and, particularly, clients—make judgments about the professional-
ism and effectiveness of architects based on how well they communicate. For example,
potential clients may view poorly delivered communications as a sign the architect is a
sloppy and inattentive practitioner—not the sort of architect most owners want to hire.

Communication Goals

Professional communication has three basic goals: to inform, to persuade, and to
instruct.

Informing. At the outset, much of the communication between architect and client
is intended to inform the client about the architecture firm, the services it offers, the
design process, the way the firm works, or particular aspects of a design solution. As the
project proceeds, the architect is called upon to keep the client and other project par-
ticipants aware of the status of the activities necessary for the work to proceed, the tasks
accomplished, the milestones met, and the overall schedule. When a message is neces-
sary, include a call for action to alert the recipient to its purpose. Even the most mun-
dane memorandum should identify a requested action, such as “Please file this memo
for future reference” or “Kindly acknowledge receipt of this memo.”

Persuading. Another goal of communication is to encourage the recipient to take
action, make a decision, or agree with a particular point of view. Marketing communi-
cations come to mind, since the goal of most marketing messages is “hire our firm!”
Project communications are also routinely meant to be persuasive, as when an archi-
tect asks an owner to release a payment to a contractor, approve a change order, or pay
an invoice. In one respect, persuasive messages are simpler to communicate than
informative ones because the reason for them is usually more obvious.

Since the purpose of a persuasive communication is more readily grasped, a good first
principle of communication is this: Before undertaking any communication, oral or writ-
ten, determine whether it has a persuasive purpose and identify that purpose. The initial
result of consistently applying this principle should be the generation of far fewer unnec-
essary or competing messages. Bear in mind, however, that keeping someone informed of
progress on a project or a task can be a perfectly good reason for sending a message.

Instructing. The last goal of communication is to instruct the recipient on how to
proceed. Architects, in the course of a typical project, issue hundreds of sets of instruc-
tions. These can appear as drawings, sketches, specifications, product or material lit-
erature, details, clarifications, memos, and letters. In fact, it would be fair to say that the
main vehicle an architect uses to do his or her work is instructions to those who per-
form the activities necessary for construction of the project.

The clarity and precision of this category of communication is an important ingre-
dient in the success of any project.

Learning Other Languages

Architects at times are accused of couching their design presentations in obscure aca-
demic language or professional jargon that is incomprehensible or confusing to the
audience. Clients, too, use terms and jargon particular to their field of expertise or busi-
ness. These specialized and often competing “languages” can result in misunderstand-
ings and confusion. Thus it is helpful if the architect clarifies the terms and concepts
used by all those involved in a project.

If an architect’s work involves many projects of a particular type (e.g., laboratories,
schools, courthouses, etc.), learning the language of that specialty and learning it well
is essential. Here are specific suggestions for speaking a client’s language:

Read what your clients read. One of the best ways to improve your client commu-
nication skills is to subscribe to and study the trade publications clients read. It does not
matter if the publication is Banker’s Week or Assisted Living Monthly, as long as it pertains
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You can observe a lot by just

watching.

Yogi Berra

to a client’s field. It is important to be exposed to and familiar with the professional jar-
gon and vocabulary your clients use. As a side benefit, architects can also acquire a bet-
ter understanding of issues confronting their clients’ industries.

One reason trade publications are good for study is that trade journalists usually
explain acronyms and jargon in their articles. A story about REITS, for example, will
somewhere (usually when it first appears) explain that a REIT is a “real estate invest-
ment trust.” By reading what your clients read, you can learn their vocabulary.

Attend client events. Attending events sponsored by organizations the client
belongs to is also an effective way to learn a specialized language. Attendance at these
events is usually not restricted and, more often than not, industry organizations are
glad for the architect’s interest (and registration fee). Programs, lectures, and confer-
ences by client groups can provide a realistic idea of how clients speak among them-
selves. Unlike trade journals, however, program speakers do not always take care to
explain the terms they are using. So although client events are useful for learning client
language, some translation may still be needed. And obviously, this sort of “fieldwork”
is more expensive and time-consuming than reading trade publications.

Delve into glossaries and references. It can also be helpful to purchase or download
a glossary or reference work pertaining to the client’s field. Just as there are dictionar-
ies of architecture terms, there are dictionaries or glossaries for most other professions.
Usually, the hardest part is tracking down the publisher, since dictionaries of, say, bio-
chemical research are not likely to be found at a local bookstore. Client trade and pro-
fessional associations are the best place to start a search for client language references.
Often these glossaries can be found online at trade association Web sites.

Learning to speak a client’s or specialist’s language is an important skill by which an
architect can remove potential barriers to good communication. Equally important is
the architect’s willingness to cultivate listening skills and to improve speaking and
writing skills.

LISTENING

We tend to think of communication skills as those skills that help us transmit a mes-
sage. In fact, the most important communication skill is the means by which we receive
messages from others. The most effective and least-used communication tools are the
ears. You can learn a lot just by listening.

A Marketing Tool

Listening to clients is perhaps the most effective marketing strategy. Although it s sel-
dom taught in schools, listening is compelling to both current and prospective clients.
Clients consistently report selecting an architect because they felt the candidate or firm
demonstrated a willingness to listen. Another positive result of listening is that selec-
tion committees routinely rank lower those design firms that come into a project inter-
view acting as though they have all the answers.

Why is this? Listening connotes a cooperative and collaborative spirit, which is
both effective and persuasive when dealing with clients. Listening implies a willing-
ness to learn and to be fully committed to the client’s idea of a successful project. In
addition, listening shows respect for the client.

Despite its large and obvious benefits, listening is among the least valued commu-
nication skills because it is not glamorous—that is, becoming a better listener does not
seem to add much to an architect’s professional stature. Indeed, one precondition of
good listening is the willingness to learn from clients instead of enlightening them.
Humility is rarely the topic of best-sellers, although in The Seven Habits of Highly
Effective People, author Stephen Covey advises readers to “seek first to understand, then
to be understood.”
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Empathetic Listening

The essence of good listening is to listen with empathy, which requires you to view an
interaction from the other person’s point of view. Putting yourself in another’s shoes will
make it much easier to understand that person’s message and the motivation behind it.
Empathetic listening requires architects to lay aside personal agendas, professional
pride, and natural defensiveness in order to enter into a discussion with clients as a per-
son willing to learn.

Keys to empatbetic listening. The strategies described below are essential to
being an empathetic listener. Architects who learn to cultivate these skills in their
interactions with clients should find it much easier to achieve professional and busi-
ness goals.

*  Check your ego at the door: Empathetic listening requires a humble attitude. Profes-
sional pride is the biggest obstacle to being a good listener. Learn to focus more on
what the client wants you to hear and less on what you have to say.

* Acknowledge your biases. Everyone has a frame of reference. Yours will always be dif-
ferent from your client’s.

o Establish a “plane of connection.” Attitude is not just a mental disposition. Empathetic
listening requires a literal horizontal connection with the speaker, so that commu-
nication takes place between equals.

*  Avoid commentary. Resist the urge to evaluate every statement a client makes for its
validity or usefulness. Learn to listen without immediately judging either the speaker
or the content of the message.

*  Show interest. Although it may seem insincere, adopting an interested posture (lean-
ing in, eyes front and not preoccupied) will help you become interested.

o [’ not all about you. Resist the urge to share your own stories, however relevant they
may seem. Especially resist the urge to top each point a client makes with an anec-
dote about how the same thing happened to you.

* Be affirmative. Learn to use words and actions that affirm the speaker without nec-
essarily expressing agreement. Affirmation means letting a speaker know his or her
message is being received, not that you agree with everything that is said.

o Take notes. Taking notes is almost always permissible, unless clients specifically say
their comments are “off the record.” When you do take notes, you’ll be surprised
at how much better you remember the conversation later.

* Be in the moment. Being in the moment requires full participation in the conversa-
tion taking place. This means paying attention to a client while he or she is speak-
ing, not thinking back on something that happened earlier in the day and not
anticipating something that might happen later.

®  Respond appropriately. Reinforce the communication process by restating the speaker’s
main points, acknowledging expected actions, and asking clarifying questions. Inap-
propriate responses include reciprocal attacks, defensive posturing, and changing
the subject to something of greater interest to you.

Frames of reference. A major consideration when listening empathetically is to
remember that architects and clients generally do not share the same frame of refer-
ence. In fact, architects are likely to encounter individuals with many different frames
of reference within a client organization.

Challenge yourself to think, before a conversation takes place, about how your
frame of reference may differ from that of the client. Clues to an individual’s frame of
reference can be found by observing the following:

¢ What does he or she seem passionate about?

* What are his or her measures of effective performance?

¢ To whom does this individual report? What are his or her accountabilities?
* What other constituencies must this person answer to?

Listen. Listen. Listen better. Under-

stand our culture. Get immersed in

what we do, who we are.

Charles Andrews, assistant vice

president for space planning and

construction, Emory University

3.2 Developing Communication Skills

67

THE PROFESSION

PART 1



THE PROFESSION

PART 1

COMPARATIVE FRAMES OF REFERENCE

Role in Client Organization

Executive
Department manager
User

Facility manager
Maintenance staff

Likely Frame of Reference

Image, theme, first cost, schedule

Functional layout, efficiency, flow
Convenience, control, personal space
Standardization, efficiency, life cycle cost
Durability, ease of repair, materials, standards

Architects should also be aware of how their own frame of reference filters com-
munications they receive. Are you most passionate about design? About client satis-
faction? About profitability? About larger social concerns (e.g., the environment)? The

PRESENTATION POINTERS

Here are fen good ideas to keep in mind when making

a formal presentation to a client:

1.

10.

Show up. Be physically prepared for your presenta-
tion, recognizing that how you “dance” is part of
the message.

Know your motivation. Have a clear purpose for
your presentation and a call fo action. Build your
presentation around a story line, rather than just
technical facts.

Know your lines. Over-preparation (having more to
say than you actually say) is the key to confident
presenting.

Be visible. Know the setting where the presentation
will take place, and keep yourself lighted during
audiovisual presentations.

Face out. Build energy, empathy, engagement,
enthusiasm, and entertainment into your talk. Never
turn your back to the audience.

Keep going. Recognize that things can (and will) go
wrong during your presentation. Strategize ahead
of time about how to handle them.

Project. Speak so you can be heard by the person
farthest away from you in the room.

Stay in the moment. Concentrate on what you are
saying, not on extraneous problems unrelated to
your presentation.

Remember your props. Think about what sort of
visual aids will help you achieve your objective.
Know when to stop. Plan generously, so you can finish
your presentation before your allotted time runs out.

Adapted from Architect’s Essentials of Presentation Skills,
by David Greusel, AIA
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issues an architect cares about most deeply (e.g., design,
client satisfaction, profitability, the environment, etc.)
define the edges of his or her frame of reference. As a
design professional, it is your job to understand both your
frame of reference and your client’s.

Gender differences. The majority of architects are still
male, and some have observed that men do not always
model good listening skills. Author Tom Peters points out
that women more often exhibit the collaborative skills, like
listening, that are needed to succeed in the twenty-first
century. As well, women are generally better at entering
into a conversation openly, without jockeying for status,
and at responding empathetically rather than defensively
to what they hear.

Should male architects therefore abandon the quest to
become better listeners? Of course not. However, in many
instances, men face greater challenges in becoming good
listeners. Thus, when opportunities arise, they should
observe how women communicate and their sensitivity to
context and nuance, and they should seek to cultivate those
qualities in their own listening.

Focusing on the Message

One barrier to effective listening is a natural tendency to
judge the communication skills of others. The solution is
to focus on the conzent of the message and not the person
delivering it. Because people can listen much faster than
others can talk, the “rate gap”—the difference between the
two—can be used to determine what the person speaking
is trying to say. Turning listening into a challenging men-
tal game will minimize distractions caused by a client’s less-
than-perfect delivery.

Avoiding Distractions

Obviously, good listeners avoid distracting themselves. This
means not making (or taking) phone calls when speaking
with someone, not sending (or reading) e-mails on a wire-
less device, not doodling, and not looking out the window.
For those who are easily distracted, avoiding distraction
may take a concerted effort, but the dividends gained in bet-
ter communication with your clients is well worth it.



VERBAL COMMUNICATION

Once you have begun to learn a client’s language and to practice empathetic listening,
you will be well on your way to establishing good communications. The next step is
learning to speak to clients in a way that fosters mutual understanding.

Dialogue vs. Monologue

The most practical way architects can improve verbal interactions with clients is to stop
making “speeches.” In a society where a thirty-second television commercial is con-
sidered long, it hardly makes sense for an architect to discourse for an hour or more on
a topic before asking for questions. This truth applies to design presentations, market-
ing efforts, and speeches to clients or public groups.

How can a monologue be turned into a dialogue? By deciding to do it ahead of
time. The decision to interact, rather than just talk, is the key to client engagement.
Once that decision is made, crafting a dialogue becomes fairly easy.

Asking Questions

A simple way to interact with a client is to ask questions—lots of questions. Begin with
a question, either innocuous (“How are you this morning?”) or profound (“What adjec-
tive best describes your attitude toward this project?”). Continue asking questions
throughout the meeting. It is not an exaggeration to say that asking questions is the sin-
gle most effective way to achieve high-quality communication with clients—assuming
you listen to the answers.

Some architects may think, “I've spent a lot of time preparing for this meeting.
I have a lot to say! If I'm asking all these questions, how can I make the points I need
to make?” The idea is not only to ask questions at the outset, but also to punctuate
your presentation with questions throughout. If you find yourself going on about some
aspect of a design that particularly interests you, pull yourself up short and say, “It’s
obvious that I’'m having fun. Is any of this making sense to you?” Questions create
breathing space in a discussion and allow architects to redirect their remarks to keep the
client’s interest.

One concern about asking questions is that doing so will make the architect seem
weak or tentative, but this is almost never the case. Although asking questions requires
a certain level of humility, doing so shows respect for a client’s views by inviting him or
her into the discussion. Many of the best teachers ask questions of their students, even
teachers with vastly superior knowledge. Through the use of questions, teachers engage
their students’ minds in a discussion. Like the philosopher Socrates, skilled inquisitors
can steer a conversation in any direction they want by the questions they ask.

A third objection expresses a basic fear: “What if  ask questions and no one answers?
I’'m supposed to be making a presentation—the panel is there to hear me talk. They don’t
want to hear themselves talk. What if they simply don’t respond?” This fear, as often as
it is raised, rarely becomes a reality. All that is needed to get a quiet client to respond to
questions is patience. Wait a moment, restate the question, then wait another moment.
Eventually someone will break the ice, and more comments will follow.

Crossing Cultural Barriers

As the United States becomes increasingly multicultural, so do architects’ clients. It is
obvious that the makeup of building committees, architect selection panels, zoning
boards, and city councils is far more diverse today than in years past. As a result, it is
important for architects to recognize, respect, and be sensitive to cultural differences
when communicating with clients and other groups involved in their work.

First—and this should go without saying—avoid potentially offensive jokes or com-
ments altogether. Racial, ethnic, or religious humor has no place in professional com-
munications, no matter how informal.

Darling, for a speech to be immor-

tal, it need not be interminable.

Muriel Humphrey
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This [letter] would not be so long
had I but the leisure to make it

shorter.

Blaise Pascal

More to the point, architects should take cultural differences into account as they
make presentations. Are all members of the building committee fluent in English? If
not, what adjustments should be made to reach them? Are there persons with disabil-
ities needing some type of accommodation? Did everyone in the audience attend col-
lege? Considering such questions will help you gear your presentation to the cultural
atmosphere of the meeting.

The most important cultural accommodation you can make is to be aware that
there will be cultural differences. Following are additional suggestions for addressing
such differences.

Communicating with speakers of other languages. One advantage of foreign travel
is the empathy it creates for being inexpert in the local language. When communicat-
ing with clients or others for whom English is an acquired skill, it may help to remem-
ber how you have felt in a non-English-speaking country. Without being patronizing
(speaking too loudly, for instance), moderate the pace of conversation to allow listen-
ers less comfortable with English to follow along. Avoid using lofty vocabulary words
(e.g., orientation) when a plainer expression (such as facing north) will suffice. Stopping
frequently to ask questions would be helpful as well.

Nonverbal communication. Sometimes nonverbal communication reveals more
than is intended. Do you know when to present a business card with one hand and when
to use two (as opposed to the American style of flipping it across the conference table
like a winning hole card)? Do you understand cross-cultural protocols for handshakes,
introductions, and seating locations? These matters are important in dealing with clients
of other cultural backgrounds. Remember to be sensitive to nonverbal cues when com-
municating across cultural boundaries, and take time to do the research that will help
prevent a faux pas.

Clothing issues. As American business attire veers perennially toward greater casu-
alness, architects should be aware that many cultures (including some American sub-
cultures) view appropriate attire as important. While polo shirts and cotton pants may
suffice for many business encounters in the United States, “business attire” often has
an entirely different meaning abroad, to foreign clients inside the United States, and
even to some American clients whose cultural norms are not in the mainstream. Be
aware of cultural expectations, and dress accordingly.

Personal space and other cultural taboos. In dealing with clients from different cul-
tural backgrounds, it is important to avoid actions that are simply unacceptable. For
example, failing to reciprocate an “air kiss” or using the left hand may seem innocent to
Americans, but these are, in some cultural contexts, major gaffes that can start interac-
tions on a negative footing. Another common cultural difference is the distance deemed
appropriate for personal communication. More formal cultures tend to communicate at
greater distances as an indication of rank and respect. Other cultures are more com-
fortable with intimate conversation, and “rubbing shoulders” with the client may be
more literal than Americans expect. If you misunderstand your clients’ expectations
about personal space, you risk being seen as either obnoxious or aloof. To avoid running
afoul of these and other cultural taboos, do your homework before dealing with clients
from a different culture.

Avoiding jargon and “tech speak.” One of the largest barriers in communicating
with clients is “architect-ese”—the language of academic architectural criticism. Too
easily picked up from lectures, critiques, or professional journals, this transgression is
the inverse of “learning a client’s language.” It’s expecting a client to learn the architect’s
language.

For example, if an architect discusses “the dialectical use of materiality to enhance
the phenomenology of the space” during a presentation, clients may wonder if the goal
is to inform them or to impress them with an obscurity (and by implication, profundity)
of thought. If your goal is truly to inform rather than impress, using obtuse vocabulary
is certainly not the way to do it. Avoiding jargon is even more important when a client
has a different cultural background.
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Using acronyms (such as HVAC for heating, ventilating, and air conditioning) is
another barrier to clear communications. Although using acronyms saves time and
effort when architects communicate with similarly trained professionals, they can be a

constant source of frustration for clients. Most clients will
not stop an architect in mid-sentence and ask him or her to
explain an acronym, but the humiliation of not being in the
know can have a lasting negative effect.

It is not difficult to talk about design in clear, unorna-
mented English. Just speak plainly, using short sentences,
and get to the point. Architects should also use common
vocabulary and explain any technical terms necessary to
present a project. When you can trust yourself (and your
work) enough not to lean on obscure rhetoric to describe
it, your communication with clients will improve.

WRITTEN COMMUNICATION

Architects often do not excel at written communication.
Perhaps because of their graphic and spatial reasoning
skills, architects can find stringing words together into a
coherent sentence a daunting task.

Given the opportunity to review other firms’ literature,
architects will likely be surprised by the sameness in the
written communications. The carefully crafted words of
your own promotional materials may be echoed in the mar-
keting materials of others. You may also be surprised by
numerous grammatical and spelling errors, so visible in
others’ work but so hard to spot in your own.

Fortunately, good professional writing doesn’t require
brilliant feats of creativity. In fact, it often is the desire to
insert creativity where it does not belong that is the great-
est problem. Leave it to novelists to reinvent the English
language.

Keep It Simple

In their classic book The Elements of Style, authors E. B.
White and William Strunk Jr. recommend a prose style
that is simple, elegant, and to the point. Architects would
do well to follow their advice in most professional com-
munications. Do not mistake convoluted prose for deep
thought. If the purpose of written communication is to
communicate rather than to dazzle or impress, it is best to
write with economy and simplicity. A few simple rules for
elegant writing follow.

Trim your train of thought. Run-on sentences are a
common problem in architectural prose, even in published
writing. It is much easier to write punchy, captivating
prose when thoughts don’t ramble on for fifty or seventy
words.

Deliver just the facts. In most professional communi-
cations, it is not necessary to embellish a point beyond the
facts. In fact, such embellishment can seem self-serving or
patronizing.

Leash your word power. It is one thing to understand
long, difficult words; it is quite another to inflict them on

E-MAIL COMMUNICATIONS

Although it is fempting to think of e-mail as a conversao-
tional medium, it is a type of written communication and
thus the basic rules of written communication apply.
Because e-mail is a rapid and seemingly informal

medium, a few special rules are worth pointing out:

e Spelling counts. Just because you are responding to a
client from a handheld device in an airport does not
mean you don't have fo correctly spell—or punctuate—
your messages. Every message is a reflection of your
firm’s commitment to quality.

e Context matters. Because e-mail “threads” can be
read sequentially from the bottom up, it is tempting to
write telegraphic responses like “No problem,” or “I
agree.” While acceptable for internal communica-
tions, do your clients the favor of at least restating the
question in an e-mail response.

e Don't yell. Typing in all capital letters comes across as
shouting.

e Put your name on your paper. lt's a good idea fo
include an automatic signature with basic contact
information in every e-mail sent. This allows the recip-
ient to reach you in other ways, if necessary.

e |t's on the record. E-mail correspondence is always
part of a project’s written documentation, and it is
acceptable as evidence in court. Architects should
bear this in mind before firing off an ill-considered
response to a client or a contractor. “Recalling” an
inappropriate message does not work; it may still
have been received and saved by the recipient. In
addition, the firm should retain copies of all work-
related e-mail messages and have a method for
refrieving them.

e |t represents your firm. It bears repeating that e-mail is
written communication, despite its apparent informal-
ity. Any opinion you express, statements of fact you
assert, or project details you clarify are a fixed
expression of your professional thought. Rules for
more formal, hard-copy written communications
apply. The same principle applies for jokes or Internet
links architects might forward fo clients. A good ques-
tion fo ask before sending an e-mail is, “Would | put

this on company letterhead and mail it to my client?”
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We architects demand clarity and
rigor in our designs. But we ignore
them in our writing as we massacre
syntax, chop-shop metaphor, and
reach for exactly the wrong polysyl-
labic word.

Robert Campbell, FAIA

other people. If your goal is to communicate simple ideas effectively, use commonly
understood words.

Give the reader a break. It is possible to write a coherent paragraph that spans sev-
eral pages, but this doesn’t mean that you should. Look at a newspaper: Rare is the
paragraph that contains more than one or two sentences. Chopping text into smaller
chunks makes it easier for the reader—your client—to digest.

Use vivid language. Most architects use the same dry, professional prose to cover
every topic from initial contacts to a final punch list. Although it is possible to overdo
it, make an effort to find more lively ways to express your thoughts. For example, cut
may work better than reduce, and show can replace indicate. Use active instead of passive
voice (e.g., “we designed” instead of “was designed by our firm”). Architects need not
deviate from the goal of sticking to the facts to make their writing more vivid, and
hence, memorable.

Avoid Jargon

As mentioned above, no one appreciates being spoken to in a foreign language. For
many clients, the language that architects use to describe their work seems foreign. As
with oral presentations, architects should avoid using jargon in written communica-
tions with their clients. If an architecture firm’s written materials contain words such
as tectonic and morphology, the firm has a jargon problem.

Jargon can fall into several categories. It’s easy to identify (and make fun of) the
obtuse academic jargon common in the design press. But other types of jargon can be
just as bad. Consider these examples:

Technical jargon. Does your client know what “eefiss” is? Project architects and
contractors frequently toss around this word, which has become a common pronunci-
ation for the acronym EIFS (exterior insulation and finish systems). Don’t use such
shorthand unless you are certain your client understands it.

Process jargon. Process terminology is another source of obscure abbreviations.
Rare is the architect who actually spells out “design development” instead of writing
“DD.” More to the point, clients may not be familiar with the term “design develop-
ment” at all, let alone its abbreviation. Acquainting clients with such commonly used
process terminology can enhance communications.

Academic jargon. Architects may use academic jargon in an attempt to relate their
work to books and magazines about architecture. Almost comical in its obscurity, aca-
demic jargon includes such words as Miesian and Corbusian, phenomenology, and deconstruc-
tivism, as well as obscure references such as Robie-esque or Piranesian. Unless you are writing
a thesis, avoid this type of jargon; it will not usefully address your client’s space needs.

Avoid Puffery

Architects who use puffery in written communications can also confound their clients.
Puffery refers to the liberties an advertiser takes in describing a product to make it irre-
sistible to consumers. Puffery is easily detectable because it makes vague claims that
cannot be substantiated, such as “Best in town!” “Low, low prices!” or “Nothing else
like it!”

While architectural puffery may be less shrill, it is no less annoying to clients. This
is especially true when, for example, clients wading through their ninth or tenth writ-
ten proposal read yet another claim to be “uniquely responsive to client needs.” If all the
architects vying for a project are “uniquely responsive,” then what is unique about that?

A better approach to marketing communications is to write about the most distinctive
areas of an architecture practice in clear, concise prose. For example, if your firm has won
a number of design awards, cite the actual awards instead of a vague phrase such as “com-
mitment to design excellence expressed in our many award-winning projects.” To high-
light a firm’s technical skills, cite its low incidence of change orders (using an actual number
or percentage), rather than mentioning a “commitment to quality documentation.” If you
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believe your firm’s design process is unusual, state what makes it so, rather than claiming
“clients love our collaborative approach to design.” Puffery is not always untrue, but it
sounds untrue to cynical clients and, as such, it wastes their time and your effort.

RULES TO REMEMBER

"This article has dealt briefly with four principal skills integral to good communication
with clients: learning a client’s language, listening to clients, speaking with clients, and
writing for clients. These same skills are applicable and useful in all professional com-
munications. In summary, here are some important principles to keep in mind.

Challenge Your Assumptions

Every client approaches interactions with architects with a different set of assumptions.
One of the most effective communication tools architects can use is to constantly chal-
lenge their assumptions about what the client knows, what the client expects from the
architect or firm, and what the client desires for the project.

Consistently, client surveys show that the goals clients and architects have for con-
struction projects are seldom in perfect alignment. Architects may view each new com-
mission as an opportunity for peer awards or publication. Although clients may have
similar aspirations, more often they do not. Rather, they are focused on the practical
goals of meeting the budget, finishing on time, and getting a certain quantity and qual-
ity of useful space.

Because architects and their clients often enter into projects with different expecta-
tions and assumptions, miscommunication is common. One way to counteract this is for
architects to spend time with their clients, clarifying expectations early in the relationship.
Architects should keep in mind their client’s frame of reference, and how it resembles
(and differs from) their own, throughout project delivery. This awareness will facilitate
communications that flow from a shared understanding rather than divergent goals.

Keep an Empathetic Perspective

Another essential rule for effective client communication is viewing relationships with
clients from an empathetic perspective. This means learning to see the world from the
perspective of the client. An architect may not agree with a client’s worldview, but it is
not necessary to endorse the client’s view to understand it. When designing libraries,
it helps if an architect thinks like a librarian, or at least understands how librarians
think. The purpose of viewing projects with empathy is to build a mutual understand-
ing that will result in successful communications and ultimately in a successful project.

It is often said that architects (and other professionals) who reach the top of their
profession are not the most skilled practitioners but rather the best communicators.
Aspiring to be a successful communicator may not position you to win the Pritzker
Prize. However, honing your communication skills with the same intensity you bring
to improving your design and technical skills can help you be more effective in all
aspects of practice.

For More Information

The following books address the communication elements of writing, listening, and
giving presentations. Writing for Design Professionals, second edition (W. W. Norton,
2006), by Stephen A. Kliment, discusses how to master the complexities of effective
writing in design practice, with a focus on proposals, letters, brochures, portfolios,
reports, presentations, and job applications. Madelyn Burley-Allen’s Listening: The For-
gotten Skill (Wiley, 1995) is a guide to learning the techniques for being an effective
listener. In Architect’s Essentials of Presentation Skills (Wiley, 2002), David Greusel cov-
ers all aspects of making effective oral presentations.

3.2 Developing Communication Skills
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One-third of all firms were started
in the last ten years.

2006 AlA Firm Survey

Architects—indeed, all
entrepreneurs—must make
enough money fo stay in business
and prosper. The architect who
starts a firm must have a clear set
of goals, sufficient training, and
enough capital to operate for
some time. Ideally, a project will
be waiting the day after the
architect opens his or her office,
but many architects begin with no
work in hand.
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4.1 Starting an Architecture Firm

Elena Marcheso Moreno

Architects may think all they need to go out on their own is experience and a
license, but most quickly learn these are just part of what it takes to start a new
business. Indeed, time devoted to design competes with time needed to address
financial matters, staff direction, marketing, client relations, and the search for
new work.

who start them. Sometimes an architect has a long-held ambition to open his or

her own firm. Sometimes the decision is spurred by downsizing at an employer
or frustration with the course of a career. Although their reasons vary, many archi-
tects of all ages and at most stages of a professional career decide to set up shop on
their own.

Architects who make the decision to establish their own firms are immediately con-
fronted with the need to make multiple decisions. While relatively minor ones—where
to set up an office—might be readily solved, another tier of items demands careful
strategizing and goal setting. A great deal of strategic thinking is required to structure
an architecture practice, covering issues that range from the legal structure for the firm
to the most promising markets and building types to pursue, the search for clients, and
the compensation sought.

There are as many reasons for starting a new design practice as there are people

Elena Marcheso Moreno writes about architecture, construction, and related business issues
from Mclean, Virginia.



Careful start-up planning and decision making will pay dividends long into the future.
Identify your goals, business plan, target market, capitalization, marketing strategy, and
delivery abilities as soon as possible. Thousands of new businesses start up every year,
but experts estimate that only 25 percent of all architecture start-ups are still in business
three years after their principals first hang out a shingle. Many fail for lack of fee-paying
clients and enough capital to see them through slow times.

It is likely that an architect who starts a new architecture firm has the necessary
design skills to succeed in the marketplace. However, whether a sole practitioner or
the principal of a small firm, an architect starting up a practice will also need some spe-
cific business skills or at least access to consultants who can help. It is not enough to
know how to put a building together. Architects must also market their services, nego-
tiate contracts, build and maintain client relationships, and hire and manage staff effec-
tively. Finding loans and other financing, entering into leases, and managing cash flow
and financial stability are all required skills. The sum of these specific skills is a busi-
ness that is operated profitably.

MAKING THE DECISION

Is going into business for yourself the right decision for you? Perhaps, but only you can
answer that question.

Desire is not the same thing as will. Are you an entrepreneur? Do you understand
that to compete with the “big guys” in an industry headed toward increased firm size
and consolidation you will need to define your new firm’s niche clearly? Do you dream
of running your own architecture firm but can’t fathom the idea of not getting a pay-
check every two weeks? Be realistic about your willingness to put in the work and make
the sacrifices needed to start up an architecture practice.

A few common themes emerge among architects who have found the motivation to
start a new design firm: a belief in their own talent and a lack of recognition in their cur-
rent job, an employer’s change in philosophy or business activities, downsizing and lay-
offs at the most recent place of employment, the wish to work closely with specific
other architects, and a long-term plan to have a firm of their own. Whatever the driv-
ing force behind the desire to head a firm, architects considering a start-up business
should ask themselves a few important questions:

What Basic Skills Are Required?

Successful architecture firms have much in common. First, they are owned and oper-
ated by entrepreneurs who might be talented designers, but most assuredly are savvy
businesspeople. Sometimes the business acumen is obtained along the way, but in vir-
tually all cases, owners of successful new design firms understand that architecture is a
business that must be managed.

"To run a firm, you—or a partner—will need to have or acquire basic business skills.
"To obtain work, you need to market your services, negotiate contracts, and reach agree-
ments. Someone needs to build relationships with clients and maintain their trust. To
grow, you must hire staff and consultants and then work diligently to build and keep
their loyalty. You also need to have the skills to work effectively with contractors and
consultants. In addition, finding loans and other financing, entering into leases, and
managing cash flow and financial stability all require specific skills, the sum of which is
a business that is profitable.

Are You Willing to Work Hard and Long Hours?

A profitable business is not a sure thing. Success requires hard work and long hours.
Architects generally have a hand up here—even as students, their time commitments
were substantial. When you own the business, however, you will spend a lot of time and

Most architects will agree that
“God is in the details” when it
comes to design, but don't
always keep that in mind when it
comes to financial matters.

When the start-up approach is
aggressive, the start-up capital
required can be quite large. Ade-
quate cash flow, which can be
difficult to achieve in a thriving
business, can be completely
unpredictable for a new firm.
While start-up capital and loans
are often necessary in the first
year or two, it is preferable to
use personal savings or support
from a spouse rather than bor-
rowed funds to pay yourself in
the beginning.

Leaving a previous place of
employment and starting up on
your own is just one path to firm
ownership. Buying into a partner-
ship with cash up front or paying
over time through deductions
from compensation is another.
Purchasing an existing firm or
buying into the firm where you
work are also options, and many
firms have transition plans to
hand the reins from retiring prin-
cipals to a new generation of
architects.
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» See Firm Legal Structure (4.2)
for a detailed discussion of the
legal forms of business a design
firm can use.

it will be your money at stake or your loans that must be paid back, and your reputa-
tion that will be scrutinized. As well, as employees, architects are responsible for their
own jobs, but as employers, they are responsible for everyone else’s job, too.

How Will the Business Be Structured?

Once a start-up has been decided on, two further decisions must be made immediately:
Will the business be a sole proprietorship, a partnership, or some variation of a corpora-
tion? With whom will you go into practice if the business is a partnership or corporation?
Consult an attorney and an accountant when deciding the best way to structure a
new business, but first understand your options. There are basically four forms of organ-
ization a small business can take: sole proprietorship, partnership, corporation, or limited
liability company. Keep in mind that the legal form of existence you select for a fledgling
organization may outlive its usefulness as a firm grows and need to be changed.

Do You Like to Work Alone, or Do You Thrive in a More
Collegial Atmosphere?

Taking on a partner is a big decision, but it is a relationship many architects gladly
enter. If you decide to share the ownership of the firm you are starting, whether it is a
partnership, corporation, subchapter S, or limited liability company, work out the
specifics with all partmers in a legally binding contract. When you and your partners
begin with a clear view of who is in charge, how compensation will be paid, and how
the work will be divided, misunderstandings are less likely to occur. In addition, the
documentation can help resolve differences in the future.

PARTNER AND SHAREHOLDER AGREEMENTS
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Fresh beginnings are exciting. The potential for success
can seem like a certainty for an enthusiastic new firm start-
ing out. Principals with diverse backgrounds and talents
can join forces to create a greater whole, but partners are
distinct people who bring their own strengths and weak-
nesses fo a firm. As hard as this can be to envision as you
create a new firm, disagreements among partners can ruin
a business. Work out the contingencies before you hang
out a shingle. In five or ten years, one partner can forget
how important the talents of another were to starting a new
business, and focus instead on something less positive.

A contract between partners can seem unnecessary
when things are going smoothly, but will be a necessity
whenever rough spots arise. Avoid conflict before it
occurs with a partnership agreement that specifies the
following:

* Names of all partners, their legal relationships, and
their ownership percentage. Some things that help
decide who owns how much of a business include who
initiated it, who brings the strongest reputation or
expertise, who made financial contributions for start-
up, and who does what work.

Developing a Practice

How compensation and financial earnings are fo be
calculated and distributed among partners (or owners,
if a corporation).

Decision making and the pecking order. Determine
from the beginning who is in charge. When a partner
has a certain skill set or specialized knowledge,
responsibility for decisions in those areas can be
assigned accordingly.

Financial responsibilities. How will expenses be
divided and paid?2 Who has the right to financially
indebt the firm and its principalse

Credit for work. Architecture is a creative endeavor.
Decide whose name will appear first and any
circumstances that might change the order.

Dispute resolution. If a disagreement does arise,
everyone will know in advance whether it will be
resolved through arbitration, mediation, or a court
of law.

What happens when a partner is sick or dies.

How a partner can leave and sell his or her interest to
the remaining partners

The procedure for bringing in new partners or principals.



If the Start-Up Will Involve Others,
Who Will They Be?

Assembling a strong team is one of the most important
steps for a start-up design firm.

Whether composed of employees or partners, the team
does not need to be large, but it does need to be powerful.
If the person who starts the firm is a very talented designer,
it is unlikely a second high-profile designer will be helpful
in the beginning. Rather, an architect with business acu-
men and management skills could bring more value to a
new firm. Also, if the success of the firm hinges on the
design talents of the owner, it would be better for the
owner to keep designing and to hire someone else to pro-
duce construction documents.

When Is the Right Moment to Go Out
on Your Own?

Once an architect decides to start a new firm, the question
of timing arises. When is the best time to leave a current
situation and start out in a new enterprise? According to
people who have done it, there is never a good time to leave
ajob and start a new business. Unless the situation at a cur-
rent job is really difficult, most architects are likely to have
a sense of loyalty to the company they work for and
the people they work with. It is really hard to leave a place
where you are happy, even to pursue a dream you believe
will make you even happier.

PATHS TO FIRM OWNERSHIP

The steps fo firm ownership are varied, but some of the

most common routes among architects are these:

e Starting a firm of your own

e Taking over a family business

e Actively acquiring stock or percentage interest in an
existing firm

® Becoming a partner of the firm where you currently
work

® Moving from a position as “in-house” designer at a
company that frequently buys design services to a
consulting position

e Obtaining specialized training and expertise sought
after by other architects

® Freelancing for various architects until you find one to
buy info or build a strong enough reputation to start a
firm on your own

e Teaming up with a general contractor to establish a
design-build firm

e Teaming up with an engineer to start a multidiscipli-

nary firm

An architect who left a prominent firm to start his business explains, “I spent
years in gut-wrenching soul-searching, trying to engineer a perfect parting, waiting
for large jobs to wind down so there would be a smooth transition. But there never
was a perfect time, and it went on for years.” So one day he finally decided to just

leave.

And leave he did—with no work in hand. “It was scary right up to the minute I left,
but once I was on my own, all the fear evaporated,” he recalls. And almost by magic,
work started coming to him. He was well respected by the firm he left, and the princi-
pals there started sending work his way—projects that were too small for a big firm but

just right for a one-person business.

Rather than taking business away from a former employer, this architect used his
solid relationships with the firm to get referrals for work. His ethical approach helped
him bring in work he would not have had otherwise, and it also helped his former firm
keep its clients happy by attending to their needs without distracting staff members

from the demands of larger projects.

Not all architects starting new firms act so responsibly, however. Unless a designer
signs a non-compete clause in an employment contract with a former firm or attempts
to undermine an existing design services contract, there are usually no legal conse-
quences for an architect who takes clients from a former firm. Because the ethics of
this situation are questionable, it is better to maintain relationships with old clients and
pursue their next projects than to take an ongoing project away from a former employer.
The ATA code of ethics addresses this issue in detail, but in the end it is really the entre-
preneur who must decide between right and wrong. There is, of course, an exception
to this—if you are the only one who can do the work on the client’s project, you can
negotiate an arrangement with your old firm to continue the project when you start

your new firm.
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ETHICAL MATTERS

» Firm Identity and Expertise
(4.3) and its backgrounder,
Establishing a Niche Practice,
address ways to create a

Architects starting a new firm will need to show
examples of their work, most of which will have been
performed as an employee of another firm. According to
the AIA code of ethics, architects and architecture firms
should “recognize and give credit to others for the
professional work they have performed.” Thus, departing
employees should ask permission to take designs and
supporting materials from their old firms, and the old firm
should grant reasonable requests related to work
performed by the departing employee.

That said, architects who start their own firms sill
face some ethical dilemmas. For example, how much
credit do you take for a team project performed while an
employee of another firm2 Do you ask your clients to
follow you when you leave, or do you wait for their next
project to market your expertise and inform them of your
availability? Do you take a project for your own firm that
a partnering firm had asked you to pursue with them? Do
you hire employees from your old firm when you leave?
Do you accept payment from clients but not pay subcon-
tractors and consultants for their work on the project?

These are complicated questions, and they have
complicated answers. Ethics generally does not involve
issues of legality. Rather, ethics is about deciding what is
right and what is wrong, and that decision will probably
change with the circumstances. However, the advice
from people with experience is “take the high road.”

DESIGNING THE FIRM: PLANNING
A PRACTICE

When architects decide to open an office, they generally
have a mental image of what they want their firm to be—
its size, project types, clients, and perhaps its structure. "To
turn this image into a reality, they need to meld these com-
ponents into a single whole that functions well. That means
they need strategies for structuring the architecture prac-
tice; identifying markets; selecting types of projects; mar-
keting to gain those projects; obtaining clients; pricing
projects for profitability; executing projects on time; lead-
ing and managing the business; and finding, developing,
and retaining staff.

Defining Firm Identity

A firm’s identity can be anything you want—a focus on
unique aesthetics, providing service and added value, or
technological innovations are examples. Take stock of tar-
geted markets and be brutally honest as you evaluate their
growth potential for architecture services. Then plan
where the firm will concentrate—which building type,
which range of services. Don’t overextend the firm at this
point; it cannot be all things to all people. Clients today
are looking for experts who can serve not only as their
designers but also as their consultants. A firm that finds a
niche and specializes in a few areas or even a single one is
likely to be more profitable than a firm that can design any
building type and offer any type of architectural service.

Preparing a Business Plan

It is important to think through what you want your prac-
tice to be and the shape it will take, and then set goals to
use as benchmarks down the road. This is done best with a

business plan. The business plan should be a formal document if used to secure financ-
ing. If used just for your own planning purposes, it can be a few sheets of paper with
your plans clearly organized.

Writing a business plan is a challenging task because it requires a clear under-

distinctive identity.
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standing of the firm you want to create and how you propose to do it. Simple, clear
thoughts and descriptions are best. Don’t be vague or leave room for more questions
than you can answer. Those who will be funding your new architecture firm will
review the business plan, and they are looking for a clear outline of how you expect
to achieve your goals.

A business plan explains what you plan to do and how you plan to do it. It describes
your unique vision for your business. Included are your measurable goals, the approach
you expect to take to fulfill them and how they can be successfully verified, a descrip-
tion of your market and competition, and a description of problems likely to pop up
along the way and how you plan to solve them. The business plan also needs to include
the structure of your organization, listing key personnel and titles (even if one person
currently fills all positions).

Most business plans have three main sections. Start with the concept: Discuss
the building industry in your location, the demand for the firm’s services—and what
those services are—and how the firm will bring a unique set of skills to deliver them.
In the second section, analyze the firm’s client base and describe the market. Don’t



forget to discuss the competition and how the firm will be positioned. The third sec-
tion should describe the financial position of the firm, as well as your own. Include
income and cash flow projections and a balance sheet. Many financial tools are avail-
able to help with this task, but it could be useful to consult with an accountant. This
section is also where staffing, operations, and management plans should be discussed,
along with the need for physical resources such as equipment and office space.

The last component of your business plan is the amount of capital you will need to
finance your new enterprise and keep it running until it is profitable. Include an esti-
mate of how long you expect it will take for the firm to become profitable.

Identifying Staffing Needs

Eventually, most start-ups will need to hire staff to meet the goals of their business
plans. Finding the best people may be a challenge because your firm will be compet-
ing with larger design firms. Recruiting and hiring can be a full-time job. For a new
entrepreneur faced with a long list of start-up responsibilities, this task can be easy to
put off—but don’t procrastinate. It takes time to find staff with the talents you need and
personalities that mesh with yours. Tackle hiring right away, and then as people come
on board, they can help with the start-up tasks. One way to attract the people you want
is to offer an ownership position, even if the pay is low at first. However, this option may
not appeal to entrepreneurs worried about diluting their ownership.

There are a number of ways to advertise for staff besides placing want ads in news-
papers. Check with your local AIA chapter, local architecture schools, and friends from
your former firm and other firms. Make use of multiple job boards on the Internet,
including the Career Center at ATA.org and lists maintained by AIA components. Also,
remember to check into community Web sites like CraigsList.org, which are growing
exponentially. While on the subject of the Internet, if you do not yet have everything
you need to create a Web site for your new firm, at least reserve the business name. You
can do this through any one of myriad domain name providers for just a few dollars a
month. If you put your address and phone number on the page with a statement that
the site is under construction, prospective employees might call you.

If you are hesitant about hiring employees before the firm has work to justify their
positions, consider using consultants. You can use drafting services, a bill-paying ser-
vice to pay invoices in a timely fashion, and research services to help you find and spec-
ify products. You can also establish relationships with other small firms and plan on
future collaborations.

START-UP TASKS

Business and financial planning are a vital part of getting ready to open a new firm. In
addition, it is important to get the word out about the services the firm will be offer-
ing as soon as possible.

Acquire Start-Up Funding

"To begin a practice, you will need start-up capital. For most new design firms, especially
those with an aggressive start-up approach, the sum required can be quite large. Unless
a firm has a project—and, therefore, capital coming in—when it opens its doors, start-
up capital will be needed to pay for office space (unless a home office is used), phone
lines, computers, fax, e-mail, drafting supplies, furniture, and any other equipment
needed to begin to design and manage projects. The funds will also need to cover
the costs of stationery and business cards. Start-up capital pays your salary if you must
have an income to survive and can tide you over while you wait for accounts receivable
to be paid into the firm’s coffers. Finally, start-up capital can help pay for staff, rent, con-
sultants, and marketing expenses.

4.1 Starting an Architecture Firm
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After a business plan has been developed and refined,

many fasks must be attended to before a firm formally

Staffing/Consultants

O Engage professional staff.
opens its doors. The list below includes most of these, O Engage administrative/support staff.
although a firm may omit or modify some or add others, Q Line up design and technical consultants.

depending on its circumstances.

Insurance/Benefits

Legal/Regulatory Issues O Obtain workers’ compensation insurance.
O Engage legal counsel. O Obtain professional liability insurance.
O Register firm (as regular corporation, S-corporation, Q Obtain general liability insurance.
LLC, efc.). QO Obtain property/contents insurance.
Q Verify that required professional registrations are current. O Obtain key person insurance or officer/director
O Obtain required business licenses/permits. insurance.
O Obtain tax ID. O Obtain auto insurance.
O Set up employee health care insurance.
Financial O Set up employee life and disability insurance.
QO Obtain startup capital (from SBA, bank loans, equity O Set up employee savings plan (401(k), ESOP, efc.).

lines, credit cards, etc.).

Q Prepare loan proposal, if required.

Q Establish banking services/accounts. Q Set up office filing systems.
O Engage accountant or accounting services (if to be O Set up bookkeeping/accounting system.
external). O Set up tax withholding accounts (federal, state, local).
O Obtain and set up reference library/resource files.
Facilities Q Purchase supplies (for minimum of three months).
O Obtain office space (purchase, lease, lease to buy, Q Purchase software programs.
efc.). O Obtain business stationery, forms, business cards, etc.
O Arrange for utility service hookups (phones, heat, O Obtain printed contract documents (if software is not
power, etc.). used).
O Get keys/access devices for staff. Q Obtain Internet provider.
O Obtain office furniture and furnishings. O Set up LAN, Intranet, etc.
Q Obtain office signage. O Design and initiate Web page.
O Obtain or designate firm automobile. Q Prepare firm policy/procedures manual.
O Obtain and set up computers. O Select provider for repro services.
O Obtain and set up copiers, fax machines, scanners, efc. . . .
O Obtain miscellaneous equipment (camera, measuring el L e
devices, etc.). O Develop initial marketing plan (based on business
O Obtain or arrange for coffee machines, vending, efc. plan).
Q Arrange for staff parking. Q Prepare announcements of firm opening.

Administration/Support

Where does start-up capital come from? A number of practitioners receive bank
loans during the formative months of the firm and beyond. Designers also use their
own savings, borrow from relatives, or convince a new client to pay a hefty retainer.

Banks are in the business of lending money to make money. They like to invest in
what they consider to be a good risk. Few start-up or newly formed design firms are rec-
ognized as good risks, so you must be well prepared when you approach a bank. Get-
ting a loan is mostly a matter of selling yourself, since your firm does not have a track

Developing a Practice



record. The better prepared you are, the greater your
chances for success. It is your responsibility to explain your
firm, your track record, and your capabilities to the banker.
"To start the loan process, you must submit a loan proposal.

Bring Money with You

Typically, banks require that owners of a new firm invest 25
to 50 percent of the capital requirements of their new busi-
ness. Once a prospective borrower has established an ability
to make this investment, banks will consider the character
and managerial abilities of the individual and the firm’s
prospects for making a profit. Generally, a loan to a small
business without much of a track record will require a per-
sonal guarantee by the owner. Such guarantees can require
commitments of personal assets, such as a home, as collateral
and should not be entered into lightly. If the business does
not generate the necessary income or fails, the loan must be
repaid, and the lender can take over assets listed as collat-
eral. Generally, such loans are classified as lines of credit, in
which cash is drawn as needed and paid back as funds are
generated. The credit line stays open for some period of
time, often ten years, as long as the business owner has made
timely payments. Be forewarned that some lines of credit
require an outstanding balance to be reduced to zero at least
once each year, and most credit lines can be called in for
untimely payments. Depending on your credit ratings, lines
of credit are not always renewable.

A good loan proposal should include the standard
financial forms and statements. The proposal should also

COMPONENTS OF A LOAN PROPOSAL

When you approach a bank, be ready to sell them on

the viability of your new firm. A loan proposal should

include the following:

Amount, time, and use of money to be borrowed.
Identify the amount of money you want to borrow,
how long you want to pay it back, and how the
money will be used. Banks like to collect their money
on time, so be sure to mention how you plan to repay
the loan, and list anything you can use as collateral.
Description of your business. Explain what you do,
your own background and qualifications, and the
nature of prospective clients.

Current business plan. Your plan should describe your
market, your niche if you have one, your organiza-
tional structure, your marketing plans, your approach
to financial management, and your profit objectives.
Budgets and operation costs. This information should
be organized by project, by month, by year, or by a
longer term, as appropriate.

Ad(ditional financial information. This may include an
income or profit and loss statement, a balance sheet,
and personal finances.

include a true picture of where you and your start-up are financially, along with a well-
thought-out business plan that addresses how the firm will use the loan to prosper
and grow and to protect the lender’s investment. No matter how good your proposal
is, do not be tempted to overburden the new firm with too much debt. Supporting
debt can interfere with your ability to hire people, acquire needed equipment, and
grow.

When you go to the bank, bring along a preliminary business plan, your current
resume, and a projection of your operating budget. Banks want to know where your
income will come from, what your expenses will be, and how you plan to handle the
firm’s cash flow.

Normal operating expenses will drain cash flow. Some new firms take the plunge
and rent an office, buy equipment, and otherwise invest at a fairly heavy rate from the
very beginning. Unless you have signed contracts for a significant amount of work, a
more cautious approach would be to go slowly. To save money, consider setting up a
temporary office in your house, leasing a copier for a short period, and buying used
equipment until you have a better idea of your actual operating needs. This approach
is probably the least risky, yet it is only one option. At this stage, it is a good idea to list
the assets you will need and the expenses you expect to incur, along with specific dol-
lar amounts. Then make choices that will immediately help shape the firm identity you
have chosen.

Obtain Expert Advice

The services of a lawyer with expertise in starting—and running—a small business are
well worth the expense. A good lawyer can help with everything from deciding on a
legal business form to filing paperwork with local, state, and federal authorities to

4.1 Starting an Architecture Firm
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Understand that profit is a business expense. Working
at break-even leaves nothing for unexpected
expenses—and there will be some.

Do not take loss leaders lightly. Consider the overall
benefits to the firm and the likelihood of actually
receiving these benefits.

Ask for retainers. Many clients expect to pay them,
but only if you ask.

Bill on an hourly basis for any portion of the work for
which you cannot set extent or duration.

Bill early and often—at least monthly. Writing small

protecting your interests in the event of a disagreement
with a client (or helping to avoid disagreements with care-
fully crafted contracts).

In addition to finding and working with an attorney
who is well versed in corporate law, think ahead and find
one who specializes in construction-related matters,
including liability issues. Not all lawyers are well versed in
both, so develop a relationship with a law firm that is large
enough to work in both areas, or consider retaining two
lawyers.

In addition to legal expertise, your new firm will need
accounting services. Hiring a talented accountant in the
formative years of a business will help the owners set finan-
cial strategies, optimize their current and future incomes,
plan for their retirement, and set the stage for transition-
ing the business to others at a profit.

checks routinely is a lot easier than paying large

sums less often. Many clients do not mind paying
every two weeks if your cash flow requirements are
explained to them in advance.

Never stop marketing, no matter how busy you are
right now. When a project is finished, do not
overwork it because you have nothing else to do;

go out and get another project.

Developing a Practice

Arrange for Office Space

Choosing where to locate a new firm is sometimes diffi-
cult. While an office at home could work for a while or for
a sole practitioner who plans to remain a firm of one,
clients might look askance at this arrangement. Rented or
purchased office space implies levels of stability and cred-
ibility, whether or not they exist; however, the monthly
payments can be quite hefty for a new small business.
Many new architecture firms open in space “on the
fringe,” outside more expensive downtown locations in
major cities but near enough to prospective clients to be
able to meet with them regularly and service their projects. New firms rarely stay in
these first offices for more than a few years. By the time the three-year “make it or
break it” milestone has passed, there is usually enough room in the budget for a move
to better offices.

Deciding how much office space to acquire at start-up can be difficult. Typically,
you must sign a lease for a certain period. If you plan on expanding the staff rapidly,
you will need a place for them to work. But if your staffing needs are uncertain,
why be saddled with a lot of space you cannot use? One alternative is to share space
with another company or to sublet from another occupant for a short time. Alter-
natively, some new firms bank on their growth plans, and they opt for larger offices
that they temporarily sublet to others.

New entrepreneurs may consider purchasing an office facility, although few can
afford to both start a new business and purchase real estate at the same time. While both
renting and purchasing are deductible business expenses, rent is payment for space you
do not own, while a mortgage payment eventually increases your equity and thus your
wealth. However, the high rate of failures among start-ups across all industries sug-
gests that rented space is preferable initially. Once the new firm has become success-
ful, you can contemplate purchasing an office facility.

Most commercial space for rent will be leased through a real estate broker. Like
accountants and attorneys, a broker can be an asset for your business, helping you find
the type of space you desire at a rent you can afford. A good broker will also help you
negotiate a few months rent-free while you renovate or build out the space to your own
specifications. Try to negotiate for a lease that includes utilities (other than phones or
Internet service) to minimize the number of variable expenses the firm will face dur-
ing the first few years.



Determine Furniture and Equipment Needs

Along with whether to rent or buy office space, decisions must be made about furni-
ture and other capital assets. At a minimum, workers need desks, computers, chairs,
lamps, and window coverings. Even in offices with open floor plans, itis a good idea to
divide workspaces, perhaps using modular systems. Start-up capital should also cover
reception and conference areas with seating. A telephone system, computers, and plot-
ters can cost thousands of dollars.

"To keep initial costs down, some assets and equipment can be purchased used rather
than new. Look around for firms selling equipment when they upgrade or go out of
business or arrange to share equipment with another firm through wireless technology.
You can develop relationships with vendors for services such as reprographics and econ-
omize on a plotter. Design a nice space for your business without getting caught up in
purchasing high-end products until yours is a high-end firm.

Apply for Tax ID Numbers and Business Licenses

"To get a loan, open a bank account, rent an office, hire an employee, or engage in busi-
ness in most localities, you must have a federal tax identification number and often a
business license in addition to your architecture license.

Federal tax ID numbers (FEINSs) are easy to acquire. Contact the Internal Revenue
Service’s Business Division at 1-800-829-4933 and fill out the required form with the
assistance of an IRS representative. Or apply online at www.IRS.gov. In both cases, you
will be given a temporary ID number immediately, which is usually converted to a per-
manent number. You will need to have a FEIN if you have any employees (including
yourself) so that you can acquire an employer identification number (EIN) and file pay-
roll taxes. Either an accountant or an attorney can help with this process, but it is sim-
ple enough to do alone. Most states where your firm does business will also require a
state tax ID number.

In addition to filing for tax identification numbers, you will want to register the
name of your company in the state where it is located. This helps ensure that no one
else uses the same name for a similar business. Most states provide information through
a state corporation commission, which also registers the companies.

One other government registration is typically required—a local business license.
"The main purpose for this is to raise revenues for the community where your firm con-
ducts business. Businesses are taxed on their revenues or their expected revenues. Some
communities also levy a tax on businesses that occupy space, whether or not they own
the space.

Determine Employee Benefits

If you have employees, a benefits package will be required to keep them on staff for any
length of time. In addition to holiday and vacation leave policies, a new firm will need
to provide some form of health insurance, even on a cost-shared basis. While most
health insurance providers will insure individuals directly, they insist that small busi-
nesses work through an insurance broker. Check your local chamber of commerce for
a list of brokers in your area.

As a business owner, you will probably want to retire at some point, and that means
you need a retirement plan. The options are numerous and include SEPs (Simplified
Employee Pensions), IRAs (Individual Retirement Accounts), 401(k)s, and defined ben-
efit plans. But if you have employees, there are rules governing how much you must
provide for their retirements under certain circumstances if you also provide for your
own. Again, an insurance broker or other financial adviser can help you select the best
retirement plans for your firm.
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» For further information on busi-

ness financial matters, see Finan-

cial Planning (5.1) and Financial

Management Systems (5.2).

» Marketing Strategy and

Planning (4.5) provides guidance
on developing and implementing
marketing plans.
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Select Financial Systems

Numerous off-the-shelf programs available for small businesses would be suitable for
a fledgling architecture firm. Even if an outside accountant is hired to keep your books
in order, some familiarity with an industry-specific accounting software program is
needed because information must be entered into the program before it is given to the
accountant. Many start-up entrepreneurs find that the first employee they really need
is one who can provide administrative support such as bookkeeping.

Develop a Marketing Strategy

Developing an effective marketing strategy is one of the most important activities for
a new firm. One way to start marketing is to send a simple letter to prospective clients,
previous clients, consultants you have worked with in the past, local business groups,
friends, relatives, and just about anyone who might provide a lead. This letter lets peo-
ple know you are starting a firm and helps establish your identity.

Develop lists of potential clients by checking business directories and company
annual reports at your local library. Contact information for associations is arranged by
subject, and if you plan to specialize in specific areas, check the reference books for
organizations with members who build facilities that match your firm’s expertise. Go
through publications your potential clients are likely to read, and look for leads. Talk
with representatives of specific government agencies and ask about building programs
coming up in the near future.

Like image, marketing “happens” with everyday activities as well as those geared
toward particular clients. Give a speech, offer a service to a community group, write an
article, serve on community organizations, or offer story ideas to the press. The point
is to get the name of your firm recognized and to build its image.

Start drafting a marketing strategy after you have pinned down a few points about
the firm, including where you want it to go, what are its likely strengths and weak-
nesses, and what types of projects it will take on. A good marketing plan is clear, to the
point, and measurable. The plan can target the steps you want to take to reach a par-
ticular market, including the number of calls you will make each day, the meetings you
will hold, and the proposals you will submit.

Marketing goals should rely on marketing data—which you can either develop, find
in local publications, garner from business publications, or pay a consultant to provide.
Avoid committing to a tough marketing challenge unless you have data that prove a
need for your services in that market. Statistics show the typical design firm commonly
wins only one out of every ten jobs it goes after, so be sure to include the funds and time
to go after these jobs in your business planning.

Get the Word Out

Publicity is important to a new firm. Let the world know you’ve launched your busi-
ness. Send out announcements. Hold an open house. Contact potential clients and
invite them to your office for a lunch meeting to introduce your firm and its creden-
tials. Contact your competitors and turn them into collaborators. All of your market-
ing efforts should be based on your business plan.

New companies are not likely to be readily recognized, so image alone will not be
enough to bring in work. However, when combined with the firm’s marketing efforts,
the reputation of the principal or other employees and their ability to develop and
maintain relationships should help the firm achieve success.

The image you create for your firm should be closely aligned with the vision you
have for it. Without consistency between image and vision, it will be difficult to lead
your organization to success. The name of the firm, the letterhead and business cards,
and the office and location should all reflect your vision. Create an image that is real-
istic and attainable in the short term, and as the firm grows, its image will grow also.



OPEN FOR BUSINESS

Armed with knowledge about the details of running a busi-
ness, the new entrepreneur will be ready to focus on archi-
tecture. Once start-up capital and business licenses have
been obtained, staffing issues addressed, location decisions
initialized, and partnership arrangements made, it is time
to pursue the dream of creating your kind of architecture
in your own space. It is time to start!

For More Information

Avchitect’s Essentials of Starting, Assessing, and Transitioning a
Design Firm (Wiley, 2008) by Peter Piven and Bradford
Perkins provides specific advice for architects about to
launch a start-up design firm. The Small Business Start-Up
Guide (Information International, 2000) by Robert Sulli-
van offers practical advice and how-to information for
starting businesses of all types.

The Small Business Administration (SBA) provides
publications and sometimes offers financial assistance
through loans and grants to new firms. The SBA also con-
ducts the SCORE program, which sets up mentoring
meetings for new entrepreneurs with experienced business-
people. Local colleges offer libraries as well as business
departments with many resources for new small businesses,
and some include incubator space for students and alumni
who start up new endeavors. Software programs for devel-
oping business plans can be found on the Internet.

The AIA has business, industry, and technical advice
for small firms, and offers training and education through
meetings, publications, and other media. (www.aia.org)

4.2 Firm Legal Structure

WHY DO SOME FIRMS FAIL?

For every new architecture business that succeeds, three

others close their doors. They have failed to achieve

what they set out to do. Some common threads observed

among start-up firms that fail include the following:

Not paying enough attention fo managing growth,
finances, and attitudes at a level that can be
sustained during a downturn in the building cycle.
This is particularly a problem for young firms that
are too successful too early.

Failing to keep abreast of the trends and demands for
specific services, thus failing to develop expertise to
respond fo changing markets.

Losing key staff due to personality clashes, lack of
professional respect, or inadequate training and
development.

Not holding back the reins on spending. A new firm
must reinvest in itself on a continual basis, which
might mean low salaries, heavy workloads, and less-
than-glamorous offices.

Focusing only on the task at hand, without a plan or
strategy for the longer term. This is often the result of

inexperienced management.

Philip R. Croessmann, AlA, Esq., and David F. Kinzer Ill, CPA

Regardless of their size and structure, architecture and engineering firms are

organized and behave according to certain basic principles established in state

and federal law.

ration, or limited liability company. Although there are important legal, finan-

Q n architecture firm may be established as a proprietorship, partnership, corpo-

cial, tax, and operational factors to consider when selecting a form of practice,

certain legal requirements apply to all forms.

Philip R. Croessmann, an architect and aftorney, is a member in the law firm of Westberg
Croessmann, P.C., based in Arlington, Virginia. He has extensive experience in construction
litigation and contract law and has authored many articles on these and related subjects.
David F. Kinzer Il is a licensed CPA in Virginia performing accounting, tax, and consulting
services in the Washington, D.C., metropolitan area. His work focuses primarily on the
design, architecture, and construction industries.
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» Risk Management Strategies

(5.4) assesses professional
liability insurance as part of a
firm’s risk management strategy.

» Insurance Coverage (5.5) pro-

vides details about professional
liability coverage for design
errors and omissions.
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SOLE PROPRIETORSHIPS

From a legal, compliance, and taxation standpoint, a sole proprietorship is the simplest
form of practice. By definition, a sole proprietor is an individual conducting business in
an unincorporated format. The sole proprietor makes no legal arrangements with other
individuals, is not required to file state documents and federal tax forms to conduct the
practice, and has full, personal control of the firm. Although a sole proprietorship may
have employees, the individual and the unincorporated firm are legally one and the
same.

Some of the simplicity inherent in this form of practice can be jeopardized if the
proprietor fails to take special efforts to isolate the activities of the architecture prac-
tice from personal and unrelated business endeavors. In particular, keeping business
and personal finances separate is part of an important management discipline that can
contribute to the financial success of a practice. A sole proprietorship does not file a sep-
arate federal tax return; rather, relevant information is allocated and included with the
proprietor’s personal tax return. Preparation of this information for the IRS can be
made much easier by keeping personal and business financial matters separate, although
there is no legal requirement to do so. For example, the IRS regards business expenses
differently—and more favorably—than personal expenses, permitting deductions for
certain business expenses. Separate bookkeeping simplifies proper reporting of these
expenses.

"Two other factors should be considered when determining whether to establish a
sole proprietorship: legal liability and the effect of death or retirement on the firm.

Liability. A sole proprietor’s liability for professional errors and omissions and for
business debts is unlimited. Both a professional liability claimant and a vendor of busi-
ness services or products can reach all of the assets of the proprietor—except those that
may be protected pursuant to state bankruptey statutes. A professional liability insur-
ance policy will protect the proprietor, to a certain extent, from losses associated with
professional liability claims. Nonetheless, the proprietor remains fully liable for all
adjudicated business claims.

Death or retirement. The death or retirement of the proprietor terminates the
proprietorship. Unless a provision has been made for a successor to purchase the prac-
tice or assume the proprietor’s projects, the only way to wrap up a sole proprietorship
is through an appropriate estate and liquidation plan. Because there are advantages to
placing certain assets in trust, such as avoiding probate, a proprietor could consider the
use of a trust instrument in conjunction with an estate plan. To determine the best
options, a proprietor should seek estate-planning counsel.

PARTNERSHIPS

A partnership is an unincorporated association of two or more persons or entities for the
purpose of operating a business with the intention of making a profit. The partnership,
however, is not a separate legal entity distinct from the partners, and general partner-
ships are not required to file state organizational documents or federal tax identifica-
tion forms.

The Partnership Agreement

Partnerships are more complex than proprietorships. A partnership agreement should
be in writing and should address issues such as the following:

¢ Financial (capital) contributions of the partners
* Responsibility and authority of the partners

* Fiduciary duties of the partners

* Liabilities of the partners

® Operation and management of the partnership



* Distributions of profit and loss
¢ Transferability of interests

* Admission of new partners

* Resolution of disputes

* Dissolution of the partnership

Nearly all states have enacted some variation of a model statute called the Uniform
Partnership Act. The act establishes certain legal requirements to govern relationships
between the partners (unless the partners themselves have made other specific arrange-
ments) and between the partnership and other parties.

Establishing a partnership with a specific written agreement is preferable, for sev-
eral reasons, to relying on state statutes to supply the terms of agreement between part-
ners. For example, partnership statutes presume that all partners share income and
losses equally, and do not commonly recognize a partnership’s intention to treat certain
parties differently with respect to income, losses, or both. Also, the laws do not take into
account that certain assets or efforts contributed by the partners should be treated dif-
ferently if the partnership succeeds or fails. Furthermore, most state statutes do not
recognize a partner’s contribution of effort in excess of other partners’ efforts as the
equivalent of making a cash contribution. Thus, if a partnership fails, the state law will
allocate the losses according to capital contributions and will ignore the contribution
of services.

Partner Liability

Each partner has potential liability for all of the business and professional liability debts
of the partnership jointly and severally. Therefore, in the event that a business vendor
or a professional liability claimant enforces a judgment against the partnership, each
partner’s personal assets may be reached to satisty the full amount of the claim.

What liabilities does an incoming partner assume or an outgoing partner retain? In
most states, incoming partners become responsible only for partnership debts incurred
after they became partners, except that the new partner’s capital is subject to claims by
prior claimants or debtors. Departing partners remain liable for all partnership debts
incurred by the partership while they were partners. This is because, technically, when
a partner retires or terminates the relationship with a partnership, the partmership is dis-
solved and a new partnership composed of the remaining partners automatically comes
into being. However, a partnership agreement can be drafted to overcome this result.

Another matter to consider before joining a partnership is whether the rules con-
cerning death and disability are addressed to the incoming partner’s satisfaction. Often
a retiring or deceased partner may be entitled to compensation far beyond what the
partnership can or should pay for the partner’s contribution. Joining such an arrange-
ment leaves a new partner at risk should the existing partners die or retire.

Requirements for Professional Registration

Many states require that all partners be registered architects in the state where the firm
is located. Some states specify that a certain percentage of the partners must be regis-
tered architects if the firm is to be classified as an architecture partnership. If a part-
nership consists of practitioners of multiple disciplines, the registered partners must
be identified with their respective disciplines—for example, “architects and engineers.”

Income Taxes

A partnership files a separate federal tax return (called an information return), but it
does not pay federal income tax on profits. A schedule showing each partner’ share of
the profits or losses and other reportable tax information is filed with the partnership’s
tax return and is given to each partner. Partners must transfer the information to their
individual income tax returns and pay taxes on their share of the partership’s profits,

Architects considering becoming

a partner in a firm should care-

fully weigh the amount of liabil
they will take on, particularly

ity

whether their capital contribution

might soon be lost fo existing
creditors and claimants.

Architects engaged in general
contracting—as developers,
design-builders, or construction

managers—may find it necessary

to obtain a contractor’s license
states where they intend to
engage in construction.
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Federal, state, and local income
tax laws and regulations can be
complex. They change frequently
and are reinterpreted constantly,
making it advisable to have a
firm’s accountant keep the
owners apprised of changes that
affect the practice. The table on
pages 93-94 in this topic
provides a summary of some
provisions.

> Agreements with Owners
(11.1) notes legal issues that
partnerships and corporations
should be mindful of when enter-
ing into project agreements (or
any business agreement).
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whether or not those profits are distributed. Requirements related to partnership taxes
and tax returns vary by state and locality.

CORPORATIONS

Corporations are separate legal entities that can conduct necessary business
operations—including bringing suit and being sued—in their corporate name. Because
corporations have “lives” of their own, they are perhaps the most complicated to estab-
lish and maintain. Articles of incorporation must be filed with the state to notify the
public of the corporation’s existence and some of its key characteristics. A federal tax
number must also be obtained to identify the entity as a legal taxpayer. There are legal
requirements for boards of directors, shareholder meetings, and a variety of other
organizational issues. A corporation can be much more stable (in a legal sense) than a
sole proprietorship or a partnership because its existence transcends the individuals
who own and manage it.

Many states have separate statutes for general business and professional corpora-
tions. General business corporations may be formed for any legal purpose and are sub-
ject to the requirements of the state’s general corporation laws. Every state allows the
establishment of general business corporations, although some do not allow stock-
holders or employees to practice architecture through the general corporation.

Professional corporations, on the other hand, are established specifically to pro-
vide professional services and are subject to restrictions enumerated in the professional
corporation statute. Professional corporations normally must be owned or at least con-
trolled by professionals licensed to practice in the state. Moreover, the corporate entity
usually does not protect individual stockholders or employees from professional liabil-
ity. Professional corporations may be required to pay income taxes as general business
corporations or may be subject to special tax considerations.

Practicing architecture in a corporate form is not permitted in a few states. Some
states require architects who want to incorporate to do so as a professional corporation
authorized and certified by the secretary of state. Most states permit practice through
either a professional corporation or a general business corporation, but some states
permit architects to choose either type of entity. The number of principals in the cor-
poration who must be registered architects varies according to the state in which the
corporation conducts its practice.

A corporation seeking to practice in a state other than the one in which it is incor-
porated must register as a foreign corporation in the other state to avoid jeopardizing
certain legal rights, including the right to enforce legal claims for fees.

Ownership and Control

A position as shareholder does not necessarily mean an individual’s compensation will
be proportional to his or her ownership. Compensation in a corporation is based on an
oral or written agreement between the corporation and an individual and may or may
not be set in relation to the number of shares owned. Such legal differences also apply
to management and control of the corporation. It is possible, although uncommon, for
ownership of a corporation and its control and management to be in different hands.
This is uncommon because most shareholders elect the board of directors, which then
appoints the officers. Under most circumstances, the individual or group who owns
the majority of shares is able to elect directors who will appoint the individual or group
or its designees as officers.

Employees offered shares of a corporation should consider the answers to these
questions:

¢ Is the cost of the shares justified by an increase in compensation?
* Will the value of shares increase over time?
¢ Will the employee’s control over management of the firm increase?



If owning shares does not increase the compensation to which an architect is entitled,
there may be no value in purchasing them. This is particularly true if the number of
shares to be purchased is small compared with the holdings of others, in which case the
new shareholder may have little or no say about the election of directors and appointment
of officers. Further, if there is no market for the shares or no buy/sell agreement that will
allow the shareholder to sell the stock, the shares may have only minor investment value.
Liabilities
In a corporation, unlike in a proprietorship or a partnership, the personal assets of
shareholders cannot be reached to satisfy the corporation’s bona fide business debts. If
the corporation purchases services or goods in its own name and fails to pay for them,
the vendor can look only to the assets of the corporation for payment, not to the assets
of individual shareholders.

Professional liability is a different matter. In many states, an architect remains per-
sonally liable for his or her professional errors or omissions, even if they were com-
mitted while the architect was employed by a corporation. Some states hold the owners
of the corporation jointly and severally liable for professional errors and omissions in
the same way they would be if they were partners. In other states, practicing architec-
ture as a corporation shields architects from personal liability for errors and omissions.

Because the laws governing the liability of architects practicing in a corporation vary
significantly from state to state, professional liability insurance is an important way to
manage these risks. Those considering the purchase of shares of a corporation will want
to look into how the firm handles professional liability risks. Is the corporation ade-
quately insured against professional errors and omissions? What do the relevant state
statutes say about the liability of the new shareholder for such errors and omissions?

Changes in Ownership

As in partnerships, a shareholder who retires or dies may have rights to compensation
granted through his or her employment agreement. To determine whether a corpora-
tion will be viable into the future, those deciding whether to buy shares should first
understand the potential liability the corporation will have to departing shareholders.
Similarly, provisions for incoming shareholders’ ultimate retirement or termination
should be drafted in a way that fairly compensates the existing shareholders for the
efforts they have made during their tenure.

Ownership transition in a corporation is, in many respects, easier than in a part-
nership. Shares of more than one type and variety may be bought and sold under a
large number of circumstances to facilitate an orderly ownership transition and to pro-
vide severance pay to retiring shareholders.

The usual method for compensating departing shareholders is commonly known
as a buy/sell agreement. These agreements require departing shareholders to sell their
shares back to the corporation or its shareholders to keep the shares in the “family” of
shareholders. This arrangement may be mandated by a state registration statute that
requires all shareholders to be licensed architects. An effective buy/sell agreement
establishes a purchase price and method of sale for the departing shareholder’s shares
and may also determine the price to be paid by incoming shareholders. Because such
devices affect the long-term viability of a corporation, a prospective shareholder (or
his or her counsel) should carefully review the buy/sell agreement to determine the
corporation’s prospects for viability after the other shareholders depart.

Income Taxes

Unless an “S election” is made under federal tax law, a corporation is a separate taxable
entity. Individual shareholders who are employees of the corporation are taxed on their
salaries. The corporation itself reports as gross income the professional fees received
and deducts salaries and other business expenses. Any amount remaining is taxable at

Architects who plan to establish a

corporate form of practice should

seek legal counsel and account-

ing advice to ensure they unde
stand the tax ramifications and
conditions of practice in the
states where they plan to
practice.
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the corporate tax rate. The corporation has several options for using the remainder in
a way that will make its distribution tax deductible. For example, the earnings may be
used to pay bonuses, make contributions to a qualified profit-sharing or pension plan,
or, under recent federal tax provisions, be distributed to shareholders as dividends.
Under certain circumstances, if earnings are not distributed to shareholders, an accu-
mulated earnings tax may be imposed on the corporation.

COMPARATIVE LEGAL ATTRIBUTES OF LEGAL ST
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Legal Attribute

Sole
Proprietorship

Partnership

S Corporation

Regular
Corporation

Limited Liability
Company

Liability

Individually liable
for all liabilities of
business

General partners
individually liable
for partnership’s
liabilities; limited
partner liable only
up to amount of
his/her capital
contribution

Same as regular
corporation

Shareholder’s lia-
bility in most cases
is limited to capital
contribution

Shareholder’s lia-
bility in most cases
is limited to capital
contribution

Quadlified Single individual No limitations; Only individuals, No limitation No limitation
owners owner however, need at estates, and cer- except for profes-
least two partners tain trusts may be sional LLCs, for
(including general shareholders which members
partner) (limited to 75 must conform
shareholders) to the applicable
licensing
requirement
Type of ownership Individual More than one Only one class of More than one One class
interests ownership class of partner stock permitted class of stock of member
permitted permitted
Transfer of Assets of business New partnership Shares can only Ready fransfer of A new limited
ownership transferable rather may be created; be transferred to ownership through liability company

than business itself

consent of other
partners normally
required if partner-
ship interest is fo
be transferred

individuals, certain
types of trusts, or
estates; no consent
to Subchapter S
election is needed;
restrictions may be
imposed by share-
holder agreement

the use of stock
certificates; restric-
tions may be
imposed by share-
holder’s agreement

may be created;
consent of other
members normally
required if partner-
ship interest is to
be transferred

Raising capital

Capital raised
only by loan or
increased contribu-
tion by the
proprietor

Loans or contribu-
tions from partners

Loans or contribu-
tions from share-

holders; “straight
debt” avoids sec-
ond class of stock

Met by sale of
stocks or bonds or
other corporate

debt

Loans or contribu-
tions from mem-
bers

Business action
and management

Sole proprietor
makes decisions
and can act imme-
diately; proprietor
responsible and
receives all profits
or losses

Action usually
depends on unani-
mous agreement of
partners or, at
least, general
partners. Limited
partner actively
participating in
management may
lose limited liability

Same as regular
corporation except
unanimous consent
is required to elect
S status; more than
50% of sharehold-
ers needed fo
revoke Subchapter
S status

Unity of action
based on authority

of board of

directors

Managed by pro-
fessional managers
or the members

Flexibility

No restrictions
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Partnership is
contractual agree-
ment, within which
members can
conduct business
subject to the part-
nership agreement
and applicable
state laws

Same as regular
corporation

Corporation is a
legal entity cre-
ated by the state,
functioning within
powers granted
explicitly or implic-
itly and subject to
judicial construc-
tion and decision

Great flexibility is
given in manage-
ment and
ownership



COMPARATIVE TAX ATTRIBUTES OF LEGAL ST

TURES

Sole Regular Limited Liability
Tax Attribute Proprietorship Partnership S Corporation Corporation Company
Taxable year Usually calendar year ~ Generally a calen- Generally a calen- Any type of year Generally a
dar year is dar year is available; how- calendar year is
required, unless required, unless ever, personal required, unless
8444 or a busi- §444 or a busi- service corporation §444 or a busi-
ness purpose fest ness purpose test has restrictions ness purpose test
is met is met is met
Ordinary Drawings from the Generally not tax- Payment of Payments of Generally, not tax-
distributions to business are not tax- able, but distribu- salaries deductible salaries are able, but distribu-
owners able; net profits are tion in excess of by corporation deductible by cor- tion in excess of

taxable and propri-
efor is subject fo tax
on self-employment
income

basis is taxable as
capital gain

and taxable to
recipient; distribu-
tions generally not
taxable; however,
certain distribu-
tions can be tax-
able as dividends;
distributions in
excess of basis =
capital gains

poration and tax-
able fo recipient;
payments of divi-
dends are not
deductible by cor-
poration and gen-
erally are taxable
to recipient share-
holders

basis is taxable as
capital gain

Limitation on
losses deductible

Subject to atrisk,
hobby loss, and pas-

Subject to basis
limitation; part-

Subject to share-
holder’s basis,

No losses allowed
to individual

Deductible by own-
ers subject to basis

by owners sive activity loss rules.  ner’s investment, including loans to except upon sale limitation; partner’s
plus his or her the corporation; at- of stock or liquida- investment, plus his
share of partner- risk and passive tion of corporation. or her share of
ship liabilities; at- activity loss rules Corporate carry- partnership
risk and passive may apply back and carry- liabilities; at-risk
activity loss rules over rules may and passive
may apply apply. Closely held activity loss rules
corporations lim- may apply
ited by at-risk and
modified passive
activity rules
Dividends Fully taxable Conduit—fully Same as partner- 100% dividend- Conduit—fully
received taxable ship received deduction taxable
Former election No No Yes No Yes
required to obtain
tax status
Capital gain Taxed at individual Conduit—taxed at Conduit—taxed at Taxed at corporate Conduit—taxed at
level individual level shareholder level; level individual level
possible corporate
builtin gains tax
Capital losses Carried forward Conduit—carried Same as Carry back three Conduit carried

indefinitely; limited o
$3,000 per year

forward indefi-
nitely at partner
level; limited to
$3,000 per year

partnership

years and carry-
over five years as
shortterm capital
loss offsetting only
capital gains

forward indefi-
nitely at partner
level; limited to

$3,000 per year

Section 1231
gains and losses

Taxed at individual
level—combined with
other §1231 gains or
losses of individual;
net gains are capital
gains for individual;
net losses are ordinary
losses for individual

Conduit

Conduit; possible
corporate builtin
gains tax

Taxable or
deductible at the
corporate level

Conduit

Basis for allocating
income to owners

All income is reported
on owner’s refurn

Profit and loss
agreement may
have “special
allowances” of
income and
deductions if they
have substantial
economic effect

Pro rata portion of
income based on
per share, per day
allocation

No income allo-
cated to share-
holders

Profit and loss agree-
ment may have
“special allowances”
of income and
deductions if they
have substantial
economic effect

(continued)
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COMPARATIVE TAX ATTRIBUTES OF LEGAL STRUCTURES (continued)

Tax Atiribute

Sole
Proprietorship

Partnership

S Corporation

Regular
Corporation

Limited Liability
Company

Basis for allocating
a net operating

All losses flow through
to owner’s return

Profit and loss
agreement may

Pro rata portion of
income based on

No losses allo-
cated to stockhold-

Profit and loss
agreement may

loss have “special allo- per share, per day ers have “special
cation” of income allocation allowances” of
and deductions if income and deduc-
they have substan- tions if they have
tial economic substantial eco-
effect nomic effect

Group hospitaliza-  100% of self- Cost of partners’ Cost of benefits to Cost of share- Cost of partners’

tion and life insur-
ance premiums
and medical reim-
bursement plans

employed person’s
health insurance
premiums may be
deducted from
gross income

benefits generally
treated as compen-
sation, deductible
by the partnership
and includable in
the partner’s
income; 100% self-
employment health
insurance premi-
ums available as

a deduction

more than 2% of
shareholders
treated as com-
pensation,
deductible by the
corporation and
included in share-
holders’ income;
100% of self-
employed health
insurance premi-
ums available as a
deduction

holder-employee
coverage gener-
ally deductible as
a business
expense if plan is
“for the benefit of
employees”; nor-
mally excluded
from employee’s
income

benefits generally
treated as compen-
sation, deductible
by the company
and includable in
partners’ income;
100% self-
employment health
insurance premiums
available as a
deduction

Retirement

benefits

Limitations and restric-
tions basically same
as regular corpora-
tions

Limitations and
restrictions basi-
cally same as reg-
ular corporations

Limitations and
restrictions basi-
cally same as reg-
ular corporations

Limitations on ben-
efits from defined
benefit plans and
from defined con-
tribution plans;
special restrictions
for top-heavy
plans; 401 (k) limi-
tation began in
1992

Limitations and
restrictions basi-
cally same as regu-
lar corporations

Organization Not applicable Amortizable over Amortizable over Amortizable Amortizable
costs 60 months 60 months over 60 months over 60 months
Charitable Subject to limits for Conduit Conduit Limited to 10% of Conduit
contributions individuals; gifts for taxable income

use of private founda- before special

tions, 20% of AGlI; deductions

gifts to public charity,

cash, 50% of AGI;

appreciated property,

30% of AGI; other

limitations for specific

items contributed
Tax preferences Graduated from 26%  Conduit Conduit Taxed at corporate Conduit
(Alternative of the first $175,000 level; 20% on
Minimum Tax) of AMTI, 28% of any- preferences and

thing over that; adjustments in

applied to minimum excess of $40,000

taxable income, or regular tax lia-

including tax prefer- bility, whichever is

ences in excess of greater (does not

$20,000 ($40,000 apply to corp. with

for joint returns); < 7,500K gross

payable to extent revenue averaged

exceeds regular tax over 3 years)
Character of Taxed at individual Conduit Conduit Taxed at corporate Conduit
income and level; limitation on level
deductions investment interest

deductions
Self-employment tax Half of SE tax paid Same as Not applicable Not applicable Same as

deductible from gross
income
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Subchapter S Corporations

A corporation may elect to be treated as an S corporation for federal income tax pur-
poses if it meets certain technical requirements. The shareholders of an S corporation
are treated similarly to the partners of a partnership for tax purposes. That is, the share-
holders of an S corporation are taxed on their pro rata share of the corporation’s
income, regardless of whether it is distributed. The S corporation itself, however, is
subject to income tax only in special circumstances. Architects who establish an S cor-
poration can avoid or mitigate the double tax that may be imposed on portions of
corporate income, or they can take advantage of more favorable tax rates.

TAX CONSIDERATIONS

As suggested so far, the various forms of legal organization are subject to different fed-
eral and state income tax methods. Additional income tax considerations follow.

Tax Rates

Under current law, federal income tax rates imposed on individuals are usually lower
than the 35 percent corporate income tax rate imposed on architecture and other per-
sonal service corporations. As a result, many architecture corporations choose to file for
chapter S status.

Tax Year

Sole proprietorships, partnerships, and corporations are generally required to use a cal-
endar taxable year (i.e., January 1 through December 31) unless they can establish suf-
ficient business reasons to adopt a fiscal year. A corporation engaged in architecture or
other personal services, whether organized as a professional corporation or a regular
business corporation, should consult an accountant to confirm that it is entitled to use
a fiscal year for tax planning purposes.

Domestic Production Deduction

A deduction is provided for engineering and architecture firms that perform services in
the United States for U.S. construction projects. The deduction is the lowest of the fol-
lowing calculations:

* ¢ percent of the gross Domestic Production Activities Deduction (calculated by tak-
ing the domestic production gross receipts and subtracting the following from
them—the cost of goods sold allocable to those receipts, directly allocable deduc-
tions, and the ratable portion of other deductions)

® 6 percent of the firm’s taxable income before the Domestic Production Activities
Deduction is taken

* 50 percent of W-2 wages

The percentage for the first two calculations was increased from 3 percent in 2005
and 2006 to 6 percent for tax years 2007, 2008, and 2009 and 9 percent thereafter.
Architects should consult their tax advisers to discuss a firm’s eligibility for the Domes-
tic Production Activities Deduction and to determine its calculation.

Accounting Method

An architecture firm organized as a sole proprietorship, partnership, or S corpora-
tion is entitled to compute its taxable income under the cash method of accounting.
Under this method, fees are reported as income only when actually received and not
when billed. Similarly, expenses are deductible only when actually paid, not in the
year in which they accrue. An architecture firm organized as a corporation that has
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not made an S election may use the cash method only if its gross receipts do not
exceed certain amounts and if certain other requirements of the Internal Revenue
Code are met.

Pension and Profit-Sharing Plans

Regardless of their form of legal organization, architecture firms may establish pension
and profit-sharing plans. If these plans satisfy the requirements of the Internal Rev-
enue Code, contributions to the plans (up to certain limits) are deductible by the plan’s
sponsor. Corporations are entitled to a deduction for such contributions, as are the part-
ners or the proprietor in partnerships and sole proprietorships. Withdrawals made
before the individual participant reaches the age of fifty-nine years and six months may
be subject to a penalty.

Substantial differences no longer exist between qualified retirement plans that may
be established by corporations and those established by partnerships and proprietor-
ships. Corporations do, however, have some advantages over other forms of organiza-
tion with respect to certain fringe benefits, such as group term life insurance and
medical payment plans (which may be offered on a more favorable tax basis).

Other Taxes

Many states and some cities impose their own income taxes and professional services
or gross receipts taxes. Other federal taxes that may affect individual architects and
architecture firms include employer and employee Social Security taxes (and the com-
parable self-employment tax in the case of partnerships and sole proprietorships) and
the unemployment tax on compensation paid to employees.

LIMITED LIABILITY COMPANIES

Limited liability companies (LLCs) are complex hybrids of corporations and partner-
ships. They are separate entities under state law that can conduct business in their own
name, and they have many of the characteristics of a corporation. They are, however,
classified as partnerships for federal tax purposes. This distinction makes them suitable
as investment vehicles and as a business structure for individuals who wish to pass losses
through to their personal income while still limiting their liability.

The use of LLCs for architecture practice varies among states. States either permit
architecture firms to use general LLCs without any restrictions, prohibit the use of
general LLCs for the practice of architecture, or have statutes creating professional
LLCs.

Ownership and Control

Under the organizing statutes, the owners of an LLC are called members. LLCs do not
have to be managed by the members of the company. State statutes generally provide
that an LLC may be managed by professional managers, who are afforded limited lia-
bility for their acts on behalf of the company yet do not have to be members of it. On
the other hand, an LLC that is managed directly by its members or any group of mem-
bers can provide significant management and ownership flexibility, and can offer cre-
ative opportunities for attracting capital. A detailed operating agreement should be
developed to tailor management to the needs of the company. Operating agreements,
like corporate bylaws and partnership agreements, grant authority to managers and
members and establish how the organization will conduct its business.

Liabilities

Like a corporation, the members of an LLC have limited personal liability. In many
states, however, architects remain liable for their professional errors or omissions, even



if they were committed while the architect was an employee of the company. While laws
regarding architect liability vary among the states, design professionals generally can-
not avoid professional liability through the use of an LLC.

Changes in Ownership

Like ownership of a corporation, memberships in an LLC may be transferred with
the permission of other members. Although many states have limitations on the trans-
ferability of membership, the authority to transfer memberships can be specified in
the operating agreement. When specifically permitted, a membership may be trans-
ferred without terminating the LLC and creating a new company. In addition to
including provisions for transfer of membership in the operating agreement, mem-
bers should enter into buy/sell agreements that will establish a purchase price and
methods of sale.

Income Taxes

As previously mentioned, LLCs are generally treated as partnerships under tax laws.
However, due to a recent federal statute concerning LLCs, architects should consult
with a tax adviser to ensure an LLC meets the requirements for treatment as a part-
nership for tax purposes in the jurisdiction where they practice.

4.3 Firm ldentity and Expertise

Jack Reigle

Clients in all markets seek value from their architects. A firm’s distinctive expertise
should match what its ideal clients value most.

value-producing experts. Rather than defining value in the traditional way—

as low cost—a deeper look reveals that value is, of course, in the eye of the
beholder. Some clients value Sir Norman Foster, while others value the firm that can
get things done in town. Some value BSW International and its talent for rollouts,
while others value Heery International for its program management expertise.

Large or small, experts build value. In fact, they are the only ones who build sus-
tainable value rather than take advantage of lucky breaks. Just being a responsive and
flexible firm that provides service can be a passive approach. Instead, think of your firm
in terms of its leadership, mastery, innovation, and contribution.

The new world we function in, marked by global choice, is the era of the expert. So
the only important questions are “In what field will a firm build its expertise?” and
“How will the firm lead its market?”

The highest responsibility of firm principals is to answer these questions. The
answers bring rewards—a successful practice, with good clients, good projects, good
people, and a good level of compensation. The answers can evolve for a while, but at
some point a commitment to a clear, well-crafted identity, a consciously conceived

When all is said and done, the rewards of the architecture profession accrue to

Jack Reigle is president of SPARKS: The Center for Strategic Planning, located in
Alexandria, Virginia, and Palm Beach Gardens, Florida. The firm counsels architects on
company growth and transition strategies. The original version of this topic in the thirteenth
edition of the Handbook was written by Ellen Flynn-Heapes, founder of SPARKS.
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Virtually every firm, even those

that adhere to a single business

with great fervor, at times
diverges from the area of expert-
ise it has chosen. Such alterations

in course may stem from market

shifts, the need to experiment, or

requests from long-time friends or

associates.
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business design, and a profit model that works must be made. Then you can rivet your
attention on making the firm the best it can be.

Like a visit to the doctor, thinking about company design begins with this question:
“Where does it hurt?” The answers are where the leaders of an architecture firm can
find both ideas and energy for forward motion, but to keep a company focused and to
become a recognized expert takes a steadfast commitment.

What frustrates people in the design professions most? The top headaches are
competing on price, trying to meet unreasonable client expectations for schedules
and budgets, not making the profit deserved, not being able to hire and keep talented
people, not having leadership, and handling leadership and ownership transitions.
Most of this pain stems directly from poor business design. In their planning, many
firms still default to hackneyed mission statements and vague wishes to be “the
premier firm in (fill in the blank), providing excellence in service and quality, and
meeting or exceeding client expectations.” In other words, company leaders plod
along as nice people doing good work but do not stand for something special in which
the firm can excel.

How can firms begin to design their businesses well, not just tweak their efficien-
cies or, worse, just go along blindly? Using a comprehensive strategy-mapping tool to
develop a framework for analyzing the options can help architecture firm leaders make
business design decisions. The result is a detailed road map of the major choices avail-
able to a firm—a tool to help principals decide the best direction for the firm, choose
the right investments, and build for the future.

POSSIBLE BUSINESS MODELS TO CHOOSE FROM

At its core, the development framework is designed to help firms choose to be great. It
offers a way to respond to a simple concept: The firm must become masterful at
something—a building type, a client type, a locale, a process. Only then is the firm in
a position to create true value for its clients.

To categorize different styles of expertise, which can meet specific client needs, the
personality structures of Swiss psychologist Carl Jung’s six heroic archetypes have been
adapted to correspond to six archetypes for the design professions:

¢ Innovators

* Project-type specialists

¢ Full-service client partners

¢ Community contributors

® Project management experts
* Cost and quality leaders

It is important to note that these archetypes appear to be universally applicable to the
work of design firms. Although there may be hybrids or crossovers and different
nomenclature may be used to identify them, these six cover what design professionals
commonly accept as options when discussing the design of their firms.

Each archetype has a personality. When you become familiar with the arche-
types, you can say, “An innovator would never do #his,” or “Of course they did thar—
we hired them because they’re great at PM.” In fact, each archetype is a full portrait
that includes the underlying driving forces and core values that constitute its iden-
tity, a set of best practices that serve as its operating model, and a model for opti-
mizing profit.

See if you can find your firm among the following models. Is it steadfastly seated
in one? Is it a well-designed hybrid of two? Or is it straddling the fence—a little of this,
a little of that? Too many firms morph from one model to another to “get the next
job.” How does that hurt the firm’s position in the marketplace? When all is said and
done, what is the firm known for?



Innovators

These firms generate original ideas and new technologies. In architecture, they are the
high-profile design firms with original styles or philosophies. In engineering, they’re
the Ph.D.-owned firms with a strong commitment to research and development. This
type of firm often receives research grants or endowments, and its staff members love
to experiment as well as to teach and publish. Pritzker Prize-winner Renzo Piano even
hosts an online design workshop. (www.rpwf.org)

Norman Foster, Frank Gehry, Michel Virlogeux, Santiago Calatrava, and I. M. Pei
all fulfill the innovator definition. They are known for a distinctive set of original ideas,
which they can apply across building types and around the world. Their philosophy,
however, is singularly focused.

Project-Type Specialists

These experts are specialists, dedicated to a specific type of project or service within
a broader market. They watch the experiments of the innovators and adapt them to
create state-of-the-art work. They frequently team with a network of other firms to
provide full services for a given project and are often national or international in
scope.

HOK Sport fits into this category. The firm, which focuses with great success on
sports facilities, benefits from its unique reputation relative to its parent company,
HOK. At the same time, it benefits from having a separate, descriptive name; a sepa-
rate location; and separate management.

Other examples of project-type specialists include Duany Plater-Zyberk, a firm
with a service niche that focuses on “new urbanism” master planning. Andres Duany
and Elizabeth Plater-Zyberk have built a marketplace powerhouse, commanding
some of the highest fees in the profession. Beyer Blinder Bell distinguishes itself
through its work in historic preservation, the Croxton Collaborative in sustainable
design, and Allan Greenberg in neoclassical architecture. The niches of some firms
center on an ethnic background, such as Douglas Cardinal, of American Indian
descent.

Full-Service Client Partners

This firm leads in one or a few major markets, such as health care, higher education,
the food and beverage industry, or airports. One of the first firms practicing as mar-
ket partners was Einhorn Yaffee Prescott. When they formed the firm, the principals
targeted three markets—academic, corporate, and government—and created an
organization around them. M+W Zander is committed to the technology and
research-and-development markets. Wimberly Allison Tong & Goo is renowned for
its hotel and resort designs. Fanning Howey competes nationally for—and wins—
school projects.

Client partners are strong advocates for their clients and their clients’” industries,
often leading lobbying efforts and crusading at client trade meetings. They share goals
and values with their clients, creating a base of personal friendships. They typically
serve multiple segments within their industry and benefit from offering a broad range
of services to support their chosen market, and to keep their clients coming back for
more.

Client partners characteristically incorporate former client-side staff members into
the firm. Many firms keyed to federal markets have former employees of the targeted
agencies in high-level marketing and project management positions. Many well-known
individuals from the transportation and education markets have joined partner firms
committed to those markets. Recruiting such seasoned veterans represents a real com-
mitment to the market of choice on the part of the architecture firm.

Innovators and projecttype
experts differ from the other
archetypes in that such firms
typically invest less effort in

cultivating traditional, long-term

client relationships.
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Community Contributors

These firms aim for a leadership role in their geographic area. They set deep roots
in the community, developing close relationships on both social and political levels.
They seek premier local project work that ranges across the board in size and type,
including public buildings, police and fire stations, recreation centers, schools, shel-
ters, public works, and other municipal facilities. For projects requiring significant
technical knowledge, they team with a network of project-type specialists around the
country.

Many design professionals begin with a small, local practice. The difference
between being a high-performing community firm and an underperforming gener-
alist is the relationship of the firm, particularly its principals, to community organi-
zations and individuals. Community knowledge firms are so woven into the fabric of
the community that they open doors that are closed to outsiders. They can expedite
decision making by virtue of their professional and personal relationships in the
community.

One of the best examples of a community knowledge firm is Carde Ten Architects
in Santa Monica, California. Focused on community projects, the firm scouts for fund-
ing, arranges real estate opportunities, and organizes the entire project for the poten-
tial client. This package of services takes the firm out of the realm of competition and
tee-for-time relationships. Besides a healthy design fee, the firm receives part of the
development and construction management fees.

Community firms invest heavily in their local networks. Friedl Bohm, president of
NBBJ, established his infrastructure in Columbus, Ohio, with the Young Presidents
Organization (YPO), local board involvement, and ownership of a successful chain of
local restaurants. Harvey Gantt served as mayor of Charlotte, North Carolina, again
illustrating a depth of commitment to the community.

Project Management Experts

PM-driven firms focus on outstanding project management, bringing their skills to
bear on large, complex projects, including the best design-build jobs. Emphasis is on
speed, coordination, and control. Many of these firms are known for their excellent
internal management systems and construction management expertise.

Bechtel, Fluor-Daniel, and other large engineer-contractors are classic PM deliv-
ery firms. Leading program managers such as Heery International, 3D/International,
and CRS Constructors also fall under this classification.

Askew Nixon Ferguson Architects (ANFA) is an example of a smaller organization
operating as a PM firm. Early in its history, ANFA started out working for Federal
Express, by definition a speed- and logistics-oriented client. ANFA developed a culture
to match, full of high-energy people concerned with project management. Today, it
still works for FedEx but has added casinos, another fast-paced project type, to its
expertise.

Cost and Quality Experts

These firms have the real cost advantage, focusing on prototypes, site adaptations, and
multisite project rollouts for retail stores, health maintenance organizations, branch
banks, service stations, and large government office projects.

Volume rollouts, a fast and inexpensive way for client organizations to expand into
multiple geographic markets, save the costs of individually developed and designed
units. Tulsa-based BSW International is a leader here, specializing in multiple-facility
building programs for clients such as Wal-Mart, Circuit City, and Marriott. BSW is
unabashedly dedicated to improving its clients’ financial success, and even casts itself
as a real estate development services company that offers program management, real



estate, and site development services as well as design and construction. BSW has been
featured in the Wall Street Fournal, BusinessWeek, and Fortune, not only as a thriving
design firm but as a leader among American service firms.

Cost and quality experts have successfully adopted numerous management tech-
niques from the corporate world, unlike other firms in the profession that view speed
and cost leadership as unprofessional. Because they are such an integral part of their
clients’ financial success, these firms must move very quickly. A firm committed to best-
ing time and money challenges needs a serious program that ensures quality—just like
their clients have.

FOCUSING A FIRM

"The typology outlined above is based on several major principles. Each of the six arche-
types has a bold, clear identity (reflected in its name) that is driven by internal goals and
values and matched to complementary client groups. Each has a cohesive, integrated
business design—a scaffold of best practices that support its operating model. Although
not discussed here, it is worth noting that each of the six archetypes also has a specific
profit model that optimizes its financial performance.

Setting company direction begins with the consideration of identity. This is espe-
cially true for organizations in the knowledge industry, with no tangible product until
after the fact. Can you answer the following questions about your firm?

* What are its most deeply held values?

* What are its driving forces?

* How is it distinctive?

* How is it expert?

* What is its greatest value to the client?

* What does it hope to accomplish in the next 10 to 20 years?

Uncovering and articulating the unique ingredients that make up the essence of
an organization is not easy. It is particularly difficult for architects, who in school
are trained to have a broader view—virtue lies in the ability to design anything, rather
than developing a focused expertise. Doctors, by contrast, are trained with the
explicit expectation that they will later choose to focus on a general practice or on a
specialty.

Certainly, some firms create wealth in other ways but, like King Midas, if you
haven’t got your values and purpose right first, you can run into trouble. According to
the late management guru Peter Drucker, defining your purpose is especially critical.
Since the best and most dedicated people work with passion when they find a purpose
that matches their beliefs and interests, they have many lucrative opportunities from
which to choose. They have multiple job offers and pick a firm because it is doing some-
thing they consider important. In order to attract, motivate, and retain outstanding
people, companies need to have a clear understanding of their own identities. This is
also true for attracting the best clients.

“Tell us about your firm” is a directive that frequently meets with the following
replies: “We were established in 1909/1949/1979. We have 30/300/3,000 people and
3/7/15 offices. We offer these services (laundry list), and work in a wide variety of proj-
ect types (another laundry list).” Next in the formula is a discussion of their great ser-
vice and quality. Instead, clients want a firm that can succinctly distinguish itself. For
example, a representative from SmithKline said recently, “Please tell us how you're dif-
ferent. We want to hire you. But we can’t if you won’t tell us how you’re the best. Give
us real reasons! Give us meat!”

“Understand my problems and deliver to my needs efficiently,” project owners tell
architects over and over again. In client interviews carried out for design firms, 96 per-
cent of the respondents want the experts, the firms that know what they’re doing. Many

4.3 Firm Identity and Expertise
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All business proceeds on beliefs,

or judgments of probabilities, and

not on certainties.

Charles W. Eliot
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of the larger firms know that cross-selling services is tough; clients today do not want
a firm with experience in a wide variety of project types. They only want to hear about
how you relate to their problem. And they don’t care about one-stop shopping unless
the package gets their current job done most efficiently.

Identifying a Firm’s Driving Force

Although many firms operate expediently and reactively, most have a favorite place
where they operate—or at least aspire to. They have an array of values, but a single, spe-
cial one reigns supreme. The firm’s supreme business value is called its driving force,
and a firm that can capture it is on the way to building the right business model.

For example, the driving force of project management firms is a love of logistics,
the chess game. Project management, they believe, is the greatest challenge in the world
and the most worthwhile endeavor of all. Professionals in such a firm consider them-
selves an “elite cadre”—a SWAT team. The business design of such a firm would reveal
a very well-organized and planned firm, corporate in feel. Its top staff consists of the
best project managers. They have formal training curricula, and they make their high-
est profit on the most complex projects. All staff members understand what is really
important to the firm’s success.

Specific driving forces characterize each of the business model archetypes. These
are shared gut-level beliefs about what is most essential for firm members to accomplish
together. More than any cultural value, such as integrity, collaboration, or “fun,” agree-
ment on these driving forces influences the success of a firm. Conflicts on this pivotal
point can destroy a firm.

When a firm probes for the deepest elements of identity, fearful protests are often
encountered: “We have to be flexible!” “We can’t survive without having all these abil-
ities!” “We have to keep looking for new opportunities!”

Flexibility, openness, and responsiveness to clients are always required. But reac-
tivity at a firm’s core shows that it has lost its way. Every firm needs a solid baseline of
quality, efficiency, creativity, flexibility, openness, and client service in its work. The
key is to keep an eye on where the real distinctive value of the firm is and build on this
strength. The essential question is not how can a firm respond well but how can it lead
well.

Driving forces tend to be discovered rather than invented. Through exercises and
models, firms can learn what has been driving them to date. Most likely a hidden struc-
ture can be ferreted out that either facilitates or presents obstacles to the full expres-
sion of the driver. If you can discover these structures, you can discover the driving
forces that have been surreptitiously operating. Then you can work with them.

Rather than seeking simple discovery and refinement, some firms go beyond this
to revolutionize things with a brand-new driving force. Sienna Architecture, a midsize
firm in Portland, Oregon, is a good example. Over the course of several years, through
a well-designed strategic planning process, the firm’s owners successfully moved from
being a cost/quality-driven firm to being a cutting-edge design leader in the Pacific
Northwest.

Once a firm has uncovered its driving force, firm leaders can foster certain values
and weed out others, using care and patience. Fine-tune your entire business model,
including staffing, marketing, project systems, and perhaps the ownership structure.
Once this model is in focus and consensus has been built, you cannot help but bring the
more powerful vision to reality. It becomes so clear.

Relating a Firm’s Driving Force to lts Client’s
Hidden Agenda

The beauty of an identity is that it acts like a magnet to attract clients seeking a firm’s
kind of expertise. In other words, certain client types have typical agendas for which



they need certain kinds of firms. Rarely do clients go out-
side their unspoken agendas, and if they do, they tend not
to recognize value.

It is tricky to determine what clients view as most valu-
able; in fact, some don’t consciously know themselves.
Sure, they want and need everything it takes to do their
project, but certain aspects will be more critical than oth-
ers. Needless to say, it is wise to spend time on this ques-
tion and get real answers. Go beyond what the client tells
you first. Push beyond the shorthand clichés: “Be faster,
be cheaper, and give us good service.” Find out whether
these are the most important needs or if they are just the
outside layer of the onion. Make your firm the ultimate
expert in whatever your chosen clients value most—and
you find most worthwhile to provide. The accompanying
table shows the essential links between driver and typical

hidden agenda, by archetype.

A Firm’s Driving Force Defines Its Methods

Very specific methodologies characterize each of the
archetypes. These are the true centers of excellence for
which the firm is valued in the marketplace. They are links

WHAT IS YOUR CLIENT’S HIDDEN

AGENDA?

Firm Archetype

Innovation
Projecttype specialty

Client partnership

Community contribution

Project management
challenge
Cost/quality challenge

on the overall project value chain, but it is a rare customer that considers them all
equally valuable. Ask yourself whether you are so busy getting the work in and out that
you neglect to nurture the more difficult and risky work that makes you special. When
a firm’s driving force is clear and its leaders understand what is most valuable to its

clients, then its core or “sacred” methods also become clear.

Firm identity (not corporate identity as an advertising statement) is nothing less
than the wellspring of value creation. Determining what the firm is—and what it is

not—is worth very serious consideration indeed. The
process requires experimentation, comparison, and, most
of all, the courage to stand for something.

DESIGNING A FIRM

Curiously, many design firms are themselves not
designed. They simply do their clients’ bidding and react
to whatever is needed at the time. Some firms inadver-
tently build a business design that is dysfunctional, with
lots of structural obstacles to success. Perhaps you know
a firm that wanted to build deep community relationships,
but the leaders were introverted technical folks. Some
firms want to build their project management expertise
but have a chronic fear of becoming “paper pushers.”
Some want to master a specialty service but feel they must
be flexible.

Beyond choosing a firm identity, the next essential step
is a conscious design of the business that will allow a firm
to play at its peak. When a firm is “playing the game” well,
itis using a scaffold of practices that are both cohesive and
aligned. Things are in flow, not in conflict. Although the
support for this desired state is not visible, the firm is

Hidden Client Agenda

Needs to gain prestige,
improve image

Needs to overcome risky,
adverse conditions

Needs to augment client’s
own skills as full-service
“partner”

Needs facilitation through
community gatekeepers

Needs to control
project complexity

Needs to deliver the
product while
optimizing the budget

WHAT IS SPECIAL ABOUT YOUR

WORK?

Firm Operating Model

Innovation

Projecttype specialty

Client partnership

Community connectivity

Project management
challenge

Cost/quality challenge

4.3 Firm Identity and Expertise

Sacred Methodology

Generating brand-new
ideas and technologies

Transferring new knowl-
edge to the target niche

Expanding ways to help
the sector-specific client

Nurturing the network of
relationships with local
leaders

Pushing sophisticated
logistics control on large
projects

Advancing brilliant new
production technologies
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working with an understood operating model or business design that comprises a very
specific web of internal strategies and structures. In a healthy situation, this business
model encourages desired behaviors and inhibits less desirable behaviors fairly effort-
lessly. Although they are largely intangible, business designs reflect culture, aspiration,
and even policy—and they are powerful shapers of behavior.

Strategic planning, if done correctly, is the process that helps a firm think through
its business design and make deliberate refinements. Some people think the end result
of strategic planning is a sequential list of tasks to be implemented, but a list is inef-
fectual compared with development of a solid business design.

Each of the six archetypes relies on a characteristic business design, and each
business design is organized into three distinct strands that form its structural
elements:

1. Getting work: markets and marketing
2. Doing work: projects and people
3. Organizing work: money and leadership

These three strands are primary strategic systems that operate in every firm. And each
archetype has characteristic strategies and activities that operate within the three sys-
tems. Broadly speaking, these strategies and activities can be arrayed along a continuum,
ranging from the innovators and project-type specialists at one end to the PM and cost
and quality experts at the other. From a macro view only, the accompanying table illus-
trates the range of these basic practices. By emphasizing the strategies most aligned
with their type, firms use their resources most effectively. They can also adopt others
as secondary tools if they choose.

For example, when the archetypes shown on the left seek higher visibility, they
increase their writing, teaching, and speaking efforts. When the archetypes on the right
seek higher visibility, they benefit more from engaging in exhibit development, direct
mail, and advertising. When the archetypes on the left seek to improve their work, they
try more experimentation and collaboration, while their colleagues on the right focus
on greater utilization and productivity. When the archetypes on the left seek to track
their performance, they look for design-related statistics, while their colleagues on the
right aim for budget and schedule statistics.

A graphic can be used to illustrate each business design in detail. As shown in the
sample business model diagram, each corner of the business design model refers to one
of the design strands.

Within each of the three strands is a set of subsystems. Of course, many other sub-
systems operate in any given organization, but those listed are a short list of the most
essential.

The business designs shown in the accompanying tables are based on extensive
research and practical experience with successful design firms throughout the country.

DIFFERENT PERSPECTIVES ON WORK BY ARCHETYPE

Project- Project Cost and
Type Client Community Management Quality
Innovator Specialist Partner Contributor Expert Leader
Getting Work Writing, teaching, and speaking <« 5 Exhibits, direct mail, and advertising
Doing Work Experiment and collaboration <« 3 High utilization and productivity

Organizing Work  Design performance and statistics <« Budget and schedule statistics

Developing a Practice



Staff Mix
original thinkers at the
top, plus aspiring
young stars

Deep Expertise
bold experiment,

Geography

broadest

Sells
prestige

Project Managers

patient, flexible
individuals

Projects are high
image, high stakes,
multiple

Known for cutting-
edge ideas, new
technologies

()

Promotes

through professional
publishing and

teaching

Organized as
amoeba to
optimize

innovation

Office

Invests
in experimentation

single office for
critical mass of
idea generation

Owned

by a few design and/or
research gurus

Info Systems
only the basics

wres A
) ~
Learning S % Fees
from the guru, often prgé?::lgir\}é %a\?;ﬂ eon
after hours ORGANIZING i

Sample Business Design Model for Innovator Archetype

Organizations are most successful when their strategies are aligned with one model
rather than blending elements of various models.

That said, most firms find themselves practicing under several models. Examples of
such hybrids are a client partner specialist using a niche strategy or a PM firm using a
community knowledge strategy. However, the best choice is to be firmly anchored in
one archetype and then cross-fertilize in a deliberately designed way.

The credit belongs to those who, at
the best, know the triumph of high
achievement; and who, at the
worst, if they fail, fail while daring
greatly. Their place shall never be
with those cold and timid souls who

know neither victory nor defeat.

Theodore Roosevelt

BASIC ELEMENTS OF A BUSINESS MODEL

Getting Work:
Markets and marketing

What is the firm known for2
Sales message

Promotional strategy
Geographical reach

Best fees

Doing Work:
Projects and people

What are the firm's targets?
Deep expertise

Staff mix

Project management
Learning

Organizing Work:
Money and leadership

How does the firm organize for business?
Ownership

Investments

Offices

Information systems
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FIRM OPERATING MODEL ARCHETYPES

Innovators

Client Agenda
Client Value

Getting Work:
Known for cutting-edge ideas

Doing Work:
High image, high stakes, multiple types

Organizing Work:
Organized as an amoeba fo optimize
innovation

Needs prestige, improved image
Cutting-edge ideas or technologies

Geography: National, international
Selling point: Prestige

Promotion: Teaching/publishing

Fees: Premium, perceived value of ideas

Deep expertise: Bold experiment, research
and development

Staff: Original thinkers, aspiring stars

Project management: Patient, flexible

Learning: From guru, often after hours

Invests in: Experimentation

Owned by: One or a few gurus
Info systems: Basics

Office: Single, critical mass of ideas

Project-Type Specialists
Client Agenda

Client Value

Getting Work:
Known for deep expertise in project
or service specialty

Doing Work:
Complex or high-risk, singular type

Organizing Work:
Organized around specialists fo
optimize advancement of the niche

Needs o overcome project risk, adverse conditions
Unsurpassed leadership in a specific area

Geography: National, international

Selling point: Rare knowledge

Promotion: Speaking/writing to client groups
Fees: Premium, for documented results

Deep expertise: Latest approaches

Staff: Specialists at top, dedicated youngsters, and
s'robifi)zers in middle

Project management: Dedicated specialists who can
also handle the realities of the management
process

Learning: Juniors initiate menforing

Invests in: New applications, depth of network
Owned by: Distinguished experts

Info systems: Service/design performance
Office: Single for critical mass, alliances

Client Partners

Client Agenda
Client Value

Getting Work:
Known for broad experience within
an industry

Doing Work:
Range of types within one or few markets

Organizing Work:
Organized as practice groups to optimize
market expertise

Needs a frusted partner, augment skills
Service depth within a market area

Geography: Regional or national

Selling points: Market dedication, experience,
access

Promotion: Industry connections, trend setters

Fees: Improved with patron clients

Deep expertise: Indusiry operations, people

Staff: Stable array of professionals, some from
within client industry

Project management: Well organized, experienced
in market

Learning: Conventions, informal mentors

Invests in: Bench depth, likefirm acquisitions

Owned by: Known market players, select
technicians

Info systems: Statistics by market, repeat clients

Office: Select regional offices

Community Contributors

Client Agenda
Client Value

Getting Work:
Known for contribution to the community

Doing Work:
Range of types, moderate complexity

Needs access and service
Mutual commitment to community

Geography: Community-based

Selling points: Access, service, connectedness
Promotion: Community events, PR, network
Fees: Improved when “wired in”

Deep expertise: Local relationships, issues
Staff: Multidisciplinary groups



Community Contributors (continued)

Organizing Work:
Organized around local leaders
to optimize connectivity

Project management: Combined project
management/discipline chiefs; if large, firm has
strong work-sharing process

Learning: Networking locally, professionally

Invests in: Local visibility, niche partners, new offices
Owned by: Broad group, may be employee
stock ownership plan
Info systems: Performance by local office
Office: One or multiple, for local access

Project Management Experts

Client Agenda
Client Value
Getting Work:

Known for great project management,
organizational skills

Doing Work:
Highly complex logistically, larger scale,

often design-build

Organizing Work:
Organized around project managers
to optimize systems and technologies

Needs logistical control
Skilled project management for larger, complex projects

Geography: Regional or national

Selling points: Speed, process control

Promotion: Through business press

Fees: Premium fees for project management/
construction management

Deep expertise: Project management

Staff: Senior and junior project managers, MBAs

Project management: Top project management
systems, tools, resources

Learning: Formal training curriculum

Invests in: Elite corps of project managers,
local firm alliances

Owned by: Current or former project managers,
corporate

Info systems: Projectlevel statistics

Office: Corporate headquarters plus satellites;
project managers travel

Cost and Quality Leaders

Client Agenda
Client Value

Getting Work:
Known for quality work at a low cost

Doing Work:
Mostly prototype/site adaptations

Organizing Work:
Organized around production teams
to optimize efficiency

THE CHALLENGE

Needs product delivered, budget optimized
Cost, quality, and consistency

Geography: Regional base, broad site alliances
Selling points: Best quality for price, consistency
Promotion: Direct mail, ads, sales reps

Fees: Bid work, clever efficiencies

Deep expertise: Replication efficiencies

Staff: Junior professionals and technicians

Project management: Accountability, standard
procedures

Learning: Formal training classes

Invests in: Production capacity, technology

Owned by: One or few entrepreneurs, may
be family-owned

Info systems: Production unit costs

Office: Production center, field offices

Any firm can go along with conventional growth and diversification tactics, but while
the “numbers” side can provide a sense of success, it masks a deeper issue: The better
clients with the best projects are seeking out the category experts. What is needed to
achieve a spot as a category expert goes much deeper than differentiation—it is a full
commitment to becoming identified in the market with a particular knowledge and

skill set.

The expert firms delight in seeking mastery. Their work is challenging, and their
businesses make meaningful contributions. To create firms of value, company leaders
must be the executive designers of their firm’s distinctive enterprise. They must treat
this responsibility with all the care and passion they bring to just one of their projects.
In the age of the expert, the challenge is to look at a fresh reality approach to firm

identity:

4.3 Firm Identity and Expertise
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* Devote your firm to what you care most about achieving.
® Seize the needed resources to fully fund your business design.
* Decisively assert leadership of your market.

For More Information
Recommended works on business strategy and design include the following:

Built to Last: Successful Habits of Visionary Companies (Random House, 1997), by James C.
Collins and Jerry I. Porras, examines eighteen world-class companies and the reasons
for their success.

In Focus: The Future of Your Company Depends on It (Collins, 1996), Al Ries uses the expe-
riences of different companies to show that “focus” on core products or services is the
key to success in today’s business environment.

In Positioning: The Battle for Your Mind (McGraw-Hill, 1993), Al Ries and Jack Trout
posit that to become a market leader, a company must choose what kind of customers
it wants to serve and design its operating model to fulfill the chosen customers’ values,
at the same time maintaining appropriate standards in other customer values.

According to Michael Treacy and Fred Wiersema, authors of The Discipline of Mar-
ket Leaders (Perseus Books Group, 1995), there are three kinds of customers, each with
a particular idea of what constitutes value in a product or service: (1) high perform-

ance, (2) personalized service, or (3) overall cost of the product.

BACKGROUNDER

ESTABLISHING A NICHE PRACTICE

Jack Reigle

Some practitioners look for niche opportunities—ways to dif-
ferentiate themselves and their practices from others in their
marketplace. Drawing on a definition from NicheMarket.com,
a niche market is “a narrowly defined group of potential
customers.” Likewise, a niche practice is a business focused
on “addressing a need for a product or service that is not
being addressed by mainstream providers.”

Most practices aren’t niche practices. Some have a
niche market focus, though usually not well developed or
farreaching. Typically, firms pursuing a niche market
engage in shortterm, local opportunities that fade once the
competition catches up. Firms that seriously pursue a niche
practice, not just a market, find it both more rewarding and
more challenging than a general practice. Some of the rea-
sons for this include the following:

o The firm increases its expertise. Expertise is highly
valued in today’s world, and the further away from
a commodity a firm’s services can be, the better.
The challenge is to make a commitment and to
staff that commitment in a way that causes your
market audience to respond positively. Niche experts
are educators and passionate believers who see a
path that others learn from and are compelled to
follow.

108 Developing a Practice

¢ The firm invests time and money. The benefits of oper-
ating as a niche practice accrue through investment,
not dabbling. The decision to become a niche practice
demands much investment in effort and money to reap
the rewards.

e Identity gives the firm credibility. Once the world has
been convinced the firm is serious about succeeding in
its chosen niche market, the firm will be identified by
what it does and its name will become synonymous
with the best in that market, as has been the case with
HOK Sport Venue Event.

e Better projects find the firm. When a firm’s message is
clear and consistent, the target audience feels more
comfortable coming fo it fo meet their particular needs.

e Firm profits are stronger. Clients with highly special-
ized needs will pay more to have them met.

A niche practice is a powerful concept. It connotes com-
mitment, depth of knowledge, singular focus, and market
positioning as the “go-o” firm for a particular project type.
Can a niche be a service? Yes—think Ayers Saint Gross for
campus master planning. Can a niche be a technology
applied to design? Yes—think CRB Consulting Engineers for
clean rooms. Success in its niche will define who the firm is
to most of the people in its target market or sector.



One element common to all niche practices is focus,
accompanied by the ability to overcome fear that such
focus is too narrow and will create too much risk in an eco-
nomic downturn. Downturns do happen, but in today’s
world, who believes that the recognized specialists will not
get their share of the remaining work when the next crash
occurs? Sometimes an entire market segment grinds to a
halt; but successful niche firms see it coming and adjust their
plans to survive. In the corporate market crash of 2000, the
only part of the market that crashed was the commodity
side driven by developers. Niche practices were not
affected.

Specialization and focus create clarity and help draw a
firm’s best clients and projects closer. To keep them, though,
the firm must perform. A firm that wants to develop a niche
practice should take the following actions:

* Find a source of passion and energy. You need about
three leaders who all want the same thing, share a
common vision, and have the verve to move things for-
ward. Any fewer and your efforts become an argu-
ment; too many more, and your leadership team
becomes a committee.

* Identify your target market. Have a clear client set in
mind—distinct populations within universities, cities, or
corporate markets, or a specific class of end users who
will demand recognized expertise from those whose
services they engage.

* Develop corporate autonomy. A niche practice cannot
survive within a general practice with other commit-
ments. If you choose fo transition to a niche practice
from a general practice, consider creating a studio,
division, or other separate entity to insulate the effort
from the momentum of the generalist work. Provide
staff members with clear direction, then set them free to
create, teach, and take risks.

e Establish point-of-entry services. Niche experts are
ahead of the curve—way ahead. They see the future,
develop their own projects, and have an array of use-
ful tools to open client doors well before an RFP is
issued or a conceptual design sketch is drawn. Think
economic development modeling or supply-chain
analysis for an emerging industry. These specialized
areas of knowledge can be translated to the needs of
users and then to a specific design and feel for a
facility.

e Use research. There is great power in research, espe-
cially when a firm owns it and has created it for others
to use. Start small, and do it yourself instead of relying
on traditional industry sources. Proprietary research is
your first branding opportunity and will establish your
identity more quickly than most other actions. Give
your research away liberally, and it will turn to gold
before your eyes.

Any way you cut it, being a niche practice, having a
tightly organized set of focused services, or offering a spe-
cialized technology is demanding. A firm will need to con-
tinuously refresh its marketing messages, point-of-entry
approaches, and client-oriented knowledge base to main-
tain its niche.

Learn to love travel. The niche world means airplanes,
plain and simple. A small (but highly profitable) client base
may be spread around the country, continent, and world. If
current staff members don't like that lifestyle, you will have to
find others who do or forgo the niche practice.

Most clients who hire a niche firm don’t come back
every year or two for more, so the marketing game changes.
While many generalist firms get 50 to 60 percent of their
annual revenues from repeat clients, niche firms should fore-
cast only about 10 to 15 percent. Adjust your marketing strat-
egy appropriately.

A good niche opportunity can last about ten years
before it becomes commoditized, copied, and otherwise
diluted into the mainstream. This means a niche practice
needs to create new ideas every five years or so to
remain viable. A firm can accomplish this by seeking out
or creating new combinations of markets. A recent exam-
ple is the interest of universities in building retirement
communities within their campus complexes or on prop-
erties close to traditional campuses. If your firm’s niche
has been dorms, here’s an opportunity to evolve your
practice.

A niche practice may have more than one market. If it
does, ensure those markets are closely related so as not to
dilute the firm's positioning. Practically speaking, it is more
effective to have multiple niches in related groups, such as
medical complexes or higher education facilities, than to
mix niches across unrelated markets. Multiple niches spread
among diverse client groups are very difficult to establish or
maintain.

One thing is clear: Trying to manage a hybrid firm—
half niche, half generalist—is difficult. It can be done as a
transitional approach, but not on an ongoing basis. The
marketing approaches, fee structures, travel demands, tal-
ent needs, and leadership demands, among other things,
are too diverse for simultaneous success on both sides. If
transitioning from a general practice to a niche practice
seems right for your firm, be ready to replace many of
your current staff members and begin letting go of the
patron clients you have cultivated. Think about establish-
ing a stand-alone firm, division, or studio for the niche
practice.

The niche idea has a high threshold. Many firms yearn
for such a place, and a small handful make it work over the
long term. Is it right for you and for your firm2 Many firms
will take the chance, put the puzzle pieces together, and
attempt to live their particular dream.
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Great people don't equal great

teams.
Tom Peters
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4.4 Team Building

William C. Ronco, Ph.D.

Productive teamwork is an essential aspect of professional practice. Architects

can improve their ability to work together by employing a set of basic team-

building activities that can help architecture teams improve communication,

creativity, and performance.

he work of most practicing architects is carried out in teams. Thus, effective teams
and teamwork are vital to the success of nearly every architecture firm. Architects
may form or work with a variety of teams, including:

Project teams. The work of most projects is carried out in teams that include archi-
tects, engineers, contractors, subcontractors, owners, and users. Effective collabo-
ration among teams contributes to project profitability and quality and helps achieve
the original design intent.

Ownership and leadership teams. Teams of principals and partners govern many
architecture firms. Such teams contribute to achieving firm goals and objectives,
producing positive organization cultures, improving information sharing between
departments, and increasing productivity and financial performance.

Studios, departments, and markets. Many firms are organized by studios, or
departments, that specialize in a building type or serve a specific market or client
group. Successful teamwork in these group settings contributes to more optimal
personnel assignments, better professional development and mentoring, and higher
employee job satisfaction.

Teams for special projects. Firms appoint teams to tackle special issues such as
launching marketing initiatives, solving internal matters, or capturing unique oppor-
tunities.

"Teams often underperform. Projects exceed budgets and schedules. Owners squab-

ble with each other. Some tasks may only be partially completed or achieve low-quality
results. To help design professionals cope more effectively with teaming efforts, this
topic explores the challenges and rewards of teamwork and provides practical guidance
on how to build teams that can achieve high levels of performance.

THE POWER OF TEAMWORK

Research shows that highly effective teams have the following attributes:

Synergy. Most teams have the potential to achieve results that are greater than the
sum of results produced by individual team members. In sports, the team tapping its
synergistic potential has a strong winning record in spite of average individual player
statistics. In architecture, synergy can produce similar results in team settings.

Brainstorming/idea generation. Teams have the capacity to generate useful ideas by
tapping into more individual resources. Brainstorming is especially important in
architecture because of the scope and complexity of issues involved in any project.

William C. Ronco is president of Gathering Pace Consulting in Bedford, Massachusetts. He
has led hundreds of team-building and partnering programs for architecture, engineering,
construction, and real estate organizations. He is author of The Partnering Solution and
Partnering Manual for Design and Construction. (The original version of this topic appeared

in Handbook Update 2005.)



* Motivation. Teams have the potential to energize and motivate their members. When
the group’s work is creative, as it is in architecture, this aspect of teamwork is espe-
cially strong.

*  Organizational link. Teamwork can forge strong relationships between individuals
within a firm who work together as a team. This outcome of teamwork can occur
in firms of any size.

THE CHALLENGES OF TEAMWORK

While research findings show that teamwork offers many inherent benefits, achieving
effective teamwork is not without its challenges. Many of these challenges are associ-
ated with rather predictable problems frequently encountered with team efforts, and
some are specifically associated with the architecture profession.

Predictable Problems

*  Performance slippage. While all teams have the potential for synergy, many actually
suffer from performance slippage. With synergy, 1 + 1 = 3. With slippage, 1 + 1 =
1'%. Slippage occurs in architecture teams that enlist talented individual members
but fail to produce at the summary level of their talents.

* Individual negativity and passivity. People tend to be more critical, negative, and pas-
sive in a group than they are in a one-on-one situation. This phenomenon occurs
in design reviews, which have the potential to provide useful criticism but often
become so negative that their content is lost.

* Individual focus. Even when the leader of a team is advocating teamwork, many mem-
bers are actually thinking, “How does this affect 7z¢?” This phenomenon occurs in
project teams when designers fail to work effectively with other team members. It
happens with architecture ownership teams when principals struggle to balance their
individual interests with the good of the firm.

*  Groupthink. Teams may be ineffective not only because they are locked in conflict but
also because they do not experience enough conflict. Architecture project teams
lapse into groupthink when they conduct project meetings that seem well organized
but actually fail to identify and address glaring project problems.

*  Questionable ethics. Groups and teams of all kinds possess a frightening ability to
coerce individuals, even individuals with strong characters, to go along with the
group sentiment. This occurs in “old boy” ownership teams that systematically neg-
lect problems in the organization of the firm, career development and advancement
issues, and mentoring of younger professionals.

o Ineffective leadership. Many of these predictable problems stem from ineffective team
leadership. Effective leaders have the skills to manage group discussion, address and
control groupthink, and make passive participants more active.

The challenge for architects and for team building is to tap into the strong poten-
tial that teams offer while also managing and reducing or eliminating the predictable
problems.

Challenges Special to the Profession

Beyond the predictable problems articulated in research literature, architects experience
teamwork challenges associated with issues peculiar to the architecture profession:

o Individual or “loner” focus. Much of the culture and history of the profession is built
around the image of the architect working alone. Teams are vehicles to implement
the architect’s vision, not groups of peers and collaborators. David Hancock, AIA,
a principal at CBT Architects in Boston, explains, “Design schools foster the image
that designers are lonely individuals, working alone. Ayn Rand didn’t help, and nei-
ther does the ‘star system’ that promotes celebrity designers.”

No star playing, just football.

Knute Rockne
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In your typical team-building exer-
cise, the employees are subjected
to a variety of unpleasant situations
until they become either a cohesive

team or a ring of carjackers.

Scott Adams, The Dilbert Principle

*  Ouwnership of the project. A second problem architects experience with teamwork
occurs when they supplant others and claim a kind of mental ownership of a proj-
ect. Ed Bond, president of Bond Brothers Construction in Everett, Massachusetts,
comments, “Architects can forget that we are all only part of the process, that it’s the
owner’s building, not theirs. They can take a personal kind of ownership for the
design that is not in the best interest of the client. Actually, though, all of us can get
to think that our part is the most important piece.”

Such issues, however, do not dominate the profession. As Hancock also points out,
“At the same time that we have one thread of our culture tied up in the individual, we
also have some strong traditions in collaboration. There’s the Bauhaus movement, and
the whole history of The Architects Collaborative.” Bond also notes, “Architects are
very good at listening to clients and communicating to the rest of the team. They are
pretty good at understanding clients and telling the story of the building so that the rest
of the team understands it.”

MYTHS AND FACTS ABOUT TEAMWORK AND TEAM BUILDING

Beyond the research literature and recurring problems,

many architects hold their own myths that can limit team

performance and detract from team building. The facts

about how teams and team building actually function belie

these myths.

Myths about Teamwork

112

Myth: Teams dilute good ideas, especially design
ideas. Architects often worry that working with a team
will force them to dilute their design ideas to accommo-
date other team members. Fact: The research pointing
out team tendencies to be critical and negative rein-
forces this worry. However, other research on the cre-
ative process shows that teams can stimulate more
advanced thinking and strengthen design quality.
Myth: Working with a team is a sign of weakness.
Some architects fantasize, “The signature architects do
not put up with teams. They have it their way.” Fact:
Many of the best designers are also highly skilled at
working with teams. The era of the arrogant individual
designer who is also successful, if it ever existed, is
over.

Myth: Members of effective teams do not argue; they
automatically get along well. Architects often interpret
group conflict as a problem—and it may be. Fact: Cur-
rent research suggests that conflict and disagreement
can be important components of effective group per-
formance. A 1997 Harvard Business Review article,
“How Top Management Teams Can Have a Good

Fight,” illustrates this point.

Developing a Practice

e Myth: Teamwork depends on “chemistry.” Some archi-

tects comment fatalistically, “If the ‘spark’ on a team is
there, that's fine, but if not, there is little you can do

about it.” Fact: Team building can positively influence
the ability of people to get along with each other and

work more productively on a team.

Myths about Team Building
e Myth: Team building should never be needed. If good

people are selected, teamwork will follow automati-
cally. Fact: Team building is necessary because, espe-
cially in the practice of architecture, strong individual
performers are often ineffective working in teams. Con-
flict and miscommunications are inevitable. Team build-
ing helps groups understand and manage conflict and
miscommunications effectively.

Myth: Team building cannot accomplish much because
people do not really change. Fact: Effective team build-
ing does not involve drastic personal change. If teams
can simply learn basic skills and run meetings so that
all members contribute, listen, and solve problems,
team building can be successful.

Myth: The goal of team building is to get members to
like each other. Fact: In effective teams, members may
or may not like each other. The goal of team building
should be focused on tangible improvements in commu-
nications and bottom-line team performance.

Myth: The goal of team building is to produce insight
and awareness. If team members are aware of the

issues, they will take the appropriate actions.



Fact: Awareness is necessary but not sufficient. Effective to leadership on facts. Moreover, architects are not the

teams also need to work at sefting goals, running meet- only ones who struggle with these issues. Patrick
ings effectively, clarifying roles and responsibilities, and Lencioni’s books The Five Dysfunctions of a Team and
ultimately, producing at high levels of performance. Death by Meeting make it clear that people in many

Architects who are effective leaders generally do

not subscribe to these myths; they base their approach LI,

THE TEAM-BUILDING PROCESS

Although effective approaches to team building exist, many architects still struggle with
the process of team building. The following list of common and best practices delin-
eates key issues for improving team-building effectiveness.

Common practice: Team building focuses on doing an activity. The goals and out-
comes of the activity are unclear.

Best practice: The common practice is to focus on the team-building activity. The
best practice is to focus on the outcomes. Team building has a much greater potential
to produce lasting outcomes when the people running it clarify what they hope to
accomplish. Typical team-building outcomes may include increasing participant aware-
ness of their impacts on others, addressing and resolving old issues, achieving higher
levels of group performance and productivity, and so on.

Common practice: Uses a team-building exercise but does not allow enough
time for participants to discuss whether the team’s actions in the exercise reflect their
usual communications and actions.

Best practice: A team-building activity should include time for a group discussion
of how the activity relates to everyday team issues. Whatever the team-building activ-
ity, it is useful for the group to address questions such as these:

* In what ways were our discussions during the exercise similar to our work every day?

* In what ways were our discussions during the exercise different from our work every
day?

* What patterns of discussion in the exercise resemble our everyday work?

* Who did what new things in the exercise? What can the group learn from that?

Common practice: Assumes that discussions of issues themselves and increased
awareness of them will lead to change and improvement.

Best practice: Takes time in the exercise to discuss specific action steps specific
people will try as a result of their insights.

Common practice: Uses a retreat as a forum for team building.

Best practice: Structures team building into several sessions spread over time, with
clear assignments and action steps between sessions.

Construction Partnering

Construction partnering is a form of team building widely used on design and cons-
truction projects. When implemented following the best practices above, it can be
extremely effective.

People who work with design and construction projects frequently use the term
“partnering” to describe a general effort to cooperate, communicate, and work in a
reasonable manner with other team members on a project. This general intention is
important, but partnering is also a structured method for improving team performance
on construction projects.

Construction partnering has demonstrated enough consistent and positive results
to earn endorsements from the American Institute of Architects, Associated General

kinds of organizations operate based on myths rather
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A TALE OF TWO TEAM-BUILDING EXPERIENCES

Common Practices

We were a little apprehensive before the team-building
session, but by the time it came up on our calendars, most
of us new principals were looking forward to it. | got fo
the retreat site a little early. It was a nice hotel, and |
thought | would enjoy a cup of coffee. | met Michele, one
of the other new principals, and we talked about our
hopes for the firm. Like me, she was willing to participate
in the session and was pleased that it would focus on
improving our problem-solving skills.

We both sensed that the principals had not been
very effective in solving some of the operational
problems we have faced with design quality. The firm
has the talent to solve this problem, so we assumed
that the group had struggled with discussing and
addressing it.

The session went very well. The older principals split
us into three groups, and we all worked on the same
decision-making problems. One exercise was about
being lost in the desert, another was about a baseball
team, and the last one was some kind of group auction
involving Xs, Ys, dimes, and negotiations. It was all very
interesting, actually.

We had drinks and snacks afterward, and everybody
talked about how much they learned. The discussion was
kind of general, no specific plans, but that seemed OK.
Everybody seemed to be sincere. People talked about the
session for a few weeks afterward, recalling particular
moments when others said or did something interesting.

But now it's a month since we had the session, and | just

don't think it accomplished anything.

Best Practices

We were a little apprehensive before the team-building ses-
sion, but by the time it came up on our calendars, most of
us new principals were looking forward to it. | got to the
retreat site a litfle early. It was a nice hotel, and | thought |
would enjoy a cup of coffee. | met Michele, one of the other
new principals, and we talked about our hopes for the firm.
Like me, she was willing to participate in the session but
unsure of what it was supposed to accomplish.

The session went well enough, | suppose. The older
principals split us into three groups, and we all worked
on the same decision-making problems. One exercise
was about being lost in the desert, another was about a
baseball team, and the last one was some kind of auction
involving Xs, Ys, dimes, and negotiations.

When we finished each exercise, we discussed in
detail how our actions in the exercises reflected what we
do or don't do in our everyday work. Although it took a
bit of discussion at first, | was amazed at how we appar-
ently replicated all of our work communication patterns in
the exercises.

It was all very interesting and detailed. We planned spe-
cific action steps. For example, in the exercises, we recog-
nized that we had offen shut out our two quietest members, just
like we do at work. They contributed valuable information in
the exercise, as they do at work. We developed some new
processes for the office to make sure we engage these folks.

Now it's a month since the team-building session, and
we are planning to have a follow-up in which we discuss
what we have tried, what didn’t work, and plan new
actions. | can’t wait to see what we tackle next!

114

Developing a Practice

Contractors, and American Consulting Engineers Council. Increasing numbers of gov-
ernment agencies, corporations, and institutional clients require partnering workshops
as a condition of project funding.

The Army Corps of Engineers developed the first construction partnering experi-
ments about thirty years ago in its Pacific Northwest region. Frustrated with a growing
list of projects that were over budget and off schedule, several Corps managers decided
to pilot team building on some of its projects. With their own professional roots in engi-
neering, they developed an approach to team building that differed in key ways from
team building rooted in the human resources and organization development fields.

Over the years, various facilitators and managers have adapted and refined the Corps’
original material. Still, many current construction partnering efforts share consistent
agenda items, content, and structure. Most construction partnering consists of a series of
one- or two-day workshops that bring together key project members from each of the
entities involved in a project. For a typical $30 million building, a workshop can engage
a group of twenty to thirty diverse and usually quite vocal architects, engineers, plumbers,



electricians, subcontractors, clients, building users, facility managers, government officers,
and others. The meeting usually follows a highly structured agenda:

* Tuking stock. In the first hour or two, participants list what they think will go well on
the project and what they think may cause problems. This part of the workshop
identifies the key issues the project will have to address.

*  Building mutual understanding and trust. Before addressing key issues of the project,
most effective partnering workshops work with the Myers-Briggs Type Indicator
(MBTT), the DISC Personal Profile System, or another personality profile. Even
just an hour or two of this type of introspection accelerates the process of partici-
pants getting to know each other and building trust.

o Whriting a goals statement/partnering charter. After clarifying the key issues, partici-
pants develop a project goals statement that addresses the issues. Typically ten to fif-
teen sentences long, the goals statement includes quantitative performance goals
and qualitative goals for the ways people on the project should interact. To give the
statement clout, participants sign it. Work on the goals statement takes an hour or
two, depending on the number of people in the group and the extent of the differ-
ences they attempt to resolve.

* Refining communication processes and procedures. Participants develop detailed com-
munication processes and procedures necessary to achieve the goals. These proce-
dures usually include mechanisms for handling changes, clarifying issues likely to
arise in the field, resolving disagreements, and ensuring that everyone gets the infor-
mation they need when they need it.

An external, objective facilitator usually runs the meeting to ensure that everyone
participates, no one dominates, and the group stays focused on the agenda. To con-
clude the workshop, participants plan a follow-up meeting and decide what issues it
should address. In follow-ups, people monitor the plans and commitments made in the
original workshop, address new problems, and explore new opportunities.

TEAM-BUILDING ACTIVITIES FOR ARCHITECTS

Beyond construction partnering, seven additional team-building activities address espe-
cially important issues for architects. Some of these activities draw on parts of the part-
nering agenda. It is usually most productive for teams to work with all seven activities
in this order:

1. Assess team performance.

Build mutual understanding and trust (using the MBTT, Predictive Index, or other
personality profile).

Clarify team goals; write a formal goals statement.

Strengthen regular group meetings.

Facilitate meetings so that all members participate equally.

Clarify individual roles, responsibilities, opportunities, and information needs.
Conduct team-building exercises for decision making and problem solving.

[\

Nk

Activity 1: Assess Team Performance

Assessing team performance is an essential first step in team building. Teams that skip
this step are likely to engage in team-building activities that address minor problems
but neglect major issues and opportunities.

Building an objective assessment of how the team is performing can be done with
varying degrees of formality, beginning with a simple discussion of the team’s major
strengths, weaknesses, and opportunities. Or it can take the form of a more empirical
survey that lists key performance metrics. Team members can use such surveys to quan-
tify key issues for themselves, and they can survey people outside the team whose per-
ceptions are important to consider.
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Simply engaging a team in a brief discussion of its major strengths, weaknesses, and
opportunities provides important outcomes. The discussion should

* Highlight key issues the group agrees and disagrees on.

¢ Identify issues the group can work on in team building.

® Build buy-in, ownership, and a sense of responsibility from team members for the
group’s success and for the effectiveness of any team-building work to follow.

A productive assessment of a team’s performance will strive to ensure that

¢ All participants contribute equally, with no one either dominating or withdrawing.

* Participants focus on creating a balanced list of strengths, weaknesses, and opportu-
nities, and not on using the discussion simply to vent their problems and complaints.

® The team calibrates the list and separates major issues from minor annoyances.

® The list becomes the agenda for team-building work to follow.

Activity 2: Build Mutual Understanding and Trust
with Personality Profiles

“At last, finally, I understand you,” one owner of a medium-size architecture firm com-
mented to his partner of eighteen years, after working with a personality profile. “I still
don’t like you, but at least I understand you!”

Personality profiles enrich the understanding team members have of each other
and thus build mutual respect and trust. Having a better understanding of peers makes
it possible to understand that they are not trying to provoke but rather are simply act-
ing according to their own preferences.

The MBTT s the most widely used instrument for determining personality profiles.
Because many architecture clients also use it, the MBI can provide valuable insight
into client communications. Other useful personality profiles include the Predictive
Index, the Strength Finder, and DISC.

Once members of a team better understand each other’s personality types, the real
work begins. The team discusses in depth what this knowledge explains and what the
group should do in response to its particular mix of personalities. For example, the new
information might explain why

* The group does some tasks well but struggles with others.
* Miscommunications recur among group members.
* Some people tend to dominate the group and others are ignored.

Given the mix of its personality types, a team can decide to

* Assign some leadership tasks to people it typically neglects.

* Ask two people who often are in conflict (and are probably different types) to
collaborate on a project.

® Focus on tasks that are outside the comfort zone of the majority of its personality types.

® Present information in a format that responds to the preferences of team members’

personality types.

Activity 3: Clarify Team Goals in a Written Goals Statement

Architecture teams often neglect to clarify goals because the goals seem obvious. With
detailed owner contracts and lengthy negotiations, for example, project teams can
understandably assume their goals are crystalline. Yet, a discussion of goals often reveals
significant disagreements.

Discord on goals often results in other, more tangible problems. Often when high
levels of conflict exist on a team, the reason is not a lack of trust or the dominance of
strong personalities, as team members suppose, but differing goals. Thus, the most
effective way to reduce conflict in a group may not be to work on listening skills or
mediation but on clarifying the team goals.



In its work on construction partnering, the Army Corps of Engineers developed a
formal, structured approach to writing a goals statement or project charter. Following
this method, all the members of a team write a goals statement that specifies eight to
ten quantitative performance goals and eight to ten communication goals. After dis-
cussing the goals and reaching agreement on their intent, all team members sign the
goals statement to confirm they support it.

A team composed of architecture firm owners working on its own goals statement
(which would be different from the firm’s goals) might include as performance goals
such items as “mentor associates so that two new people are ready to become princi-
pals in the next quarter” or “motivate all staff so that our multiplier improves by
25 percent in the next month.” Communication goals for the same group of partners
might include “treat each other with respect” and “communicate our energy for the
profession to the whole office.” One communication goal many partner groups adopt
is “keep our disagreements with each other in the conference room. Always support
each other in the office.”

It is useful to have all team members sign the completed statement. Signing the
statement turns the abstract discussion into a more tangible direction for future actions.

Activity 4: Strengthen Regular Group Meetings

Meetings are the venue in which much teamwork takes place, but many teams lack
basic skills for holding successful meetings. Many architects complain that they attend
too many meetings, that meetings often accomplish little, and occasionally they cause
the team to move backward. Several tactics can help any team improve the productiv-
ity of its meetings:

1. Schedule meetings instead of holding them “as needed.” If people need to exchange
information, they will do so more effectively when they can plan meeting times as
part of their ongoing work. As-needed meetings may feel informal, but they make
group discussion reactive.

2. Meeting for short periods of time frequently leads to more productive discussion
than meeting for long periods of time infrequently. Conflict-ridden, half-day,
monthly project review meetings become more productive when they are refor-
matted as weekly hour-long sessions. Many teams even find that a brief daily meet-
ing (often standing, with no chairs) helps keep them informed.

3. Rotate meeting leadership among team members. The work of planning the meet-
ing agenda and managing the discussion can rotate among team members in most
teams. For many teams, rotating meeting leadership increases member accounta-
bility to the whole team and a sense of membership in the group.

4. Develop an agenda, circulate it well before the meeting, and review it at the begin-
ning of the meeting. This is a very basic meeting discipline, but it bears repeating
because so many architects skip over it. Any meeting that begins with participants
asking “Does anyone know what this meeting is about?” is probably going to pro-
duce limited results.

5. Use a flip chart to record discussions. Groups that use flip charts to log key points
are better able to access ideas than groups in which individuals keep their own notes.
Flip charts also can make excellent minutes of meetings, since they can be reduced
to 8%:- by 11-inch sheets in the graphics departments of many firms. Current tech-
nologies, such as the outlining software Inspiration, perform the same function as
flip charts using laptop computers, but some architects find the new technologies
unwieldy.

6. Begin the meeting by posting a flip chart with the heading “Action Steps” and
three columns labeled, Who, What, and When. Make sure that discussion of
agenda items concludes with an action step that identifies who will do what,
and when.
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Activity 5: Facilitate All Meetings So That All Team

Members Participate

Since a vocal minority tends to dominate any group discussion, it is essential for effec-
tive teams to learn to conduct meetings in which all team members participate equally
and the tone of the discussion is positive and productive.

Many teams suffer from the myth of open discussion. They believe that if they sim-
ply identify a topic and allow a free-flowing discussion, the team will adequately address
all the issues and arrive at a reasonable solution. What actually happens is much less
productive and can easily become destructive. In an open discussion with a team of

FACILITATING A MEETING:
A FIRSTHAND ACCOUNT

This firsthand account of how the facilitative method
works offers some useful insight.

| was looking for ways fo get better participation in
our project design discussions. People like to discuss
design, and it can be a great way to bring the whole
firm together. We draw a pretty good crowd, about half
the office, and a good mix of senior, middle, and junior
staff. The problem was that, very quickly, just a few peo-
ple would dominate the discussions, always the same
three or four people. We would stop the discussion occa-
sionally and ask if anyone else had an opinion, and
once in a while, someone else would talk. But then it
would quickly go back to the same few people.

It especially bothered me because people who had

been quiet during the discussion would come to me after-

ward and tell me what they were thinking. | asked them
why they didn’t speak up in the meeting, and they would
always say they were not comfortable, even though we
asked for their input. When | first learned about facilitat-
ing participation by asking plus-minus questions and
breaking the group into smaller groups, | was doubitful
that these methods would work. | worried about people
feeling put on the spot in the small groups, and | just
thought people wouldn't like it. Well, | was wrong. | tried
it and people were comfortable in the small groups and
they liked it.

By breaking the large group into smaller groups,
everyone had a chance to offer their thoughts. The quiet
people in particular loved it; they were able to express
themselves. And they were quite comfortable speaking
out because the groups were small. People felt heard and
cared for, and we got a lot more accomplished as well.

Audrey O’Hagan, Stubbins Associates, Cambridge,
Massachusetts
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nine people, the leader might ask, “What do you think of
this design?” Predictably, the discussion that follows will

* Focus on opinions about the design. For example, one
person may lead with, “Well for one thing, I don’t like
the blocking.” Another may follow with, “Have you
given any thought to alternative site orientation?”

* Be limited to a vocal minority of the group. The major-
ity will remain silent during the meeting. They may
voice their opinions later, in one-on-one asides.

* 'Take on a negative tone. Turning a negative discussion
of problems and annoyances to a positive one is difficult.

* Focus on the leader. Often the meeting will consist of
one-on-one tangles between team members and the
leader. People not directly involved in a tangle wait
their turn.

* Produce limited or no results.

The keys to ensuring that all team members participate
in a meeting and the discussion remains positive and pro-
ductive lie in structuring questions posed to the group in a
specific format and breaking into subgroups for part of the
discussion.

Thinking about questions to ask at meetings is usually
new territory for team leaders. People tend to think more
about what they are going to present than they do about
what they are going to ask. Teams are very literal: They
answer whatever question the leader asks. Thus, it is
important to word questions carefully. A plus-minus for-
mat is the most effective approach for team questions. In
the design review, for example, the question would not be
“What do you think of the design?” but rather:

e What three aspects of the design do you like the best
and the least?

* In what three ways does the design advance the goals
of the firm and in what three ways does it detract?

*  What three aspects of the design would you keep and
what three aspects would you change?

In addition to using the plus-minus question format, it
is important to break the group of nine into smaller groups,
perhaps three groups of three, for the discussion. Ideally,
each group gets its own flip chart. The team leader gives a
marker to one person in each small group (preferably to
the quietest person in each group) and tells the team it has
ten to fifteen minutes to record three pluses and three
minuses from each participant.



Activity 6: Clarify Roles, Responsibilities,
and Information Needs

Lack of clarity about individual team member roles, responsibilities, and information
needs plagues many teams. However, it is relatively easy to address this issue with a
basic team-building activity. "To prepare for this activity, individual team members write
on the top half of a piece of flip-chart paper what they think are their three most impor-
tant roles and responsibilities on the team. They also make notes about what they think
the roles and responsibilities are of each of the other team members.

In the meeting, team members post their own flip charts. Then all team members
write what they think the roles and responsibilities of the other team members should
be on the open, bottom half of the paper. The group then discusses each team mem-
ber for ten to fifteen minutes, exploring the gaps between what members thought their
roles and responsibilities were and what the rest of the team thought they should be.
To log the discussion, it is useful to list three or four tasks the team wants the individ-
ual to do more of and the same for tasks the team wants the individual to do fewer of.

Architecture teams often find this discussion useful, as it clarifies major discrepan-
cies with minimal conflict. Project team members often find that their peers want them
to do more or less documentation, detail work, or communication of change, among
other activities. Ownership teams often use the discussion to clarify expectations about
marketing, business development, new initiatives, and office responsibilities.

Activity 7: Conduct Decision-Making Exercises

These are the activities most people think of when they think of team building: group
role plays, simulations, skits, problems to solve, exercises, and structured experiences.
Several sources provide hundreds of these activities, along with instructions on their
use. In addition to these formal team-building activities, other informal activities can
also function as team-building activities.

Group exercises can produce insights about team behavior that the team can apply
in its everyday work. Teams often find these exercises useful because they bring deep-
seated communication patterns to the surface. The process of delineating these pat-
terns is often more successful when the team works on an unfamiliar topic rather than
on everyday tasks, where egos are more likely to get in the way of insight.

In classic exercises, such as “Lost At Sea,” “NASA Man on the Moon,” “Wilderness
Survival,” and “Hurricane Disaster,” for example, the team members individually pri-
oritize a list of items that might be useful in the situation. The team then works together
to prioritize the items, after which the team and individual lists are compared to a list
ordered by experts in the field. The closer the team list is to the expert list, the more
effective the team’s communications were. Highly effective teams produce scores that
are better than the scores of individual members. Somewhat effective teams still beat
their average individual scores. Ineffective and dysfunctional teams perform worse than
the worst player on the team.

The key to deriving lasting value from such exercises is the debriefing, discussion,
analysis, and action planning the team does after it has completed the exercise. To make
exercises worthwhile, it is essential to address questions such as these:

* What three descriptors define the group’s communications during the exercise?

* How did the group communicate well during the exercise?

* How did the group not communicate well during the exercise?

* In what ways were the group’s patterns of communication during the exercise sim-
ilar to its everyday communications?

* In what ways were the group’s patterns of communication during the exercise
different from its everyday communications?

* What should the group do differently in its everyday communications based on
insights from this exercise?
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These same questions can also be used to debrief informal team-building activities
like bowling, sailing, hiking, and golf. Each of these activities can provide useful insight
into the effectiveness of team communications. As team members lose themselves in the
activity, deep-seated team communication patterns rise to the surface. Often it is eas-
ier for teams to see their communication issues when they are communicating about
topics that do not involve their professional expertise and egos.

TEAM-BUILDING PRINCIPLES FOR ARCHITECTS

"The material covered above can be encapsulated into a set of team-building principles
especially relevant for architects. These principles include the following:

* Anticipate the need for team building with all teams involved in architecture prac-
tice. Whether you are working on a project team, an owner team, an internal depart-
ment team, or a special project, the team will benefit from conscious, thoughtful
team building.

* Ensure team building involves work with as many of the team-building tasks as pos-
sible. Team building that is limited to work in just one of the tasks will produce lim-
ited outcomes.

® Be aware of the limitations of retreats. While team-building retreats can generate
valuable insights, they can also make it seem that generating the insight is the end
of team building.

* Make team building an ongoing process. The best sports teams continue to practice
all season and often all year. Architecture teams also benefit most from team build-
ing when they make it an integral part of their ongoing work.

"Teams are the medium for many important activities and tasks of architecture prac-
tice. Yet effective teamwork can be elusive because of the challenges of capturing the
full power that teamwork offers. If architects make a moderate effort to build teams
thoughtfully and conduct their work with care, they should experience noticeable
improvements in performance and results.

For More Information
Several resources provide an essential understanding of teamwork and team building:

Marcus Buckingham, Now, Discover Your Strengths (Free Press, 2001). A benchmark
article addressing many issues that architecture teams confront is presented in “How
Management Teams Can Have a Good Fight,” Harvard Business Review (July-August,
1997) by Kathleen M. Eisenhardt, Jean L. Kahwajy, and L. J. Bourgeois.

An excellent summary of the wisdom of teams can be found in The Wisdom: of Teams
(HarperCollins, 1999) by Jon R. Katzenback and Douglas K. Smith; Patrick Lencioni,
The Five Dysfunctions of a Team (Jossey-Bass, 2001); and Death by Meeting (Jossey-Bass,
2004).

Useful team-building strategies and tips for effective partnering, project manage-
ment, and communications are presented in The Partnering Solution (Career Press,
2005) and Partnering Manual for Design and Construction (McGraw-Hill, 1996), both by
William C. Ronco and Jean S. Ronco. The Annual Volumes for Training and Consulting
(Jossey-Bass) contain clearly outlined annual collections of team-building and training
activities that enable novices to run their own team-building activities. These are a
valuable resource for architecture firms. The “Plan Your Program” link at www.
gatheringpace.com provides specific steps to help organizations design team-building
programs to achieve lasting results.



4.5 Marketing Strategy and Planning

David Koren, CPSM, Assoc. AIA

A strategic approach to marketing—and a plan to attract new business and
retain existing clients—will enable an architecture firm to allocate resources to
support the growth of its practice.

everything that helps spread the word about a firm, helps the firm communi-

cate with prospective and existing clients, and gets the work in the door—
including correspondence, a Web site, the firm’s portfolio, and even how the receptionist
answers the phone. It is important to approach marketing strategically to allocate
resources efficiently and to be as effective as possible in attracting and retaining clients.
Regardless of the firm’s size or resources, the basic process of defining a strategy and cre-
ating a marketing plan is the same for every firm.

M arketing is the process of bringing new business to a firm. Marketing involves

MARKETING ARCHITECTURAL SERVICES

Marketing architectural services is different from marketing other services or mar-
keting a product. Architecture involves a complex mix of creative and technical
skills, and marketing architectural services calls for convincing prospective clients
that the professionals in a firm offer creative and problem-solving ability, attention
to detail and follow-through, and passion for the project. Because the client or
potential client is actually buying the individual expertise and ability of team mem-
bers, the differentiation of one firm from another occurs on an individual and per-
sonal level.

Although it is easy to believe that a prospective client’s decision about which firm
to hire is rational (that the client will hire the firm that has the best experience, capa-
bilities, and fee), the fact is that the prospective client is a person or group of people,
and thus, emotional factors will also play a part in which firm they choose. People tend
to select people they like and trust, who they believe will be good to work with and
help them achieve their desired results.

In building credibility with prospective clients, the portfolio of the firm’s prior
work is important, but the portfolio will not win the job on its own. The portfolio
lets the prospective client know that the firm has completed appropriate work in the
past and is capable of doing it again. The client will also generally look at other fac-
tors such as quality of work and fee. But from there, the client will make a personal
and emotional decision, based on whom he or she likes, trusts, most wants to work
with, and, very often, knows best—in other words, “chemistry.” All the facts about
the firm serve to reinforce and justify the decision, but the decision is at its core an
emotional one.

While the marketing efforts of many architecture firms are focused on winning work
from new clients, it is important not to forget about existing clients. It is generally much
easier and less expensive to win new work from an existing client than from a new one.

David Koren is an associate principal and director of marketing for Perkins Eastman, where
he is responsible for developing marketing strategy, leading business development efforts,
and supervising marketing staff in the firm’s offices in the United States and abroad. He is a
past president of the New York Chapter of the Society for Marketing Professional Services,
and author of Architect’s Essentials of Marketing.
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Repeat work from existing clients,
referrals, and personal or profes-
sional contacts are the three most
important sources of new projects
for 73 percent of U.S. architec-
ture firms.

2006 AlA Firm Survey

Relationships are everything
when it comes to marketing
architectural services.
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If your firm has worked for a client and has done a good job, why wouldn’t the client hire
your firm again? A first priority in marketing is to make sure the firm is keeping exist-
ing clients happy. Established relationships serve as a springboard to move into new
relationships and markets. If existing clients are happy, they will not only hire the firm
again, they will recommend the firm to other people they know who may be consider-
ing an architectural project. No recommendation is more valuable than the endorse-
ment of a satisfied client.

In marketing, relationships are everything—with clients and other third-party influ-
encers in the marketplace like contractors, consultants, and real estate brokers. Rela-
tionships will influence the way that others perceive the individual architect and the
firm; positive relationships can help, and negative relationships can hurt. When pur-
suing work with a new client, it is vital to build a relationship with the individuals
involved in making the purchase decision. Without some kind of natural affinity
between the architect and the prospective client that helps the client to like and trust
the firm, it is unlikely that the firm will prevail in a competitive situation. Unfortu-
nately, if you enter the selection process without an existing relationship with the
prospective client, it is probably already too late—one of your competitors is probably
ahead of you, and now has the “inside track.”

One often-overlooked factor that can distinguish one firm from another is pas-
sion for the project. In marketing their services, architects are selling the promise
of future performance and their ability to deliver on that promise, so enthusiasm for
a project can make a huge difference in influencing a potential client to hire a firm.
In the selection process, the architect needs to find ways to demonstrate how much
he or she wants to do the project, in a way that is natural and proportionate to the
project. For example, on a very important project, it may be perfectly appropriate
to say, “This is the most exciting project that has happened in this city in years, and
we are very excited at the opportunity to work with you on it!” If the project is small
or not very exciting, “We really want to work with you!” may be all that is needed.
In a close race between competitors, the architect’s enthusiasm can be the deciding
factor.

MARKETING STRATEGY

Marketing efforts will be most successful when they mesh with the vision and opera-
tions of a firm. To create an effective plan for improving marketing and building busi-
ness, your firm’s long-term goals must be clear. This includes setting goals for
business growth, as well as goals based on the design aspirations of the firm’s princi-
pals and staff.

The firm’s business plan can provide a good starting point for developing a mar-
keting strategy. A business plan is a high-level discussion of the basis and objectives for
beginning a new business venture, and for its overall operations over time. Depending
on how your firm has developed its business plan, it may contain some indication of tar-
get markets, financial goals, and hiring and staffing strategies.

"To begin the marketing planning process, it is advisable to bring key firm leaders
together for a strategy meeting. Below are ten key questions that can form the agenda
for a productive strategy meeting, one that results in answers that form a basis for the
firm’s marketing strategy. It will be helpful to do some research before the meeting to
have information handy on the firm’s markets, competitors, and clients to help facili-
tate discussion of each question.

1. Who are we? Key firm leaders must agree on their vision for the firm and its basic
identity. What kind of practice is it? What do the leaders of the firm believe in?
What is the firm known for? Is the firm a design-based practice, known for a sig-
nature design style that can be applied to many kinds of projects, or is it a special-
ist practice, expert in the design of a specific facility type?



There are advantages and disadvantages in being either a generalist or a spe-
cialist. A strategy of generalization, of pursuing work in a number of markets, can
enable a firm to grow by pursuing new kinds of work. This strategy is often more
stable, as downturns in one market may be offset by opportunities in others. A
strategy of specialization, of pursuing work in one or just a few markets, can be
incredibly profitable while the targeted market is hot but does not usually enable
the same long-term stability as the generalist strategy. When a firm “owns” a market—
when it becomes the obvious leader in a given area—a lot less time and money are
required to bring in new work, and the firm’s profitability can soar. In practice,
many firms follow a hybrid strategy that involves specializing in several key mar-
kets, ideally providing the firm with some of the stability of a general practice and
some of the benefits of a specialist practice.

. What markets do we serve? Key markets should be defined carefully. Markets can be
defined by geography, service, client industry, and facility type. Members of a firm
could define its market by saying, “We provide architectural and interior design
services for academic institutions in the Midwest, with a special emphasis on dor-
mitory projects.” There should be a clear distinction between the markets the firm
works in now and the markets the firm would like to move into. It is important to
have a clear, realistic picture of the firm’s position in each desired market, and to
consider the competition in each market. Who is your firm competing against?
Which firms are the most successful? Make a list of all major competitors, and
briefly discuss the strengths and weaknesses of each.

What are our strengths? What is your firm really good at? The answer could be design,
service, or some special knowledge or expertise. In listing a firm’s strengths, it is impor-
tant to emphasize those that are truly unique to the firm. A generic strength such as
“We’re responsive to clients” is something any service provider in business today
should be able to claim, and therefore would not differentiate a firm from others.

. What are our weaknesses? It is vitally important in the marketing strategy process to
be honest about liabilities. What are the things that your firm does not do as well
as it could? List everything that might affect the firm’s performance, or the per-
ception of the firm’s performance—both internally and externally. Establishing an
understanding of weaknesses is the first step to overcoming them, and it can mini-
mize the amount of time spent chasing opportunities that will be difficult to capture.
. What are our opportunities? Consider each market in which the firm is active and
identify opportunities in those markets for growth or for developing greater depth
in existing areas. What's changing in these markets? Are there trends that could be
capitalized on to achieve growth? Could the firm offer new services, explore new
geographies, or become expert in designing new facility types? It may be helpful
to ask, “What will we be doing in ten years that we are not doing now? What
opportunities do we need to take advantage of now to get there?”

. What threats do we face? Threats are factors in the marketplace that could hurt a
firm’s current position. An honest appraisal of threats is invaluable in planning the
firm’s future direction. What are competitors doing that threatens the firm’s posi-
tion in its existing markets? Is the firm facing new competitors? Are there trends
in existing markets that may negatively affect your firm and its business? One way
to get at the heart of this subject is to ask, “What keeps us up at night?”

. What’s our vision for the firm? A vision statement is a written expression of the firm’s
highest aspirations. This is the place to use superlatives: best, leading, largest, most,
finest. What is your firm all about? Design? Innovation? Efficiency? Service? How
does the firm’s work improve the lives of its clients? How does the firm change the
world for the better with every project? A vision statement could be something
like this: “AB&C is a design firm that improves the lives of hospital patients and
medical professionals by taking a fresh look at health care design and applying best
practices from around the world to our projects.” A vision statement should be as
concise as possible. When you are crafting one for the first time, it may help to

» Firm Identity and Expertise

(4.3) discusses how architecture

firms can create strong firm iden-

tities.
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begin by writing it as long as it needs to be and then to cut out what is not
absolutely essential. Tty to pare it down to one key idea, if possible. The final state-
ment should be as active and as ambitious as possible.

8. What'’s our mission? A mission statement is much more directed than the vision state-
ment. It describes where the firm is going. It describes how the firm would like to
change its practice in the future. It is important to think big, but at the same time a
firm must create a mission that is practical and achievable. A sample mission state-
ment might be, “Our mission is to be the most respected laboratory design firm on
the West Coast. We intend to accomplish this by hiring the best staft, rigorously
improving the quality and accuracy of our design, and delivering on our promises.”
When developing a mission statement, it helps to ask, “Where do we want to go
now?” Is there an existing market the firm ought to penetrate further? Is there an area
of existing practice the firm could strengthen? Be as specific and focused as possible.

9. What are our goals? The next step is to identify goals that will help your firm accom-
plish its mission. What does your firm need to do to accomplish its mission? Does
the firm need to hire new kinds of staff, modify the design process, look for dif-
ferent kinds of work, or make other significant changes in strategy or operations?
Discuss how firm members are going to work to achieve these goals. Who will be
responsible for following through with each goal? How soon will firm leaders
reconvene to evaluate progress?

10. How do we communicate our strategy? Everyone in the firm has a role to play in mar-
keting; therefore, it is vital for everyone to understand and participate in the mar-
keting strategy. Consider creating a one-page marketing strategy summary that
includes all ten of these questions with brief summaries of the firm’s answers and
action plan, and then distributing it to all staff. It is a mistake to have the strategy
shared only by the firm’s leaders. The marketing strategy will be most effective if
everyone is on board with where the firm is headed and if each person understands
his or her role in helping the firm move forward.

BRANDING

Branding is a familiar concept in the world of products. Think of a few great product
brands—Sony, Nike, Mercedes, Apple, Volvo: These names are closely associated with
product attributes or even marketing slogans, such as safety for Volvo or “Just Do It”
for Nike. Brands are an incredibly effective means of communication between compa-
nies and their customers. If a company has a clear and consistent brand, customers will
know what to expect and will associate the company with certain key ideas.

Service companies have brands just like products companies do. Many service
providers, however, are more comfortable using the word “reputation” than “brand,”
but both words have essentially the same meaning: what people have in mind when
they think of a given firm. Brand is critical in differentiating one firm from another.

A firm’s brand is built by every single interaction that people have with the firm. It
is the consistency of experiences with the firm and its work that defines its brand. Once
a firm decides on a specific brand message, the message should be conveyed to key
audiences in a memorable way. If a firm declares it is all about service, for example, and
if the firm’s staff delivers on this promise so that everything its clients and the public
see supports this, the firm will become known for service.

Once a firm has gone through the strategy development process and carefully con-
sidered its vision, mission, and identity, the firm can proceed with spreading the word
to existing clients, prospective clients, and other audiences. Building a communications
plan around your brand is a five-step process:

1. Define your audiences. What specific industries or organizations is the firm focusing
on? Who are the people at these organizations that the firm is trying to reach? How
do these targeted clients interact with the firm now?



2. Get a clear picture of how your firm is perceived. This may
require some research—asking people in various audi-
ences what they think of the firm. It may be helpful to
periodically take current or former clients to lunch and
ask them directly to share what they think the firm’s
strengths and weaknesses are.

3. Identify the firm’s message. The message should be as sim-
ple and clear as possible, and should be a direct reflection
of the firm’s vision statement. If possible, summarize the
message in one keyword, such as “service,” or a short
phrase.

4. Determine how to transmit the firm’s message. A firm’s
audiences can be reached in many ways. Consider your
firm’s work, staff, logo, office environment, business
cards, advertising, proposals, and marketing materials.
How can the firm make use of every contact with poten-
tial clients to get its message across?

5. Make sure your firm “walks the talk.” No matter what, the
brand must be backed up with action. A brand is empty
and hollow if it is not consistent with the service the
firm provides and the quality of the firm’s work. If
there’s any fibbing, the staff will know, and before long
the clients will, too.

POSITIONING

Positioning is the application of a firm’s brand to a specific
market. While branding is the process of trying to influ-
ence the perception various audiences have of the firm,
positioning is the process of packaging the company for a
specific target market and determining how to define it rel-
ative to the competition in that market. The brand applies
to the entire firm, in all markets, and should originate from
the firm’s vision statement. The position, however, applies
to only one market. When figuring out how to position the
firm, you need to ask, “How can we present the firm to this
market, and how can we differentiate our firm from the
competition?”

YOUR FIRM NAME

One of the most important tools in a firm’s brand commu-
nication is its name. It is important to consider the signifi-
cance a name has to people who hear it, and how it
supports the firm’s vision and brand. The best names are
distinctive and memorable.

Most architecture firms have one of the following
types of names:

*  Multiple proper names. Difficult to remember, and
usually shortened to a set of letters that quickly lose
their meaning. Examples: HOK, SOM, NBBJ, HLW,
KPF, BBB, WATG, P&W.

e Single name of signature architect or company
founder. Generally calls up the image of a visionary
founder. Examples: Polshek, Gensler, Jerde, Rockwell.

® Anything other than a person’s name. Less ego is
implied, but such a name can also seem less per-
sonal. Examples: Studios, Morphosis, Pentagram,
Arquitectonica.

When choosing a firm name, think about it carefully
and obijectively. Consider both how it looks on paper
and how it sounds when people say it. Is it easy to spell2
Is it easy to say@ Consider any connotations the name
has in your mind and the mind of your audience. Does it
sound like anything else? Do you have an emotional
response fo ite Does it sound like the firm you want to
be? If the firm carries a person’s name or one combined
from several surnames, what associations or connota-

tions do those names have?

The value of market position becomes most apparent when a firm is in pursuit of
a specific opportunity. A firm’s position is its starting point and consists of what clients
and potential clients think of the firm before they open a proposal or grant an interview.
What do they know about the firm? What do they think of its work? How is the firm
positioned in this particular market? Is it the leader or the underdog?

In their landmark book Positioning: The Battle for Your Mind (McGraw-Hill, 2000), Al
Ries and Jack Trout describe positioning in terms of ladders in the audience’s mind: Each
ladder is a market, and each rung is a brand. Where a brand fits on the ladder is its posi-
tioning. For example, imagine what the positioning ladder looks like for cola drinks: rung
1: Coca-Cola, rung 2: Pepsi-Cola, rung 3: RC Cola, rung 4: everybody else.

Once the arrangement of a ladder has been set in the mind of the public, it is very
tough for a brand to move up the ladder. Even though Pepsi generally wins in blind
taste tests, it cannot knock Coke out of its position at the top. In another example, if
an architecture firm is competing against HOK Sport in the sports arena market, it
may be able to beat the firm on one project, but it will be very difficult to knock it off
the top rung of the ladder. HOK is probably the first firm a prospective client thinks
of for sports arena design, and there is not much other firms can do about that.
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The challenge is to define each market (that is, each ladder) as specifically and con-
cisely as possible so that people can accept it as a unique market, remember it, and asso-
ciate your firm with it. It is vitally important to define your markets carefully. What
does your firm offer this market? Why should the firm pursue the market, and how
will it become a leader in it? Much as the vision statement describes the firm’s aspira-
tions, the positioning statement sums up a specific market and the firm’s position in it.
For example, a positioning statement might read, “JKL is the leader in the design of
intermodal transportation facilities. We are different from the competition because we
have a thorough understanding of the complex circulation issues of people, trains,
buses, and cars.”

Developing a positioning statement is a four-step process that includes considering
and answering the following questions:

1. What is the market? The market is defined by service, facility type, client industry,
and/or geography. It can be any area that could have a marketable specialization and
any permutation of those four factors. For example, a market could be the interior
design (service) of retail locations (facility type) for fashion companies (industry) in
the western United States (geography). Or a market could be only one or two of
those factors, for example, real estate developers in Boston.

2. What does the market need? An assessment of the needs of the market requires input
from clients and prospective clients. Find out what they would like to do differently
but so far have not been able to. Find out what their hot issues are. Find out what
the trends are. Identify any unsatisfied opportunities in the market. Then determine
if your firm can fulfill any of these needs better than your competitors.

3. Who is the competition? 'To position a firm within a market, it is essential to know as
much as possible about the competition. What other architects work in this market?
How are they perceived? What is their positioning? Is another firm the clear leader
in the market? (If so, you may want to redefine the market and try a new “ladder.”)
Are there any weaknesses in the competition against which a firm could position
itself? For example, “We’re just as good as RST, but we are cheaper!”

4. What do we offer? Most important to determining your firm’s positioning is zero-
ing in on what the firm can bring to this market that none of the competitors can
match. What experience, capabilities, or attributes does the firm offer that are truly
unique? Why would a prospective client in this market be foolish to hire the
competition?

Answers to these questions will help a firm put together a clear positioning statement,
such as, “PQR is the leader in designing mini storage facilities in the Midwest. We can
design and deliver a mini storage facility faster than anyone.” Once the statement has
been crafted, the next step is to spread the word in every communication the firm has
with the identified market, and to back up the positioning by delivering on its
promises.

THE MARKETING PLAN

A marketing plan provides structure to marketing efforts on a continuing basis. Where
there is a plan, there is a common understanding of marketing goals and objectives and
what actions the firm will take to build its business. It is a measuring stick that guides
decision making. When any kind of opportunity arises—whether a project or public-
ity or joint venture—the marketing plan provides a context for evaluating the oppor-
tunity and determining how to proceed.

Most firms create marketing plans in an attempt to expand their practice, whether
in overall size, profitability, or the types of opportunities for which the firm can com-
pete. Without a plan, a firm can probably win work and sustain client relationships,
but it will be difficult to penetrate new markets or significantly increase market share
in existing markets.



Developing a Marketing Plan

A firm should aim to have a marketing plan for each of its markets. If the firm does some
retail work, some residential work, and some academic work, it should have a market-
ing plan for each. A marketing plan should be no more than a page long, if possible.
A short and simple plan is most likely to be read and followed. The following is a short
outline for what should go into a one-page marketing plan.

The market. Define the market as precisely as possible in terms of geography, ser-
vice, industry, and facility type.

The mission. What do we want to accomplish? Describe specifically the impact the
firm would like to have in this market. What is the major goal of this marketing plan?
What do you want your firm’s position in this market to be?

Current position and client base. Who are our current clients in this market?
Describe where the firm is right now in this market. Is the firm a veteran, an underdog,
or a newcomer?

As part of the planning process, consider carefully how much emphasis to place on
new clients and how much to place on existing clients. The mix will vary depending on
the firm’s focus, current position in the market, and goals. Existing clients make great
references for potential clients to talk to, and can also recommend your firm to their
friends and business associates.

Market size and trends. How big is the market? What is changing? This may be
the time to do some research to learn more about the market. How many projects are
there each year in this market? How profitable are they? What trends in this market can
your firm take advantage of?

Competitors. Which firms is your firm competing against? What are their strengths
and weaknesses? Prospective clients will compare your credentials with those of other
firms. What other firms will your firm be positioning itself against?

Positioning. Where do you want your firm to stand in this market? Have you
defined the market in such a way that your firm can be the leader in it?

Objectives. Break down your firm’s mission into smaller pieces. What can you do to
achieve your mission? Do you need to do more business development, reach out to exist-
ing clients more, or work on media relations? Be as specific as possible here. If there is any-
where in the plan to add additional detail, it is here. This is the heart of the marketing
plan—what firm leaders and staff members intend to do to fulfill the identified mission.

Responsibilities. It is important to assign specific responsibilities to individuals to
make sure the objectives can be accomplished. Spread around responsibility. Everyone
involved in this market should share in the responsibility of fulfilling the plan.

Schedule. Make it very clear in the plan when firm leaders will check on progress.
By what date is each person named supposed to have accomplished his or her objective?
Give them a time frame. If this is a one-year plan, it may make sense to review the plan
every month or two to check progress, update the plan, and make new assignments.

Budget. The budget should quote a specific dollar amount for the firm’s marketing
efforts in this market. It should include hard costs (printing, networking expenses, etc.)
and soft costs (staff time). Consider breaking out big-ticket items, such as a new
brochure or attendance at a trade show.

Determining the Marketing Budget

Budgeting can be a difficult process. It is tough to put dollar values on expenses that
have not appeared yet and expect to live by them for the lifespan of the budget. It is
probably impossible to predict how many award submissions the firm will complete, or
how many presentations will be made over the course of a year. This is why a budget
is so important—it is a guideline for determining whether an opportunity is reasonable
in terms of its cost.

To prepare a budget, start by developing broad categories for expenses. This may
include marketing materials, photography, market research, public relations, business
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SAMPLE ONE-PAGE MARKETING PLAN

The market: Architectural design of garages for shopping
centers in Florida.

The mission: We want to be the leading designer of
garages for shopping centers in Florida. We want to
double our revenue in this market in the next year.

Positioning: We are the leading firm in designing
parking garages for shopping centers. Unlike our competi-
tors, we are specialists in this project type. We have deep
experience in parking garage design, not only for
shopping centers, but also for corporate offices.

Current position and client base: We have designed
three multistory garages for shopping centers in the last
year for three different clients. However, we are often
thought of as a designer of garages for corporate offices,

not shopping centers.

Market size and trends: Ten to twenty new shopping

Objectives: We intend to

e Build our network of shopping center developers.
e Redesign our marketing materials.

e Conduct a direct mail campaign.

e Get articles placed in trade publications.

® Be more aggressive in closing the deal.

centers are built in Florida each year. In addition, older

shopping centers are being reclaimed as corporate offices
(five to ten last year). There may be an opportunity to
leverage our corporate office parking garage experience

to expertise in shopping centers.

Competitors: VWX designs shopping centers and
parking garages. RST designs parking garages and lots,
mostly for sports arenas and amusement parks. CDE

designs anything, anywhere.

Firms typically spend 9.5 to 11 per-
cent of their fee revenue on market-
ing, although small firms of two to
four people and sole practitioners
spend less (8.5 and 5.5 percent,
respectively).

2006 AIA Firm Survey
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Responsibilities: [Put at least one name next to every
item on your objectives list.]

Schedule: The time frame of this plan is one year.
We will check on progress next month.

Budget: Our marketing budget for the year is
$20,000. Of this, $5,000 will be for printing new
marketing materials and the rest for networking and
pursuing specific opportunities.

development, proposals, and presentations. Then make a rough guess at a reasonable
amount for each category over the course of the next year, using any existing histori-
cal data as a benchmark. The first budget will be the most difficult to prepare; in sub-
sequent years, as expenses are tracked, the firm will have more perspective on what is
reasonable and which areas require investment of more resources.

A Living Document

The best marketing plans are living documents. The marketing plan should not be filed
away, but kept close at hand for reference and revisions. Over the life of the plan, unan-
ticipated opportunities will come up. There may be serious setbacks for one reason or
another, or the market may change dramatically. Whenever market conditions change,
the plan should be updated accordingly. A plan that is not able to change over time
runs the risk of becoming obsolete or irrelevant. When opportunities arise that had
not been envisioned, the response should be carefully considered. An opportunity can
be outside the parameters of the plan and still serve the mission—the spirit of the plan.
The following questions will help determine how to evaluate a new opportunity:

* Does this opportunity serve the mission?
* What is the potential benefit?

* What is the total cost?

* Does it fit the budget?

* What is the risk?

e Isitworth it?

If the opportunity supports the mission, the plan can be changed to encompass the
new opportunity. Otherwise, it makes sense to defer to the existing plan and decline the
opportunity.



BUDGETING MATRIX

This sample budget matrix has columns for different markets (in this case, academic,
labs, and offices) to break down the budget by market sector. The top portion of this
budget covers soft costs (principal, staff, and marketing time—probably the biggest
dollar-value item on your budget). The bottom portion itemizes specific hard costs, such

as project photography, brochure printing, and so on.

SAMPLE BUDGET MATRIX

SOFT COSTS: STAFF TIME ACADEMIC LABS OFFICES

PRINCIPAL TIME

STAFF TIME

MARKETING STAFF

HARD COSTS: EXPENSES

PHOTOGRAPHY

BROCHURES

REPRINTS

DIRECT MAIL

AWARD ENTRIES

PUBLICITY

TRADE SHOWS

SHORT-RUN PRINTING

RESEARCH

TRAVEL

NETWORKING

MEMBERSHIPS

TRAINING

BUSINESS DEVELOPMENT AND SALES

The word “sales” can suggest an uphill battle of convincing someone to buy something
he or she does not really want or need. Nobody likes to be “sold.” Fortunately, the
process of winning new business does not have to be about “selling.” An architect needs
to communicate that his or her firm is the right one for the project by making a per-
sonal and compelling case to the client that the firm has the best solution for the client’s
needs. Professionals win business by being truthful, competent, and personal. People
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Networking is an ongoing
process; it should not happen just

when the firm is pursuing work.
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who are hiring an architect generally seek to hire someone they like and trust—not
someone who has “sold” them something.

The business development process can be approached in a number of ways. Many
established firms are reactive in their approach: Clients and potential clients who know
about a firm through prior experience or reputation send requests for proposals (RFPs)
to the firm, which responds, hopefully winning a satisfactory portion of work to sustain
its business. A proactive approach to business development is one in which a firm care-
fully selects the individuals and organizations it wants to work for and pursues them. A
proactive approach gives a firm more control over whom it works for and the kinds of
work it will take on, and can open up significant new opportunities and areas of growth.
"This approach can require considerable work, but it can also be highly rewarding.

Whatever approach is followed, relationships are critical to the process of winning
new work. In an ideal situation, a firm will already have a strong relationship with the
project decision makers when they begin the process of selecting an architect. Even if
your firm has to compete to satisfy additional stakeholders (a board of directors or a
public agency’s purchasing policies), if you have a strong relationship, the firm will have
an advocate in the decision-making group and will be able to get more accurate infor-
mation from the potential client as to the real issues guiding the selection process.

If the firm’s relationship with the potential client is not strong, or the firm does not
have any relationship at all at the start of the process, it can be much harder to com-
pete or even to have a sense of how the competitive process is going to unfold. All you
can do is listen carefully to the potential clients and try to figure out who they are and
where they are coming from, consider their objectives and priorities carefully, and
respond with your qualifications and proposal, tailored to your understanding of the
potential client and project.

Networking

Networking is vital to the marketing success of business-to-business services like archi-
tecture. A good network can make the difference between a flourishing practice and one
that is struggling to survive.

Many people think of a network as a set of artificial relationships, a social conven-
tion that exists to fulfill a business purpose—sharing and trading information. But a
professional network is essentially a circle of friends. The relationships in the network
are real; they are based on authentic interpersonal connections.

An architect builds his or her network the same way that an individual looks for
new friends. Potentially beneficial contacts can be found in social situations—industry
events, parties, and even on projects—or anywhere there are people with whom an
individual feels a natural connection and where there is the possibility of a mutually
beneficial relationship. What each side offers the other can be almost anything: indus-
try information, connections, a good laugh, knowledge of the local community, gossip.
All that is important is that the friendship is real and that each party has something to
offer the other.

There are many different ways to build a network. Some people seem as if they
want to know everybody, while others try to build tight bonds with a limited number
of people. There is not a right or wrong way to build a network; you could build a great
network with five friends (if the relationships are strong and they have information and
connections) or with 600. Either way, the network needs constant attention to grow
and evolve.

If an architect has built a strong network of people in related disciplines (engineers,
contractors, real estate brokers, developers, and consultants), they can share informa-
tion on upcoming projects. Initially, with newer contacts, the sharing may be more
guarded and exploratory: “Have you heard anything about this new project?” With
more established contacts, professional acquaintances will be thinking of projects for
each other: “I heard about a new project that would be perfect for your firm.”



Targeting Clients

Firms that are proactive in their business development efforts are much more likely to
win projects that members of the firm are truly interested in, from individuals and
organizations they want to work for. Being proactive means deciding which organiza-
tions you would like to work with, researching them, getting to know the decision mak-
ers, building relationships, and eventually pursuing and winning work from them. It can
be a long process, but it is very important to building a business and taking it in new
directions.

Start by identifying prospective clients with whom you would like to do business.
Survey the markets your firm is currently working in (defined by industry, facility type,
service, or geography). Are there organizations the firm has not worked for in these
markets that would make attractive clients? Make a list of ten to twenty prospective
clients to target.

Be realistic. Each potential client on the list must be an achievable target for the
firm. Do not consider organizations for which there are serious roadblocks, such as
those that only work with firms that are very different from yours, or organizations for
whose projects your firm has no relevant experience.

Once you have assembled a list of ideal clients, begin to research them. Go online
and find out everything you can. Ask people about them. Most important, try to con-
nect with the key decision makers in these organizations. Who are they? What are their
backgrounds? Whom do you know who knows them? How can you meet them? What
can be your pretext for approaching them and getting to know them? Pursue the top
targets aggressively, and try to make connections and build networks that get you closer
to the decision makers.

Of course, you will not be able to get a meeting with every ideal client on the list
right away. Simply having a list of target clients, and keeping up-to-date with their
businesses and ongoing projects will prepare the firm to act on an opportunity when it
appears.

Developing Leads

A lead on a potential project can come from practically anywhere—a friend, a work
associate, a client, a family member, or even the newspaper. The more people who are
familiar with the work an architecture firm does, the greater the likelihood someone will
think of the firm when they hear about appropriate new projects. When a lead to a
potential new project comes along, the following questions should be asked:

o What is the project? How big is it? Where is it? What is the budget?

*  What is driving the project? Why is it happening now? What is changing in the poten-
tial client’s business that necessitates this project? What objective is the potential
client trying to achieve by undertaking this project?

* [sit right for your firm? Is this project not just something the firm czz do, but some-
thing it is truly qualified to do, experienced in doing, and passionate about?

*  Who is the competition? Which other firms will be considered for this project? If the
answer is “none,” great! If the answer is “an open field of 50 or 100 firms,” not so
great.

Does your firm bave an existing relationship? Does the firm have any connection to the
people who are involved with this project? Whom can you meet? How can you con-
nect yourself to the decision makers?

*  What is the timing? If word about the project has hit the street (or if the project has
been publicly announced), it may be too late—there are probably other firms already
lined up to do the project. If the project is still being planned, there may be time to
help the potential client with the process of defining the project and position the
firm for the work.

4.5 Marketing Strategy and Planning

131

: PRACTICE

PART 2



*  Cuan you win the job? Realistically, given the potential client and the project, and an
assessment of the firm’s experience, relationships, and competition, what are the
chances of winning this project?

o What should you do nexr? Given everything that is known about the client and the
opportunity, what is the best first step to pursuing this project?

Answering these questions puts a firm in a much better position to evaluate the lead
and determine the appropriate level of investment. Many people hear about a lead and
rush headlong into the pursuit, but it is much better to step back, evaluate the lead objec-
tively, and then determine how high a priority this lead is and the proper course of action.

An important part of the process of pursuing leads is having a system for tracking
them. If an architect is working alone to track a few leads, the system can be fairly simple—
a notebook or a simple spreadsheet. But if the information needs to be shared with others
within an organization, the firm may want to invest in a more robust lead-tracking data-
base system. Generally, there’s far more to be gained by sharing, as colleagues can help if
they know someone related to the project. There is no one-size-fits-all system for track-
ing leads in the architecture business, however. Each firm has to find the system that works
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best.

THE CASE FOR MARKETING STRATEGICALLY

Many leading design firms have achieved success somewhat accidentally, through the
personalities, connections, and panache of their founders. It is a rare firm that looks at

COLD CALLS

No matter how hard you try, there are times when you
cannot find a connection to the decision makers on a proj-
ect, or fo anyone who knows them. When all other possi-
bilities for contact have been exhausted, your alternatives
are reduced to two: Pick up the phone and call “cold,” or
forget about the lead.

Cold calling is not a particularly effective means for
bringing in work, so it should be your absolute last resort,
after you have exhausted your network but still want the
project and believe it is right for your firm. Relationships,
more than any other factor, are what win work, and trying
to build a relationship from a cold call is very difficult. In
such calls, the person you are calling has no idea who
you are—which is why it's called a "cold" call. Any
warmth that arises from the situation will have to be your
own. Even a warm call is better—when the person you are
calling has heard about you or your firm before.

Despite its difficulties, if you are honestly interested in a
project and believe your firm is qualified, a cold call may
be worth a shot. Following are a few basic rules to follow:

Know whom you are calling. Know as many details as
you can about the person you want to talk to. Know his or
her name, title, role in the project, history, and anything
else you can find out before you pick up the phone. The

goal of the call is to get a personal meeting. Personal
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relationships are not built over the phone. Have a strong
hook (something in your portfolio the person you are call-
ing will want fo see) that will get you the meeting.

Rehearse what you are going fo say. When you get
on the phone with the person, you may not have much
time to break through his or her “sales filter” and convince
him or her it would be valuable to meet you. Plan it, write
it down, and rehearse it.

Be specific and direct. You are calling to talk about a
specific project. Ask about it. Do not be shy about why
you are on the phone.

Ask questions. Prepare good questions to ask about
the project to show you have thought about the project—
not just about the selection process. Ask questions the per-
son you are falking fo may not have considered.

Be yourself. Your goal is to build a relationship with
the person on the other end of the phone line. Strike a bal-
ance between being as professional as possible while still
letting your energy, enthusiasm, and personality shine
through.

Send information, and always follow up. As a follow-
up fo your call, always send some information about your
firm. Make it as specific to the project as possible. It
should not be just your standard brochure; it should be

specific information that will be inferesting to the contact.



marketing as an ongoing strategic process that is integrated into the operations of the
firm. For those that do, the benefits are immense, including sustaining the firm, expand-
ing its business, earning higher fees, and gaining access to preferred types of clients
and projects.

Professionals who ignore marketing and do not develop their marketing and strate-
gic thinking skills will have the terms of their work life—type of client, type of work,
and even compensation—determined by someone else. The better an architect or archi-
tecture firm is at marketing, and the more strategically focused, the more likely the
sole practitioner or firm will be able to work on truly interesting, profitable projects.

For More Information

In Selling the Invisible: A Field Guide to Modern Marketing (Texere, 2001), Harry Beck-
with, a leading writer and speaker on marketing for service firms, provides great per-
spective and insight into marketing services. Also recommended are Beckwith’s later
books, The Invisible Touch: The Four Keys to Modern Marketing (Texere, 2001) and What
Clients Love: A Field Guide to Growing Your Business (Warner Books, 2003).

Ford Harding’s Rainmaking: The Professional’s Guide to Attracting New Clients (Adams
Media Corporation, 1994) is a classic. Even though the book is not specific to architec-
ture firms, Harding’s experience as a marketing director for a leading architecture firm
gives him a strong grasp of marketing and business development issues for architects.

Architect’s Essentials of Marketing (Wiley, 2005) by David Koren is one of the few
books on marketing written specifically for architects.

Marketing Professional Services (Prentice Hall Press, 2002) by Philip Kotler, Paul
Bloom, and Thomas Hayes is frequently used as a textbook for classes pertaining to
marketing services. Although academic in its approach, it covers a broad range of top-
ics in the field of marketing.

Al Ries and Jack Trout’s Positioning: The Battle for Your Mind (McGraw-Hill, 2001)
is a detailed discussion of positioning as a component in the branding and marketing
process. The ideas in the book apply to firms of every type in every industry.

The Marketing Handbook for the Design & Construction Professional (BNI Publica-
tions, 2000) is the authoritative reference on marketing from the Society for Market-
ing Professional Services (SMPS), the leading source of marketing knowledge and
education for architecture, engineering, construction, and related consulting firms.
Educational programs offered by SMPS, both at a national level and through local
chapters, can be found on its Web site. (www.smps.org)

4.6 How Clients Select Architects

Pat Rosenzweig

The values held by an organization are reflected in its criteria for selecting an
architecture firm.

many ways, but the approaches used can be grouped into four broad categories:

Prospective clients, whether organizations or individuals, select their architects in
cost based, qualifications based, value based, and direct hire. Most often the selection

Pat Rosenzweig is a principal with the Chicago-based architecture firm of OWP/P. She has
more than thirty years of experience in marketing architecture, previously as director of
marketing for Perkins + Will and owner of Rosenzweig Professional Services Marketing.
Her specialty is developing strategies for sales efforts and coaching for interviews.
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Across all client types, the selec-
tion process criteria are largely
the same: cost, chemistry and
relationship, and relevant
experience.

The Client Experience
(AIA, 2002)

Knowing if the project will
require multiple layers of decision
making by the client helps the
architect determine if the
proposed fee is realistic for the
effort needed to meet the client’s
expectations.
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criteria are a blend of these categories, but one is likely to dominate. Usually, entities
or individuals that seek architectural services do not announce their primary selection
criteria. Even when prospective clients share the points they will attribute to each factor,
these often allow for subjective judgments.

The architect’s challenge is to discern what the selection criteria actually are. How
is the prospective client accustomed to working? What are its concerns about this par-
ticular project? Many times, when the process is over and a short list is released or selec-
tion made, the reason for the selection is “chemistry.” Many architects interpret this
pejoratively, thinking their competitor’s style or salesmanship won the job. In reality,
however, jobs are won through the ability of the successful team to convey that it under-
stands the prospect’s functional and process issues. Once a prospect becomes a client, the
firm can maintain the relationship by recognizing it is always at risk unless the firm
maintains the values on which the selection was made throughout the project.

Making a judgment about selection category is not always as easy as it appears.
Looking at an RFP, an architect might think, “This is a government office building.
This is a QBS [qualifications-based selection] project. We’ll show our government
office buildings.” While experience designing government office buildings is one cri-
terion the architect needs to meet, is it the only one? Are there operational concerns,
such as the ability to manage the size of the project or the complex team required? Is
the owner concerned about the cost of the project? Is the project going to pursue
LEED™ certification at a certain level? In a qualifications-based selection approach,
the question is: qualifications for what? At the same time, the architect must determine
how to meet the formatting and technical requirements of the solicitation and still show
the qualifications that will connect with the client.

"The following discussion covers each of the common architect selection approaches
and suggests ways to determine what the issues really are, along with suggestions about
how to respond to a prospective client.

COST-BASED SELECTION

Cost is always an issue and cost-driven clients base their decisions predominantly on the
basis of the architect’s proposed fee.

Types of Clients That Tend Toward Cost-Based Selection

Clients that have a complete program, experience with the project type, and explicit
design standards usually (but not always) favor cost-based selection. These clients are
typically, though not exclusively, from the private sector. However, clients interested in
architects who provide innovation and leadership in a collaborative relationship are
less likely to rely on cost and more likely to consider other factors. Cost-based selec-
tion is often used for branch facilities of restaurants, retail properties, financial services
organizations, data or call centers, or industrial processing facilities for which the client
or an operations consultant will handle mechanization.

Owners rarely make decisions on a pure cost basis. In many cases, the prospect has
researched the qualifications of several firms. The short list or final decision then boils
down to cost. Similarly, if fees submitted by two firms are very close, other criteria—
especially experience—will be decisive. Whether a prospective client reviews qualifi-
cations before issuing a request for proposal or in reaction to a submitted proposal, a
review of the architect’s prior experience is relevant to even the cost-oriented prospect.
A lack of similar project experience on the part of the architect could suggest that the
client will pay for the architect to learn.

Determining If Cost Is the Most Important Criterion

Clients do not always say their decision will be based on the lowest fee. Therefore, the
architect must find ways to judge how strong a role fee will play in client decisions.



Are there questions in the RFP related to cost and cost control, such as enumera-
tion of change order requests and budgeted and final construction costs? An unusual
number of such questions may indicate the prospective client was burned on past proj-
ects by out-of-control budgets or schedules. On the other hand, such clients may be
unsophisticated school boards or municipal clients who did not effectively evaluate ear-
lier project proposals or did not know how to manage their architects and want to
ensure they do not make the same mistake again. They ask questions in the RFP and
interviews in an attempt, however inappropriate, to find a more responsive architect.

An RFP from either a public or private client may also include information on the
status of the project, such as the existence of a developed floor plan, site plan, or ele-
vation and other program details. If a project is to be part of a chain of similar facili-
ties, the architect should ask about the existence and scope of a prototype or design
standards.

Sometimes cost- and schedule-based questions that appear in an RFP seem out of
place. This may happen when one organization borrows an RFP from another and
does not adapt it fully to its own needs. Nothing can resolve conflicts or ambiguities in
the language of an RFP better than contacting the prospect directly.

Some prospective clients are unwilling to talk to the architect about the competition
and believe they have no obligation to the architect beyond supplying performance stan-
dards and specifications. Similarly, a client may not realize that knowing who the com-
petition is can help architects understand what the client is actually seeking, which will
help them provide a more meaningful response to the RFP. “After all,” this client thinks,
“you all do the same thing, so what does it matter?” As well, some facility owners believe
that if they talk to the architect, the playing field will not be level—that one architect may
have an unfair advantage. There are subtle differences among these attitudes. The for-
mer signals a cost- and commodity-based approach to selection, and the latter suggests
naiveté or perhaps respect for the architect’s contribution to a successful facility.

The objective in talking to prospective clients is to learn as much as possible about
their programs and their commitment to existing planning documents, how they will
manage their projects, and who will be involved in decision
making. For projects in the cost-based selection category,
it is vitally important to learn anything that can help the
architect create an appropriate fee.

WHAT TO ASK A PROSPECTIVE CLIENT

Contacting allied professionals with whom a prospec-
tive client has worked, such as contractors and engineers,
can provide insight into how the client works. This enables

® Who is on the selection committee?2 Who are the
leaders of the selection committee?2 What particular

the architect to construct a fee appropriate to the client’s concerns does each have?
work style and to make project cost assumptions consistent *  Who will our firm work with on a day-to-day
with the client’s expectations. basise

e Can you tell us a little about the person/group/com-
Responses to a Cost-Based Prospect mittee that makes decisions?
The architect must first adhere to the rules of the RFP. * Can you describe the program? s it room-by-room, or
Answer every question thoroughly and with respect. Try departmental?2 Do you know how many people will
to understand the client’s point of view. As examples, select use the facility? What is this assessment based on?
projects with stellar references for which budgets and ¢ Have you identified the site2 Where is it2 If the site

schedules were met. Remember, rigorous responses signal
rigorous cost control. Here are a few guidelines:

has not been identified, how much control over its
location do you have?

e Provide budget adherence information, even if it is not *  What worries you about this projecte What about this
requested. project keeps you up at night?
13 »
* Respond respectfully to what appear to be “dumb * How do the worries of others on the selection commit-

questions (e.g., those about change orders).

* Provide a schedule as detailed as the information per-
mits. Frequently fee, construction cost, and schedule are
closely linked in a prospect’s value system. If there is not

tee differ from yours?
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» Defining Project Services (6.1)

describes steps for effectively
identifying and defining the
scope of project services.
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enough information to provide a detailed schedule, provide alternative scenarios,
thoroughly explaining the assumptions for each.

* Provide an absolutely clear fee for the requested scope only. If the firm strongly
believes additional services or a different weighting of activities is required to meet
project demands, these should be presented separately. For example, if the archi-
tect suspects the program is not as complete as the REFP represents, the primary sce-
nario would assume the level of programming verification the RFP states; in a
second scenario, the architect could suggest a reason to do more extensive pro-
gramming based on other information the client has provided (e.g., appointment of
a new board or an acquisition).

¢ For a planning study (whether a master plan, feasibility study, or other type), deter-
mine how the client intends to use the plan. Is it to establish a rough budget or to
test site capacity before executing an option? In such cases, only a modest fee suit-
able for assessing major system requirements is appropriate. Resist the temptation
to provide more information than the client needs. However, if a client needs to
submit the proposal to a regulatory body, the cost analysis and imagery may need to
be more extensive to allow agencies to assess the validity of the cost. These studies
will command appropriately higher fees, as will traditional master plans that iden-
tify future construction requirements.

* Do not take lightly any requests for elaborate matrixes showing hours-by-phase-
by-person and “related experience” of personnel. This information is not necessar-
ily requested to put the architect through the wringer. The request allows
sophisticated clients to assess whether the fee is realistic (i.e., a reasonable number
of hours); whether they would be getting enough time from the right level of per-
sonnel; whether the scope and complexity is over- or under-estimated, and thus
whether the fee is realistic; and whether the team assigned really has the same expe-
rience as the firm.

* Carry the same awareness of cost into the interview. Bring the schedule. Whether
it is formally presented or not, have it available for discussion during Q&A. If it is
part of the formal presentation, highlight critical and, if possible, innovative stages
that will ensure deadlines are met and perhaps save costs. Highlight cost-saving
measures taken in the design or implementation of previous firm projects and have
their costs on the tip of your tongue. When an RFP requires the submission of data
showing staff hours by project task or discipline, know that information inside out.
For many major corporations, the discussion of this information will be the sole
issue in the interview.

QUALIFICATIONS-BASED SELECTION

Experience, or qualifications, is the starting point for just about every type of selection,
even cost-based selection. Conversely, cost ultimately plays a role in architect selection
in nearly every project. Clients using qualifications-based selection (QBS) methods
select architects primarily on the basis of the similarity of an architect’s prior work with
the proposed project, under the assumption the architect’s fee will be fair, competitive,
negotiable, and consistent with the requirements of the project.

Mandated QBS

Federal projects, many state and local government projects, and projects from owners
that build many projects, such as public or private hospitals and universities, often man-
date QBS. These clients usually follow a schedule that dictates fee ranges in accordance
with the size and complexity of a project. Thus, once the firm has been selected, the fee
negotiation focuses on project scope rather than on team qualifications.

Government agencies using QBS have formal processes with which firms must
comply. The selection processes used by the Government Services Administration are



FEDERAL ARCHITECT SELECTION PROCESS

In June 2004, the federal government formally updated its
standard forms 254 and 255 to the new, consolidated
Standard Form 330, Architect-Engineer Qualifications. The
new form is more concise than previous versions, allowing
federal clients to assess the qualifications of architects and
their consultant teams more easily. (In many cases, the
form can be completed using fewer than twenty pages.)

Countless publications and software applications are
available to help architects fill out these forms, but com-
mon sense should reign. As with previous versions, form
330 rewards firms that highlight work of appropriate size
and offer strong references. Form 330 also allows archi-
tects to emphasize work that has been designed by the
proposed team.

Other federal procurement methods include the highly
praised Design Excellence Program, operated through
GSA's Public Buildings Service. Started more than a
decade ago, this program has afforded firms of all sizes
the opportunity to design new federal buildings, major
additions, and comprehensive renovations of existing fed-
eral architecture. In fact, most projects under $20 million
in construction value are set aside for small businesses.

In this program, firms are recognized and selected
based on the quality of their design and, in particular, the
design skills of the proposed lead designer. Competition for
these projects is heated. A five-person panel consisting of
government officials and practicing architects selects the

lead designer and prime A/E firm, usually from a pool of
more than fifty statements of qualifications. At the earliest
stage, the exemplary projects of the lead designer do not
need to be exactly the same as the project being pursued,
which is a significant departure from the practices sup-
ported by form 330 and other qualifications-based selection
processes. In some cases, the shortlisted firms are asked to
compete in a single-day charrefte or—even more rare—a
monthlong design competition before a winner is chosen.

The odds of winning these Design Excellence competi-
tions are obviously slim, but successful teams can be
rewarded with projects that have solid construction bud-
gets and a broad public profile. These projects may also
allow the firm to work with new building types.

The criteria for Design Excellence portfolios are stan-
dardized, and brevity is almost always preferred. Design
teams should submit a limited number of images (usually
no more than three pages per project) and even less text
(no section permits more than three pages of description).
The Design Excellence Program has been so successful
that other public and nonprofit agencies have adopted its
standards to structure their requests for qualifications.

For detailed requirements, visit GSA online at
www.gsa.gov. Look for the Web page on “New Construc-
tion and Modernizations,” which outlines design process
and related submission requirements and provides infor-
mation about the Design Excellence Program.

all qualifications based but vary depending upon the scope of the project and its posi-
tion in a community. More information about these approaches to qualifications-based
selection can be found in the accompanying sidebar.

A variation of the federal QBS process is a “task order agreement,” commonly used
by universities, government agencies, and corporations. Firms compete to be on a list
of professionals deemed qualified to perform projects of a specified nature and scope.
"To be considered for a particular project, prequalified architects may be required to
enter a fee competition. In this case, the design firm submits a chart to identify the fee
per square foot for various project functions and sizes, whether renovation or new con-
struction. If the client requests this information, further competition may be unneces-
sary. If provided at the initiative of the firm, it may enable a direct hire without further
competition.

Voluntary QBS

Clients using qualifications-based selection approaches generally believe their architects
know the fundamental program, materials, and sources for their particular facility or
industry type (e.g., hospital casework standards and suppliers or furniture systems

4.6 How Clients Select Architects
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DESIGN COMPETITIONS

Ordinarily a design competition connotes a selection
process independent of traditional questionnaires with
their lists of related qualifications. However, it is increas-
ingly common that affer creation of a short list, the finalists
are expected fo present a concept for the project. How-
ever the competitive aspect is framed, client goals are the
same—they seek design innovation.

Whether a competition is composed of an invited list of
competitors or advertised in design publications, the compe-
fition process can be fierce. While architects should be
compensated for all stages of the competition or at least for
a final round, it is the rare firm that stays within the budget
suggested by the fee that is offered. Similarly, many
competitions do not guarantee the project will go forward
or that the winning firm will actually be awarded the
project.

So why does a firm enter competitions2 They are an
excellent way for a firm to gain experience in a market or
building type. Participation in competitions provides great
team building and can boost staff morale, particularly
among younger professionals. Some firms do no market-
ing except for entries in design competitions because
many competition entrants are published.

Design competitions are frequently criticized,
however. Complaints include that insufficient program

information is provided for the architect to do a
responsible job and that the jury is led to believe it can
actually have a project at its anticipated cost even when
some competitors disregard the stated budget.

The more precise the design program information is,
the better firms can assess the risks of participating. A
solicitation with a well-developed program, a precise artic-
ulation of payment provisions and process, opportunities
to meet with the sponsoring organization, a list of jury
members, clear and consistent rules on the method of pres-
entation, and a budget will provide more security than
one that is vague in any of these respects.

Above all, design solutions for competitions must be
inspiring and understandable. If a short list will be made
without benefit of an in-person interview, presentation
boards and any required models have to be self-
explanatory. Make sure text on the boards is concise and
large enough to read easily.

For project interviews, the architect should remember
that the jury is far more likely to remember a designer’s
enthusiasm and clarity of thought than a lot of details. Rely
on the Q&A period to communicate all but the basic con-
cept, logic, and most significant examples of how the con-
cept is reflected in the design.

Above all, follow the rules.

consistent with a particular client’s budget). Use of this approach to selection may also
reflect a prospective client’s appreciation for an established relationship with an archi-
tect or interest in gaining insight into what their peers are doing. QBS is sometimes
used for projects in virtually every market segment.

Identifying the Qualifications Wanted

A client’s idea of “relevant experience” and other appropriate qualifications varies from
market sector to market sector, but several general types of experience are of interest
to all clients.

Experience with project type. QBS generally signals the importance of a firm’s past
experience. Some RFPs may include precise requirements, such as a request for pre-
sentations of a certain number of public libraries, middle schools, or law firms com-
pleted by the firm in the past decade. They may also request examples of projects of
“similar scope and complexity.” Firms with deep experience usually can respond easily
to these types of requests.

Firms with project type expertise may still be challenged if their experience is not
with the same kind of client. For example, firms that have completed swimming pools
and emergency departments may not have the experience to compete for a university
natatorium or an emergency department of a certain size. Or a firm that has designed
a significant number of K-12 schools may not have the experience to tackle a free-
standing K-8 school with a small school philosophy.
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Experience with project size and complexity. The relative importance of scope,
complexity, function, and philosophy may be perceptible if an RFP includes an expla-
nation of the evolution of the project. If a prospect also asks for a fee amount, this does
not necessarily signal the selection will be based on fee. Rather, it may be a preliminary
screening to eliminate a firm whose fee is way off base. A sophisticated client may elim-
inate a candidate whose fee is too low because the prospect recognizes the respondent
does not understand the client’s objectives or the complexity of the project.

Understanding of client needs. Clients may also want to know how a firm will
“approach” the work. Usually this question is asked to find out how the firm will inter-
act with the project’s stakeholders. The client can learn whether applicants have over-
or underestimated the number of meetings that will be required, can meet the schedule,
and understand the nature of the client organization and decision-making process.
Owners are likely to be interested in who from the architecture firm will lead the var-
ious stages of a project. This is particularly true for large projects and those that include
associated firms or consultants, such as health care and higher education clients.

Researching the Client’s Values

Others with whom a prospective client has worked know the client’s values. They know
how much stakeholders are involved in project development and delivery; the impor-
tance of the facility to the owner’s marketing, recruitment, and retention; how the
prospect makes decisions and who is involved; and how the prospect approaches risk.

The client’s Web site can also provide some insight into the character of a company,
government agency, or institution, but much more in-depth and objective information
can be gained from other sources, especially direct client contact.

Responses to a Qualifications-Based Prospect

Responding to an RFP in a QBS process is likely to require both a written proposal,
with accompanying exhibits, and a project interview.

Weritten proposal elements. The project proposal should showcase the firm’s qual-
ifications and tell what the firm will provide for the project.

USE THE INTERNET CAREFULLY

The Internet can be a useful way to learn about a prospec- e Those sections of a client's Web site directed at recruit-
tive client, but some caution is required. Here are some ment may suggest the importance of facilities, espe-
things to consider when researching on the Internet: cially of amenities and a firm's priorities with regard to

. sustainability and workplace comfort. These sections
* The corporate roles of members of the architect selec- ty . P S )
. . . may also reveal locations where the client is growing
tion committee may be available on the company or \ Jiffcult. Facilit d I
o . . or where recruitment is ditficult. Facility design wi

institutional Web site. Based on these roles, the archi- ty 9

. need to respond fo such concerns.
tect can make some presumptions as to what each per- - o _
0 . .. e The vision, mission statement, or list of programs an
son’s priorities may be. If HR is involved, workplace o ) ) o
. . . . organization posts on its Web site can provide infor-
environment or growth may be a consideration, while ) i o i _
. . ) mation the architect can use fo initiate discussion, as
a CFO may be worried about cost. Sometimes archi-

- s cov well as an idea of what will be involved in program-
tects can leverage existing relationships with board preg
ming efforts for this client.
members. Be cautious when using the Internet o discern inf

: : : - ® Be cautious when using the Internet to discern informa-
* The Web site may show pictures of various existing 9

e . i : tion about a corporate culture. Marketers often prepare
facilities, which can indicate the degree of design P prep

. . Web sites, and their views may not be consistent with
freedom a prospective client may allow the

r - the way an organization actually operates.
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To begin, the cover letter should never be simply a letter of transmittal. It directs
attention to the firm’s experience and knowledge that can serve the client’s needs. It
should be specific: “During the past ten years, we have designed more than fifty emer-
gency departments for community hospitals. Of special note are the ABC and QRS
projects highlighted in Section 2 which, like yours, were designed to segregate pediatric
and adult trauma areas.”

An executive summary allows the architect to present seemingly dissimilar qualifi-
cations and can be useful when following the rules does not allow the architect to shine.
For example, when an RFP has page limits, an executive summary can give the firm
more space to describe the depth of its experience. Similarly, if an RFP does not include
questions that address a design or process perspective in which the architect excels, an
executive summary will allow the architect to highlight that expertise.

Short narratives can be used to explain the relevance of previous projects and the
talents of staff who will be assigned to the client’s project. These explanations may allow
the use of standard, unedited project description pages or resumes. The tone of such
language might read like these examples:

*  “We have selected these projects because they exemplify our experience working with
banks on new branches and on other projects with highly specific design standards.”

® “The team we have selected includes personnel who have managed projects of this
scale.”

Never leave it to the client to figure out why particular projects and people have been
included in your proposal. Obviously, projects listed should include only those that can
offer good references.

Explanatory exhibits. Lawyers call these demonstrative exhibits; they are docu-
ments that address gaps in the architecture firm’s direct qualifications.

A matrix of qualifications (see example in sidebar) can be used to demonstrate how
the firm has previously met similar project requirements. The items in the matrix can
be highly specialized functional spaces, delivery methods, cost parameters, leadership
roles, or geographic or regulatory agency experience—any subjects that communicate
the full scope of the firm’s strengths to the client. This tactic is particularly useful when
a firm has experience with all of the components of a project (e.g., training rooms, open
offices, food service, dry labs, and 24/7 building systems) but has not done a project that
combines all of them.

A matrix is also useful when a firm wants to propose a staff that includes new hires
and associated specialists because it allows the firm to highlight individual staff member
experience without improperly suggesting the firm has experience with projects it has
not previously delivered. Finally, a matrix is useful when research indicates a key decision
maker has a short attention span, as it provides a snapshot of what the firm has to offer.

Concept diagrams or block models are increasingly being used during project inter-
views. The firm’s interview team can employ them to facilitate discussion about the
project, which is almost always desirable. In addition, at the RFP stage, a concept dia-
gram can inspire the client and demonstrate knowledge and abilities of the architecture
firm that may not be evident in the written part of the proposal.

A diagram may also be useful when the firm’s portfolio is dominated by small proj-
ects and the proposed project is substantially larger. For example, a diagram of con-
ceptual solutions to parking and access sequences might be effective. Or, if the firm is
not known for its design, an inspiring elevation or sketch could be helpful. If the
prospect has identified a provocative approach to an operational issue, a drawing of a
well-annotated floor plan may be effective.

Qualifications-based interviews. Jobs are won and often lost at the interview stage.
Winning at this stage is about connecting with the values and priorities of the client bet-
ter than the competition does. Thus it is incumbent on the architecture firm to find
out from the client or from an architecture network who the competition is. Once the



SAMPLE MATRIX OF QUALIFICATIONS

This qualifications matrix for a proposed regional electron-

ics assembly facility matches the needs of the project with
the abilities of the architecture firm. The project is to be
located in a suburb of a major city. It will be approxi-
mately 100,000 square feet in size and needs to be com-
pleted within one year. The company’s personnel will be a

blend of its own relocated employees and employees of a
recently acquired competitor. The architecture firm submit-
ting a proposal specializes in hospital design. The firm is
associating with a world-class M/E/P firm for the project
and has assigned a new hire with corporate experience to
the project.

Experience Needed for Electronics Assembly Facility Project

Prior Projects of Dry Labs or Fast-Tracked
Team Members Zoning in Projects of Designer-led Merged
Suburb A 100,000 s.f. | Design-Build Organizations | Programming Clean Rooms

University of Q
Physics Addition

ABC Company

Suburb A
Community
Hospital
Surgicenter

University of Z
Electrical and
Mechanical
Engineering
School

Suburb A
Community
Hospital Parking
Structure

QRS, Inc.
Headquarters
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competition is known, the firm can shape its proposal content and interview methods
to highlight its winning strengths.

It is equally important to know who will represent the client at the interview, what
the role and voting power of those people will be, and how much they have been
involved in the selection process to date. In most groups, there is a person who has
ultimate decision-making power, knowledge, or persuasiveness. It is critical to know
who that person is so the interview can be shaped with that person’s interests in mind.

Those determining the short list may not be the same as those making the final
selection. This is particularly true in public education, where the superintendent or
other senior staff manages the short-list process but the board often chooses the win-
ning firm. If the architecture firm does not already know the opinions of the members
of the board of education, researching the local newspapers for their positions on cer-
tain issues, as well as their professions, can be helpful. Most firms seeking work with
local public bodies make it their business to attend board meetings, not just to be seen,
but to learn the issues and positions of the members.

More than a few architects with great strategies have lost in the details. Common
mistakes during interviews include the following:

*  The organization chart is not clear. The client must know and see who is in charge.
There should be only one leader.

o Weak presenters are in key positions. This error has its roots at the RFP stage. The
firm must anticipate the interview when selecting the project team members. If man-
agement is a key issue, the project manager or director needs to be assertive and
methodical. A designer needs to inspire. Manage the message and the time allotted
to each person according to his or her ability to command attention.

o The interview is not focused. The interview replicates the REFP response; it is not a
catalog. It should address the issues the client deems important, not what the archi-
tect believes are the key issues and challenges that should drive the project. To the
degree the interview is about design, architects should discuss only those projects
that parallel an issue of specific interest to this client, rather than highlighting a
laundry list of projects. A rule of thumb is that each visual should deal with no more
than two thoughts.

o The team, especially the project manager, goes into unnecessary detail. An interview is
about making connections with an audience on issues relevant to meeting their
objectives. Highlight, don’t bore. Show that you respect the time of the client’s inter-
viewers and know what is important.

*  During Q& A, the senior manager on the team either does not control the responses or domti-
nates them. Unless a question is asked directly of a team member, the team leader should
grab each question and direct it to the appropriate member of the team. If other team
members jump in to respond, it will appear they do not trust the leader, but if the leader
answers all the questions, the client may wonder about the strength of the team.

o Answers to questions wander. Q&A responses should be treated like a deposition. Answer
directly and briefly. Your answer can be followed with, “Did I answer your question?”

VALUE-BASED SELECTION

Qualifications-based selection and value-based selection can look very similar. How-
ever, there are two significant differences between clients using QBS and those using
value-based selection. The latter group is looking for an architect who is not only qual-
ified to do the job but can take a leadership role in helping the client achieve its goals.
The two bulleted paragraphs below illustrate this concept:

® The client has a project that fills a significant strategic role, but the client is inex-
perienced with the project type. Therefore, the client looks to the architect for ideas
gained from working with other innovative clients. Often, a real estate decision has
not been made and programming is not complete, giving the architect an opportu-



nity to provide knowledge and recommendations beyond those required when the
client is familiar with the project type.

® The client’s predominant interest is in design. Government clients using the GSA
Design Excellence Program and design competitions in qualifications-based selection
of architects are looking for architects who can provide superior innovation, superior
aesthetics, and superior sensitivity to context and history—in other words, value.

Client contact is almost mandatory to distinguish value-based criteria from pure
qualifications-based criteria. In fact, clients may not be aware that architects could lead
a team to meet their strategic needs. For example, a discussion may reveal the prospect
does not know whether to lease, buy, develop, or engage in a sale/leaseback to acquire
property for a project. An architecture firm knowledgeable about these client chal-
lenges can distinguish itself from the competition by submitting a response that
includes relevant information from an associated real estate professional.

Responses to a Value-Based Prospect

The value-based RFP response should demonstrate leadership. It is still a qualifications-
based response, but project descriptions should be tailored to the primary concern of
the client. For example, if the client’s priority is to compete with its peers (e.g., to be
the best music school or the best trading company work environment), the firm can
present past projects that highlight the client’s best-in-class competition. The prospect
is interested in learning what its competition does and that the proposing architect can
provide such information.

If the client is looking for process leadership, on the other hand, the RFP response
can include a broad mix of projects. For example, if a proposed project requires pro-
gramming a science facility that will bring together formerly competing departments,
the client may fear it will be difficult to reach an agreement between the departments,
resulting in program creep. To address this concern, the RFP response can include
project examples highlighting the firm’s ability to lead a process with competing inter-
ests and accommodate needs in a reasonable time frame, such as design of a project for
the merger of two companies with dissimilar cultures.

To communicate the architect’s role in a useful way to the prospective client look-
ing for value, standard project pages will have to be tailored for use in the proposal. A
cover letter or executive summary is essential to quickly give the selection committee
an understanding of why, for example, the architect is using a corporate facility to
demonstrate experience relevant to the design of their biology/physics building.

To illustrate process leadership, the proposing firm also needs to identify and
describe the steps in its project delivery process, whether or not the client has requested
this. Identify which members of the proposing team will lead the process at each stage
and their relationships with the client and stakeholders along the way. This can be done
with a diagram supported by simple, clearly understandable text.

DIRECT HIRE

An organization often rehires an architect they have worked with before without requir-
ing the architect to compete for the project. However, it is rare for an owner to estab-
lish a new relationship with an architect without a traditional selection process.

New Clients

When a firm finds itself in a non-compete situation with a new client, it is likely the
client’s colleagues have provided laudatory references for the architect. Nonetheless, it
is crucial for the architect to understand the requirements, priorities, status, budget,
schedule, decision-making process, and relationship the prospective client anticipates
having with the architect before entering into even the most superficial agreement. Be
prepared to walk away if the client’s temperament and expectations suggest a poor

Projects acquired through non-

competitive selection reflect a
growing share of project rev-
enve, with 48 percent of that

rev-

enve from repeat clients and 26

percent from new clients.

2006 AlA Firm Survey
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relationship will ensue. Remember, the great advantage of the traditional selection process
is that much of this information is revealed during the architect’s pursuit of the project.

Existing Clients

Keeping existing clients is a primary way many architects get work. To maintain a good
relationship, never take the client for granted. Architects who understand that their
relationships with clients are always at risk are likely to keep those clients. Relationships
will not survive on client loyalty alone. Thus, it is important for architects to relate to
their existing clients with the same enthusiasm, creativity, and attentiveness they bring
to establishing new client relationships. The following techniques can help architects
maintain these relationships:

 Initiate process or design innovations. Don’t wait to be asked.

* Initiate fee reviews. Don’t wait to be challenged.

* Keep a stable team and notify the client if the team must change.
* Have senior staff develop personal relationships with clients.

Despite the architect’s efforts, an existing client may still ask a familiar firm to inter-
view for a new project. This can happen for a number of reasons, including new lead-
ership in the client organization, a problem on a past project, the client’s desire to “keep
you honest,” or the organization’s policy to periodically review relationships. Whatever
the client’s reason for bidding a project, the architecture firm should use the advantage
of inside knowledge to discover why the client is looking for something new and to try
to address those issues. For example:

* If the client has had a change in administration, the new leaders may have an exist-
ing relationship with another architect. Get to know the new administrators, and let
them know your firm’s experience and qualifications. Learn the new priorities, espe-
cially with regard to process, cost, and management, and find out what internal oper-
ational changes the administration wants to make. Shape the proposal or interview
to focus on the new people—looking forward and not backward.

¢ If the administration is not new and nothing else appears to be different, the firm
could try to identify something new in the client’s situation and use that to suggest
change or improvement. This should be handled delicately, however, so as not to
criticize the client’s actions.

e If the client has already progressed to the interview stage with another architect
because of a known problem with your firm, it may be too late to save the relation-
ship, but an effort should still be made. Find out if your firm has advocates on the
selection committee. Acknowledge problems, and ask for a trial period to implement
solutions. The firm can also consider appointing different staff members to commu-
nicate with the client. These latter two suggestions challenge the architect’s ability to
introduce change without raising the question “Why haven’t you done this already.”

SUMMING UP

When organizations or individuals seek architecture services, they have certain expec-
tations for their relationships with the architecture firm. These expectations, or val-
ues, are reflected in the criteria they use to choose an architect. To connect with the
client and stay within the confines of the RFP rules and interview constraints, the firm
must accurately assess the client’s values by carefully analyzing information obtained
during the selection process.

For More Information
In The Tipping Point (Little, Brown, 2000), Malcolm Gladwell provides insight into the
importance of message clarity and obtaining information directly from clients.
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5.1 Financial Planning

Lowell V. Getz, CPA

Financial planning is the process whereby performance goals are established
and reports are prepared to measure whether these goals are being achieved.

financial goals. Effective financial management requires guideposts that show

where a firm is versus where it wants to be next month, next year, and beyond. The
guideposts come from firm objectives: profit targets, staffing needs, and the costs of
providing the level of service that management deems appropriate.

The principal task of financial management systems is to help firms achieve their

BUSINESS PLANNING

Business planning enables the principals in an architecture firm to chart its course
instead of reacting to situations and opportunities as they arise. Planning begins with
“big-picture” strategic thinking and positioning. Goals and strategies are then trans-
lated into a business plan—a set of financial projections and operational plans that guide
the principals in managing the firm.

Business plans may be prepared with different degrees of formality, from a few ideas
and numbers on a single sheet of paper to a carefully prepared document that can be
presented to a bank when seeking a loan. Frequency of preparation varies, although
the usual approach is to prepare or update the plan before the start of each year.

Annual financial plans typically include four components:

* A revenue projection that outlines anticipated revenues from projects under contract,
those in the negotiation stages, and estimated revenues from projects not yet obtained

Lowell Getz is a financial consultant o architecture, engineering, planning, and environmental
service firms. He has written, taught, and lectured widely on financial management.
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* A staffing plan that defines the size and cost of the staff required to provide the ser-
vices outlined in the revenue projection

* An overhead expense budget that identifies the indirect costs of supporting the staff as
it provides the services outlined in the revenue projection

* A profit plan that establishes and budgets the profit required to sustain the firm and
allow it to meet its goals

These components are closely interrelated, and decisions made about any one will
affect the others, so it is necessary to develop them concurrently. As shown in the
accompanying diagram, the planning process can proceed along one of two paths:

®  Path A. Start with the workload that is expected, and determine what staff and other
resources will be needed.
® Path B. Start with the staff available, and determine the workload it can support.

It is also possible to begin with an achievable profit margin and determine the rela-
tionship of revenue and expenses needed to produce it. All of the approaches set profit
goals, help in deciding billing rates, and provide yardsticks for monitoring progress
and making course adjustments to keep the firm on track.

2
3
4

PATH A PATH B
Start with the workload you expect and deter- Start with the resources you have and deter-
mine the resources needed to accomplish it: mine the revenues needed to support them:
1 Project the firm’s revenues. 1 Calculate staff expenses.

Establish staffing needs. 2 Calculate overhead expenses.
Determine overhead expenses. 3 Set a profit target.
4

Develop a profit plan. Develop a revenue goal.

\l

Either way, you are then in a position to
5 Establish billing rates.
6 Set project profit goals.

\/

Then, after collecting some basic financial informa-
tion, you can

7 Monitor the firm’s financial performance.
8 Make the adjustments needed to keep the
firm on course.

Paths to Profit Planning The discussion in the text follows Path A. The discussion in the sidebar titled “A Streamlined Financial
Planning Process,” at the end of this topic, follows Path B.
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REVENUE PROJECTION

The planning process starts with a projection of what revenue management can expect
to achieve in the plan year. The projection should be neither too optimistic nor too
pessimistic, but should reflect the best estimate based on market conditions over the
next twelve months. Beginning with projects in hand and projecting the possibility of
acquiring projects from outstanding proposals, this plan establishes marketing goals
for the firm over the planning period. The revenue projection covers these categories
of projected income:

¢ Existing projects to be completed
* Proposals that are outstanding
¢ Unidentified future work

Work to be accomplished on existing projects is budgeted by month for the balance
of the year. Work that extends beyond the plan year is budgeted in total for the fol-
lowing year. The sum of these projects is the firm backlog. The backlog figure is an
important planning tool and needs to be monitored continually. An early warning sign
of impending problems is a shrinking backlog. If the backlog is not replenished at the
rate revenue is realized from it, the firm will face a shortfall of work in the months
ahead. Likewise, if the backlog is increasing, it is a sign that management may need to
hire more staff. The hiring process often takes months to accomplish.

The revenue projection lists includes a section on proposals that are outstanding,
with an estimate of the probability of this work being awarded. An estimate is also made
regarding when this work is likely to begin. The revenue estimate is then made by
month and entered into the plan.

Management knows that some portion of the revenues for the next year will come
from projects that have not yet been identified. Using experience to project what is
likely to happen, the planner estimates how much new work can be expected. Follow-
on work from existing projects is also included in this estimate.

STAFFING EXPENSES

The next step is to develop a staffing plan, starting with a list of firm staff and antici-
pating salary increases over the next year. In larger firms, staff members are grouped
into categories such as junior or senior architects. The plan may be modified through
new hires and attrition to coordinate it with the revenue projection.

Certain assumptions need to be made when developing a staffing plan. For exam-
ple, the percentage of billable time (utilization ratio) for each individual or category of
personnel should be estimated. Vacations and holidays need to be considered, as do
allowances for training new personnel and continuing professional education for the
staff.

Staffing plans require development of billing rates, either for individuals or for cat-
egories of staff. This process begins with direct labor costs (hourly salary) and adds
payroll burden (payroll taxes and fringe benefits), general and administrative expenses,
and a target profit that the firm hopes to achieve.

For example, assume the firm has an architect whose salary is equivalent to $115.00
per hour. The billing rate can be calculated as follows:

Architect’s hourly rate $115.00
Indirect expense* 172.50
Subtotal $287.50
Profit @ 25% 71.75
Hourly billing rate $359.25

*Includes payroll burden @ 150%

5.

Preparing a monthly projectio
may seem unnecessary, but th
effort will help a firm plan its

cash flow. It is as important to

n

is

know when cash is likely to arrive

as how much is expected.

» Maintaining Financial Health

(5.3) describes utilization ratios

and their importance in
managing a firm.
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REVENUE PROJECTION

This sidebar and the sidebars titled “Staffing Plan,”
“Overhead Expense Budget,” and “Profit Plan” provide
views of the business plan of a hypothetical firm as it
appears at the beginning of the year just ended.

An analysis of the revenue projection shows the firm
undertakes many projects of short duration. On the date
this version of the plan was prepared (January 1), the firm
had a backlog of $650,000 in expected revenues over
the next nine months. Three outstanding proposals total
$300,000 in fees. After applying probability factors for
actually receiving these projects, the principal preparing
the plan assumed the firm would realize $105,000 in rev-
enues from these proposals beginning in March. (The firm
includes outstanding proposals by applying a probability
factor to each one. For example, Project Z has an

25 percent chance of acquiring the project. Thus only
$30,000 is included in the projection.)

The firm estimates that $60,000 to $70,000 in rev-
enue is required each month fo sustain its staff and meet
its overall goals; this figure is derived from the staffing,
overhead expense, and profit plans shown in the next
three sidebars, as well as an assessment of how much of
the projected revenue will be passed through to consult-
ants. The “unidentified future work” figures, taken from the
firm’s marketing plan, establish the revenue that must be
raised to meet the firm’s revenue goals.

Given the nature of the firm’s projects, its revenue pro-
jection is updated monthly. Both backlog and outstanding
proposals are carefully tracked, giving the firm a clear
idea of the marketing effort required if it is to meet its

PART 2

expected fee of $120,000, and the firm estimates it has a goals.

Existing Projects Total Jan Feb Mar Apr May June July Aug Sept Oct Nov  Dec
Project A $360* $40 $40 $40 $40 $40 $40 $40 $40 $40

Project B 120 20 20 20 20 20 20

Project C _170 _45 _45 _40 _40 _  _ __ __  __

Total backlog $650 105 105 100 100 60 60 40 40 40

Proposals Outstanding

Project X 60 @ 25% 15 5 5 5

ProjectY 120 @ 50% 60 20 20 20

Project Z 120 @ 25% 30 15 15

Total proposals $105 5 5 40 35 20

Unidentified Future Work

Institutional clients 5 2 3
Planning studies _5 _3 _2
Total future work $10 5 5
Grand Totals $765 105 105 105 105 100 95 60 40 40 5 5

*All figures are in thousands of dollars.

The overhead and profit rates used in this calculation come from other portions of
the business plan. Using the figures shown in the example produces a billing rate that
is 3.124 times the cost of direct salary. In other words, a multiplier of 3.124 covers the
cost of direct labor and overhead and also yields the desired profit in the example. It is
important for a firm to calculate the multiplier it requires to meet its goals so it can price
its services correctly.
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OVERHEAD EXPENSES

The next step is to develop an estimate of overhead or indirect expenses for the com-
ing year. Each element of indirect expense should be listed with the actual expenses for
the previous year. Then assumptions are made about what is likely to happen in the plan
year.

Known cost increases, such as an increase in rent or insurance, should be factored
in at actual amounts. Other expenses should be examined and, where necessary, adjusted
to account for inflation and historical trends. It is better to make realistic assumptions
based on what is likely to occur rather than to increase all expenses by a flat percent-
age to account for inflation.

It is now possible to set the projected overhead rate for the coming year. Most
architecture firms use the direct salary expense (DSE) approach, in which the total
overhead (indirect expense) budget is divided by the total budgeted direct salary expense
to arrive at an overhead rate.

Other firms use a direct personnel expense (DPE) approach. Under this method,
payroll burden on direct salaries is removed from overhead and added to direct salaries
before the overhead rate is calculated.

STAFFING PLAN

The hypothetical firm has a staff of five. For each staff times hourly rate) and then info fotal billable revenue
member, the planner first calculates an hourly rate for (direct salary expense times the firm’s multiplier). The last
direct labor (by dividing the individual’s annual base column shows the portion of each staff member’s salary
salary by the number of hours available to be worked that is not expected to be charged to projects and that
over the year, assumed at 2,080—52 weeks at 40 hours will become part of the overhead (indirect) expense
per week—for a fulltime person employed for a full year). budget.
Since all staff hours cannot be billed directly to proj- This firm must bill approximately $700,000 during the
ects, a utilization ratio (percent chargeable) is projected year in net revenues (i.e., exclusive of consultants and
for each staff member. The resulting chargeable hours are reimbursable expenses) to sustain the level of staffing
translated into direct salary expense (chargeable hours shown, cover its overhead, and meet its profit goal.
Base Hours Hourly Percent Chargeable Direct Billable Indirect
Salary per Year Rate  Chargeable’ Hours Salary? Revenue® Salary*
Principal $110,000 2,080 $52.88 60% 1,248 $66,000 $211,000 $44,000
Registered 75,000 2,080 36.06 70% 1,456 53,000 170,000 22,000
architect
Technical 55,000 2,080 26.44 85% 1,768 47,000 150,000 8,000
employee
Technical 55,000 2,080 26.44 85% 1,768 47,000 150,000 8,000
employee
Secretary 40,000 2,080 19.23 12.5% _ 260 5,000 16,000 35,000
Totals $335,000 6,500 $218,000 $697,000 $117,000

It is important to recognize the distinction between the terms billable and chargeable and their implications. Time spent on projects is chargeable and may or
may not be billable. If the project fee is anything other than an hourly fee (with or without a maximum), then none of the hours charged to the project are
billed. Billing is a percentage of the fee for work completed. Therefore, billable hours are possible only on hourly fee projects.

“Direct salary is calculated by multiplying the chargeable hours by the staff member’s hourly rate.

3Billable revenue is calculated by multiplying direct salary expense by the firm’s DSE multiplier (3.20—see “Profit Plan” sidebar).

“Indirect salary is calculated by multiplying non-chargeable hours (available hours minus chargeable hours) by each staff member’s hourly rate.

5.
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OVERHEAD EXPENSE BUDGET

PRACTICE

PART 2

The hypothetical firm anticipates that its overhead expenses from the staffing plan) yields an overhead rate of 1.56 or
will total $341,000 for the planning year. Dividing this fig- 156 percent of direct salary expense (DSE); this rate is used
ure by the total projected direct salary expense ($218,000, to determine multipliers (for hourly billing rates).

Overhead Expenses Prior Year Budget Year Change
Indirect labor $115,000 $117,000 $2,000
Payroll burden (on total salary) 96,000 101,000 5,000
Rent 20,000 20,000 0
Utilities 9,000 10,000 1,000
Telephone 3,200 4,000 800
Equipment purchase/maintenance 12,000 10,000 (2,000)
Postage and shipping 3,000 3,000 0
Publications 2,000 2,000 0
Insurance 27,000 25,000 (2,000)
Office supplies 10,600 10,000 (600)
Travel 7,000 8,000 1,000
Printing 7,000 5,000 (2,000)
Marketing tools 9,200 10,000 800
Professional development 6,000 8,000 2,000
Legal and accounting expenses 6,000 6,000 0
Other general/administrative expenses 2,000 2,000 0
Totals $335,000 $341,000 $6,000
Calculation of Overhead Rate Based on Direct Salary Expense (DSE)

Total overhead $341,000

Divided by total salary expense (staffing plan) 218,000

Yields overhead rate 1.56 (156%)

Calculation of DSE Break-Even Multiplier*

Total direct salary expense + total overhead $559,000

Divided by total direct salary expense 218,000

Yields DSE “break-even” multiplier 2.56

Calculation of DPE Break-Even Multiplier*
Total direct personnel expense

Total direct salary expense $218,000
Direct payroll burden @ 30% 65,000
Total personnel expense $283,000
Total overhead (without direct payroll burden) 276,000
Total direct personnel expense + total overhead $559,000
Divided by total direct personnel expense $283,000
Yields DPE break-even multiplier 1.97

*These are called break-even multipliers because a profit target has yet to be considered.

THE PROFIT PLAN

Profit is budgeted in the same manner as any other item in the plan. That is, the firm
should have an expected level of profit and should budget for it in the same way that it
budgets for staffing and overhead expenses.
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PROFIT PLAN

The profit plan presented here includes the information There is, however, a great deal that we don't know
developed above. To provide a complete picture, it adds about the hypothetical firm: What are its overall goals,
the amount the firm expects to pay for outside consultants and how is it positioning itself¢ Are its utilization rates
($189,000) and for reimbursable expenses ($55,000). going up or down? Are accounts receivable aging and
The plan shows a profit target of $140,000, or 20 per- collection periods lengthening? Is the firm financially
cent of net revenues (gross revenues minus pass-throughs healthy over the long run2 Is the firm producing quality
to consultants and reimbursable expenses). architecture? Business plans and financial reports can't
This, and the previous three commentaries, all provide answer the first and last questions. As they are produced,
insights into the hypothetical firm’s business plan and per- updated, and compared with past performance, however,
formance. The information shows how the firm’s budget, these financial plans and reports—and the judgments
revenue, staffing, overhead expense, and profit plans drawn from them—produce a picture of the firm and its
relate to and interact with each other. ability to realize its financial goals.
Profit Target
Projected gross revenues $943,000
Minus reimbursable expenses (55,000)
Minus outside consultant expenses (189,000)
Projected net fees $699,000
Minus projected expenses:
Direct salary expense $218,000
Indirect expenses 341,000
Total projected expenses $559,000
Profit target (20% of projected net fees) $140,000

Net DSE Multiplier Required to Attain Profit Target

Total projected net fees $699,000
Divided by direct salary expense $218,000
Yields net DSE multiplier (rounded) 3.2

Profits are required to provide bonuses to employees, to fund capital expenditures,
and to reward the owners for their risk. Some profits are reinvested in the firm. It may
not be possible to earn the targeted profit on all projects, but the important point is to
establish an overall expectation for the firm that will balance profits and losses on all
projects.

The most common method of estimating profit in an architecture firm is to estab-
lish it as a percentage of net revenue. Another approach to establishing a profit target
is to consider owner investment in the firm, establish a reasonable return on that invest-
ment, and then calculate how much must be earned at the expected level of activity
both to achieve that return and to provide bonuses or profit-sharing contributions as
well.

Once the profit target has been set, each new project should be reviewed in light
of this target. Projects that do not achieve the target reduce the overall profit margin
of the firm.
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INDIVIDUAL PROJECT PLANNING

An architecture firm accomplishes its profit plan one project at a time. Each project is
a building block that helps achieve, or detracts from, the firm’s practice goals. Follow-
ing are keys to meeting firm profit targets:

® Acquire clients and projects that are right for the firm.
* Price projects appropriately to the firm and its clients.
* Negotiate contracts that implement the firm’s goals.

* Hire staff and consultants with the talent and experience to provide the services

offered by the firm.

* Manage projects, relationships, and risks well.

The remaining implementation details involve other aspects of the firm’s financial
management, such as acquiring and maintaining the proper levels of cash, billing and
collecting funds, and keeping a steady hand on the financial tiller. These subjects are
addressed in the topic in this chapter, “Maintaining Financial Health.”

A STREAMLINED FINANCIAL PLANNING PROCESS

The following is a simplified approach to financial

planning and management.

Step 1: Establish a Profit Plan

Financial guideposts come from a profit plan—which is

also an estimated operating budget. Here is a bare-bones

method for profit planning for the small firm:

e Estimate your expenses. Include salaries of principals

152

and staff (include any planned adjustments), payroll
taxes and benefits, and office expenses (use past his-

tory as a starting point and estimate anticipated

changes over the next year). Do not include pass-
throughs such as reimbursables and fees for
project-related outside consultants.

Set a profit goal. Each firm sets its own profit goal. In
the case illustrated here, the firm has established a
goal of 20 percent of net revenues before any federal
income taxes are paid.

Calculate the net revenue goal by adding estimated
expenses and the profit goal. This is called net because
you have omitted reimbursables and outside consultant

fees.

Sample Profit Plan (Excludes Consultants and Reimbursable Expenses)

Expenses

Salaries
Principal
Registered architect
Technical employees
Secretary

Total salaries

Payroll taxes and benefits (@ 30%)

Office expenses
Rent
Utilities
Telephone

Equipment purchase, lease, maintenance

Postage, shipping

Publications

Insurance (auto, office, liability)
Office supplies

Running a Practice

(1@ $110,000)
(1 @ $75,000) 75,000
(2 @ $55,000)
(1 @ $40,000) 40,000

$110,000
110,000

$335,000
$101,000

$20,000
10,000
4,000
10,000
3,000
2,000
25,000
10,000



Travel

Printing

Marketing tools

Professional development costs
Legal and accounting fees
Other expenses

Total office expenses
Total expenses

Profit goal @ 20% of net revenues
Net revenue goal

Step 2: Restate the Profit Plan to Reflect

Efficiency

In architecture firms, revenue (and profit) are generated
by direct services labor—people working on projects.
The most easily used common denominator for planning
and measuring financial performance is direct salary

expense:

Direct salary expense (DSE) = Salary cost of hours
charged to projects

(billable time)

Financial guideposts in the form of DSE multipliers
can easily be calculated from a profit plan that has
been restated to isolate expected DSE. This can be
done by applying an expected utilization ratio to total

salaries:

Utilization ratio = Direct salary expense
+ Total salary expense

8,000
5,000
10,000
8,000
6,000
2,000
$123,000

$559,000

140,000
$699,000

Stated another way:

Direct salary expense = Total salary expense
X Utilization ratio

Utilization ratios are different for different firms, but
statistical surveys indicate that most achieve about 65
percent overall efficiency (averaging all principals and
employees) to maintain reasonable profitability. The other
35 percent is spent on nonbillable (indirect) time such as
that spent for marketing, staff development, general office
administration, vacations, holidays, sick leave, and so on.

The utilization ratio should be monitored because it
reflects the firm’s ability to generate revenue. A low
percentage means low revenue potential, and a high
percentage means high revenue potential.

Using the utilization ratio just described, the firm’s

profit plan can be restated:

Restated Profit Plan (using a 65% utilization ratio)

Direct salaries

Indirect expenses
Indirect salaries
Payroll taxes and benefits
Office expenses

Total indirect expenses
Total direct salaries + indirect expenses

Profit goal @ 20% of revenues
Net revenue goal

Step 3: Calculate Net Multipliers

The next step is to calculate the planned DSE multipliers for
each major item in the restated profit plan. Divide each major
item by the direct salary expense amount as shown. The

results for the illustrated firm are shown on the following page:

($335,000 x 0.65) $218,000

($335,000 X 0.35) $117,000

101,000
123,000

341,000
$559,000

140,000
$699,000

A low utilization ratio increases the necessary break-
even multiplier because there are more indirect hours and
fewer direct hours, which results in a lower profit
margin.

(continued)
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To pay for direct salary expenses

To pay for indirect expenses

Equals the firm’s break-even multiplier
To add profit

Equals the planned net multiplier

$218,000 + $218,000 1.00

341,000 + $218,000 1.56
2.56
140,000 + $218,000 0.64
3.20

Step 4: Use The Net Multiplier To Set Minimum Hourly Billing Rates

Using the sample firm’s 3.20 net multiplier yields the
hourly billing rates show (at 2,080 hours in a year,
rounded to the nearest dollar). These are the minimum

Principal (@ $110,000)

Registered architect (@ $75,000)
Technical staff (@ $55,000)
Clerical/administrative staff (@ $40,000)

Step 5: Set Project Profit Goals

To meet its profit plan, this firm needs to set aside 20
percent of its nef revenues. When a project comes in, 20

percent off the top of the net fee must be set aside as

rates needed to meet the profit plan. Actual rates charged
may also reflect the value of the services and market
considerations.

$52.88 x 3.2 = $169/hour
$36.06 X 3.2 = $115/hour
$26.44 x 3.2 = $85/hour
$19.23 x 3.2 = $62/hour

untouchable. The project must be done for the money left
if the profit plan is to be met.

Step 6: Use Actual Net Multiplier Earned to Monitor Financial Performance

This can be done quickly, easily, with reasonable accu-
racy, and without accountants. The only information

needed is

® Net revenue earned (derived from fees invoiced)
e Direct salary expense (project hours at hourly salary

rate as recorded on time sheets)

Following is a sample current project analysis using
the break-even multiplier established as this firm’s goal in
Step 3. All figures except multipliers are rounded to the
nearest $1,000.

The break-even multiplier is the only variable factor in

this analysis. It should be recalculated periodically using

Sample Current Project Analysis

accrual-based financial information (you will probably
need your accountant for this). In the meantime, check
your utilization ratio. If it is holding about as planned,
your break-even probably hasn’t changed much—unless,
of course, some large indirect expense has come up unex-
pectedly.

Although it is not 100 percent accurate (due to possi-
ble variations in the break-even multiplier), this method of
monitoring provides a simple and timely means of staying
abreast of financial performance—and determining if and
on which projects corrective action is needed.

Step 1 Step 2 Step 3 Step 4 Step 5 Step 6

Net Direct Salary Net Break- Profit Approximate

Revenue .  Expense =  Multiplier _—  Even = Multi- Profit or

Earned (DSE) Earned Multiplier plier (LOSS)
Project A $220,000 $75,000 2.93 2.56 0.37 $28,000
Project B 135,000 42,000 3.21 2.56 0.65 27,000
Project C 112,000 53,000 2.11 2.56 (0.45) (24,000)
Project D 242,000 101,000 2.40 2.56 (0.16) (17.000)

Adapted from “The Minimalist Financial Manager” by William H. Haire, AIA, Oklahoma State University, in previous Handbook editions.
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5.2 Financial Management Systems

Lowell V. Getz, CPA

Managing the finances of a firm and monitoring financial performance on a
regular basis are essential for a successful practice.

rchitects who understand how to manage the financial operations of a firm can
achieve better performance and a higher level of success. People can be hired
to perform the accounting function, but the responsibilities of management
cannot be delegated.
"To manage firm finances, it is necessary to have a financial control system in place.
Principals require a clear, timely, and accurate method of monitoring financial per-
formance of individual projects and the firm as a whole to:

¢ Know if the firm is meeting its financial goals and making a profit. To remain in
practice, an architecture firm must earn a profit—an excess of revenue over expenses
that sustains the firm and allows it to provide the level of service it aspires to offer.

* Know if there will be cash to cover payroll and other current expenses. Even a prof-
itable firm will have difficulty meeting its obligations if it does not maintain a pos-
itive cash flow.

¢ Plan for capital expenditures. As new and improved technology becomes available,
it is necessary to set aside funds for acquiring capital equipment.

¢ Provide quality professional services priced at competitive levels.

This topic provides basic information on financial systems in architecture firms,
including common sources and uses of funds, accounting methods, and financial
reports. The remaining topics in this chapter address financial planning, monitoring
performance, and acquiring capital equipment. Some firms pursue associated business
ventures, such as real estate development or purchasing interior furnishings for clients.
These ventures increase the complexity of financial management.

SOURCES AND USES OF FUNDS

"To understand the financial aspects of an architecture firm, it is necessary to become
familiar with certain terms.

Revenues

Revenues to operate the firm come from projects, that is, from fees received for pro-
viding professional services. Additional sources of funds include the following:

* Infusions of capital from the founders when the firm is started and from new prin-
cipals as ownership is expanded

* Revenue from associated business ventures, such as real estate development

¢ Income from interest, rents, sale of assets, or other miscellaneous sources

Direct (Project) Expenses

Like revenues, a significant portion of a firm’s expenses are incurred in providing proj-
ect services. These direct expenses are identified with specific projects and categorized as:

Lowell V. Getz is a financial consultant to architecture, engineering, planning, and environ-
mental service firms. He has written, taught, and lectured widely on financial management.

» Financial Planning (5.1)
addresses profit planning.

» Maintaining Financial Health

(5.3) suggests indicators for
defermining the financial
well-being of the firm.
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Government agencies may have
their own definitions of what are

considered to be direct and
indirect expenses, and what
indirect expenses are allowed

within a firm’s overhead rate or

multiplier.
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¢ Direct salary expenses, representing time charged by professional and technical staff
in providing project services, as well as time spent administering and coordinating
consultant services.

* Expenses for outside consultants working on projects.

® Other direct expenses for providing project services, such as travel, telephone, and
printing expenses. Such expenses may be nonreimbursable (included in the archi-
tect’s fee) or reimbursable (paid for separately by the client).

Reimbursable Expenses

Reimbursable expense categories are specified in the owner-architect agreement and may
include travel, lodging and meals, telephone, reproduction expenses, and similar project-
related costs. Charges are billed to the client and any requested documentation is pro-
vided, such as copies of telephone charges. Reimbursable expenses invoiced to the client
usually include a markup of approximately 10 percent. A “not-to-exceed” limit on reim-
bursable expenses is sometimes included in the owner-architect agreement. The archi-
tect, therefore, needs to develop a reasonable estimate that includes a contingency
amount.

Indirect Expenses

Indirect expenses are those expenses that do not directly support project activities.
Indirect expenses are classified as payroll burden or general and administrative
expenses.

Payroll burden is the cost of benefits provided to staff members and includes health
insurance, workers’ compensation insurance, federal and state unemployment insur-
ance, and payroll taxes.

General and administrative expenses consist of salaries and benefits for manage-
ment and staff members when they are not working on projects. These nonproject
activities may include management, marketing, professional development, civic func-
tions, and other activities that are important to the firm but cannot be charged to a
billable project. The cost of renting space, office operations, business taxes, liability
insurance, and depreciation are also indirect expenses.

Indirect expenses, often called overhead, represent a significant portion of firm
expenses. In making a proposal for services, the usual practice is to include overhead either
as a percentage of direct salary expense (for example, 150 percent of DSE) or as a break-
even multiplier applied to direct salary expense (in the same example, 2.5 times DSE).
Adding a 20 percent profit arrives at a multiplier for billing purposes of 3.0 times
DSE. Some firms apply overhead rates and multipliers to direct personnel expense (DPE).
DPE includes direct salary expense plus associated payroll burden. Payroll burden on
direct salaries is therefore removed from overhead.

In the above example, if payroll burden represents 30 percent of direct salaries, a
break-even multiplier of 1.9 times DPE equals a break-even multiplier of 2.5 times
DSE (1.3 X 1.9 = 2.5). Adding a 20 percent profit results in a multiplier for billing pur-
poses of 2.3 times DPE (1.3 X 2.3 = 3.0).

Profit

Defined as the difference between revenues and expenses, profit represents the funds
required to sustain the practice in lean times, buy capital equipment, reward staff mem-
bers for outstanding performance, and allow firm owners to achieve a return on their
investment.

ACCOUNTING SYSTEMS

An accounting system consists of a chart of accounts and a coding system.



Chart of Accounts

A chart of accounts is a list of the various accounts used by the firm. In a sense, it is a direc-
tory that evolves to meet firm needs. The chart of accounts classifies accounts under the
following six headings:

Assets (everything owned by the firm or owed to the firm by others)
Liabilities (claims of creditors against these assets; what the firm owes to others)
Net worth (claims of the firm owners against its assets; what the firm owes to its

owners)

Revenues (amounts earned by a firm during an accounting period)

Expenses (what it costs the firm to produce its revenue)
Profit or loss (the difference between revenue and expenses)

EXPENSES

Direct Expenses

In addition to the expenses of salaries and outside serv-
ices, architecture firms incur other expenses that can be
charged directly to a specific project. These expenses,
which may be nonreimbursable or reimbursable, often
include costs for

* Printing, duplication, and plotting, including reproduc-
tion of drawings and specifications

® Photography

o Diskettes, tapes, and other electronic media requested
by the client

e CAD and other computer services associated with the
project

* ltems purchased on the client’s behalf (e.g., fees,
permits, bid advertising, models, renderings)

® Project meeting expenses

e Transportation, including expenses to and from the job site

® lodging and meals

® Long-distance telephone, fax, telex, etc.

® Postage, courier, and overnight delivery

® Project professional liability insurance premiums

e Additional premiums for project professional liability
insurance in excess of basic firm coverage

e Other project-related insurance premiums

® Legal and accounting services related to the project

e Financing and carrying costs of professional services

at the client’s request

General And Administrative Expenses

Indirect or overhead expenses—expenses that cannot eas-
ily be attributed to a specific project in the office—include

salaries not charged to a project, payroll burden (fringe

benefits), and a wide variety of general and administrative
expenses. These G&A expenses may include costs for the

following items:

Current Operating Expenses

® Rent (or equivalent), utilities, operation and mainte-
nance, and repair of buildings, equipment, and auto-
mobiles

e Printing, duplication, photographs, and similar items
for marketing and other nonproject uses

e Printing of in-house check sets and consultant base
sheets

e Computer hardware, software, and operating
expenses

* Postage and messenger services

e Travel and entertainment for marketing and firm or staff
development
Office supplies

e Llibrary materials, books, periodicals

o Telephone, facsimile, electronic mail, information serv-
ices

e Taxes (e.g., real estate, personal property)

® Professional dues and licensing fees

e Seminars, conventions, in-house training, and profes-
sional development

® Marketing and proposal preparation

* Public relations

e Charitable and civic contributions

* [nsurance (e.g., automobile, contents, building, princi-
pals’ life, valuable papers, comprehensive general lia-
bility, equipment, professional liability)

* |Interest on loans and credit lines

® Bond premiums

(continued)
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Capital Expenditures

Prepaid Expenses

® Depreciation (e.g., furniture, equipment, automobiles, Expenses that affect operations beyond the current fiscal

® Amortization on leasehold improvements

buildings)

Losses

158

Theft or casualty loss not covered by insurance

year and that the Internal Revenue Service requires to be
spread over more than one year (e.g., long-term insurance
premiums, certain faxes, equipment leases, licenses/fees,

organization expenses)

Expenses to correct design errors and omissions,

including deductibles on insurance payouts

Uncollectible compensation and bad debts

Running a Practice

Accounting Codes

A coding system is the shorthand used to record various entries in the proper accounts.
Each project is assigned a number. In more complex systems, subcodes may be used for
departments, phases, or tasks. Accounting codes are listed in the chart of accounts and
identify various types of expenses. Accounting codes allow a firm to track expenses by
project, by phase or task, or by type of expenditure to better control costs and to
improve budgeting.

The financial management system uses the chart of accounts and coding system to
provide reports on individual projects (project accounting), as well as for the firm as a
whole (general accounting).

Project Accounting

Reports from the project accounting system contain information on the time and expenses
directly assigned to projects. Time sheets are used to record hours spent working on proj-
ects and nonproject activities. Other direct expenses are coded to projects either when
they are incurred or when they are paid. Overhead expenses are assigned to projects as a
percentage of direct labor expense. Project accounting compares project labor spent with
revenue earned to determine whether a profit or loss was incurred on the project. Project
control systems produce reports that compare actual project expenses with budget to
determine whether the project is proceeding in accordance with the work plan.
Accounting systems vary in complexity. A wide range of software is available so that
even the smallest firms can obtain timely and accurate information for project control.

General Accounting

General accounting software produces reports needed to prepare financial statements
and tax returns. The general accounting system consists of payroll records, receipts
and disbursements journals, accounts receivable, accounts payable, and the general
ledger. These various records are used to summarize transactions and prepare financial
statements and management reports.

ACCOUNTING METHODS

There are two primary methods of accounting: the cash and accrual methods. A firm
accounting system may use one, or more likely, both methods.

Cash Method

Cash accounting records entries at the time they impact cash. For example, revenue is
recorded when checks are received from clients, and expenses are recorded when cash



is paid out. Transactions that do not involve cash are not recorded until they do. When
an invoice is sent to a client, it is not recorded as revenue until the check arrives.

Cash accounting is very straightforward. However, revenue is not matched with
expenses. Certain cash expenses, such as salaries and vendor invoices, are paid shortly
after the obligation is incurred. However, revenue for services provided may not be
received until later. Cash accounting statements therefore record only the excess or
deficit of cash that occurred.

Accrual Method

The accrual system of accounting records revenue when it is earned and expenses when
they are incurred. For example, if labor and expenses are charged to a project in Janu-
ary, the revenue earned is reported in January as well, even though the cash has not yet
been received. The drawback, of course, is that the firm may not collect the cash for the
reported revenue. The revenue is then written off when the bad debt is discovered,
which may be several months later. However, this should be a rare occurrence.

Similarly, expenses are recorded in the accounting period when they are incurred
rather than when paid. For example, a vendor invoice for supplies provided to the
firm in January is recorded as an expense in January even though it may not be paid
until February. The invoice is recorded as an account payable to match it against
the corresponding revenue. Likewise, certain expenses such as insurance premiums
that are paid in advance (prepaid) are spread over the entire period to which they
apply.

Many firms prefer accrual accounting because it addresses the question of prof-
itability by matching revenue with expenses. Additionally, the revenue earned but
not yet billed (work in progress) and its billed revenue (accounts receivable) are
recorded as assets on the balance sheet. By reporting these amounts each month, the
firm principals can see how much they are owed and can take steps to collect it. Sim-
ilarly, unpaid expenses are recorded as liabilities, indicating how much the firm owes
to others.

The emphasis on accrual accounting does not minimize the importance of cash and
the need to monitor the firm’s cash position on a regular basis. The reporting system
needs to supply both cash and accrual information, but for management purposes,
accrual statements give the most pertinent information. Firms that are organized as
regular corporations generally are allowed to pay taxes on the cash basis. The outside
accountant converts the accrual income statements to cash basis at year-end for
purposes of calculating corporate taxes owed.

FINANCIAL REPORTS

Financial control systems produce reports that can be used to keep the firm and its
projects on track.

Income Statements and Balance Sheets

The most common statements used to describe the financial status of a firm are the
income statement and balance sheet. Taken together, these statements present a com-
plete picture of the firm’s current financial position. In essence, an income statement
is a moving picture, whereas a balance sheet is a snapshot. The income statement pre-
sents the results of operations or a summary of revenue, expenses, and profit for a period
of time, such as a month, quarter, or year. The balance sheet, on the other hand, is a
report of current condition of the firm showing the status of assets, liabilities, and net
worth as of a particular date.

The income statement can be used to monitor various key ratios, such as profit
margin, multipliers, utilization, revenue per employee, and overhead factors. The bal-
ance sheet can be used to monitor working capital and average collection period. These

For income tax purposes, most

professional services firms pay

tax on a cash basis, since few

want to pay taxes on money that

has not been collected. These

firms keep accrual records for

management purposes, which

are then converted o a cash
basis for tax purposes at the
year’s end.

» Maintaining Financial Health

(5.3) offers a number of ratios

and samples of reports that can

help assess a firm's financial
performance.
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CASH AND ACCRUAL ACCOUNTING

Accrual accounting provides an accurate picture of the though, much of the revenue producing this surplus

firm’s revenues and expenses within a given time frame— resulted from old invoices not paid by the firm’s clients

in the case of our example, the month of January. This until this month—perhaps as the result of a year-end
picture is not skewed by cash coming in or going out that effort to clean up accounts receivable. In January the firm

does not relate to the month’s activities.

actually committed to spend $10,000 more than it

Look at this simple example: On a cash basis, this earned.

firm recorded a surplus of $16,000 in January. In reality,

» Project Controls (9.3) discusses
and provides samples of project

January—Cash Basis

Revenues received by the firm:

October invoices 10,000
November invoices 27,000
December invoices 30,000
Total January revenues $67,000
Expenses dispersed for salaries, vendors, etc. $51,000
Net cash revenue for January $16,000
January—Accrual Basis

Revenues earned from clients $80,000
Expenses incurred in January

Billable to clients (project services) 65,000
Not billable (marketing) 15,000
Other expenses 10,000
Total January expenses $90,000
Net income (or loss) for January ($10,000)

status reports.
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statements provide indicators of the firm’s ability to manage debt (leverage), pay cur-
rent debt (solvency), and convert assets to cash (liquidity).

Management Reports

The financial management system produces invoices, summaries of amounts owed to
and owed by the firm (accounts receivable and accounts payable), reports for tax and
regulatory agencies, and other information for management. Project reports track
actual expenses against budget. These reports provide detail to help project architects
manage the financial aspects of their projects. The reports also provide summary infor-
mation on project performance for management.

Frequency of Reporting

How often should financial statements be prepared? The answer is a function of the size
and complexity of the firm and how often management needs to review financial per-
formance. Many firms operate with weekly summaries of project hours spent and
monthly financial statements. Others input timesheets daily online and access infor-
mation whenever it is needed—sometimes in the form of “flash reports” or summaries
of critical information, such as project status or cash on hand. Firms also need to pre-
pare reports for banks, insurance companies, and various governmental agencies. These
requirements may influence the frequency of reporting.



INCOME STATEMENT AND BALANCE SHEET

Shown here are the income statement and balance sheet
for a hypothetical nine-person firm for the year just ended.
As shown in the income statement, the firm took in

$1,057,000 in revenues and incurred $969,000 in
expenses, ending the year with a profit of $88,000. (This
is labeled net profit before taxes because no federal
income taxes have been deducted.)

While the principals may have considered this profit
level to be adequate, the firm missed its budgeted profit of
$154,000.

An analysis of the income statement shows that rev-
enues from fees were below estimates, the firm was able
to keep direct labor and other direct expenses within
budget, and it was less successful at controlling indirect
(overhead) expenses.

In budgeting for the coming year, this firm will need to
boost fees, control overhead expenses, or establish a
more realistic profit target.

On the balance sheet, the firm ended the year with
$510,000 in assets, $300,000 of which represents work
billed but not yet paid by clients (accounts receivable) and
another $100,000 of which is work in progress.

The firm’s liabilities, including a few bills payable and
a note to the bank, totaled $45,000. Subtracting this
amount from assets produces a net worth (owners’ equity)
of $465,000.

Note that the balance sheet is only a snapshot. It
produces some valuable information (for example, the
firm has only $10,000 in cash on hand—not enough to
cover its accounts payable of $20,000) and flags signif-
icant problems (for example, the need to track and col-
lect accounts receivable). To be most useful, however,
this balance sheet would need to be compared with one
from the end of the previous period to determine if
assets, liabilities, and owner’s net worth are increasing

or decreasing.

Income Statement (for the period beginning January 1 and ending December 31)

Revenues Budget
Fees $1,200,000
Reimbursable expenses 61,000
Total revenues $1,261,000

Expenses

Direct expenses
Direct personnel cost $321,000
Qutside consultants 212,000
Other direct expenses 31,600
Total direct expenses 564,000

Indirect expenses
Indirect personnel 222,000
Other indirect expenses 188,000
Total indirect expenses 410,000

Reimbursable expenses 133,000

Total expenses $1,107,000

Net profit before taxes $154,000

Balance Sheet (as of December 31)

Assets

Cash $15,000

Accounts receivable 280,000

Work in progress 80,000

Fixed assets (less depreciation) 75,000

Total assets $450,000

Liabilities and owner’s equity

Accounts payable $40,000

Notes payable 45,000

Total liabilities 85,000

Owner's equity 365,000

Total liabilities and equity $450,000

Actual Variance
$1,000,000 $200,000
57,000 4,000
$1,057,000 $204,000
$273,000 $48,000
189,000 23,000
24,000 7,000
486,000 78,000
211,000 11,000
217,000 (29,000)
428,000 (18,000)
55,000 78,000
$969,000 $138,000
$88,000 66,000
$10,000 ($5,000)
300,000 20,000
100,000 20,000
100,000 25,000
$510,000 60,000
$20,000 ($20,000)
25,000 (20,000}
45,000 (40,000)
465,000 100,000
$510,000 $60,000
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SELECTING A FINANCIAL CONSULTANT

In several areas of the financial arena, it may be neces-
sary or merely helpful to seek special advice. Types of
consultants who can provide financial advice are
described below. When looking for someone to advise
your firm, however, make sure of the following:

* The consultant has the appropriate credentials.

* The consultant has relevant experience, especially in
situations similar to yours.

 The consultant is prepared to listen to and understand
your problem, not just give pat answers or prescriptions.

* You feel personally comfortable and believe you can
work closely with the consultant.

Accountants

Public accountants and certified public accountants (CPAs)
are experts in preparing financial statements, auditing,
and preparing and filing tax returns. CPAs are required to
undergo additional formal preparation and testing and
are licensed by the state. They are experts in tax and
audit matters. Accountants can help set up the financial
books of a firm and can direct the bookkeeping staff in
proper procedures. Depending on their background and
experience, accountants may be equipped to provide
management advice to architects about their business
operations.

Lawyers

Lawyers are knowledgeable in matters such as legal form
of practice, business entity registrations, labor and
employment, corporate bylaws, securities, pensions, con-
tracts, liability, and litigation. In addition, some lawyers
have become adept at various forms of business transac-
tions, relationships, and regulations; such experience may
be helpful to architects in areas affecting finances, such as
contract and fee negotiations and collections.

Management Consultants

Avrchitecture practice management has emerged as a new
and distinct discipline. Such capabilities can be provided

by management consultants, some of whom have special-

ized in working with architects and who may be architects
themselves.

Personal Financial Advisers

Financial advisers, analysts, and planners provide advice
regarding personal financial matters, including personal
income and expense budgeting, insurance, investments,
and retirement. Although some of these individuals may
represent insurance companies, stockbrokers, or retirement
plan administrators, others are independent consultants
who provide advice on a fee-forservice basis.

Peter Piven, FAIA

USING FINANCIAL REPORTS

Architects do not have to be accountants to manage the financial aspects of their firms.
Architects need to understand the significance of financial information rather than the
details of how reports are prepared. They are then in a position to ask questions, seek
clarification, and have enough information to make the decisions necessary to maintain

a successful practice.

BACKGROUNDER

COMPUTERIZED FINANCIAL SYSTEMS

Lowell Getz, CPA

With the price of hardware and software within reach of
even the smallest firms, virtually any architecture firm can
use a computerized financial system. The task facing the
architect is to identify and select the system that is most
appropriate fo the firm’s current needs and its needs for the
foreseeable future.

162 Running a Practice

Getting Started

Firsttime buyers should begin by talking with colleagues to
learn about their experiences with various systems. Attend-
ing seminars, subscribing to newsletters, and talking with
experienced consultants are other ways of getting the latest



information. The point is that research should be conducted
before selecting a system.

Selecting The System

Concentrate on finding the most appropriate software for
your firm’s use. As you become familiar with what is avail-
able, the search will narrow to a few software vendors
whose financial reports appear to meet your needs. Review
the output reports in detail, and evaluate the system for its
management aspects. Will you be able to find needed infor-
mation without hunting through several reports? Are the
summary reports valuable and the detail breakdowns appro-
priate for your use2 Try not fo get bogged down in the tech-
nical aspects of the system, such as maximum capabilities
and transaction speed. The following points will prove use-
ful for finding the right system:

® Review your present system. Look for improvements
that you would like incorporated into the new system.

e Solicit vendor responses. Develop a list of vendors
whose systems inferest you, and request additional
information.

 Determine finalists. Narrow your choices to two or
three systems that best satisfy your needs. Obtain a
demonstration disk, and examine samples of the
vendor’s documentation.

e |f possible, view a working demonstration, preferably in
the office of a comparable firm, and check references.

Accounting Functions

As you begin to examine the products available, you will
be reviewing system modules to accomplish various account-
ing functions:

Accounts receivable. The system prepares and keeps
track of invoices that have been sent out but are not yet
paid, as well as unbilled work in progress. Information is
posted from time sheet records and reimbursable expense
reports into the accounts receivable module. Billing software
should provide automatic invoicing of standard AIA con-
tracts such as lump sum, lump sum by phase, labor times
multiplier, labor times billing rate, and cost plus fixed fee.
Revenue recognition software can produce accurate state-
ments showing amounts earned on projects whether the con-
tract is lump sum or time based, with or without maximums.
The financial statements then reflect revenue based on the
progress of each project within the firm.

Accounts payable. The system prepares checks and
keeps track of the amount of payables owed by the firm.
The accounts payable module ensures that materials and
services have been charged either to the proper project or
to an overhead account. Reimbursable expenses need to be
controlled separately so that they can be properly billed to
the client.

Payroll. The payroll module is set up to deduct appro-
priate federal, state, and local taxes, along with insurance
payments and any other payroll deductions. Payroll reports
are automatically prepared on a quarterly and year-end
basis.

General ledger. This module collects all accounting
transactions and creates summaries at the end of the month
or the close of the accounting period. The summarized infor-
mation is presented to firm principals in the form of financial
statements.

Project control. The project control module collects
and reports actual-against-budgeted information, which
enables project managers to determine how projects are
progressing. The project control software should allow for
the allocation of indirect costs to projects so that a full cost
can be shown on the project. This module is the most
important one to consider in making your selection. The
other modules are basic to all businesses, but project con-
trol is unique to project-related firms. That is why it is
important to select a system specifically designed for archi-
tecture firms rather than one adapted from some other
source (e.g., a time-and-billing system for lawyers or
accountants).

Key System Characteristics

Keep the following points in mind when choosing a com-
puter system:

Integrated systems. Integrated systems allow data to be
entered once and automatically posted to all modules. For
example, a time sheet entry would be processed in both the
project control and payroll modules. Integrated systems are
superior to stand-alone systems (which require that data be
entered separately into each module) because fewer mis-
takes are likely to be made.

Experience. How long has the vendor been serving the
architecture market, and what is its reputation in the indus-
try2 These points are very important because although many
excellent systems have been developed, vendors that do not
have staying power may not be around later to serve your
needs.

References. What firms in your area are using the sys-
tem? Can you visit them for an on-site demonstration? Check-
ing references is a must before making a decision.

Documentation and training. What kind of documenta-
tion is available with the software, and how clearly is it writ-
ten? What training is available with the system, and what
kind of service is available after the sale (e.g., is there an
800 number for help)?

System upgrades. Good software vendors are con-
stantly upgrading and improving their products to stay cur-
rent with the state of the art. Inquire about the vendor’s
history of upgrades and on what terms they are made avail-
able to customers.

(continued)
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Custom programming. If the system does not meet your
needs in all respects, what are the possibilities for cus-
tomization? Does the system allow you to design your own
reports® Will the vendor provide custom programming serv-
ices? Keep in mind that the latter may make the system
unable to incorporate later upgrades or require updating of
the customization.

Local support. Are there local support people who
really know how to operate the system to help in trou-
bleshooting, advise on upgrades, and customize the system

Advantage/Vision

Deltek

13880 Dulles Corner Lane
Herndon, VA 20171
(703) 734-8606

(800) 456-2009

Fax: (703) 734-1146
www.deltek.com

Financial Management Software for
Medium-Sized to Large Firms (Ten or More
Employees)

if you need ite
Contract terms. Review contract terms with an attorney

PART 2: PRACTICE

who is familiar with computer-service contracts. Try to nego-
tiate some holdback payments until the system has been
operated using your data; that is the ultimate test. Negotiate
as much training time as you can get; this is one area in
which the vendor has considerable leeway. Ask the attorney
to investigate the contract provisions concerning what hap-
pens if the software vendor goes out of business.

User group. Determine whether a local or national user
group exists for the system under investigation, and obtain
information on the group’s activities. Call members of the
group and ask about their experience with the system. User
groups are formed to help the vendor get feedback about
desired system enhancements. Although not an overriding
consideration, the existence of a user group is one more
sign that the vendor is committed to the long-term develop-
ment of the system.

Overall service. The vendor’s attitude and responsive-
ness are often good clues about whether the product should
be selected. Observe how easy it is to contact the vendor’s
representatives and get answers to your questions. If the ven-
dor is difficult to reach, the problem will only grow after you
become a customer.

You will rarely find one system that clearly stands out
among all others. Thus, when making the final decision,
weigh the pros and cons and choose based on a few over-
riding characteristics. By making a careful study and com-
paring the various systems, you increase the chance of
selecting one that meets your needs.

Financial Management Software
for Large Architecture Firms

BST
BST Global

AXIUM

XTS Software Corporation
9750 SW Nimbus Avenue
P.O. Box 2208

Beaverton, OR 97008-7172
(800) 6372727

Www.axiumae.com

Deltek Vision

Deltek Systems, Inc.

100 Cambridge Park Drive, 5th Floor
Cambridge, MA 02140-2314

(617) 492-4410

www.deltek.com

Peachtree Software
1505 Pavilion Place
Norcross, GA 30093
(800) 247-3224

www.peachtree.com

Financial Management Software
for Small Firms

QuickBooks Pro

Intuit, Inc.

Corporate Headquarters
2632 Marine Way
Mountain View, CA 94043
(800) 433-8810
www.quickbooks.com

QuickBooks is a general small business accounting

software program. Some customization is needed to
adapt it to the accounting needs of a small architecture
practice.

5925 Benjamin Center Drive, Suite 110
Tampa, FL 33634

(800) 726-3300 or (813) 886-3300
Fax: (813) 884-8528
www.bstglobal.com
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5.3 Maintaining Financial Health

Peter Piven, FAIA

Well-managed firms continually assess their financial health and take
appropriate measures fo stay on track.

rchitects aspire to financial health. The reason is simple—they cannot attain

their practice goals unless they do. They must practice at whatever level of prof-

itability is required to stay in business, fulfill promises made to clients, and ful-
fill their own practice goals, including providing appropriate rewards for performance
and risk and a reasonable return on the investment of firm owners.

MAJOR FINANCIAL PLANNING FACTORS

Financial health requires understanding, planning, monitoring, and controlling three
interrelated aspects of the firm’s financial picture:

* Profitability (the ability to create an excess of revenue over expenses)

* Liguidity (the ability to convert an asset to cash with relative speed and ease and
without significant loss in value)

*  Solvency (the ability to meet financial obligations as they come due)

Profitability
Profitability is required at three levels:

* For the firm, generally in the form of retained or reinvested earnings, so it can pro-
vide for capital investment, endure downward economic cycles, and sustain growth

¢ For those who produce the profit, as a reward for having done so

* For the risk taken by firm owners and as a return on their investment in the firm

By attending to profitability, architects ensure that they will not incur more expense
than revenue on a project or on a firmwide basis. The normal project cash cycle includes
three steps: performing services, invoicing, and collecting cash to cover the costs—both
direct and indirect—of performing the services. If the architect manages successtully,
this cycle not only yields sufficient cash to cover costs but also returns profit to the
firm. Practicing at a loss means two things: There is no profit and, even worse, essen-
tial costs are not being covered. Regardless of whether the firm uses the cash method
or the accrual method for its accounting, losses eventually result in a cash drain—more
is expended than is taken in.

Liquidity
In operating their practices, architects acquire both fixed (long-term) and current
(short-term) assets. Fixed assets are assets such as real estate, leasehold improvements,

furniture, fixtures, equipment, and automobiles that they do not intend to convert to
cash in the foreseeable future. Current assets include both cash and other assets that

Peter Piven is the Philadelphia-based principal consultant of the Coxe Group, Inc., market-
ing and management consultants to design professionals. He has written and lectured
widely on practice issues including compensation management.

The glossary in Appendix E
defines most of the financial
terms used in this topic.

» Financial Management Sys-

tems (5.2) describes the revenue
and expenses, as well as cash
and accrual accounting methods,

of architecture firms.
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» Project Controls (9.3) suggests

strategies for invoicing and col-

lecting payments.
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must be converted to cash, especially accounts receivable (the value of services billed but
not yet collected) and work in progress (the value of services performed but not yet
billed).

"To keep a practice financially viable, the architect must maintain the liquidity of
the firm; this is accomplished by invoicing regularly with the goal of continually con-
verting work in progress to accounts receivable. Then, to convert accounts receivable
to cash, the architect must follow up by assiduously maintaining collections.

Solvency

Solvency is the firm’s ability to pay its bills. Solvency and profitability are closely related;
a firm that is unprofitable will, in the long run, not have enough money to pay its debts.
In the extreme, the inability to pay debts when they come due leads to insolvency and
bankruptcy.

MANAGING CASH

Keeping solvent requires sound cash management. Solvency is a cash issue: How much
cash is needed? For what purposes? When? From what sources?

Cash management is a systematic procedure for forecasting and controlling the
cash that flows through the firm. The objective of cash management is to ensure that
adequate cash is always on hand and that cash surpluses, when they exist, are invested
wisely.

Cash Flow Projections

The best tool for addressing these questions and evaluating firm solvency is cash bud-
geting. This involves forecasting anticipated flows of cash into and out of the firm over
time by gathering and reporting information about the amounts, timing, and certainty
of future cash receipts and payments. The cash budget predicts cash flow. Its purpose
is to provide a plan to indicate when cash receipts and disbursements can be expected.
The forecast should indicate needs for short-term borrowing as well as surpluses avail-
able for short-term investing.



The steps in developing a cash budget are listed here:

* Forecast billings

* Forecast amounts and timing of cash receipts (collections) from those billings
* Forecast cash receipts from sources other than project revenues, such as investments,

rents, and sale of assets

¢ Forecast cash disbursements, including payroll, consultants, other direct (project)
expenses, indirect (overhead) expenses, reimbursable expenses, and capital

expenditures

* Combine receipt and disbursement schedules and calculate net monthly cash

increases or decreases

Monthly increase or decrease, when combined with the beginning cash balance,
indicates the cash position of the firm at the end of each month. The ending cash bal-
ance of one month is the beginning balance for the next month.

CASH FLOW PROJECTION PROCESS

This cash projection, made as of March 1, looks at antici-
pated revenues in ferms of when the firm expects to collect
them. For example, a total of $72,000 was billed in Janu-
ary; of this, $18,000 was paid in January, an additional
$43,200 in February, and the remaining $10,800 is pro-
jected for collection in March. Similarly, 25 percent of the
anticipated billing for March ($16,500 of $66,000) is
expected to be earned in March, another 60 percent
($39,600) in April, and the final 15 percent ($9,900)

in May.

Adding receipts from sources other than billings (e.g.,

interest) provides the total cash figure for each month. Sub-

tracting disbursements leaves the firm with an expected

monthly cash gain or loss. Adding the cash balance at the

end of each previous month produces the projected cash
balance for each month. Adding the actual $3,000 cash
balance from February to the projected $7,900 net cash

gain from March brings the month-ending cash balance

for March to the $10,900 shown.

Cash Flow Projection: March 1 January February March April May
Total billings

Actual

Projected $72,000 $68,000 $66,000 $76,000 $80,000
Collections on accounts receivable

First month (25%) 18,000 — 17,000 16,500 19,000 20,000

Second month (60%) 43,200 \40,800 39,600 45,600

Third month (15%) 10,800 10,200 9,900
Other (nonoperating) receipts 2,000 2,000 2,000
Total cash receipts (cash in) $70,100 $70,800 $77,500
Cash disbursements

Direct expenses $29,800 $31,000 $34,000

Indirect expenses 32,000 35,000 30,400

Other (nonoperating disbursements) 400 0 12,000
Total cash disbursements (cash out) $62,200 $66,000 $76,400
Net cash gain (loss) during month $7,900 $4,800 $1,100
Cash balance at beginning of month /3,000 10,900 15,700
Cash balance at end of month $3,000 $10,900 $15,700 $16,800

Robert F. Mattox, FAIA
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Backlog

Earned Plus New Equals Ending
revenue contracts backlog

Robert F. Mattox, FAIA, Financial Management for Architects

Cash Flow Controls

Cash budgeting is planning in advance for cash that will be required in the future. Con-
trolling cash flow requires measuring actual performance against the budget and tak-
ing corrective action as needed. Techniques for managing cash include the following:

* Sustaining backlog by developing a continuing flow of new projects and services

* Billing promptly and correctly, ensuring that clients are aware of the services
provided

* Monitoring cash receipts and pursuing collections

* Controlling disbursements

® Preparing cash budgets on a regular basis and using them to monitor actual cash
flow

Billing and collection are especially important in managing cash flow. From an
overall practice perspective, clients who are slow to pay may be in the process of becom-
ing less satisfied or even dissatisfied with the firm’s professional service—or perhaps
experiencing other problems that do not bode well for the project.

In managing cash flow, timely billing and collections are only half the problem; the
other half involves controlling disbursements. Careful timing of disbursements can be
an effective way to control cash outflow. The firm has more ability to control when it
makes a disbursement than when it receives a cash payment. It can defer payment to
vendors and other payees, reduce the draws or salaries of principals and, if necessary,
borrow funds on a short-term basis.

If cash projections indicate a continuing deficit, financing from other, longer-term
sources may be needed. Following are some possibilities:

* Refinancing a major asset with a long-term note or mortgage

Adding capital from existing partners, new partners, or shareholders
Retaining additional corporate earnings rather than distributing all profits
Deferring capital or other expenditures

L]

L[]

FINANCIAL STRENGTH

There are many indicators of financial performance and financial health. Often these
indicators are expressed as simple ratios of numbers created in everyday operations and
reflected in the firm’s income statement or balance sheet. These ratios can be useful in



establishing the need for working capital, assessing productivity, managing overhead
and project expenses, establishing fees, and seeking credit.

Working Capital

The architect needs to know not only how much cash will be required to meet expenses
in the near term but also the firm’s general requirements for working capital. Working
capital is the minimum amount of liquid capital needed to sustain the firm in business.
More specifically, it is the minimum amount needed to maintain the flow from cash to
work in progress to accounts receivable and again to cash. Practically, it is calculated in
this way:

Working capital = Current assets — Current liabilities

Current assets include cash or other assets that are readily convertible into cash
(such as work in progress and accounts or notes receivable). Current liabilities are lia-
bilities that come due within the next 12 months.

Receivables

The largest single current asset of an architecture firm is usually its accounts receivable.
The liquidity of this asset is extremely important to the firm’s financial well-being. It
is critical to convert accounts receivable (receivables) to cash in a consistent and timely
manner.

If the firm invoices for services at the end of the month in which services are per-
formed and collects two months later, it will need funds to cover three months of oper-
ations. This amount represents one-quarter of the firm’s annual revenues. Therefore,
working capital requirements are closely related to the cycle on which the firm collects
its receivables—its average collection period.

Although it is advisable to keep track of individual invoices rendered for collection
purposes, it is also valuable to know the rate at which 4// invoices are being collected.
The calculation is as follows:

Average collection period (in days) = Accounts receivable
+ Average revenue per day

To calculate the average revenue per day, divide gross revenues by the number of
days in the period being considered. As a convention, most analysts use 30 days per
month and 360 days per year.

Architects are well advised to keep the average collection period as close to 30 days
as possible, although this time period will clearly be difficult to meet with certain kinds
of clients.

Revenues per Employee

Another measure of financial health is earned revenue per employee. This ratio can be
based on gross revenues (total revenues, including consultants and other project
expenses) or a net figure (after subtracting all project consultants and other nonsalary
expenses). It can also be calculated per technical employee or for all employees. Gross rev-
enue per total employees is probably a more useful figure in analyzing the firm’s over-
all volume of activity (such as dollars expended for marketing and business development),
while net revenue per total employees is most useful in analyzing matters of operational
productivity (such as the effectiveness of computer-aided design systems).

Firmwide Profit

As a percentage of net revenue, profit is an important indicator. Average profitability
in the profession was low for many years, with some surveys reporting average profits,
before taxes and discretionary distributions, in the range of 7 to 8 percent. More
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recently, profitability as a percentage of net revenue has increased to 11 to 12 percent,
with some firms having profitability as high as 25 to 30 percent. A reasonably attain-
able profit for many firms might be in the 10 to 15 percent range. (Although it is pos-
sible to calculate profit as a percentage of gross revenue, profit divided by net revenue
is a more useful and appropriate indicator because of the differences in the way firms
use consultants and other nonsalary direct expenses, both firm-by-firm and project-
by-project.)

MANAGING OVERHEAD

"To continue in practice, an architecture firm incurs indirect (overhead) expenses that
are necessary to keep the firm in operation and that are not chargeable to any specific
project. Indirect expenses can amount to 30 to 40 percent of revenues and 100 to 200
percent of direct salary expense.

Indirect expense must be managed. If it is too high, the firm will probably not be
able to produce a profit, regardless of how efficiently projects are being produced. If it
is too low, the firm may be spending too little on marketing, management, benefits,
administrative services, or other important areas that ultimately affect the quality and
quantity of its services.

Indirect Expense Factor

It is important to understand the relationship between indirect expenses and projects.
Although there are many ways to view this relationship, the most useful is the indirect
expense (or overhead) factor, which is the ratio of all indirect expenses (including pay-
roll burden and general and administrative expenses) to DSE:

Indirect expense factor = Total indirect expense + DSE

An indirect expense factor of 1.75, or 175 percent, indicates that the firm requires
$1.75 in indirect expense to support each $1.00 of DSE; conversely, each $1.00 of DSE
requires $1.75 in overhead. Although this ratio will fluctuate on a month-to-month
basis, it is possible to plan for, monitor, and control overhead to keep the indirect
expense factor appropriate for the firm.

If the firm finds its indirect expense factor acceptable (i.e., the firm is operating
within its overhead budget), there may be no specific need to examine individual over-
head items. If, on the other hand, the factor is higher than planned or desired, the
architect should examine individual overhead items to identify areas of excess.

Indirect Salary Expenses

The most important category of indirect expense is likely to be indirect salaries—
salaries paid for clerical services, firm management, marketing, education and train-
ing, civic activities, downtime between project tasks, and paid time off, including
vacation, holiday, sick, and personal time.

Low payroll utilization frequently contributes to excessive overhead. Utilization is
the ratio between DSE and total salary expense:

Time utilization ratio = Direct hours (charged to projects) + Total hours
Payroll utilization ratio = DSE + "Total salary expense

The most important thing to understand about utilization ratios is this: As the
amount of personnel time and expense charged to projects decreases, overhead time and
expense ncreases (given a stable staff). Under normal circumstances, shifting staff from
project assignments to overhead activities will result in reduced project effort and rev-
enues and, at the same time, increased indirect salary expense and increased total
overhead.



SAMPLE TIME ANALYSIS REPORT

This report, an excerpt from a standard report produced

from Deltek Vision™ software, looks at the time reported by
firm members over the past month, breaks it into direct and
indirect hours, indicates the use of indirect hours (vacation,

sick time, etc.), and calculates three ratios: (A) direct hours
divided by total hours charged, (B) direct hours divided by
hours actually worked, and (C) the target ratio negotiated

with each employee and entered into the system.

Time Analysis Report: Apple & Bartlett, PC

Total Direct  Indirect
Period Hours  Hours  Hours

Employee Number: 00001 Apple, William
Employee Name: Apple, William

00001 Apple, William
MTD 578 504 74 87
YTD 2,440 2,187 253 90
Total for Apple, William

MTD 578 504 74 87
YTD 2,440 2,187 253 90
Total For 00001

MTD 578 504 74 87
YTD 2,440 2,187 253 90

Employee Number: 00002 Bartlett, James
Employee Name: Bartlett, James
00002 Bartlett, James

MTD 503 441 62 88
YTD 2,438 2,168 270 89
Total for Bartlett, James

MTD 503 441 62 88
YTD 2,438 2,168 270 89
Total for 00002

MTD 503 441 62 88
YTD 2,438 2,168 270 89

Employee Number: 00003 Cohen, Grace
Employee Name: Cohen, Grace

00003 Cohen, Grace
MTD 319 307 12 96
YTD 2,000 1,916 84 96
Total for Cohen, Grace

MTD 319 307 12 96
YTD 2,000 1,916 84 96
Total for 00003

MTD 319 307 12 96
YTD 2,000 1,916 84 96

Ratio A

Ratio B

91
91

91

91
91

94
93

94

94
93

99

98

99
98

99
98

50
50

50

50
50

40
40

40
40

40
40

65

65

65
65

65
65

Ratio C  Vacation

18
26

18

18
26

32
88

32

32
88

Sick  Holiday

As of March 31,2008 1:17:38 pm

Busdev Mgmt Acctg  Prof

16 21 7
32 38 81
16 21
32 38 81
16 21 7
32 38 81
8 12
24 71 4
8 12
24 71 4
8 12
24 71 4

4

44

4

44

4

44

10
75

10

10
75

Note: Ratios: A = Direct/Total , B = Direct/(Total — Benefit), C = Target.
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Two instruments can be used to monitor utilization:

* A time analysis that records individual and cumulative expenditures of staff time
* An income statement that records direct and indirect salary expenses

Note, too, that utilization is a valid measure only to the extent that the firm is
actually paid for the direct labor. Charged time is not always billable time. Charg-
ing time to projects without expecting to bill the client (as in the case of a fixed fee
that is already spent) will result in a flawed view of utilization; the utilization ratio
will be high, suggesting low overhead and efficient operations, but the profit will
be reduced. On the other hand, it is important for staff to report their chargeable
time so that the firm has an accurate idea for estimating future projects. Some firms
report using a utilization ratio (UR) chart in combination with a project progress
report, which compares actual to budgeted time, as an effective way of managing
office efficiency.

Other Indirect Expenses

If overhead is excessive and indirect salary is not the cause, a review of the other items
on the firm’s indirect expense budget is in order.

These items can be budgeted by projecting prior-year expenses forward, by con-
sidering specific new needs, or by using a zero-based budgeting technique that requires
thoughtful consideration and justification of any item to be included. Individual items
(accounts), subtotals, and totals can be planned and monitored either absolutely (i.e.,
with the specific dollar amounts) or relative to other items, such as total payroll, total
expenses, or total revenues. Exceptions or variances from budget should be noted and
examined and corrective action taken as appropriate. If it is not possible to modify over-
head expenses to bring them within the budget, it is usually necessary to revise the
firm’s overall financial plan.

MANAGING PROJECT EXPENSES

Project expenses include DSE, consultants, and other direct expenses, such as project-
related travel, reproductions, models and renderings, long-distance telephone calls,
and similar expenses. Of these, the largest expense—and the one over which the archi-
tect has the most control—is DSE, the salaries of the staff engaged on projects. The two
most important principles in managing DSE are as follows:

*  Utilization (keeping the staff engaged on projects)
® Productivity (the degree to which the direct efforts of the firm can generate revenue;
this is measured by the net multiplier)

The most common instrument for measuring productivity is the net multiplier,
which measures the dollars of revenue generated by the firm overall or on a project
basis (net revenue excludes the cost of consultants and other nonsalary direct expenses,
such as travel, reproductions, postage, long-distance telephone, and so on, whether
reimbursable or not) as a ratio of each dollar of DSE:

Net multiplier = Net revenues + DSE

The net multiplier is the best basis for measuring productivity because it eliminates
all pass-through expenses, leaving as net revenue only those revenues produced by the
firm’s own forces. A net muldplier of 3.0, for example, indicates that each $1.00 of DSE
is generating $3.00 of revenue for the firm.

As suggested in the “Financial Planning” topic in this chapter, it is possible to look
at an architecture firm as a series of DSE multipliers. For example:



To pay for DSE: $1.00

To pay for indirect expenses: $1.50 ($1.50 = 1.5)

Break-even: $2.50 (DSE multiplier = 2.5)
Profit: $0.50 ($.50 = $1.00 = 0.50)
Revenue: $3.00 Net DSE multiplier = 3.0)

Multipliers are useful in project pricing and in overall firm planning—especially in
comparing current multipliers with past performance and with those reported by other
architecture firms. Architects commonly establish anticipated project expenses by
determining the hours (and thus the DSE) needed to perform services and by using
the firm’s multipliers to be sure indirect expenses and profit are appropriately
considered.

Generally speaking, clients do not need to know about a firm’s use of multipliers,
unless the firm chooses to inform them. Some approaches to compensating architects,
for example, involve multiples of DSE or DPE. (The latter approach includes the pay-
roll burden associated with DSEs as part of the base rather than as an indirect expense.)

For architecture firms that do not provide engineering services in-house, consult-
ant expenses may equal or exceed DSE, especially on large, complex projects. Other
direct expenses, such as travel, reproductions, models, and renderings, are generally in
the range of 20 to 25 percent of DSE.

Sound management of project expenses requires planning these expenses before
they are incurred (creating a project budget and work plan), monitoring revenues and
expenses as the project proceeds, and taking corrective action when actual perform-
ance varies from the plan.

For More Information

In Chapter 4 of An Architect’s Guide to Financial Management (AIA Press, 1997), Low-
ell V. Getz describes financial ratios and analytical methods used to measure the finan-
cial health of a firm.

The AIA undertakes periodic firm surveys, which include a number of statistics
related to firm billings. The Business of Architecture: 2006 ALA Firm Survey contains data
on billings by firm size and per employee. Other surveys are listed below. Check the
ATA Web site (www.aia.org) for availability, coverage, and prices.

The Deltek Operating Statistics Survey, published by Deltek Systems, Inc., can be
downloaded from www.deltek.com.

PSMYF Financial Statistics Survey, published by PSMJ, is available from Practice Man-
agement Associates, 10 Midland Avenue, Newton, MA 02158, (617) 965-0055. PSM]
also publishes surveys on design fees, executive compensation, and human resources
practices. Its Web address is www.psmj.com.

ZweigWhite publishes several surveys on financial performance, finance, and
accounting for architects, engineers, and environmental consultants. For a complete
list, contact ZweigWhite Research at One Apple Hill Drive, Suite 2, Natick, MA
01760; (800) 466-6275; or www.zweigwhite.com/research.

The Institute of Management and Administration (IOMA) publishes monthly
newsletters and an extensive series of guides about cost management and control. Con-
tact [OMA at (212) 244-0360 or www.ioma.com.

» Financial Planning (5.1)

describes planning and budget-

ing in general.
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5.4 Risk Management Strategies

Richard D. Crowell, Hon. AIACC

Effective risk management is a mind-set—a pervasive, daily, affirmative approach
to architecture practice that continuously recognizes, assesses, and deals with

its inherent risks. The goal is to accept, within reasonable limits, risks the
architect can absorb or manage and to lessen, transfer, or reject unacceptable
risks.

he word risk means possible damage or harm resulting from unpredictable cir-

cumstances. Risk management may seem a contradictory term, implying we can

control the unpredictable. But in many ways, architects can—and indeed, must—
take control of the predictors and causes of their professional risks if they desire a prof-
itable and satisfying practice and career. Successful firms have learned that even those
risks that cannot be totally controlled can largely be mitigated or transferred to other
appropriate parties.

WHY RISK MANAGEMENT?

Society holds architects to a high standard in return for their unique license to prac-
tice their profession, and those expectations continue to rise. The competition for most
types of building design services puts pressure on fees and schedules. Every project is
unique—a complex, multiparty blend of technologies, materials, relationships, and
expectations with a largely unknown final outcome. The architect is not in control of
the construction, the weather, the labor supply, or the price of materials. Many times
such variables can turn a successful project into a disaster overnight.

Claims against architects and consultants continue at a high level, despite mon-
umental efforts by the building professions and their legal and insurance allies to
mitigate them. The cost of a claim can be enormous, even if the architect is not at
fault. These costs include an insurance deductible payment, legal fees, staff time to
prepare a defense, a possible increase in insurance premiums or loss of future cov-
erage, loss of valued clients, and damage to the firm’s reputation. In addition, some
costs may be harder to quantify, such as lowered employee morale, distracted man-
agement, loss of community goodwill, lost marketing opportunities, and difficulty
recruiting staff.

In this high-risk environment, architects simply cannot afford #oz to develop and
embrace a comprehensive risk management strategy. To ignore this may mean finan-
cial disaster. If this sounds overly pessimistic, just talk to architects who have been
involved in a claim. They will not be hard to find, since most firms have had the expe-
rience at least once.

Richard D. Crowell was formerly senior vice president of marketing for the Design Profes-
sionals Insurance Companies. Retired after a thirty-year career in the insurance industry, he
served as an insurance adviser on AIA Contract Documents, Engineer’s Joint Contract Docu-
ments, and the ACEC Risk Management and Business Practices committees. He is principal

author of the DPIC Contract Guide.



WHERE TO START?

Risk management begins with a plan, tools for identifying and evaluating different kinds
of risks, the time and materials needed to control risks identified in each phase of a
project, and the allocation of appropriate responsibility to staff at all levels. Architects
must learn to deal assertively and skillfully with their own risks if they expect to prac-
tice responsibly in today’s business environment.

Planning for Risk

Every project has inherent risks, but excessive risk is hazardous to the fiscal, physical,
and mental health of an architecture firm and its staff. Once they have recognized this,
architects are ready to develop a blueprint for dealing with these risks. For example,
many experienced firms have developed a policy regarding what kinds of risks they are
willing to accept, procedures for making go/no-go decisions, and ways to communicate

to staff how risks will be handled.

Identifying and Evaluating Risk

Most successful firms use a set of tools for identifying and, when possible, quantifying
the risks in pursuing a particular project or new client or offering services in a new
market. These tools facilitate an objective, systematic, and consistent method for iden-
tifying and analyzing risks. Often lists of questions or checklists are answered and eval-
uated by several firm members and then compared and analyzed when risk decisions are
made. Such tools should be tailored to an individual firm’s practice, philosophy about
accepting risk, and financial ability to accept or absorb losses.

RISK MANAGEMENT METHODS

Some risk is inherent in all human endeavors. In the practice of architecture, the risks
of injury or loss are substantial and must be dealt with proactively. Insurers and risk
managers identify four basic ways to deal with risk:

® Retain it. If there is little likelihood an event will happen, the potential for damages
is low, and the architect has sufficient control of the circumstances to prevent or
minimize it, the architect normally takes responsibility for the risk. The AIA owner-
architect agreements describe risks that architects usually retain and risks the owner
must normally accept.

® Reduce it. Some risks can be managed, limited, or minimized by planning properly,
providing increased services (e.g., more frequent job site visits), or using specialized
expertise (e.g., hiring an expert to consult on the design of systems requiring
advanced technology). In addition, potential liability exposure associated with risk
may be contractually limited or otherwise managed through limits of liability and
consequential damage waiver provisions.

o Transfer it. If a risk cannot be retained or sufficiently minimized, it may be possible
to transfer or assign it to a party better able to control or absorb it. Architects can
accomplish this by using contractual indemnities, assigning responsibility to other
parties by contract, or purchasing professional liability insurance.

*  Avoid it. Some risks cannot be retained, mitigated, or transferred. When the conse-
quences are too costly and the probabilities too high, architects may have no rea-
sonable alternative other than to turn down certain risks, no matter how high the
potential rewards. This is true for individual project risks (e.g., refusing to provide
materials inspection services and specifying this in the owner-architect agreement),
as well as the risks of taking on certain clients or project types that would simply be
too great a burden for the architect.

These basic methods of dealing with risk are used by all parties to a project based
on their past experience and willingness to accept risk. Each party must assess the risks

risk—From the French risqué,
the Italian rischio or risco: the
possibility that a future event,
happens, will have an advers

or

if it
e
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of its participation in a project prior to establishing scope, budget, schedule, and con-
tract terms. Then, each party must decide which of these methods—or combination of
them—should be used to address project risks.

FIRM ASSESSMENT

The first step in risk management is for the firm to assess its own capabilities. Too
often, architects rush headlong after jobs or clients that call for capabilities beyond
those they have. They neglect to take the time to ask these questions:

* Does the firm have the experience, knowledge, and skills needed for this particular
project? If not, can it acquire them or hire qualified consultants to fill in the gaps?

* Does the firm have sufficient staff time (management, design, production, and con-
struction phase services) available to take on a new project? If not, can enough people
be recruited, hired, and trained within the time constraints and at an affordable cost?

* Does the firm have (or can it get) the financial capacity to pursue the project and sus-
tain it until sufficient income is generated?

* Has the firm been successful on projects like this one in the recent past? (Success can
be measured by client satisfaction, quality of outcome, profitability, firm reputation,
employee morale, and completion on time, on budget, and claims free.)

Architects should assess their firm’s strengths and limitations realistically, so they
can identify what they are capable of and what the firm can and cannot do. This is not
to say a firm cannot grow, develop new markets or different project expertise, or offer
expanded services. Rather, the goal should be to make a rational evaluation of where the
firm is at the moment.

Architects should also periodically evaluate the firm on a broader strategic basis.
"This may be part of an annual or long-term plan update or a strategic planning exer-
cise. Many firms routinely undertake this self-analysis to spot areas where the firm
needs strengthening so they can take on new projects and develop and grow in a
planned way.

CLIENT SELECTION

Rather than pursuing any and all clients who express an interest in hiring them, suc-
cessful architects take control by selecting the clients they are willing to serve. For firms
who employ it consistently, this proactive approach proves well worth the effort, result-
ing in a satisfying, successful practice.

Client selection is perhaps the most crucial aspect of managing risk. By improving
client selection practices, architects can significantly decrease their chances of being
sued. If that seems too broad a statement, consider this: At least two-thirds of the time
it is the client who files a claim against the architect. If this figure could be reduced by
half, or even a third, consider the effect it would have on a firm.

Owners/clients

Third parties
percentage of claims
Contractor/ W percentage of dollars awarded
subcontractor

0 20% 40% 60% 80%

Claims data provided by Design Professional group of XL Insurance companies.

Who Sues Architects? (Based on closed claims 1998 to 2002)



All clients are not created equal. Clients vary in their levels of sophistication and
their understanding of the construction process, the role of architects, and the legal
responsibilities of each party. Clients also have different financial drivers and financial
capabilities. It is critical to evaluate all these issues and more during the selection
process.

Architects have control over which clients they choose. Client selection should not
be an afterthought or a passive activity. Indeed, client selection should be a serious,
deliberate, and conscious decision based on objective, commonsense criteria. But many
architects are optimists who think they can get along with anyone, trust almost every-
one, and judge a client’s character from superficial clues. The reality is that certain dis-
cernible facts can help architects decide which prospective clients they should and
should not accept.

What Makes a Good Client?

Good clients include those who are willing to openly discuss their project and its objec-
tives in depth and explain how it fits into their business strategy. Although they may
have clear expectations about the success of the project, the ideal client is flexible and
willing to investigate options and discuss alternatives with the design team. They wel-
come fresh perspectives and seek new ideas from the architect.

The best clients approach a project as a collaborative process. They understand
their roles and responsibilities, as well as the roles of all the other parties involved in
the project. They make time to attend meetings, make timely decisions, assign capable
people to the project, pay bills on time, and provide the architect with the information
and data needed to do the job. They also are willing to accept an equitable contract that
does not unduly shift their responsibilities to other parties.

Ideally, clients will want the full service capabilities of the architect and understand
how this will add value to their project. Finally, good clients understand that issues and
conflicts will arise during the project, and they are willing to work to resolve them
quickly and amicably.

Not all clients will possess all of these ideal characteristics. However, if a prospec-
tive client is totally lacking in some of them, no amount of additional scope, fee, or
schedule can make up for it—and tougher contract terms probably will not help either.

Researching Prospective Clients

Where does the architect start when choosing clients? By asking questions—of prospec-
tive clients directly and of people familiar with a prospect’s previous experience with the
proposed project type, level of knowledge of the construction process, attitude about
quality, reputation for honesty and integrity, litigation history, and communication
style.

Learning about the client pays off in a variety of ways. The process helps the archi-
tect build a relationship with clients, establishes common ground, and improves
communication.

Recognizing an Undesirable Client

Knowing what makes a good client is only half the challenge. It is also necessary to
identify undesirable clients and to learn to say no if there is a high potential for prob-
lems in the future. A client assessment matrix is an excellent tool for determining how
well a prospective client matches the characteristics of your firm’s ideal client and for
helping the firm consider important client selection criteria in an organized and con-
sistent manner.

A review of existing and ongoing clients is an important risk management func-
tion, too. Because of experience, familiarity, and the desire to maintain a good rela-
tionship, architects may employ looser contracts, less formal communication, and less

» Matrix B in the backgrounder
at the end of this topic provides a
sample client assessment matrix,
which a firm can modify based
on its own client experience and

risk management procedures.
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detailed documentation when working with long-term clients. However, even long-
term clients may sue the architect. For this reason, some firms review their existing
client list annually, assessing them against the same criteria they use to evaluate prospec-
tive clients. They identify the lowest-scoring 5 to 10 percent of their clientele, based
on the quality of relationships; profitability of work undertaken in the past year; diffi-
culties or problems encountered; ways problems were resolved; claims history; prompt-
ness of payment; and sense of mutual respect, confidence, and trust. The results of this
assessment can then be considered when the firm is looking at a new project proposed
by these clients. Periodically evaluating each client relationship helps architects focus
on better serving the clients they value most.

PROJECT SELECTION

Certain types of projects are notorious for generating disputes and claims. Among these
are condominiums, facilities with hazardous conditions, asbestos remediation projects,
and publicly controversial projects. Understandably, many architects are cautious when
considering such projects. Other higher-than-average-risk projects may be less obvious,
however. For example, most projects used extensively by the public (e.g., sports, amuse-
ment, and convention facilities), projects with difficult site or climatic conditions, or
projects that incorporate cutting-edge materials or technology also generate a dispro-
portionate number of claims and greater costs.

Difficult Projects

Much has been written about the claims and problems associated with condominiums,
as described in the accompanying sidebar. However, few architects think of prisons,
jails, high-tech manufacturing facilities, university or college projects, or projects
involving state-of-the-art technology and materials as high risk. Large, highly com-
plex, and long-duration projects derive their higher claims rankings simply because
they present more opportunities for claims to occur. Other projects necessitating
increased attention to loss prevention include those located in areas of extreme wind,
temperature, moisture, earthquake, subsidence zones, or otherwise difficult sites.

If it is anticipated that a project will meet stiff community opposition for environ-
mental or other sensitivities, an architect should consider the risks in becoming involved
with demonstrators and appearing on the nightly news, in addition to multiple claims
and claimants such projects engender.

Lastly, architects should consider what effect (good or bad) a difficult project will
have on the firm’s portfolio by determining whether it fits within the firm’s short- and
long-term marketing goals and whether it will enhance its position or reputation in the
community.

HIGHER-RISK PROJECT TYPES
(Based on Closed Claims, 1998-2002*)

Project/Facility Type % Claims % of Dollars Awarded
Prison/security/correctional 1.8 3.4
Condominiums (new) 5.1 9.2
Colleges/universities 4.7 7.7
Parking garages 1.6 2.3
Sports/convention/amusement 4.6 6.6
Hospitals 4.1 5.5
Processing/production/manufacturing 2.5 3.0

*Data from the Design Professional group of the XL Insurance companies



TO CONDO OR NOT TO CONDO...

Why has the term condo become such a red flag in the
profession2 Why do some insurers refuse to insure archi-
tects who do more than just a few of these projects, raise
their rates for architects who regularly provide these serv-
ices, or write dire warning bulletins to their policyholders?
The answer to all these questions is claims—many, very
expensive claims. Yet there are architects who design
numerous condominium projects very successfully. What is
their secret?

The answer may lie in understanding what factors
cause the high frequency and severity of claims on these
types of projects. First, let us look at some generalities.
Consider the project and its ultimate user/owner. Often,
condos are lower-priced housing units purchased largely
by firsttime buyers, older buyers, or people looking for
economical housing. The expectations of these individuals,
which are based on the developers’ marketing programs,
are usually high, sometimes unrealistic, and often unmet.
For many, this is probably the first and biggest investment
of their lives, and they may have little capital left over to
fix problems. There is usually a homeowner or community
association, which may have underbudgeted for repairs
and underspent on maintenance. The association also has
the power to assess owners to instigate and finance litiga-
tion against the developers, constructors, and designers of
a project that has alleged defects. This expense will prob-
ably not be needed, however, because many law firms
specialize in this type of defect litigation. (A simple Inter-
net search for “condo litigation attorney” yields more than
1.5 millions hits.) Most of these law firms market their serv-
ices on a no-risk basis.

Next, consider the client. The client for a condo proj-
ect is usually a developer, often an entity established
solely for the project that will probably disappear when
the final unit is sold. The single motivation of this entity is
profit from quick sale of the units. Such clients are not
concerned with quality design or construction; they will
never live in or use the facilities and are not concerned
with how well they meet the needs of the buyers. The
developers probably do not want the architect to do more
than a minimal set of design documents—just enough to
get the permits—and they certainly do not want to pay for
any construction phase services. The contract for the

architect's services is not likely to be based on an AIA

model; rather, it is likely fo contain numerous indemnities
and warranties in favor of the client. Once the project is
permitted, the developers may try to find ways to build
the condos cheaper and faster. They may build the project
using some or most of their own construction labor, or
they will hard-bid the project and choose the very lowest
bidder.

Does this sound familiar? It probably does if your firm
designs many condo projects. Now, look back at the parts
of this chapter on project selection, client selection, and
contract selection. The checklists are just as useful—
perhaps more so—when considering whether to do a
condo project. Knowing the substantial claims history
associated with condos, evaluate the answers to the ques-
tions rigorously. There is no good reason to accept a less-
than-ideal condo contract, client, or project.

Nonetheless, a few condominium developers are wor-
thy of consideration. These are developers who have a
reputation for standing behind their product, have served
the same communities for a substantial period, and will
be present if problems develop in the future. They also
are interested in quality design, pay an appropriate fee
for a full array of design and construction phase services,
use a reasonable professional contract, are considerate
of the architect’s need to manage risks, and are willing to
incorporate appropriate protections, such as hold harm-
less provisions in favor of the architect. Finally, these
developers select quality contractors and pay fairly for
their work.

If you find an acceptable condo project with an
acceptable client and are able to negotiate an acceptable
agreement, there are other steps you can take to minimize

additional risks, including the following:

e Put your highly qualified staff on the project.
® Produce quality documents.
e Perform site visits with great care and thoroughness.
® Document every aspect of the project, especially
design decisions, acceptance of substitutions,
client choices, and approved and disapproved

changes.

A condo project with these contractual protections in
place and a qualityonscious client will still be a gamble—

just a less risky one.

5.4 Risk Management Strategies 179

: PRACTICE

PART 2



: PRACTICE

PART 2

» Matrix C of this topic’s back-
grounder can be used as a start-
ing point for developing a firm’s
own project assessment form.

» Owner-Generated Agreements
(11.2) provides detailed guid-
ance on dealing with agreements
prepared by the owner.

» Matrix D in this topic’s back-
grounder includes a sample con-
tract document assessment form.

ORAL AGREEMENTS

Making Project Choices

Firms should select their projects as carefully as they select their clients. Taking the
initiative to find projects they want, rather than just accepting what comes their way,
will help architects manage risks. Project selection criteria should reflect the firm’s
expertise and experience with various types of projects, appetite for accepting risk,
strategic position relative to the market and client involved, and ability to absorb losses.

A firm’s criteria for project selection will change from time to time and may need
to be updated frequently. For instance, if a firm has an extensive backlog of work under
contract, solid relationships with its key clients, and a strong market position relative
to its competition, it might not be as willing to accept a marginal project, such as a
prison in an environmentally sensitive location where community protests have already
begun. On the other hand, a somewhat risky university lab project might be more
attractive if the firm’s workload is slack, the university is a good long-term client, and
the firm’s competitors are trying to compete for business from the university.

The use of project selection assessment matrixes can help ensure a firm identifies,
quantifies, and analyzes the risks of a project. In addition, some professional liability
insurers consider their use a plus when underwriting a firm’s loss prevention practices.

CONTRACT DOCUMENT SELECTION

The careful selection of agreement forms and the contract terms under which the archi-
tect agrees to perform services is also vital to the architect’s efforts to prevent or min-
imize risk. Indeed, one of the most overlooked and undervalued risk management tools
is the owner-architect agreement and the steps leading to its completion.

Many architects are fortunate to have clients who readily agree to use the AIA fam-
ily of agreements for all aspects of a construction project. Others struggle to define and
negotiate agreements for each project, using custom forms drawn by their own or client
attorneys. Still other architects are handed a client’s boilerplate standard agreement or,
worse, a purchase order and told to “take it or leave it.”

Architects must actively identify the risks inherent in using non-standard agreements
(e.g., indemnity or warranty provisions) and attempt to eliminate, mitigate, or transfer
them. For example, one way for architects to deal with the risks in condominium proj-
ects is to insist on contracts that are more protective of the architect. Or, when dealing
with a client with limited finances, the contract should include more aggressive billing
and collection terms. Architects may also consider the inclusion of limitation of liability

provisions for both high- and moderate-risk projects.
Itis also worth noting that the process of contract nego-
tiation is an excellent opportunity to observe the client’s

In architecture practice today, it is hard to imagine that
architects would undertake a project without a written con-
tract of some sort. The results of oral deals can be disas-
trous for all parties, but especially for architects, as they
lead to unknown and undocumented project scope,
budget, and payment terms. Such projects have proved
fertile ground for lawyers, who must try to prove the terms
of an agreement from circumstantial evidence and the

actions of the parties. So poor were the results of such

approach to resolving issues, attitude toward the architect
as a trusted adviser, level of respect for the architect’s busi-
ness concerns, and willingness to apportion risk to the party
(including the client) best able to control that risk.

While contracts rarely serve to create or prevent a
claim, they do establish rules, roles, and risk allocation
among the parties to a project. Many firms designate a
principal or senior member trained in the nuances of con-
tract development and preparation to review the risk
aspects of all nonstandard contracts. These firms also use
legal counsel to assist in contract interpretation and nego-

efforts to settle disagreements between the parties to an
oral agreement that several states have enacted—or are
about to enact—laws making it illegal for architects to pro-
vide most services without first having a written contract.
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tiation, and insurance representatives to determine the
insurability and risk management aspects of unfamiliar
contract language. In addition, many firms use a checklist
or questionnaire in examination of any nonstandard agree-
ments they are asked to sign.



LIMITATION OF LIABILITY

A limitation of liability (LOL) is a contractual provision
between the architect and the client in which they agree
that the architect’s maximum liability shall be limited in
certain ways. For example, they might agree to limit
liability to (1) re-performance of the defective services,
(2) a specified dollar amount, (3) the available insurance
proceeds, (4) the architect’s compensation, (5) certain
specified types of damages (e.g., direct damages or
change orders over a set contingency), or some other
negotiated limit. Although such clauses are usually
enforceable in most states, they must be drafted with
extreme care. The advice of an attorney experienced in
this subject is highly recommended to maximize the effec-
tiveness and enforceability of proposed LOL clauses.

Such clauses do not eliminate all risk from all sources,
but they do help cap the exposure of the architect to the
amount negotiated. Therefore, LOL clauses are especially
useful for high-risk situations in which the probability of
claims is substantial, the architect has lessthan-optimum
control of the risks, and the potential for damages is
beyond the potential profits from the project.

The rising tide of claims and litigation has convinced
most practitioners that, in many situations, such provisions
are not only appropriate but downright necessary to level
the playing field of risk between the owner and the archi-
tect. Several insurance companies are convinced that LOL
reduces not only the severity of claims but also their fre-
quency. Some insurance providers offer premium incen-
tives to encourage policyholders to include these
provisions in their client agreements.

Many firms report they are able o obtain LOLs in a
significant portion of their agreements, as owners become
more accustomed to seeing them and have come to agree
with their fairness. Firms also report that although some
clients ultimately refused to accept LOL, the negotiations
helped generate realistic discussions of project risks and
who should bear those risks. These discussions can lead to
a more equitable allocation of risks and rewards in other
parts of a contract.

The purpose of LOL is simply to allocate the project
risks in proportion to the rewards and profits to be gained
by each party. The heavy burden of potential risks far out-

weighs any benefits the architect may hope to derive. For

example, suppose an owner wants a factory designed
and budgets $5 million for construction. The owner
expects a minimum 10 percent rate of return, or $1.5 mil-
lion, on the facility, which will have a thirty-year useful life.
At the end of thirty years, the building will still have some
utility and can be sold. The contractor expects to earn a
profit of 10 percent, or $500,000. For design services,
the architect may bill 6 percent of the construction value,
or $300,000. From that $300,000, the architect hopes to
earn a profit of 10 percent, or $30,000. With the poten-
tial exposure to claims and lawsuits, ever-rising expecta-
tions of perfection, shrinking budgets and tightening
schedules, a profit of $30,000 is the best this firm can
possibly expect to achieve. If there are claims or litigation,
even if the architect prevails, legal costs will drain the
architect’s profits and may render the project a financial
loser. It is this inequality that LOL attempts to put back into
balance.

AIA Document B103™-2007, Standard Form of
Agreement Between Owner and Architect for a Large or
Complex Project, contains an LOL in an indemnity provi-
sion against third-party claims. This states that the archi-
tect's duty to indemnify the owner shall be limited to the
available proceeds of insurance coverage. A similar
indemnity provision, although not limited to third-party
claims, is contained in AIA Document B503™-2007,
Guide for Amendments to AIA Owner-Architect Agree-
ments; it is also limited to available insurance proceeds. In
addition, B503 contains a section on limitation of liability
that provides model language for three different methods
of formulating an LOL. Other AIA owner-architect agree-
ments do not contain LOL provisions, except the architect’s
duty to rectify any deficient services and the waiver of
consequential damages.

The important thing is for architects to become com-
fortable with the reasons for using LOLs in their agree-
ments when the project circumstances and risks merit it.
The key element is fully informing the owner about the rel-
ative risks and rewards inherent in such projects. By
including an LOL, the architect is not attempting to dodge
responsibility for actionable errors or omissions, but to
establish an equitable upper limit on damages in propor-
tion to the rewards the architect receives.
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It's important to choose a design
team on the basis of specific
expertise in similar projects,
rather than on factors such as
staff availability and billing rate.

» The qualifications and skills of
project managers are covered in
The Effective Project Manager
(9.1).

» Matrix E of the backgrounder
at the end of this topic contains a
sample matrix for consultant
selection.
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DESIGN TEAM SELECTION

Just as architects should evaluate each project and client, they should also use care when
assembling a project team. This is an important step. Many claims can be traced to a
lack of sufficient technical knowledge, experience, and understanding of client needs or
other project challenges on the part of the project team.

Staff Selection

When assessing a project to determine the most qualified team, architects should con-
sider these key questions:

®  What critical skills and special qualifications are needed for this project?

® Are the people with those skills available, or are they involved with other projects
in progress?

¢ Ifa sufficient number of qualified employees are not available, can they be supple-
mented by hiring additional employees?

* Can this be done in time to train and integrate additional staff into the project team?

* Are staff members with good nontechnical skills (e.g., communications skills and
the ability to resolve disputes) available to work on the project? Project team mem-
bers with these skills are also important to successful project completion.

Project Manager Selection

"The project manager’s performance is critical to project quality, client satisfaction, and
the overall success of the firm. Many claims against architecture firms are attributable
to the selection and performance of inexperienced or underqualified project managers.

When choosing project managers, consider whether candidates have the following
qualifications:

* Leadership skills

* Experience with the same project type of similar scope

* Ability to determine and satisfy the client’s needs

¢ Skills in scheduling, accounting, and documentation

* Ability to anticipate and respond well to obstacles and problems

* Good oral and written communication skills

® Understanding of and ability to use effective risk management practices

Consultant Selection

If a project is large or complex, it is not unusual for architects to require the services of
experts in a variety of areas, such as structural, mechanical, and electrical engineering;
sustainable design; ADA compliance; vertical transportation; security; communications;
acoustics; and lighting. Architects often employ specialists as consultants to address
these aspects of a project.

In many instances, architects are legally responsible for the conduct and perform-
ance of their consultants, just as they are for employees. This concept, known as vicar-
ious liability, is the legal responsibility of one party (the architect) for the acts of another
party (the consultant). Under this conceprt, if acts of a consultant cause damage and are
found to be negligent, the architect may be held responsible, just as if the architect had
actually committed the negligence. For this reason, architects should exercise great
caution when selecting consultants. As in other aspects of risk management, a risk selec-
tion checklist or matrix can be a useful tool for evaluating consultants before they are
engaged.

An important—yet often overlooked—aspect of consultant selection is critical to
reducing consultant-related risk for the architect. Although most architects would prob-
ably argue that their own services should be retained through qualifications-based selec-
tion, many of these same architects hire consultants based strictly on price.



Quality-conscious consultants, just like architects, find it difficult to compete when
price is the only criterion. Perhaps some architects and owners do not recognize the
risks of using “low bidder” design consultants, who may be forced to cut corners when
not paid enough to do a thorough job. Selection of consultants based on qualitative
factors is an important step in managing the risk of consultant-related problems and
claims.

A good approach to consultant selection is to develop a short list of experienced,
high-quality consultants in various disciplines—a favored provider list—with the goal of
building long-term relationships with these consultants. Such relationships result in bet-
ter communication, quicker resolution of disputes, and more effective collaboration.

Whether architects and consultants are involved in one-time or multiple projects,
those projects should not be undertaken without a written agreement signed by both
parties. The AIA architect-consultant agreements offer an excellent place to start. Both
the architect and consultant will benefit from a balanced contract that properly allocates
project risks and is integrated with other contracts used on the project.

Lastly, a word about insurance is in order. Since architects are all too frequently held
liable in claims caused by faulty consultant services, it is vital that architects select con-
sultants who routinely carry an appropriate level of professional liability insurance. The
word “appropriate” is a relative term that can be based on such factors as the overall size
of the consultant firm, the size of the projects the firm undertakes, the relative risk of
the discipline practiced, and the amount of work performed for the architect. Remem-
ber that professional liability policies have an annual aggregate limit of coverage for a
policy year, a maximum limit available no matter how many claims they incur.

Architects may want to consult with their own insurance adviser and attorney on the
limits of insurance to require of consultants. Generally, consultants should have carried
appropriate insurance in the past and should be willing to continue coverage for a rea-
sonable period into the future. These requirements should be spelled out in the
architect-consultant contract, along with appropriate indemnity language recom-
mended by the firm’s legal counsel and reviewed by the firm’s insurance adviser for
insurability. Certificates of insurance also can be required of consultants as evidence of
their coverage.

WHEN THE CLIENT SELECTS A CONSULTANT

» Insurance Coverage (5.5)
describes various types of
professional liability insurance
coverage.

Normally, when an architect selects the design team for a
project, the architect chooses the consultants. These selec-
tions are based on the architect’s prior experience with
particular consultants, past successful project outcomes,
working relationships, and other factors. Most importantly,
the selections are based on the legal reality that the archi-
tect may have vicarious liability for the acts and the negli-
gence of subconsultants—ijust as with employees. Careful
selection of consultants is an important factor in managing
the risks of any project, and improper choices can have
dire consequences.

There are times, however, when a client may want a
particular consultant to be part of the design team. This
consultant may be unfamiliar to the architect or, worse,
someone the architect would not normally hire for a vari-

ety of reasons. If the architect hires the client-selected con-
sultant, the architect will be liable for the consultant’s pro-
fessional services. The risk in this arrangement is obvious.

If the client hires the consultant, this will probably
solve the vicarious liability issue, but even this arrange-
ment is more risky than normal. The amount of time
needed to coordinate with the client-selected consultant
will necessarily be greater, communications will not be
optimal, and the arrangement will require more effort and
care on the architect’s part. The architect should be com-
pensated for this increased effort, and time to accommo-
date it should be added to the design schedule.

In addition, the architect must be able to rely on the
technical accuracy and completeness of the consultant’s

services—a requirement that should be specifically stated

(continued)
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in the owner-architect agreement. The contract should also
specify that each of the owner’s consultants will provide
adequate limits of professional liability insurance and be
contractually obligated to maintain such coverage for a
reasonable period of time after completion of the project.
The client should also be asked to indemnify and hold the
architect harmless for any costs, losses, or damages
caused by the negligence of the client’s consultants, as
well as any resulting legal costs.

When the client contracts directly with its chosen
consultants, great care must be taken to ensure that all
services provided by the consultants are coordinated, both

among the consultants and with the architect. In this multi-
prime arrangement, it is critical that the scope of work for
the architect and the client’s consultants be carefully
integrated. The possibility for overlaps and conflicts—or
worse, gaps in responsibilities—are substantial and the
consequences could be devastating. Usually with multiple
design professionals under direct contract to the client,
each consultant should be obligated to coordinate its
instruments of service with the architect and all the other
parties. This duty should be spelled out in detail in the
owner-architect contract and in all the other multiprime
consultant contracts.

Matrix F of the backgrounder at
the end of this topic can be used
as a starting point for developing
an evaluation tool fo measure risk
in contractor selection.

Matrix G of the backgrounder
includes a list of criteria for
evaluating the selection of other
project parties.
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CONTRACTOR SELECTION

Although an architect has no control over which contractor a client selects, the client’s
decision can significantly affect the amount of risk the architect will face on a project.
Contractors and their subcontractors account for 10 percent of the claims filed and 13
percent of the dollars expended in claims. Inexperienced contractors selected by clients
strictly based on low bids are a significant part of this problem. AIA Document A305,
Contractor’s Qualification Statement, was developed to help owners assess prospective
contractors. Architects should suggest that their clients use this form, which could help
them reduce risks for themselves and for their architects.

The bidding process itself is also a risk management consideration. Some enlight-
ened owners have discovered that qualifications-based selection of contractors is an
attractive alternative to choosing the lowest bidders who, upon starting a job, begin
building a case for extras, change orders, and substitutions. Clients who involve archi-
tects in the selection process are apt to make better choices, resulting in more success-
ful projects. However, architects cannot participate in selecting contractors on most
government projects, which means they may face a higher risk of contractor-related
claims in such projects.

SELECTION OF OTHER CONSULTANTS

Clients frequently retain specialists such as geotechnical or environmental consultants
and surveyors. In these instances, architects are not vicariously liable for the consult-
ants’ services. However, architects must be able to rely on the technical accuracy and
sufficiency of the findings and recommendations of any consultants retained by the
client.

If the client chooses to employ a construction manager, the architect should be
made aware of this in advance, as this arrangement will affect the architect’s assessment
of the project risks. In addition, the duties and responsibilities of the construction man-
ager should be stated in the owner-architect agreement, and the architect should feel
confident that the construction manager is well qualified for the project.

MANAGING PROJECT RISKS

Suppose an architect has gone through an intense risk assessment process that included
a critical and objective look at the architecture firm’s capabilities; the risk potential of
the prospective client, project, and contract for services; and the risks associated with



the other project participants. Based on all these assessments, summary scores, and risk
management strategies, the firm decides to go forward and signs an agreement with
the client. It is at this point that the need to increase risk management efforts is great-
est. Firms that continuously focus on risk management procedures throughout the life
of a project experience fewer claims and less severe losses when claims do occur. This
is why professional liability insurance companies evaluate the loss prevention measures
that firms follow, and place heavy emphasis on them when setting premium rates.

Several major insurers have developed manuals offering loss prevention guidance
based on their claims experiences. Some insurers also present loss prevention seminars
throughout the country at AIA state and national conventions and, upon request, may
offer in-house training for larger clients or groups of clients. In addition, many spe-
cialist insurance brokers are available nationwide to present local and in-house loss pre-
vention training in the states they service. Firms are advised to take advantage of these
materials, seminars, and educational opportunities for their ongoing staff training on
risk management. (Many of these programs are accredited for AIA-required continu-
ing education credit.)

As a project progresses from planning to design and construction to post-
construction services and to other architectural services the firm may offer, each ser-
vice has its own regimen of loss prevention steps and procedures.

The good news is that most architects practice competently. Few problems arise
from strictly technical errors. The vast majority of disputes and claims arise from the
following three nontechnical areas:

¢ Inadequate/improper communication
* A breakdown of relationships
* Poor business practices

Problems happen when architects fail to establish sound procedures or do not follow
the procedures they do have. As that famous philosopher Pogo once said, “We have met
the enemy, and he is us.” Fortunately, architects can do a better job in these areas with
sufficient awareness, effort, and willpower. Architects can improve their profitability
and career satisfaction by putting more emphasis and effort toward developing and car-
rying out effective risk management strategies.

For More Information

The ATA Risk Management Resource Center at www.aia.org endeavors to make infor-
mation available on risk management strategies to help AIA members control the risks
inherent in their practice while reducing insurance and associated costs.

The Web site of the AIA Trust provides information on a variety of risk manage-
ment and insurance topics at www.theAIATrust.com.

Victor O. Schinnerer & Company, Inc., manager of the commended professional lia-
bility insurance program for the AIA, is also a source of information on risk manage-
ment. The following publications and many others are available to non-policyholders at
www.schinnerer.com.

® The current issue of Guidelines for Improving Practice
*  Concepts in Risk Management
* Tips for Reviewing a Contract

The XL Insurance companies’ Web site contains an assortment of papers and dis-
cussions about risk management and risk-related issues at www.xldp.com/architects/

library.html.
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BACKGROUNDER

HOW TO USE RISK ASSESSMENT MATRIXES

Richard D. Crowell, Hon. AIACC

The matrixes on the following pages are designed to help
architecture firms identify and quantify risks, and describe the
techniques available to manage those risks. When properly
implemented, they can help individual members of the same
firm address risk management from a common perspective.

Adapted from the Victor O. Schinnerer & Company,
Inc., “Risk Management Matrix,” the matrixes can be help-
ful tools in managing your firm'’s risks. You can refine and
update them over time to make them most useful to you.
Remember, the most successful firms are those that learn to
manage their risks most effectively.

Completing the Matrixes

Matrix A provides a form for brief analysis of your firm. Each
succeeding matrix (B through G) includes basic factors for
risk identification and selection of the client, project, contract,
consultants, contractors, and other project team members.

The bold subtitles in each matrix identify specific issues
within each broad category. The items under the subtitle con-
tain more detailed questions on the issues. The matrixes can
be customized for individual firms and projects by adding
or deleting issues or questions as appropriate.

Step 1: Assessment

In the first column of each matrix, the level of risk is
assessed. It might be beneficial to rank each risk identified
on a scale from 1 to 10, with 1 signifying a very low-risk
issue and 10 a very high-risk issue. Numeric scales are used
to summarize the level of risk when analyzing the project as
a whole because risk “scores” from each category can be
combined. However, you can develop your own system—
perhaps using a simple “low,” “medium,” and “high” scale.
Over time, you will learn which rating system works best for
your firm.

Step 2: Analysis

The second column is used to amplify your response in the
first column by ranking the importance of the issue or by
adding any notes, questions, or concerns you may have
about it. Few issues are simple enough to be categorized
effectively using only a numeric scale.

Step 3: Response

The third and last column is probably the most important.
It is here where you record how the firm will respond to
each of the risks previously identified and assessed. Risk
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management strategies you might employ include the
following:

e [nsistence on various contractual provisions to mitigate
exposure fo certain risks

e Use of special experts to advise on critical technical issues

® Increased number or frequency of project and client
meetings to ensure good communications

e Research into alternative insurance solutions, such as
project policies, if available

When you are considering a new project, some of the infor-
mation you will need to complete the matrix may be unavail-
able in its entirety. However, the matrix is designed to
facilitate the fourth step of risk management—control. The
matrix can be updated and reassessed as the project pro-
gresses.

Step 4: Summary Assessment

At the end of each matrix is a space to record your overall
assessment of that broad category of risk, as well as a space
to list relevant factors not already included in your entries in
the matrix. The overall assessment space can also be used
to identify which aspects of a project are most risky. This
information can help you devise an overall risk management
strategy for the firm.

The final step in completing this series of matrixes to
evaluate a project is to carry the content of each overall
assessment section down to the “Summary Assessment
Matrix” at the end. This will give you a clear, concise picture
of the risks associated with the project. Your final analysis
can be entered in the line labeled “Overall Result.” Based
on this, you can complete the “Recommendation” section.

Step 5: Recommendation

The “Recommendation” section is analogous to a traffic signal:

e “Proceed” is a green light. This project should go
smoothly as long as you follow the risk management
strategies you have defined.

e “Proceed with reservation(s)” is a yellow light. In this
case, you have some concerns, but no clear plan yet
for addressing them. This may happen because you do
not have enough information to effectively complete the
matrix. To reach a final conclusion, you can either
obtain the needed information or establish appropriate
contingencies to assess and manage the risks as the
project progresses.

e “Proceed only with change(s)” is a stronger yellow
light. In this case, there are issues that concern you, but
they can be addressed with appropriate changes. You



can check off these recommended changes right on the
matrix as they are made.

® “Do not proceed” is a red light. There are too many
risks or not enough strategies to manage the risks to
proceed with this project.

Many firms use these kinds of forms regularly, for both
new and repeat clients. They usually have several firm

Matrix A: Firm Assessment

members complete them separately and review the results
collectively to make decisions about undertaking projects.
A senior person is usually designated to make sure the risk
management responses are carried through. The firm also
maintains files for reference when opportunities arise in
the future for similar projects or projects with the same
client.

Issues

Level of Risk Importance Risk Management Response

1. Capacity

o Does your firm have the capacity to undertake
the projecte

o If you do not have enough qualified employees,
can you supplement your existing staff in time
by hiring additional employees or consultants?

o Will hiring new employees place an unacceptable
burden on management or firm staff to recruit,
train, and supervise?

2. Experience with project type

o Does your firm, and do the available project team
members, have sufficient positive experience
with the project type?

o Under similar conditions?

o If past experiences have not been positive, can
appropriate steps be taken to correct past
problems to make this project successful?

3. Other firm factors

Overall firm assessment

Matrix B: Client Assessment

Issues

Level of Risk Importance Risk Management Response

1. Financial strength
o What is the client’s financial reputation?
o Will the client be able to afford your firm’s services?
o Can the client afford the project?

2. Project objectives
o Are the client’s objectives for the project clear?
o Is the client able to articulate them?

3. Client experience
o Is the client familiar with the construction process in
general?
o This type of project specifically?
e Have prior experiences been positive for the client?
e For the previous architect?
o If not, does the client realistically understand why?

4. Experience with your firm
e Is this a repeat client with whom you have a good
rapport and comfort level2

(continued)
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Issues Level of Risk Importance Risk Management Response

5. Claims history
e Does this client have a reputation for being
difficult to work with or for making claims
against design professionals?
o What is the client's general business reputation?
o How does the client handle disputes in the
normal course of business?

6. Decision makers
o Who are the client representatives to whom your
firm would reporte
Is there a single decision maker or is it a committee/board?
Are they decisive?
Are they familiar with the building process?
Will they be easily accessible?
Will they have the power to make binding decisions2
Can they be overruled?
By whom?

7. Client attitude
o Are the client's project expectations realistic and positive?
e Are there open lines of communication between
the prospective client and the firme
o If the client is new to the building enterprise, is
the client willing and able to learn about it2
o What does the client value most: quality, schedule,
or budget?
o How does that compare to your firm's value system?
e lts design and delivery skillse

8. Systems compatibility
o What does the client require with respect to the
firm’s billing, accounting, and design systems?
o If data are to be exchanged, are your systems compatible?
o If changes or additions are necessary, what are
the effects on time, cost, and risk@

9. Chemistry
e Does your firm have a good feeling about the
client and vice versa?
e Are communications open and reliable?
o Is there a sense of mutual trust and respect?

10. Other client factors

Overall client assessment

Matrix C: Project Assessment

Issues Level of Risk Importance Risk Management Response

1. Project type
e Is this fype of project inherently high-risk@

2. Project size and duration
e Does the size or duration of the project pose
additional risks@

3. Adequate financing

e Does the client have adequate funding for this
project?

e If not, is adequate funding attainable?

o |s the project budget adequate, given the client’s
expectations?

o Given the client’s goals and objectives?

o How will the client manage cash flow?
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Issues

Level of Risk

Importance Risk Management Response

4. Design complexity

e Is your firm capable of managing the required
complexity of the design?

o How difficult will this project be for your firm?

e How much leeway will your firm have in balancing
scope, quality, schedule, and budget?

o Are the project requirements unique, complex, or
challenging the state of the art?

. Construction complexity

o Is the project team capable of managing the
complexity of the construction?

. Unique requirements

o Are there unique project requirements that could
pose more risk?

. Scope of services

o Will you be hired to provide the full scope of
services you think is needed for the project?

o Will you be providing at least some construction
phase services?

o If there is a construction manager or a contractor on
the design team, how will your services be affected?

. Schedule

o Are there particular scheduling issues or deadlines
that may increase the risk?

o Is the overall project timeframe adequate?

e Is the schedule for design adequate?

. Adequate fee

Is the fee adequate for the required services?@

Will it cover all costs and provide an acceptable profit?
If not, is the firm willing to absorb the loss2

Has a design contingency been set aside?

Is it adequate?

. New products and technologies

o Will new products and technologies be required or
expected in the design and construction of the project?
o Have these products or technologies been
adequately researched and tested?

. Delivery mode

e Are you comfortable with the mode of project
delivery (design-bid-build, design-build, etc.)2

o Have the roles and responsibilities of the parties
been adequately defined?

o Are you satisfied with your assigned role?

. Geographic considerations

e Are there geographic, climatic, or geologic considerations?

o Environmenfa/ concerns

o Are there environmental issues that you know
or suspect may arise in the course of the project?
o Is the project team prepared fo address these issues2

. User attributes

o |s this project a type from which subsequent users
may generate future claims?

o |s there a likelihood of dissatisfied end users?

e Are class action lawsuits possible2

(continued)
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Issues Level of Risk Importance Risk Management Response

15. Community ties

o How does the community view the projecte

e Is there any perceived opposition or sensitivity in
the community that could pose problems?

e How does the community view the client?

o Will few or many community and government
reviews be required?

o Will the client be able to help in that process?

o What are the client's ties to the community; will
the client be around as long as the building?

16. Other project factors

Overall project assessment

Matrix D: Agreement Assessment

Issues Level of Risk Importance Risk Management Response

1. Clear scope of services
e Does the proposed professional services agreement
provide a clear and sufficiently detailed scope of services?
e Is the scope adequate and appropriate fo meet
the project requirements?

2. Balance of responsibility and authority
e Do all of the proposed contract forms (e.g., owner-
architect, architect-consultant, owner-contractor)
establish clear and distinct responsibilities balanced
by the authority to carry out those responsibilities2
o Are the forms compatible and coordinated with each other2

3. Clear payment terms
o Are the payment terms clearly delineated?
e Are the consequences of nonpayment and slow
payment spelled oute
e Is there provision for collection expenses,
including legal fees?

4. Additional services and expenses
o Are there appropriate fee provisions for additional services?
e For contingent additional services?
o For direct expenses?

5. Cash flow

e Do the contract payment provisions
(iming/frequency) meet your firm’s cash flow needs?

e Are the timing and frequency of payments
contingent on any outside entity’s approval?

o Will you be able to bill promptly for all services
provided fo date?

e Any requirement fo hold any work in progress?

6. Clear, equitable termination provision
o Is there a provision that establishes fair terms for either
party terminating the contract should that become
necessary?
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Issues Level of Risk Importance Risk Management Response
7. Equitable dispute resolution provision

e Does the contract contain a fair and balanced

dispute resolution provision?
8. Balance of risk and reward

e Does the overall contract fairly allocate the risks
and rewards?

o Do any provisions unduly shift risk or responsibility
of others to your firm without commensurate
compensation and control2

9. Insurance issues

o Are the types of insurance and limits required
compatible with coverage carried by your firm?

o Are there provisions (e.g., indemnities, warranties,
certifications) that create insurance coverage
questions or uninsurable professional or general
liability exposures@

10. Other contract factors
Overall contract assessment
Matrix E: Consultant Assessment
Issues Level of Risk Importance | Risk Management Response
1. Availability of qualified consultants
o Are qualified consultants available who are capable
of providing the scope and services required?
o Will the consultants have sufficient qualified
staff available when you need their ser-
vices?
2. Experience with consultants
o Does your firm have experience with these
consultants?
o Are these consultants with whom your firm has or
can develop compatible working relationships@
3. Reputation
e Do these consultants have strong, positive
reputations in the design community?
4. Adequately insured
o Avre these consultants insured for professional
liabilitye
o What limits do they presently carry?
o |s their coverage adequate?
o Are there any pending claims against these
consultants?
5. Compatible systems
e Are your firm’s management and data systems
compatible with those of your consultants2
6. Shared values
e Do your consultants share the same values
(regarding quality, service, reputation, timeliness)
as your firm?2
e How much time will you have to devote to
team building?
(continued)
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Issues

Level of Risk

Importance

Risk Management Response

7. Clientcontrolled
e Are you being asked to work with consultants
selected by and/or working directly for the client?
e Will you have coordination responsibilities for
consultants not under your control2
o Will you be compensated for this coordination?

8. Chemistry
e Do you have a positive feeling about the consultants
you will retain?
o Will they work cooperatively with your firm2
o Can you depend on them to identify problems and
disputes early and work with you to resolve them?

9. Other consultant factors

Overall consultants assessment

Matrix F: Contractor Assessment

Note: If you do not know initially who the contractor is, it is essential to complete this analysis once the contractor is known.

Issues

Level of Risk

Importance

Risk Management Response

1. Prequalifications list
o Will some contractors be prequalified?
e If so, in your professional opinion, are there
acceptable considerations in formulating the list of
prequalified firms@

2. Bidding process
e How will the bidding be conducted?
e How will the contract(s) be awarded?
o What are the selection criteria and in what order?

3. Your involvement in selection
o Will you have sufficient input in the client's review
of bids and selection of the contractor?

4. Adequate bid
e |s the contractor bidding responsibly?

5. Adequate financial strength
o |s the contractor well financed, with adequate
financials to procure the necessary bonds and to
complete the project?

6. Experience with project type
e Does the contractor have positive prior experience with
this project type and the anticipated site conditions@
o Does it have adequate staffe
e Project management?

7. Other contractor factors

Overall contractor assessment

Running a Practice



Matrix G: Project Team Assessment

Issues

Level of Risk

Importance | Risk Management Response

1. Construction manager

o Will there be a construction manager involved
on this project?

o Has the CM been identified?

e Has the construction manager’s role been
adequately defined?

e Do you have prior experience on projects with this CM2

o Were they positive experiences?

e |s the construction manager sufficiently qualified to
undertake this role?

2. Special consultants

o Are any special (e.g., geotechnical or abatement)
consultants required?

o Who will select them?

o Whom will they work fore

o To the best of your knowledge, are these consultants
sufficiently qualified@

o Are you accepting vicarious liability for these
consultants2

e If so, will you be appropriately compensated and
protected?

o Who will coordinate the work of the special
consultants?

3. Other project team factors

Overall project team assessment

Summary Assessment Matrix

Issues

Level of Risk

Importance | Risk Management Response

A. Firm assessment

B. Client assessment

. Project assessment

O | O

. Agreement assessment

m

. Consultant assessment

F. Contractor assessment

G. Project team assessment

Overall result

Recommendation:

Proceed

Proceed with reservation(s)

Proceed only with change(s)

Do not proceed

Preparer’s signature:
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Architects may be held liable for
design errors and omissions that
fall below the professional stan-

dard of reasonable care.
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5.5 Insurance Coverage

Ann Casso and Fredric W. Schultz, CPCU

Architecture firms use insurance as an instrument to help them manage the
inherent risks of business and the specific risks associated with projects.

s key players in the highly complex design and construction process, architects

must protect their firms against a multitude of risks that can jeopardize the

future of their practice, the firm, and the individual financial well-being of
themselves and others. Insurance is a means to manage risks by transferring them to an
insurance company.

As a firm owner and licensed professional, an architect obtains insurance coverage
for professional liability, property loss, and personal loss. As a firm grows, it is useful
for staff recruitment and retention to consider providing staff benefits as well, includ-
ing various insurance and retirement plans.

The AIA "Trust is uniquely qualified to offer AIA members the kinds of programs
they need to run successful practices. The trustees, who are AIA members, and an AIA
component executive work with the staff executive director of the Trust and inde-
pendent consultants who are experts in their respective fields. Together, they identify
and thoroughly evaluate marketplace offerings so the Trust can make the best programs
available to ATA members.

The AIA Trust was created to provide life, disability, health, and other important
insurance and related benefits, as well as education programs needed for the practice
of architecture. The Trust programs are offered to individual members (and their fam-
ilies) and to firms; most programs are also offered to AIA component executives and
their staffs. Eligibility for each program, as listed below, is indicated on the AIA Trust
Web site at www. TheAIATrust.com:

Firm programs

* Professional liability insurance

* Business owners insurance (may include general liability, property and casualty, valu-
able documents, workers’ compensation, business auto, umbrella, and employment
practices)

¢ Life insurance for firms and components

* Business disability insurance

® Members retirement plan—includes 401(k)s, profit-sharing, SEPs, IRAs

* Practice-related legal information service

Individual programs

* Individual ten-year level term life insurance

* Personal disability insurance

® Short-term and student medical insurance

® Prescription and health care discounts

* Dental insurance

* Accident insurance

* Medicare supplement plan

¢ Long-term care insurance

* Automobile insurance

* Homeowners/home office/tenant insurance

* A service to identify individual and small group health care plans for members and
components, until an endorsed medical plan may be secured in the future.

Ann Casso is the executive director of the AIA Trust, and Ric Schultz is an adviser to the AlA Trust.



PROFESSIONAL LIABILITY

For architects, the most devastating professional and business risks are almost certainly
from litigation alleging negligence in the performance of professional services. Alleged
negligent acts, errors, or omissions may cause damage to owners, contractors, or other
third parties. As well, the architect’s firm may be found liable for these damages. A pro-
tessional liability insurance policy (sometimes called errors-and-omissions, or E&O,
insurance) absorbs a portion of such claims in exchange for the premiums paid to the
insurance company.

SELECTING INSURANCE BROKERS AND INSURANCE COMPANIES

Buying insurance is a major business decision. An architec-
ture firm therefore will want to select a broker in much the
same way it selects a lawyer and accountant—with care
and scrutiny as fo the broker’s qualifications, independent
judgment, offered services, cost, understanding of the pro-
fession, and ability to work with the firm. Independent
insurance consultants are available to help architects select
an insurance broker or decide between the product of an
exclusive agent and those offered by an insurance broker.

An independent broker—in contrast to an agent for a
specific carrie—will examine the insurance market and
obtain premium quotes for specific levels of coverage and
service, evaluate the quotes, and provide a professional
opinion as fo which policies fit the architecture firm’s needs.
An architect pays for this expertise and service. While some
brokers work on a fee basis, most receive a commission—
essentially the architect’s money—paid to them by the
insurance carrier out of the premium. Commission rates
vary, and the architect has a right to know the commission
level for each quoted premium. In some cases, a broker
actually is an agent of a specific company, and while the
agent may be able to offer coverage from other carriers, he
or she may have a financial incentive to direct the architect
to that company. Again, architects have a right to know
whether a broker has an agency relationship with a specific
company. The architect has the right to request that the bro-
ker work on a fee basis instead of for a commission.

A broker can do more than advise in the selection of
insurance carriers and policies. Brokers can prepare the
application, represent the architect in disputes with the
insurer, and send claim notices to the insurer on behalf of the
architect. A firm also may rely on a broker fo help the firm:

e Communicate with insurance markets regarding all
aspects of the firm’s insurance needs.

* Evaluate the firm's range of liability exposures and
identify of various forms of insurance available to pro-
tect it from financial loss.

* Evaluate and recommend a specific insurance program
based on criteria such as the company’s stability and
financial strength; premium cost, limit, and deductible
programs; coverage ferms; claims management; and
risk and practice management techniques.

e Analyze the insurability implications of changes in the
organizational structure or nature of the practice.

® Review proposed contractual provisions affecting insur-
ability while the professional services contract is being
drafted.

® Monitor claims administration.

Once premium quotes have been obtained, the deci-
sion about which policy to accept should not be made on
price alone. A number of factors should be scrutinized
when considering which carrier best meets a firm’s needs:

Policy Considerations

* What is the scope of coverage being offered, what
endorsements are available to expand coverage, and
what is being excluded from coverage?

e What is the proposed cost of the basic policy and any
endorsements?

e |s the firm buying insurance to meet a coverage
requirement or as a key component of its financial
management program?

Attributes of the Insurer

* How extensive is the insurance company’s experience
in underwriting professional liability for architects2 In
particular, what is its track record during hard markets,
when few carriers offer insurance?

* How flexible is the company in meeting the firm’s
needs? Does it offer project insurance and coverage
for design-build, prior acts, and retirement?

* How strong is the company2 A. M. Best Company rates
an insurance company’s relative financial strength and
ability to meet its contractual obligations based on its

(continued)
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profit, cash liquidity, reinsurance quality, adequacy of
reserves, and management strength. This rating is part of
the annual insurance survey conducted by the AIA and
engineering societies, and the rating is also one of the
AIA commendation requirements. Standard & Poor’s rafes
a company’s ability fo pay claims over time. Moody's
also rates aspects of an insurer’s financial strength.

® |s the company a licensed or admitted carrier? Such a
carrier subjects itself to all of a state’s insurance rules
and regulations. In many states, a state commission
reviews and approves company rates and policies
before they can be implemented. In all states, having a
licensed (admitted) carrier means the insured is covered
by guarantee funds, which may provide coverage
should the company fail. Coverage for architects under
guarantee funds varies by state. Generally, the protec-
tion provided by such funds has become more restrictive
in terms of limits of liability and eligibility. Nonadmitted
(or excess-and-surplus) carriers are not subject to the

same regulation and oversight. The state neither regu-
lates their coverage nor evaluates their rates. This trans-
lates into extra flexibility for the carrier, which
historically in soft markets has produced low premiums
and in hard markets has made insurance less available.

* How extensive is the company’s experience in the man-
agement of professional liability claims against archi-
tects® What claims services will it provide that will
benefit the firm?

* How will the legal defense of claims be handled?
Against what criteria are the company’s defense attor-
neys evaluated and appointed® How much say will the
architect have in the selection of counsel and in the
conduct of a legal defense, mediation, arbitration, or
in seflement decisions?

*  What professional liability risk management services
will the insurance company offer2 Does it offer refer-
ence publications, contract review services, education
programs, and risk management updates?

Some firms decide not to purchase professional liability insurance, a business deci-
sion usually based on the cost of the coverage. However, not having insurance could
ultimately put the firm and its architects in jeopardy. Even firms that buy professional
liability insurance retain some risk, such as expenses within their deductible, costs
exceeding their policy’s limits of liability, or costs for claims excluded from the scope

of coverage.

THE AIA-COMMENDED PROFESSIONAL
LIABILITY INSURANCE PROGRAM

Since 1957, the AIA has supported a commended pro-
fessional liability insurance program. The program is
continually reviewed by the AIA Risk Management Com-
mittee and the AIA Trust. The AIA commends the pro-
gram because it is national in scope and meets the
commendation criteria established by the AIA Board of
Directors.

The commendation allows the AIA to set the stan-
dard of what a good insurance program is for architects.
Further, it affords the AIA the platform to advocate for
new and expanded coverage and services as member
needs evolve. For example, project insurance, design-
build coverage, and asbestos and pollution coverage all
were developed with the assistance of the AIA Risk Man-
agement Committee. The AIA commendation is reviewed
annually by the AIA Trust and the AIA Risk Management
Committee to monitor whether criteria are being met.
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Professional Liability Coverage

Generally, a professional liability insurance policy covers
the insured firm’s liability for negligent acts, errors, or
omissions resulting from the performance of professional
services as an architect, provided these services are per-
formed within the geographical territory defined in the
policy. All policies cover the United States, its territories,
and its possessions, and many offer worldwide coverage in
the basic policy or by specific endorsement.

A basic policy provides legal defense of claims covered
by the policy and pays defense costs subject to the policy
limit and deductible. Most insurance companies retain
attorneys who are experienced in the defense of profes-
sional liability claims. When a defense attorney is selected
and approved by the policyholder, the policyholder—not
the insurance company—is the defense attorney’s client.
Some companies may allow firms to choose their own
defense counsel.

Broad policies insure not only the firm but also any
partner, executive officer, director, stockholder, or employee
of the insured firm when that individual is acting within the
scope of professional duties. Some lower-cost policies may
not automatically provide such broad coverage.



MEETING PROJECT INSURANCE NEEDS

Architects should understand that a firm’s practice policy
covers the firm for negligence in providing services during
the life of the policy. They also should know that profes-
sional liability claims from all projects can draw on that
one policy or on the firm’s own resources for indemnifica-
tion. As a result, owners sometimes ask firms to acquire
additional insurance that would not be eroded by claims
from other projects. Such insurance can be provided in
several ways. For example, the CNA/Schinnerer program
offers firms three choices: project insurance, additional lia-
bility limits, and split limits.

Project insurance. A separate policy can be purchased
for a specific project that covers the entire design team’s
negligence for that project. Neither the claims nor the
billings of the project policy have any effect on a firm's
practice policy. The policy can last up to ten years.

Additional liability limits. This arrangement allows
firms to purchase an endorsement that can provide up to
$5 million of coverage for a specific project in conjunction
with their practice policy limit.

Split limits. This choice allows a firm to secure a per-
claim limit of liability and a larger term aggregate limit of
liability. Although the coverage is not dedicated to any sin-
gle project, an owner who wants a $1 million dedicated
limit might find it acceptable for the firm to have a practice
policy with a $1 million limit per claim and a $2 million
aggregate limit.

Of course, a firm may always increase its overall prac-
tice policy limits. Again, while not dedicated in any way to
an owner’s project, higher limits give a firm more assets with
which to pay all claims on all projects should the need arise.

The lists below highlight the various forms of coverage.

Project Insurance Additional Liability Limits Split Limits
® Guaranteed term. * Annual renewal option. * Annual or multiyear term option.
® Guaranteed rate. ® Annual rate (not guaranteed). * Term rate (not guaranteed).
®  Unlimited number of policies. ® Only two endorsements per ® Perclaim limit available to all
® Costs easily identifiable to owner. policy. projects.
® Limits up to $30 million * Costs easily identifiable to owner. ® Must estimate cost for project
available. * Llimits up to $5 million available. owner.
® Claims do not affect practice ® Claims can affect practice ® Claims can affect practice policy.
policy. policy. ® Project billings affect practice
® Project billings do not affect ® Project billings affect practice policy.
practice policy. policy. * Covers only the insured firm's
® Covers entire design team’s * Covers only the insured firm's negligence.
negligence. negligence. * Aggregate limit sharing during
® Dedicated limits. ® Limits may be shared. policy term.

Policy limits. How much insurance a firm buys is a function of its financial needs

New issues periodically surface

(including those of its principals), its tolerance for risk, its risk management abilities,
and the demands of its clients. Minimum annual aggregate limits of liability for E&O
insurance are usually set at $250,000, with maximum limits running as high as $15 mil-
lion (even higher limits can be arranged for special circumstances).

Deductibles. 'To encourage risk management, insurance companies require a
deductible amount that a firm must pay to defend each claim or after each determination
of negligence. Deductibles as low as $1,000 are available, but many firms increase their
deductibles to lower their premium costs. As with most insurance, the higher the level of
risk retained by the insured through the deductible, the lower the premium cost.

Costs of insurance. The premium for each firm is calculated individually by an
insurer’s underwriter, based on such factors as the firm’s practice, project mix, claims
experience, coverage needs, and resulting risks to the insurer. This makes comparing
premiums of different firms difficult at best. Therefore, a firm should work with a bro-
ker who can present the firm well to an insurance company. Insurers increase the cost
of insurance if risks cannot be clearly delineated, so the more specific and unambigu-
ous the information a firm can provide, the lower the premium will be.

that call for specialized risk man-
agement techniques, including
insurance coverage. Environmen-
tal hazards are an example. The
AlA Trust and the AIA Risk Man-
agement Committee, with the help
of other AIA members working in
specialized areas, stay abreast of
these issues and work with the
Commended Program to create
coverage for new exposures. The
committee also reviews coverage
available from other professional
liability insurers so that AIA mem-
bers know what their choices are.
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ESTABLISHING PROFESSIONAL LIABILITY INSURANCE PREMIUMS

Insurance seems like a simple business. Companies have
to collect enough premiums to cover costs, make enough
money to stay in business, and keep investors happy.
Insurance company costs are many, and most are not
apparent to the buyer. They include funds to cover admin-
istrative costs, costs of buying reinsurance, broker commis-
sion costs, state and federal government taxes, costs
associated with insurance commission funds, stockholder
dividends, and the investigation, defense, and payment of
claims. Insurers operate on the “law of large numbers,”
which allows pooled premiums to offset individual losses.
Over ten years or so, the combined premium collected
should approximate these combined costs. In any given
year, however, either the insurance company or the
insured individuals or firms may benefit more than the
other.

The simplicity of insurance, however, often is influ-
enced by the complexity of the financial markets. When
interests rates are high, insurance companies try to bring
in as much premium as possible to invest. Because there is
a lag time between premium payment and the cost of
claims, some insurers enter the market, collect premiums

for investment, and leave the market before claims mature.

When stock prices are increasing, some insurers enter the
market offering low premiums to show an increase in their
value to stockholders because of the influx of cash. After
their stock prices rise and their investments in other stocks
increase, they then can abandon the market before claims
are brought against their policyholders and enter another
venture on a shortterm basis.

How does the insurance company calculate the pre-
cise premium a firm will pay? Sound underwriting man-
agement suggests that the insurer should actually measure
the risk posed by the practice. As an example, an insur-

ance company might consider these factors:

e Billing volume. Basically, the more services a firm pro-
vides, the greater its exposure to claims. This exposure
is influenced by the number of projects making up the
annual billings. For instance, on an equal-dollar basis,
in 1999 small firms were fourteen times more likely to
have a claim paid by an insurer than very large firms.
Part of this is simply the number of clients and size of
each project. The severity (the cost of each claim paid)
for small firms, however, was only one-sixth as high as

each claim paid on behalf of large firms.
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Types of services. On a properly underwritten risk, pre-
mium levels mirror claims data. Firms should separate
billings for types of services as carefully as possible. If
an insurer has less information, the premium will
include an “ambiguity cost” to cover the potential
effects of unknown risks.

Project types. Firms that do lower-risk projects may
pay lower premiums. However, some types of proj-
ects, such as condominiums, generate more claims
than others because of complexity or number of
clients.

Firm claims experience. Premium levels also mirror the
firm’s claims history. Firms with claims-free histories can
get as much as a 25 percent credit off the standard
rate charged for similar firms. (State insurance commis-
sion regulations generally permit no greater credit.)
Firms with bad histories can pay 100 percent higher
rates than similar firms with average claims histories;
firms with very bad histories may be uninsurable. Each
insurance company has its own definition of “bad” and
“very bad.” In soft markets, when insurers want to
write business to bring in cash, the definition loosens.
In hard markets, it tightens.

Geographic location. Firms in low-risk states pay lower
premiums than those in high-risk states. Again, claims
data define high-risk states. In 1999, for example,
firms practicing in California or Florida paid signifi-
cantly higher rates for insurance than firms practicing
in Vermont or Kansas.

Continuity. The longer a firm is with a professional lia-
bility insurer, the more comfortable the insurer feels in
accepting the firm’s risk. These clients receive not only
better consideration (that is, lower premiums) during
tight markets but also the benefit of the doubt should
they suffer a series of claims. The value of this
“longevity credit” can be substantial.

Competition. The professional liability insurance market
is highly competitive. Companies enter and leave the
market all the time. The architect should be wary of a
quote that looks too good. The history of the industry
shows that some companies price their policies lower
to bring in premiums and then disappear when the
claims roll in, leaving the architect with no coverage.
Disappearing or underfunded insurance companies

are a key problem with claims-made policies.



e Coverage. Based on its assessment of firm risk, an

insurer calculates various coverage-deductible-
endorsement-exclusion combinations and their premium
costs. Firms can exercise some control over their pre-
miums by negotiating these four factors through their
broker. For example, agreeing to a higher deductible
reduces the insurer’s exposure and hence the cost of
the insurance premium. Small firms with low
deductibles and many small projects create a higher
risk of paid claims than firms with higher deductibles.
Higher deductibles increase a firm’s exposure to claims
payments but also provide a greater incentive for
careful client selection and practice management.

If you are working with an independent broker who is

being paid to represent your interests, give that broker as

much information as possible. Your application should accu-

rately reflect your practice. If you have a claim that needs

explaining, insist that your broker attach the explanation to

your application. If you institute new quality management

programs, tell the company about them. If you have continu-

ing clients, make sure that fact is recognized. Anything you

and your broker think would help the company evaluate
your firm as a risk will be welcomed by insurance compa-

nies following sound underwriting procedures. And if you

do not understand your premium, have your broker call the

insurance company for an explanation.

Insurability issues. Insurability problems arise when owners ask architects in a con-
tract to hold them harmless or otherwise indemnify them for the owner’s negligence.
Professional liability insurance companies provide coverage only for the insured firm’s
negligence in performing or furnishing professional services and exclude coverage for
express warranties and guarantees. Certificates that have the effect of warranties, with-
out a known fact or qualified professional opinion, are also excluded.

An extension of coverage is needed when an architect agrees by contract, in writ-
ing or orally, to indemnify and hold harmless some other person, such as the owner or
contractor. However, if the architect is indemnifying the other person for the architect’s
own negligence, the coverage may be automatic with many policies. In most other con-
tractual liability situations, such coverage may not be possible.

The architect should look for hold-harmless provisions before signing any contract
for professional services. A clause that otherwise appears innocuous might contain such
a provision. An architect who finds or suspects such a clause should submit the provi-
sion to the architect’s attorney and insurance adviser. A promise to indemnify may fall
within the scope of professional liability insurance coverage, but broad wording may
mean that the promise is a contractual obligation that cannot be covered by insurance.

Interprofessional relationships. Architects routinely retain consultants. This rela-
tionship means that the architect also has vicarious liability for damage caused by the
consultant’s negligence. Insured architects will want to review their consultant’s insu-
rance status because, ultimately, they will serve as their consultant’s insurer if that sta-
tus is inadequate. Similarly, if an architect agrees by contract to limit the liability of a
consultant, the architect may find that the risk of the consultant’s negligence has been
shifted to the architect and the architect’s insurer. At times architects are subconsultants
to other professionals or subcontractors to construction contractors. Examining the
coverage of the prime design professional or the professional liability coverage of a
construction contractor can alert the subconsultant architect to gaps in coverage that
could result in the architect becoming the only target of a claim.

Joint ventures. From a legal standpoint, a joint venture is similar to a partnership,
except that the joint venture has a more limited scope or purpose. If a professional lia-
bility claim is filed against a joint venture, one or all of the members can be held liable
for any judgment rendered against it. Broad policies provide automatic joint venture
coverage, while others exclude joint ventures from the basic policy and require a spe-
cial endorsement that will not cover other participating firms in the joint venture.

Each member of a joint venture should obtain evidence from other joint venture
partners that their policies have been properly endorsed, if necessary, to cover partici-
pation in the joint venture.
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Project professional liability insurance. Project insurance covers the design team
participants—even those who do not have practice insurance. The policy covers the
architect and named professional consultants for the term of the project and for a pre-
determined discovery period after completion of construction. Depending on the insur-
ance carriers of the firms covered by a project policy, coverage may then revert to the
individual firms’ professional liability policies.

Project insurance is intended to cover only one project and is usually paid for by an
owner who wants coverage beyond that normally carried by architecture firms.

Expanded project delivery approaches. Insurance companies have begun to pro-
vide coverage for architects practicing in roles such as design-builder, construction
manager, and land developer. While some companies offer endorsements for these
services to the basic policy, potential gaps should be investigated to prevent uninsured
liability. For example, a construction manager, as adviser to the owner, is covered under
most professional liability policies, but the at-risk construction manager, acting as a
general contractor, is not.

Claims. In the arena of professional liability insurance, there are two common trig-
gers in a policy that require report of a claim. The first is obvious—receipt of a demand
for money or services with an allegation of a wrongful act. This definition produces a
clear reference point indicating when the insured and the insurance company should
intervene. It also is broad enough to cover not only a lawsuit but also angry calls from
clients demanding that the architect “fix it.” The second trigger is more subjective—
the threat of an action, or just a very troubling circumstance, that requires alerting the
insurance company of a potential problem, even though it may not become a formal
claim. A careful review of these policy terms is important, as failure to report a claim
in a timely manner may jeopardize coverage.

Settlement issues. Most professional liability policies require the insurance com-
pany to have the consent of the insured before settling claims. In cases involving a dis-
agreement about settlement between the insured and the insurance carrier, the insured
may be liable for any judgment plus the cost of defense above the amount for which the
insurance company could have settled the claim. Similarly, the insurance company may
be liable for the cost of any judgment above the amount that the insured asked the
company to settle for. This check-and-balance approach encourages the insurer and
the insured to work together to manage claims.

OTHER LIABILITY INSURANCE

In addition to professional liability, an architecture firm may want to carry general lia-
bility and employment practices liability insurance.

Commercial General Liability

Other liability exposures, such as slips and falls, libel and slander claims, and property
damage to third parties, can arise from an architect’s office operations and nonprofes-
sional activities at the job site. To cover such exposures, architects should carry a com-
mercial general liability policy. The following are elements of protection provided by
a general liability policy.

Coverage. A commercial general liability policy provides coverage for claims aris-
ing against the insured involving third-party legal liability, but it does not cover pro-
fessional, automobile, and workers’ compensation exposures.

Contractual liability. In addition to professional service contracts, the architect can
encounter a variety of business contracts, including office leases, purchase orders, ser-
vice agreements, and the like, any of which may contain a hold-harmless provision that
will contractually transfer another person’s legal liability to the architect. The architect
must check all contracts, agreements, leases, and purchase orders for hold-harmless
agreements. The commercial general liability policy automatically provides contractual
liability coverage subject to policy exclusions.



Business automobile liability. Business automobile liability protection is an essen-
tial part of the architect’s insurance program. The insurance should be written with
adequate limits of liability to cover the business use of automobiles by the policyholder,
by employees, or by others. The policy should name, as insured persons, the individ-
ual architect, all partners in a partnership, and all officers and directors of the corpo-
ration.

Coordination of liability insurance. Professional, general, automobile, and other
liability policies are interrelated. The architect should seek insurance counsel to avoid
gaps in protection or duplication of coverage and to correlate limits. Umbrella or excess
liability policies may sometimes be needed to provide higher limits than those oftered
by basic liability coverage.

Excess (umbrella) liability policies. When higher limits of liability are required,
certain underlying policy limits can be increased through the purchase of an excess, or
umbrella, liability policy. This policy provides higher limits in conjunction with under-
lying general liability, automobile, and employer’s liability policies.

Employment Practices Liability Insurance

No one likes to think that their employees may sue them one day, but employment
practices claims are becoming an increasingly common basis of civil litigation. Recent
changes in the laws related to employment have dramatically magnified both the com-
plexity and the potential legal dangers inherent in any professional service firm’s per-
sonnel management function. The number of employee harassment, discrimination,
and wrongtul termination charges filed has increased correspondingly.

Sound management practices will help deter claims and lawsuits—and will help
provide a strong defense when allegations are made against a firm. Employment prac-
tices liability insurance is another form of protection.

OTHER BUSINESS INSURANCE

In addition to liability insurance, an architecture firm may choose to purchase insur-
ance for other business risks.

Architect’s Property Insurance

The architect’s office building or the leasehold improvements where the architect is a
tenant should be insured by a standard policy or by a broader all-physical-loss form.
Careful attention should be given to establishing an accurate insurable value for the
building or improvements. The amount of insurance always should be adequate to meet
business requirements, such as purchasing insurance for the building improvements on
a replacement cost basis rather than on a depreciated cash value basis. All leases and
mortgages should be reviewed, as they frequently stipulate coverage requirements.

Office Contents

"The architect’s office contents can be insured by a standard policy covering fire, wind-
storm, and other extended coverage perils. Separate burglary and theft insurance also
can be written to cover office contents. However, broader coverage of office contents
is generally available to insure them against all risks of direct physical loss except as
excluded in the policy.

Such insurance covers drawings that are damaged, but only to the extent of the cost
of labor and materials to produce them. It does not cover the cost of the research that
went into their preparation, although such coverage may be obtained by purchasing
valuable-documents insurance.

Portable equipment that may be used outside the office can be insured under an all-
risk floater policy. Money, securities, checks, travel tickets, and other negotiable instru-
ments can be insured under a blanket crime or similar policy.
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Valuable Papers and Records

Insurance coverage for valuable papers and media is critical for protection of an
architect’s property and generally must be specified as part of the overall coverage in
a business owners package policy. It covers the total value of documents lost or
destroyed by any of the means described in the policy and is generally an all-risk
coverage. Coverage also is available for client documents in the custody of the
architect.

Business Interruption

Business interruption insurance reimburses the architect for continuing fixed expenses
and for loss of profits in the event fire or other insured casualty interrupts normal busi-
ness operations. This insurance can be written to cover fire, windstorm, computer
crashes, and other hazards.

Options are available to reimburse the architect for the expenses of continuing busi-
ness at another location while the damaged premises are being repaired.

Fidelity Bonds and Loss of Money and Securities Insurance

Usually all persons involved with the custody or disbursement of funds, management
of firm finances (receivables and disbursements), authorization of payments to con-
tractors or others, purchasing, and other activities requiring the use of funds or liabil-
ity for the misuse of funds of others should be bonded. A blanket form of bond covering
all employees is typically recommended.

Money, securities, checks, and other negotiable paper may be insured both inside
and outside the firm’s premises under a broad-form money and securities policy to
include loss by robbery, burglary, theft, or disappearance and destruction by fire or
other causes.

Comprehensive bonds or blanket crime policies are available. They combine cov-
erage for loss of money, securities, and other property under a blanket fidelity bond.
The architect’s professional liability policy does not cover claims and losses stemming
from the dishonest acts of associates or employees.

EMPLOYER-RELATED INSURANCE

Architects with employees must face the prospect of additional insurance coverage for
their employees. Some of this coverage is mandated by statute; some is at the discre-
tion of the firm. This insurance is designed to protect the health and income of the
employee and often of the employee’s family.

Workers’ Compensation

By statute, an employer is required to carry workers’ compensation insurance. Sold by
commercial insurance companies (or, in some states, available through state-run facili-
ties), workers’ compensation policies provide protection for work-related injuries. Ben-
efits are prescribed by statute and include medical expenses, lost wages, and death
benefits. These benefits are provided regardless of employer or employee negligence.
Employees are precluded from suing their employers for injuries covered by workers’
compensation.

A workers’ compensation policy is rated, based on the firm’s payroll, to cover vari-
ous classes of employees. A full-time field architect performing construction contract
administration services will have a higher rate than an architect who does not perform
these services. Care should be exercised in the classification of employees to ensure
proper coverage and rates applicable to the hazards involved. Improper classifications
can result in much higher premiums.



THE AIA TRUST

The AIA Trust was established in 1952 to develop life,
health care, disability, and other insurance programs, as
well as benefit and financial planning programs of the
greatest-possible value, and to make them available to all
AIA members. It is governed by a board of trustees, com-
posed of AIA members and an AIA component executive.

Today the Trust offers comprehensive benefits and
services at affordable rates to AIA members. All Trust pro-
grams are listed at www.TheAlATrust.com with detailed
descriptions and application forms, eligibility require-
ments, and contact information to obtain personalized
quotes. In addition, links to related risk management and
health care reports, as well as useful articles for reference
from the quarterly newsletter AIA Trust News, may be
found on the Trust site. The Trust sponsors numerous educa-
tion seminars at AIA conventions and for AIA components
on a wide variety of topics, including risk management,
legal issues, and retirement planning.

The following plans are available to AIA members
and, as appropriate, to their employees and families; most
are also available to component executives and their staff:

e The AIA Commended Professional Liability Insurance.
e Business owners coverage for general liability cover-
age for firms and optional riders for valuable

Health Insurance

Health care is a major but costly consideration for employees, the beneficiaries of the
coverage, and employers, whose professional livelihood depends on a productive and

healthy staff.

The cost of health insurance has been increasing at a rate far higher than that of
inflation and wages for the past four decades. As a result of spiraling health care costs,
health insurance plans and health care delivery systems have undergone significant
changes in recent years, and employers have had to develop strategies to control the

increases in their benefits costs.
Medical insurance. The types of health insurance plans available in the market-
place continue to change, and the distinction between plan types has become some-
what blurred. In general, health insurance plans fall under one of the following
categories:

Indemnity plans

Preferred provider organizations (PPOs)
Health maintenance organizations (HMOs)
Point-of-service plans (POS)
Consumer-directed plans

Limited medical plans

documents, workers’ compensation, employment prac-
tices, and umbrella.

® Health care programs including dental, long-term care,
shortterm medical, and Medicare supplement insur-
ance, as well as health care discounts. The AIA Trust
currently offers a Medical Brokerage Desk service to
find individual and small group health care insurance
plans for members.

e Llife insurance, with ten-year level premiums, for indivi-
duals. Group plans for firms are also offered.

e Accidental death and dismemberment insurance.

¢ Disability insurance for personal and business over-
head expenses.

® Auto and homeowners insurance.

e Retirement plans such as 401 (k) plans for small firms
and component offices.

* legaline, a legal information service.

Many of the programs offered by the AIA Trust are
aimed at serving the AlA’s largest constituency—the small
firm. The services the AIA Trust offers AIA members have
evolved over the past fifty years and will continue to
evolve to meet the future needs and practice requirements

of members.

It is important to keep up-to-date
in the fastmoving health insur-
ance arena. The national empha-
sis on health care reform may
produce substantial changes and
requirements for both employers
and employees.
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Indemnity plans, which have become rare except in rural locations or under
collective-bargaining agreements, provide the same level of benefits for all providers
and generally require an up-front deductible and co-insurance for covered services.

PPO plans provide enhanced benefits if services are rendered by a provider that is
part of the vendor’s preferred provider network but generally still require some cost
sharing through co-payments or co-insurance. A PPO plan also provides benefits when
care is obtained through providers that are not part of the PPO network, but requires
more patient cost sharing than in-network services.

HMO plans generally limit services to those provided by a network of providers
except in emergency situations. In addition, with many HMOs, a primary care physi-
cian (PCP) acts as a “gatekeeper” for services, with benefits for non-PCP services being
paid only if the PCP provides a referral. Patient cost sharing in an HMO plan is usu-
ally lower than a PPO plan.

Similar to HMOs, many POS plans require coordination through a PCP. To receive
in-network benefits, care must be recommended and referred by the patient’s PCP.
Otherwise, out-of-network benefits will apply. However, POS plans frequently have
fewer restrictions on the referral process; these are often called “open access” POS
plans.

In an attempt to control rising health care costs, new types of account-based med-
ical plans, called consumer-directed plans, have been developed to increase patient
awareness of the true cost of health care and provide tools to make patients better health
care consumers. The two distinct types of consumer-directed plans available are health
reimbursement accounts (HRAs) and health savings accounts (HSAs).

HRAs combine an employer-funded reimbursement account that can be used for
qualified medical expenses, with a high-deductible health plan if the funds are
exhausted. Unused funds in the HRAs can be rolled over from year to year but are for-
feited if the employee leaves the employer plan.

HSAs are generally more uniform than HRAs. For instance, to qualify for an HSA,
a participant must be enrolled in a high-deductible health plan with a minimum
deductible (indexed, with the following for 2006: $1,050 for individual and $2,100 for
family) and a maximum cap on out-of-pocket expenses (indexed, with the following for
2006: $5,250 for individual and $10,500 for family). Enrollees in a qualified high-
deductible health plan can set up a separate HSA and accrue tax-free money in this
account that can be used for qualified medical expenses. While there is an annual max-
imum that can be contributed to the HSA, there is no limit to the total amount of
money that a participant can accrue in this account. In general, HSAs are funded by the
individual, but some employers have chosen to also put money into these accounts for
employees who elect high-deductible plans. It is important to note that employer
money in an HSA belongs to the employee and remains with the employee, even if the
employee terminates employment.

Another new trend is limited medical plans, which offer basic health care coverage
with relatively low claim limits and thus maintain reasonable premiums but do not
cover catastrophic situations.

When purchasing health insurance, a firm must be aware of state and federal rules
and regulations that govern health insurance. A key federal regulation that affects health
insurance offerings is the Health Insurance Portability and Accountability Act (HIPAA),
which became law in 1996. HIPAA was designed primarily to make health insurance
more portable for employees when they change jobs, and to increase availability of
health coverage for small employers.

In general, there are three distinct markets within health insurance: individual cov-
erage, small group coverage, and large group coverage. Individual coverage is used
when people buy coverage on their own, outside of their employer’s coverage (if
offered). With individual coverage, insurance companies can request and review med-
ical information and potentially deny individuals who apply for individual coverage. If
accepted for coverage, individuals may be required to pay different rates based on their



age or health status. The only exception is when an individual switches from a group
plan to an individual plan. In this circumstance, there is a special HIPPA protection that
requires that the individual be offered a policy with no preexisting limitations; other-
wise, HIPAA protections generally do not apply to individual plans.

Small group coverage is an employer-sponsored plan that covers 2 to 49 employ-
ees. (Depending on the state, a sole proprietor may qualify for small group coverage.)
In the small group market, insurance companies may not turn down employees for cov-
erage, but they can review medical information and adjust their rates based on medical
conditions, age, industry, or other factors. Each state regulates how much adjustment
insurance companies are allowed to make.

Large group coverage generally refers to groups with fifty or more covered employ-
ees. Large group coverage generally has more flexibility in plan design and uses the
claims experience of the covered population to establish rates.

The health insurance marketplace has seen significant change and consolidation in
the past several years. The number of insurance companies selling health insurance has
shrunk to just a handful, and many regional managed care companies have merged with
larger national insurance companies.

The small firm owner who lacks buying power may not have access to a great deal
of choice in coverage options. Therefore, a key consideration should be selecting a sta-
ble insurance provider with a proven track record in offering similar coverage. An
employer will also have to weigh the balance between offering a plan with more free-
dom of choice, such as a PPO, with the cost of a less-managed plan.

Dental insurance. Benefits for dental care required as a result of illness or injury
may be provided under a medical insurance plan. Insurance to cover regular dental care
can be obtained through either an indemnity plan or a dental HMO or PPO. Typical
dental plans provide full coverage for preventive care (cleanings and exams) and require
patient cost sharing (deductible and coinsurance) for nonroutine and more expensive
treatments.

Vision care. Vision care plans typically provide benefits on the basis of a schedule,
paying a flat dollar amount toward the cost of one routine eye examination and a set of
appropriate lenses, frames, and contact lenses every twelve to twenty-four months.

Health care flexible spending accounts. These plans, authorized under federal tax
laws, allow participants to make pretax contributions to a special employer-managed
account and then be reimbursed from this account for eligible, uninsured, out-
of-pocket health care costs. Contributions are exempt from FICA, federal, and most
state income taxes.

Federal tax laws also authorize similar accounts for dependent care expenses. These
accounts permit an employee to pay for work-related child care expenses with pretax
dollars. Regulation of such accounts is an especially fast-moving field, and advice from
the firm’s accountant is essential.

Income Protection and Replacement Benefits

In addition to health benefits, a firm may offer life insurance and long-term disability
protection.

Life insurance. These plans provide benefits in the event of the death of the
insured. They should be thought of as income protection for the spouse or other
employee beneficiaries and also as a potential source of protection for the firm in the
event of the death of the owner or a principal. Group term life insurance (such as the
product marketed by the AIA Trust) is commonly provided to all employees as a fixed-
dollar amount per employee or as a multiple of salary.

Disability benefits. State disability benefit laws provide benefits for employees who
are disabled due to non-work-related injury or illness. Not all states require this cov-
erage, but in those that do, minimum benefits are fixed and prescribed by statute. For
states where disability benefits are not mandated, or in situations where the architect
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wishes to increase mandated coverage, voluntary disability coverage is available through
a number of commercial insurance companies, as well as through the AIA Trust.

Disability benefits are provided in several forms. Short-term disability benefits pro-
tect against absence from work of short duration, typically three to six months. Both
small and large employers often self-insure against the risk of short-term disabilities
through a sick leave program, although it is possible to buy insurance for this purpose.

Long-term disability benefits protect against extended disabilities, often until the
employee recovers or reaches age 65. The cost of this insurance is quite modest, and
long-term disability insurance provides greater assurance that the financial resources to
pay a claim will be available indefinitely. A third party is often needed to determine the
continuance of disability; for architects, it is important that the test of disability be their
ability to practice their chosen profession. This is the test used in the AIA Trust pol-
icy.

Business overbead expense (BOE). BOE disability benefits are similar to long-term
disability benefits except that BOE protects business-related expenses in the event of
total disability of a business owner. Benefit periods range from twelve to twenty-four
months, and this low-cost insurance helps a business owner cover ongoing business
expenses (e.g., rent, mortgage interest, utilities, and employee salaries). This valuable
insurance coverage allows a disabled owner to maintain the business viability or avoid a
torced sale of the business should the disability condition be long-term or permanent.

Retirement Benefits

In times of increased life expectancy, retirement plans take on added significance. Dif-
ferent retirement plans offer many variations and options. Changing demographics,
such as increases in the retirement age and taxing benefits for the growing number of
people retiring, have already caused major reductions in Social Security benefits. The
key is for firms, as well as individuals, to start planning for retirement early.

Defined contribution plans start with an annual contribution based on earnings.
The amount received at retirement is based on total contributions made and the invest-
ment strategies employed. Every firm has different needs, goals, and ideas about retire-
ment plans; therefore, there is a choice of several types of defined contribution
arrangements that offer flexibility in meeting various goals and needs. Following are
some affordable retirement plans offered for employers and their employees:

Pension plan
¢ Contribution percentage is fixed and can be 3 percent to 25 percent of income
* $44,000 individual cap on contributions (2006)

Profit-sharing plan

¢ Allows a variable contribution of an annually specified amount

* Only employer may contribute

* Vesting schedules may be adopted to reward long-term employees

* Requires employer to make employee contributions (if an employee wishes to make
personal contributions)

Traditional 401 (k) plan

* Contribution flexibility

® Increasing contribution limits plus larger “catch up” contributions for workers age
50 or over

* Visible and valuable employee benefit

* Employees manage own investments

* More administrative requirements than SIMPLE or Safe Harbor 401(k) plans

SIMPLE 401(k) plan

¢ Simple rules: no discrimination testing

¢ Contribution limits not as high as the traditional 401(k) or Safe Harbor 401(k)
(although have increased)



¢ Tax-deductible matching contributions
¢ Easy to administer

Safe Harbor 401(k) plan
Defers up to $15,000, regardless of employee participation levels (2006)
Works with a profit-sharing plan to contribute the maximum

¢ No discrimination testing
* Higher contribution levels than SIMPLE 401(k)

Owners 401(k) plan

* Designed for one-person businesses

* Contribution limits based on a percentage of income (can be three times higher
than other plans)

* Optional yearly funding

New comparability plan
¢ Age-weighted contributions for participants approaching retirement

Defined benefit plans specify, at the outset, the annual benefit at retirement for
each participant. Actuaries then calculate the annual contribution required to reach
this goal. These plans can be expensive to maintain but usually allow for larger contri-
butions for older employees than defined contribution plans do. They often are not
well suited for sole owners with younger employees, but they can be used to accumu-
late more retirement savings faster for partners and employees nearing retirement age.

A simplified employee pension plan (SEP) is a type of retirement plan in which the
firm sets up individual retirement accounts (IRAs) for its employees. The contribu-
tions to the SEP have limits similar to a profit-sharing plan. Firms must cover more
employees than in a defined contribution or defined benefit plan, and therefore the
SEP may be more costly. However, administration of a SEP may be simpler than
defined contribution or defined benefit plans.

IRAs are set up by individuals on their own behalf. Individuals can make relatively
low annual contributions ($4,000) to an IRA. These contributions may not be tax-
deductible, depending on income and whether the individual participates in a pension
plan. Earnings on the IRA accumulate on a tax-deferred basis until withdrawal at age
59Y: or later. Withdrawals at an earlier age carry a penalty.

Working within IRS and federal pension plan requirements, firms with retirement
plans commonly establish eligibility criteria, vesting schedules, contribution levels, and
integration with Social Security benefits.

A PART OF MANAGING RISK

The practice of architecture, like other businesses, requires leaders who can manage
risk. Insurance is just a part of that risk management. Yet it is an important vehicle for
transferring the risk of financial loss.

For More Information
Each year, the AIA Risk Management Committee, the American Council of Engineer-
ing Companies (ACEC), and the PEPP Professional Liability Committee of the
National Society of Professional Engineers (NSPE) send a professional liability insur-
ance survey to several of the largest insurance carriers that offer professional liability
coverage for architects and engineers in the United States. A number of the companies
that respond to the survey are also interviewed by AIA, ACEC, and NSPE/PEPP rep-
resentatives. A link to the results of the annual survey may be found on the AIA Trust
Web site and on the ATA Web site on the Risk Management Resource Center page.
The AIA Trust offers a series of AIA-commended insurance programs for AIA
members and their employees. Call (800) 552-1093 for a list of all Trust insurance and
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financial provider contact information, or call (202) 626-7376 to speak with an AIA
"Trust representative. The Trust Web site at www. TheAIATrust.com gives comprehen-
sive information about each Trust program, as well as useful articles and links on risk
management and health care topics.

For professional liability insurance information, the AIA Trust can provide infor-
mation on the Small Firm Program, administered by Victor O. Schinnerer & Company,
Inc., for the CNA Insurance Companies.

"The AIA risk management program publishes information on selecting professional
liability insurance and managing professional liability risks. Publications can be ordered
from (800) 365-2724.

5.6 Managing and Avoiding Disputes

Frank Musica, Esq., Assoc. AlA

How conflict is managed is key to the success of a project. Differences should be
addressed before they become disputes, but if disputes occur, they should be
managed before they become demands for money or services. Preventing and
mitigating disputes requires knowledge of circumstances that could lead to a
dispute and the ability to take appropriate action when a dispute arises.

n recent years, it has become apparent to many in the construction industry that
managing the risk and consequences of disputes at the lowest long-term cost to the
participants in a project requires the implementation of three essential strategies:

* Preventing disputes from happening in the first place

* Resolving those disputes that cannot be prevented quickly and at the lowest level
possible within the project organization

® Resorting to binding adjudication only when voluntary, nonadjudicative procedures
fail

Many risk management techniques focus on the strategy of preventing disputes
from happening. However, some of these techniques also recognize that disputes arise
and should be anticipated and reasonably addressed as part of the project delivery
process. This realization is clearly reflected, for example, in the contract forms pub-
lished by the AIA. While designed to prevent disputes, AIA documents contain mecha-
nisms to deal with disputes and minimize their impact on project progress.

Implicit in the second strategy—to resolve disputes quickly and at the lowest level
possible in the project organization—is an emphasis on a continuum of nonadversar-
ial, nonadjudicative methods of dispute resolution. Techniques include various dispute
resolution techniques for the project site, negotiation, and mediation. These techniques
are nonadjudicative—a resolution of the dispute is not imposed, but voluntarily agreed
to by the parties. Sometimes, however, disputes rise to the level where adjudication is
needed. Arbitration is an alternative to litigation and is typically faster and less expen-
sive. However, like litigation, arbitration is basically adversarial in nature and results in

Frank Musica is a senior risk management attorney with Victor O. Schinnerer & Company,
Inc., where he is responsible for developing practice management information and provid-
ing risk management advice for firms in the AIA commended professional liability insurance
program. He served as insurance counsel to the AIA contract documents program for
fifteen years.



a binding decision imposed by a third party. Therefore, the third strategy—resort to
binding adjudication only when voluntary, nonadjudicative procedures fail—generally
views both arbitration and litigation as dispute resolution methods of last resort.

DISPUTE ANTICIPATION AND PREVENTION

Professional liability claim statistics indicate that most claims—and most funds spent
to resolve claims—are related to client dissatisfaction. Data collected in the past by the
AIA Commended Program of professional liability insurance indicates that about two-
thirds of all claims (and about three-quarters of all costs) are related to client claims.
Therefore, it is highly likely that most disputes arise in this same pattern. Clearly, the
process of anticipating and preventing disputes begins at the outset of the architect’s
relationship with the client. However, success in preventing disputes, and success in
mitigating unavoidable disputes, requires both knowledge of the circumstances that
could lead to a dispute and the ability to take appropriate action when a dispute occurs.

Parties Bring Differing Expectations to Each Project

Design and construction projects involve stakeholders with differing goals and objec-
tives, skills, and capabilities. With careful attention, these differences are brought into
a working balance at the beginning of the project through the negotiation of expecta-
tions that results in contracts.

As the project develops, however, the many uncertainties inherent in the building
process will accentuate differences among the stakeholders. The client’s view of the
project and its possibilities is likely to change. Unfulfilled expectations often lead clients
to question the process and the architect’s role in it. Difficulties during construction
lead to further doubts. Contractors often have expectations that are counter to the
interests of other stakeholders. And unless expectations are shared, some stakeholders
will become dissatisfied with the progress or outcome of the project. It is dissatisfaction
and not technical deficiencies that lead to most disputes between architects and their
clients.

Disputes Often Arise Because of Changes and Delays

Change is basic to the construction process. But the need for change in the design or
the time or cost of construction is sometimes misunderstood, leading to further erosion
in the enthusiasm and confidence of the project owner. Change also affects projects—
and leads to disputes—in other ways. Conditions in the construction marketplace are
likely to change. Energy costs and material availability and pricing often increase. Reg-
ulatory, financing, community, and environmental requirements may change. The site
and the weather also may add surprises that no one could reasonably predict. These
changes, and the climate of uncertainty in which they may emerge, can lead to conflicts
among the stakeholders. Regardless of how well initial differences are negotiated, and
no matter how well the architecture firm performs its services, something will proba-
bly occur during the life of the project to change its course.

Although delay is often unacceptable in our increasingly on-demand world, there
can be many reasons for delays in both the design and construction phases of a project.
When delays occur, an environment is created in which cost recovery efforts may lead
to significant disputes.

Changes, the delays changes cause, and other circumstances that affect the sched-
ule often lead to disputes and conflicts.

Conflict Management Is a Necessary Skill

For the architect, the first and most important differences to manage are those with the
client. Poorly managed, these differences can lead to disputes and possibly litigation.
The architect-client relationship may deteriorate, jeopardizing the project, future

» Agreements with Owners

(11.1) explores how parties with

disparate interests but a common

goal can negotiate effective work-

ing arrangements.

> Risk Management Strategies
(5.4) offers some precepts that
should be clearly communicated

to clients.
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projects with the client, and the architect’s reputation, in general. When architects per-
form the construction contract administration services outlined in the AIA documents,
they also play a central role in managing and resolving construction disputes. Thus,
conflict management is integral to project management for architects.

MANAGING CLIENT EXPECTATIONS

The internal management and administration of an architecture firm play a critical role
in the client education and contracting process, as well as in the process of educating
personnel on risk management and dispute prevention principles. The effective per-
formance of that role requires the dedication of time and effort. Management at all
levels should encourage identification of potential problems or concerns, both general
and project-specific. In addition, management should establish standard contract terms
and restrict the contract negotiation and execution role to key personnel.

Contracts Manage Expectations and Can Lessen Disputes

Too often firms enter into contracts for professional services without really under-
standing how the terms and conditions affect the ability to prevent or manage disputes.
With the move to computer-generated contract forms, it becomes easy for firms
to agree to contractual terms that greatly increase their risk or take away their abilities
to manage disputes. The AIA consensus professional service agreements are careful to
keep contractual liability and professional obligations aligned. They also provide the
basis for resolving disputes.

Firm employees involved in the actual performance of services should be aware of
the dispute resolution specifics of each contract through which they provide their pro-
fessional services. They also should be aware that contractual liability and professional
liability might differ significantly. All professional and managerial employees in a firm
should be trained in the importance of educating the client about realistic expectations
of the architect’s performance and the fair allocation of risk. In addition, these employ-
ees should be trained to promptly identify and respond to problems that arise during
design, in the field during construction, or as a result of other client contacts. Because
field personnel are likely to learn of such problems first, they are in the best position,
after consultation with management or supervisors, to address the problems in a timely
and professional manner.

Recognizing Danger Signals

Disputes with clients are by far the greatest source of professional liability claims
against architects. Certain problems are at the core of many types of client disputes and
professional liability claims. Before becoming a dispute or claim, these problems send
signals. Dispute avoidance depends on the quick identification of, and effective
response to, these signals. Some common and all-too-familiar problems that may give
rise to disputes and claims might be headed off by a clear understanding of the client’s
motivations and actions. During the contract negotiation period, the architect may
pick up some of the danger signs. Then, during the project, the architect may be bet-
ter prepared to react appropriately. Common danger signs include the following
situations:

® The client refuses to accept the architect’s advice concerning a recommended scope
of services or the necessary level of effort required to accomplish the project.

* The client is unwilling to negotiate fair terms and compensation for the architect’s
services.

* The client insists on holding the architect to a standard of performance that rea-
sonably may be construed as requiring perfection—for example, using superlatives
such as “best,” “highest,” or “most economical.”



The client demands a contractual indemnity agreement that exceeds the normal
professional obligation of the architect to correct harm caused by the architect’s
negligence, such as when the architect is obligated to indemnify the client for all loss
or damage, even if the client or some third party causes or contributes to the loss or
damage.

The client mandates that the architect perform services within a certain time frame,
even though the architect’s ability to meet that schedule is not entirely within the
architect’s control.

The client refuses to consider conscientiously the advice of the architect concern-
ing aspects of the contractor’s performance.

The client arbitrarily refuses to pay the architect, particularly when services are
complete.

Although these problems and others like them are the basis of many disputes and

liability claims, they may often be avoided through client education and problem man-
agement. To facilitate the education process, the architect must establish an effective
method for timely communication with the client early in their professional relation-
ship. Many professional liability claims arise, to some degree, from communication
failures between the architect and the client. In the absence of effective communication,

the client may develop unrealistic expectations.

CLAIMS EXPERIENCE

In 2005 about 23,000 architecture, engineering, land-
scape architecture, and land-surveying firms were covered
by the AIA commended professional liability insurance pro-
gram managed by Victor O. Schinnerer & Company.
Nearly 50 percent of the firms were architecture firms.
Data from this program provide the AIA with valuable

information about the source of claims and resolution costs.

Most Claims Are From Clients

Collectively, almost 2,500 claims were filed against archi-
tects insured through the AIA commended program in
2005. About 65 percent of these claims were brought by
project owners who experienced some cost, loss, or dam-
age, or were simply dissatisfied and angry. Some of these
claims were flow-through claims from contractors. If all
contractor and subcontractor claims are included, almost
85 percent of all claims against architects were brought
by the owner or other parties in the design and construc-
tion process. These claims absorbed over 90 percent of
the payments made by the Commended Program to
defend insured firms or pay on their behalf.

More than 90 percent of the claims against architects
involved property damage or economic loss, with less than
10 percent involving bodily injury to building users or
construction workers. Very few injury claims result in any

payment to the injured party by the insured architect or by

the insurance company on the architect’s behalf. Paid injury

claims accounted for only 4.5 percent of all payments.

Larger Firms Have More Claims, but Smaller Firms
Have More Per-Dollar Volume

Spreading all the claims over all the firms in the program,
a total of 22.4 claims were reported for each 100 firms in
2005. Small firms had fewer claims on the average—
about 10 per 100 firms—while very large firms averaged
over 200 claims per 100 firms. Most claims are resolved
without payment. In fact, only about one in four claims
ever require a payment on the policyholder’s behalf. Still,
any dispute increases the cost to architects of providing
their services. That is why the Schinnerer statistics have
been used to lobby for Certificate of Merit laws and
shorter statutes of repose.

Because larger firms retain higher deductible obligo-
tions, they tend to have fewer claims that require insur-
ance indemnity payments. Smaller firms, in fact, are about
nine times more likely to have a claim that requires an
indemnity payment than larger firms if the comparison is
made on an equal billings basis. However, the severity of
paid claims (the cost of defense and indemnity above the
deductible obligation) shows the other side of the claims
story. The payment made by the CNA program on behalf
of a large firm averages about four times the payment

(continued)
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made when a small firm is found liable or settles a claim.
In 2005, however, even the architecture firms with less
than $500,000 in billings each year had average paid
claims levels of about $125,000 above the firm’s
deductible obligation.

The Frequency of Claims Is Fairly Stable

A fifty-year view of claims frequency shows that claims
against architects and engineers grew substantially after
1972, reaching a high of about 44 claims per 100 firms
in 1983. Since then, firms have been managing their
practices—and selecting their clients—more carefully and
with a greater appreciation of the risk management. As a
result, the frequency of claims has stabilized at about half
the 1983 level and no maijor rise is anticipated unless the
economy once again experiences an “overheated” con-
struction market with higher interest rates, inflated con-
struction costs, and unreasonable project time constraints.

Claims Closely Follow Substantial Completion

As could be expected with property damage and eco-
nomic loss situations, claims also tend to closely follow
substantial completion. Schinnerer studies show that about
two-thirds of all claims are filed within three years of sub-
stantial completion, 92 percent within five years, and 98
percent within ten years. The AIA has pursued “tort
reform” initiatives, such as the requirement of a certificate
of merit before a claim can be filed, the elimination of
joint and several liability, and realistic statutes of repose to
cut off claims after a specific number of years. However,
such enacted legislation seems to have little effect on the
frequency or severity of claims against architects. Proper
contract language—such as the use of AIA standard forms
of agreement—and the careful management of projects
through quality controls, communications, and documents
seems to have the greatest impact on reducing the risk of

professional liability claims.

212

Running a Practice

Disputes Require Action

Once aware of an actual or potential problem, the architect should monitor develop-
ments and take a proactive role in mitigating the problem. Dispute avoidance includes
the exploration of possible avenues of resolution, and dispute management requires the
foundation for an effective defense should a claim eventually materialize.

Most architects in senior management positions have had some experience in deal-
ing with client problems and claims situations. They are in a position to give valuable
advice to less-experienced project staff handling problems on a day-to-day basis. Main-
taining a low profile may be appropriate in some situations, but it is rarely advisable to
avoid or ignore a client problem. The interaction between management and profes-
sional staff directly involved in the client problem serves to introduce some objectivity
into the evaluation and potential resolution of the dispute.

MITIGATING DISPUTES WITH CONTRACTORS

On some projects the early indications of potential problems occur during the con-
tractor bidding or negotiation process. Clients with little experience or financial or
legal constraints often end up with a contractor that is a likely source of claims.

Recognizing the enhanced potential for disputes, the architect should assign an
experienced, skilled project manager to educate and prepare the client for the possibility
of contractor claims. The architect should also clearly articulate project requirements
at the preconstruction conference. The preconstruction conference, like the pre-bid
conference and pre-award conference (if any) that preceded it, represents an impor-
tant opportunity to influence and refine owner and contractor expectations.

During project execution, an architect serving as a representative of the project
owner should document in a timely manner all pertinent developments and commu-
nications with the contractor. Timely responses to the contractor’s inquiries or other
communications often avoid or reduce the potential for disputes. Finally, the architect



DO NOT NEGLECT IMPORTANT DISPUTE MITIGATION TECHNIQUES

How an architecture firm handles risk is critical to its prof-
itability and is essential to its viability. According to Victor
O. Schinnerer & Company, Inc., several techniques are

paramount to allowing a firm to pursue its preferred future
and to avoid disputes that could generate professional lia-

bility or contractual liability claims.

Use a Written Contract to Collect

a Reasonable Fee

One of the most valuable proactive risk management tools
an architecture practice possesses is the ability to collect
fees. Receiving payment for services in a timely manner is
essential fo the financial health of a business. Establishing
and enforcing contractual payment provisions can help a
firm avoid disputes that often lead to professional liability
claims or to uninsured contractual liability exposures. Pro-
fessional liability disputes are more easily managed if
firms execute written agreements with their clients to
clearly define payment terms, a schedule when payments
are to be made, and invoicing and collection procedures.
Enforcing the contractual right to payment should be con-
sidered a key practice management procedure that miti-
gates the risk of disputes.

Oral agreements create problems. Collecting the
appropriate payment for services can be nearly impossi-
ble unless a written agreement exists. The agreement
should carefully tie the fee to measurements that can be
understood by the client and documented by the firm.
Unclear or unspecified payment terms and untimely billing
and collection often generate disputes. One of the greatest
values in using AlA standard forms of agreement is their
clarity on payment provisions.

A contract should also clearly state who is authorized

to approve payments on behalf of the client and to

increase the scope of services. Disputes often occur
because of “scope creep” or additional services for which
compensation was never properly authorized. While the
basis for payment can vary from hourly to value-added,

the application of the fee system should be documented.

Retain Control Over Services and Deliverables

Firms should retain the right to their project documentation
at least until all fees are paid. If payment is not received
according to the contractual obligations of the client, the
right to suspend the firm’s services is essential. It is good
business practice to ask for a sufficient retainer to avoid
financing the client. Up-front payments such as this can
help minimize disputes as a project is ending. Firms that
accept a termination for the client’s convenience provision
should be careful to negotiate the specifics of such an
option, including who has control over the documents in

progress and whether lost profits are recoverable.

Avoid Giving the Client the Right

to Withhold Payment

Increasingly, firms are faced with clients who want to be
able to withhold fees on an arbitrary basis with no inde-
pendent finding of fault. Fee negotiations can be rendered
meaningless if a client can withhold professional fees to a
firm at the client’s own discretion. Although surrendering a
fee to a client whenever the client feels it should recover
can minimize disputes, such a practice also can bankrupt
professional practices. Remember that any client-written
provision that empowers the client to make a unilateral
determination of fault or responsibility for damages cre-
ates a business risk. The withholding of fees is not the
same as a demand for money or services that would trig-
ger professional liability insurance coverage.

should consult with experienced legal or insurance counsel as necessary to obtain timely,
preventative advice. The key is to be proactive in anticipating and addressing potential
or actual problems.

Procedures for Handling Changes During Construction

The nature, number, and scope of potential changes may be so unpredictable as to
frighten the novice to the building enterprise. No one, however, invests the time and
money required in design and construction without a reasoned belief in project success.

Unexpected site conditions, construction industry problems, inclement weather,
or errors and omissions in the contract documents may suggest or require changes.
Client or contractor may demand adjustments in contract amounts or schedule because
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of untimely submittals, delayed approvals, changes in regulatory procedures, and other
administrative problems.

The AIA owner-contractor agreement forms allow the owner and contractor to
designate who will render decisions on project claims. If the owner and contractor do
not choose to designate an “initial decision maker,” the architect assumes that role
along with other construction contract administration responsibilities.

The first rule in preventing construction phase disputes is to read and follow the
project agreements, which indicate who is responsible for what and when. The parties
should live up to their promises. The second rule is to address problems as they arise.
Letting them go may have two eftects: (1) problems ripen into formal claims, limiting
the architect’s actions and the timing of those actions to those specified in the project
agreements, and (2) the manageable can become unmanageable.

Maintaining open lines of communication and a committed team effort on the part
of owner, architect, and contractor can help resolve problems as they arise. The six-step
approach outlined below can be effective during construction, when a situation such as
change in the time or cost arises that can lead to a dispute.

Step 1: Inform the client. The first step to managing change, as with any aspect of
risk management, is to involve the client. It is the client’s project, not the firm’s, that is
atrisk. Moreover, informed clients are more likely to be both reasoned and reasonable.

Step 2: Clarify client expectations. Client expectations change during the course of
the project. A client who states at the outset that quality is paramount may decide, when
presented with a changed circumstance, that budget or time is of greater importance.
Clarifying client expectations may lead to viable options.

Step 3: Analyze options. Architects must exercise reasonable care. One way for a
firm to act reasonably is to analyze (and then communicate) available options in light
of client expectations. Some options may be discarded immediately as too contrary to
client wishes to be worthy of consideration; others may require the client to reassess pri-
orities; others may present close-to-perfect solutions to the immediate circumstance but
engender even greater changes down the road.

Step 4: Present the options. This step affords the firm the opportunity not only to
work with the client to put the project back on course but also the chance to demonstrate
visibly the value of architectural services. In reviewing the options with the client, the
firm may gain insight into client perception of project progress and client comfort with
services rendered to date. The way in which the firm presents the positions and listens as
the client weighs and ultimately selects one of them can do much to persuade the client
of the firm’s commitment to project success and its responsiveness to client need.

Step 5: Document the client’s decision. The best way for a firm to secure client com-
mitment to a course of action is to remind the client that he or she selected that course
of action. Even if the client tells the architect to decide, not deciding is a client decision
and, as such, should be documented. Such documentation need not be written in highly
legalistic language. Its purpose is to help the architect and client make reasonable deci-
sions, thus keeping the project on track. It should be written with these purposes in mind.
Documentation usually takes one of three forms: If the nature of the change demanded
no client involvement, a memo to the file detailing options and the final decision is suf-
ficient. If the client was involved, a memo or letter to the client detailing options and the
final decision is appropriate. However, a contract amendment may be called for, outlin-
ing the changed services to be provided, the compensation to be rendered for those ser-
vices, and, if necessary, a schedule for service delivery. In some instances, the firm may
choose to document a decision in more than one form—for example, a letter to a client
detailing the rationale with the requisite change order attached.

Step 6: Update the client. From time to time, and depending on the nature of the
change and its scope and impact, the firm may want to remind the client of his or her
decision and the progress being made in implementing it. This dialogue gives a client
having second thoughts a chance to state them, which gives the architect the opportu-
nity to reassure the client or to take corrective measures as indicated.



Communication and Documentation Are Essential

An architect-client relationship that includes continual communication fosters an envi-
ronment in which change and differences can be addressed relatively easily. Noncom-
municative clients are problematic. Unstated problems lead to bigger ones, and
opportunities for action get lost in the silence. Faced with a noncommunicative client,
the firm will have to rely on the client’s nonverbal communication to ascertain client
satisfaction. In every instance, however, documentation is necessary.

Documentation can help prevent misunderstandings and memory lapses from
becoming disputes; it also allows for better, more affirmative project administration
and control. Most risk managers agree that more documentation is better. This is based
partly on the assumption that most architects conduct their practices properly and per-
form their services with appropriate professional skill and care and that the records will
demonstrate those facts.

Project records should be prepared systematically and contemporaneously as the
project proceeds. Such records are much more credible and useful in resolving disputes
than ones prepared only after something has gone wrong. Also, although the focus is
usually on written records, other types of records, such as audio-or videotapes, photo-
graphs, and computer records, can be useful in documenting circumstances and events
as the project progresses. All records should be dated, and the author identified.

Records should principally contain facts, not conclusions or opinions, and be writ-
ten as objectively as possible. At the time when most architects make notes or create
other records during the course of a project, they have a limited awareness and under-
standing of the full range of facts and circumstances existing at the time. Accordingly,
conclusions based on such limited facts or understanding may well be incorrect in light
of the bigger picture. If the pertinent facts are objectively recorded, however, the author
or others will have a chance to draw conclusions when the full set of facts and occur-
rences is available for review.

Essentially all records, including e-mail and telephone logs, prepared by the archi-
tect will be available to adverse parties if a dispute ever reaches litigation. That is all the
more reason to be accurate and objective when preparing project records.

Project-Site Dispute Resolution Techniques

An essential strategy for minimizing the effect of disputes is to resolve them quickly and
at the lowest-possible level in the project organization. To facilitate this, it is necessary
to establish project-site dispute resolution techniques by contract with the client and
in the client’s contract with the construction entity.

Three common methods of project-site dispute resolution are these: (1) setting up
the architect as the initial decision maker, (2) employing a standing neutral, and (3)
establishing a dispute review board. These methods are typically built into the project
delivery process and are designed to encourage dispute resolution that is contempora-
neous with the actual activities on the project. Project-site techniques are often used
when initial attempts at direct negotiation fail to resolve a dispute. Their use avoids
the need for more formal methods that may require weeks or months to bring to a
conclusion.

Architect as initial decision maker. Under the AIA standard documents, the archi-
tect serves as the project owner’s representative during construction. However, the
architect also serves as an impartial interpreter of the requirements of the contract doc-
uments and initial arbitrator of disputes between the architect’s client—the project
owner—and the contractor. When such a dispute arises, the architect’s rendering of an
initial decision in a quasi-judicial capacity is a condition precedent to the recourse of
the owner or contractor to any other rights or remedies provided under the contract
documents, such as mediation, arbitration, or litigation.

Some have criticized this project-site technique because the architect is not really
neutral, given the architect’s conflicting roles not only as the client’s representative and
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initial arbitrator of disputes during construction, but, typically, architect-of-record as
well. These conflicts are often pointed out by advocates of other project-site techniques,
such as the standing neutral and dispute review board. Notwithstanding these con-
cerns, contractors and project owners commonly accept the architect’s decisions under
the ATA documents as the final resolution to their disputes.

Standing neutral. A standing neutral is a third party, appointed by the parties to a
particular contract, who is ready to resolve disputes on short notice. This standing neu-
tral should be well versed in design and construction issues and involved in the project
from the start of construction. The most important attribute of the standing neutral,
as well as of the dispute review board, is the ability to garner the respect of the stake-
holders. Demonstrated competence, experience, open-mindedness, and ethical
integrity are key considerations.

At the outset of the project, the standing neutral is provided copies of the various
contract documents and other project documentation as needed. In addition, this indi-
vidual may attend project meetings to maintain a current understanding of the issues
at hand. Opinions issued by the standing neutral may be either binding or nonbinding,
depending on the wishes of the parties, but are most often nonbinding. Usually when
the standing neutral issues an advisory opinion it is admissible in any subsequent liti-
gation or arbitration concerning that particular issue. The project owner and contrac-
tor typically share the expenses of the standing neutral equally.

Dispute review board. Beginning with its application on tunneling contracts in the
1970s, the dispute review board has proven to be one of the most successful applications
of nonadjudicative dispute resolution, particularly on larger projects. Like the standing
neutral, the dispute review board is established before construction starts, convenes
regularly during the project, usually has first-hand and contemporaneous knowledge of
the events giving rise to the disputes or claims later submitted to it, and has specialized
experience in a particular type of construction. These factors have contributed greatly
to the success of this method.

As is the case with the standing neutral, the expenses of a dispute review board are
normally shared equally between the project owner and contractor.

WHEN CLAIMS ARE MADE

Unresolved conflicts are likely to result in claims either by the architect’s client directly
or from the construction contractor, often through the project owner. These demands
for additional money, time, or services may be in the form of lawsuits or, more likely,
in the form of a letter or other communication to the architect. In the best of all worlds,
no client-initiated claim would come as a surprise to the architect. But when the claim
is a surprise, lawyers advise that the architect respond to the client’s concerns but not
admit liability. They suggest this simply because clients whose complaints are ignored
become angrier still, and an angry client is often a claim looking for a place to file.

Admitting Responsibility

It is important to note that not once during a dispute resolution process should the
architect admit liability or accept blame. There are several reasons for this, and all are
equally important:

® 'The architect may not know what caused the problem or even if there is a problem
supporting the client’s complaint. To admit liability or accept blame without an
investigation of some type is to judge without basis.

* Evenif the architect has some sense of causality, that sense will be skewed. Without
comprehensive investigation, the architect will place greater emphasis on the
strengths or weaknesses of the firm’s contribution, if only because that is what the
architect knows. This is so even when the contribution of others in the building
enterprise may have been the direct cause of the problem.



MANAGING CLAIMS OR INCIDENTS

Timely communication is critical to managing a claim. The
sooner you contfact your insurance broker or carrier, the
better your insurer can respond to your firm’s needs and
help your claim reach a satisfactory conclusion. Different
professional liability insurance carriers have their own pro-
cedures. Not all have a staff dedicated to working with
architects in the defense of claims. Some insurers simply
turn claims over to independent adjusters or attorneys.
Some insurers reserve the right to conduct the entire claim
resolution process and may have policy language that lim-
its the policyholder’s voice regarding accepting or turning
down a seftlement reached by the insurer. Even if your car-
rier restricts your firm's participation in defending against
a claim, it is important to stay as involved as possible.

You might find the procedures outlined in the checklist
below useful when processing a claim. (Note: If your firm
is not insured, or if your insurer does not provide claims
assistance, it is good advice fo contact a lawyer experi-
enced in construction-related professional liability claims
and to work closely with your defense counsel.)

What Your Firm Should Do

As policyholder, the firm has the option to report an inci-
dent (a situation in which a claim may occur) and is
encouraged to do so. By reporting an incident, a firm can
often avoid a claim altogether or resolve it in a favorable
manner.

Be sure that all principals and staff members involved
in the claim are prepared to document the circumstances
surrounding the allegation. The preliminary information
needed in a written report to the carrier includes the

following:

Your firm’s name and address

Your firm’s policy number

Date, time, and location of the situation

Brief narrative description of the allegation against the firm.
(Do not address the merits or your opinion of the claim.)

Name and address of person or entity making the claim
Amount of demand, if known

Any lawsuit papers or legal proceedings
Client/architect agreement for the project

Any other pertinent documents or correspondence,

including newspaper accounts

e |f the claim or incident involves a fraumatic situation
(such as the collapse of a structure or bodily injury) and
if circumstances permit, take photographs of the claim
site. Amateur photographs taken promptly are more
valuable than professional photos taken at a later date.

e Consult your firm's claims or legal counsel before
agreeing fo attend any conferences arranged for the
specific purpose of discussing the situation.

® Do not make any admissions, or sign or accept a
release from any parties without first obtaining
approval from your firm's insurer.

e Keep all pertinent letters of agreement for services, cor-
respondence, and memoranda.

e Accept all letters, memoranda, and suit papers without
comment or argument. Do not admit liability and do
not attempt to place blame. These are legal concepts;

your firm does not have to address them.

What Your Firm’s Carrier Should Do

After being notified of your firm’s claim (or incident), you

should expect the following steps:

e Assignment of a claims specialist to direct, monitor,
and assess your case.

e |f the situation requires legal counsel, the retention of
an attorney specializing in the defense of professional
liability claims against architects and engineers so your
firm’s interests are protected.

¢ The coordination of the defense of the claim with you.

® An evaluation of your firm’s potential liability and advice
on the courses of action available, including any recom-
mendations as fo the seflement of your firm's claim.

Liability is a legal concept to be decided by fact finders during arbitration or in a
courtroom. The architect was retained to be an architect, not a lawyer. A client’s
accusation, no matter how vehemently forwarded, does not change that fact. Archi-
tects are not trained to make legal determinations. Such an admission or acceptance
of blame may adversely affect the ability of a professional liability insurer to provide
a defense and may, in some cases, result in the loss of coverage.
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MAKING THE CHOICE ON CLAIM
RESOLUTION

Once a dispute becomes a formal demand for money or
services, a decision on how the claim should be man-
aged must be made. Some insurers have claims special-
ists who work with the policyholder and defense counsel
on claims protocol. For example, how is the decision to
negotiate a setflement made? Should mediation, arbitra-
tion, or litigation be used? Although some contracts spec-
ify mandatory and binding arbitration or litigation, there
are often other options.

No hard rules exist for claims resolution. David
Perry, who manages claims for CNA, states, “We have
claims specialists in every part of the country facing
many claims every year. And we know that each claim
has to be analyzed and treated individually. The contrac-
tual terms and the facts and circumstances of the claim
all influence how a claim will be handled.” Perry points
out that having specialists who know local mediators,
arbitrators, and judges is important. In addition to know-
ing the systems, experienced claims specialists also know
the plaintiffs—and their attorneys. Perry states, “Often a
client or contractor bringing a claim against [an] insured
has been involved in earlier claims. And we usually have
a good understanding of their arguments, their interests,
and their legal representation. Our goal is always to
resolve a claim in a way that minimizes the impact on
our policyholder’s finances and reputation.”

5.7

Lawyers have a more difficult time defending a firm
that has admitted liability, even if it turns out the firm was
not culpable in fact. Also, admitting liability is a violation
of most professional liability insurance policies.

Follow-Up Actions

When the architect cannot (or chooses not to) resolve a
dispute by claiming either negligence or breach of contract,
additional steps are involved. These steps formalize the
firm’s response and also limit it—again, regardless of the
source of the claim. Insurance companies will be informed
and defense counsel assigned (or retained directly by the
uninsured firm). Records will be collected, explained, and
analyzed.

Just as there are various ways to reduce the probability
of disputes, there are various approaches that allow and
encourage the parties to resolve disputes. For instance, if
direct negotiation between the parties is unsuccessful, the
next step may be one of several project-site dispute resolu-
tion techniques. Beyond that, mediation may be an appro-
priate option or may even be required as a precondition to
arbitration or litigation. Each step represents not only an
escalation of the dispute but also an escalation in the time
and cost necessary to resolve it.

The key to a sustainable professional practice is avoid-
ing disputes that consume time, money, and a carefully
nurtured reputation. Success in preventing disputes
requires knowledge of circumstances that could lead to a
dispute and action to keep expectations reasonable. Miti-
gating the cost, loss, or damage of a dispute requires the
ability to take appropriate and timely action when a dis-
pute occurs.

Information Management

Dennis J. Hall, FAIA, FCSI

Although computers and digital technologies have changed almost every aspect

of the building design and construction industry, the revolution in design informa-

tion management has only just begun.

rchitects were once primarily concerned with preparing the instruments of ser-
vice needed to get buildings constructed. Today, however, project documentation
is only one part of the body of information needed to create and sustain the

Dennis J. Hall is managing principal of Hall Architects in Charlotte, North Carolina. He is
national president of Specifications Consultants in Independent Practice and former chair of
the CSI/CSC MasterFormat Expansion Task Team. Hall is also a member of the OmniClass
Construction Classification System Development Committee, and the National Institute of
Building Sciences’ National CAD Standard Project and National Building Information

Model Standard committees.
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built environment. As members of the architecture profession move from the tradi-
tional role of building designers using hand-drawn or CAD-produced construction
documents to a broader role in more integrated design processes, more and more build-
ing information is stored electronically. Design professionals, owners, facility man-
agers, and A/E/C industry players will use this information not just in new project
delivery approaches and team relationships but throughout the life cycle of a facility.
This expanded use of building information requires the ability to classify and organize
information so it can be used by multiple design disciplines during the planning, design,
and construction phases of a project, as well as by owners and facility managers during
operation and maintenance of the facility.

INFORMATION MANAGEMENT FOR ARCHITECTS

The ability to understand and locate needed information is critical to any business. For
an architecture firm, information management is the classification and structuring of
information for storage and retrieval as it flows through the phases of work and later
through the facility life cycle. Information management can best be described in the
larger context of knowledge management, which is about creating, disseminating, and
using information in creative ways to solve problems. Both information management
and knowledge management embody more than computer technology, which is sim-
ply a tool to support them. Vital to successful information management within the
design firm are project delivery expertise and management skills.

With design and business information varied in format as well as content, and exist-
ing in forms as dissimilar as paper, photographs, film, and digital files, it can seem
daunting to organize and integrate a firm’s information. Nonetheless, setting up a sys-
tem so this can be done routinely and consistently will increase firm productivity and
provide other benefits, such as strengthening the firm’s reputation and improving its
performance.

Approaches to Organizing Architectural Information

Building information in an architecture firm is in a constant state of evolution. Prod-
uct information becomes design information, which becomes procurement informa-
tion, which becomes construction information, which becomes operations and
maintenance information. Project information may also evolve into marketing or man-
agement information for future projects. This fluidity means handling design and build-
ing information is not just about classification and organization as much as it is about
managing information with respect to time, project phase, or purpose. Today, this often
means extracting information from one location or software application and inputting
into another application. The goal is to achieve interoperability of the data in this evolv-
ing work information management.

In addition to managing building information, architects must organize increasing
amounts of information related to the administration of their practices. They use this
knowledge to evaluate business opportunities and challenges and to mitigate risk and
enhance the firm’s profitability.

The information used by most architecture firms can be categorized according to
the following uses: business functions, industry resources, project materials, and
archives, as outlined below.

Business functions. In addition to the general types listed here, information that
falls into this category includes documents developed to give direction to the firm, such
as mission statements and strategic plans.

* Accounting records

Legal records

* Marketing information

* Management information (insurance, human resources, transportation, etc.)

> See Project Delivery Methods
(8.1) for a full description of tra-
ditional and emerging methods
of project delivery.

Information architecture is the cre-
ation of systematic, ordered infor-
mational structures for the
management of information and
knowledge assets. Architects
understand the need to create
order out of chaos by organizing
spatial information, but today we
must apply those same skills to
the organization of design and
building information to create
digital information structures.

The goal of classifying architec-
tural information is to help pro-
duce better buildings more
quickly, for less cost, and to allow
the owner to easily maintain the
finished product.
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Industry resources. This information category includes materials that support
the professional work of the firm, whether general library resources, such as cost
databases, or information created by the firm for its specific needs, such as project
checklists.

* Product catalogs

* Codes and regulations

® Technical references and publications

* Design publications (books, periodicals, newsletters)
* Cost databases

® Master specifications

® Master contract documents and forms

* Drawing details

* Forms and checklists

Project materials. Project files may include the following:

* Project administration documents (contracts, etc.)
® Drawings

® Specifications

* Design data

® Construction administration records

Awchives.

® Business information
e Resource information
® Project information

Developing an Information Management System

Information management begins with organization. In Information Architects, Richard
Waurman describes five ways to organize information, using the acronym LATCH:

L—by location
A—Dby alphabet
T—by time
C—Dby category
H—by hierarchy

This simple organizational structure provides one way to think about organizing all
information, and it illustrates that to be successful (i.e., for firm staff members to actu-
ally use it), an information management system must be easily understood by all mem-
bers of the staff. To ensure the system developed by a firm meets its actual needs, it is
best to involve staff in both development and implementation. Once a system has been
agreed to, staff and new employees must be educated on its use. Finally, for an infor-
mation management system to survive over the long term, periodic review and tweak-
ing should be designed into the process. This regular review will ensure that the system
evolves with the firm and changes with the technology the firm is using. The most
important aspect of any information management system is that it be intuitive, flexible,
and adaptable to change.

CLASSIFICATION SYSTEMS FOR ARCHITECTURAL INFORMATION

Classification is the practice of grouping like information together into classes. A class
may be divided into a number of subclasses, and this process may be repeated to form
a hierarchy. Classes can be simple or compound, analytical or documentary, and they
can be organized into systems that are enumerative or faceted.



CLASSIFICATION TERMINOLOGY

Analytical classification (scientific classifications or
taxonomies): Classification by physical phenomenon,
which provides a basis for explanation, prediction, and
understanding.

Classification: Grouping together of like objects and
their separation from unlike objects.

Class: A group of objects that share a particular set of
properties that no other objects have.

Compound class: A class that reflects more than one

principle of division.

Enumerative classification: A classification system that
attempts to list all possible subclasses of inferest in a

single hierarchy.

Faceted classification: A classification system that
allows assignment of multiple classifications to an object,
with each classification considering the object from a dif-
ferent perspective, to permit searching and browsing of
related information through several classes.

Hierarchy: A structure that has superordinate classes
(classes at a higher level), coordinate classes (classes at the
same level), and subordinate classes (classes at a lower level).

Documentary classification: Classification used as an
aid to management of documents and other kinds of infor-
mation, with the aim of making them easy to find. This division.
includes the Dewey Decimal System and the Universal

Decimal System. nal class.

Although architects do not need to be expert in classification principles to establish
an information management structure for their offices, they should be familiar with
the standard classification and organizational structures used in the design and con-
struction industry. The first national information standard for architectural information
dates from the early 1960s, when the Construction Specifications Institute (CSI) cre-
ated the CSI Format for Construction Specifications (now known as MasterFormat™) for
organizing project specifications. By the early 1980s, standardization of formats for
design information was an accepted practice.

"Today, the classification of facility information from design through operations is
essential to architecture practice. As standard classification systems evolve, applications
and tools are developed to use them to their fullest potential. Such tools enable infor-
mation created by one entity to be easily used by others. For example, information on
the Web site of a product manufacturer will be used by architects in the creation of
designs, by contractors in the provision of construction services, by fabricators in the
creation of products, and by owners for operation and maintenance of facilities.
Researchers have conservatively estimated that in 2002, the United States lost $15.8 bil-
lion because of the lack of interoperability of construction information, emphasizing the
importance of standardizing how architects organize building information.

MasterFormat

CSI/CSC MasterFormat arranges information by traditional construction practices or
“work results”—the way things are put together on the job site. Architects and con-
tractors use the MasterFormat system to organize project manuals, develop detailed
cost estimates, and write drawing notations that include reference keynotes. The 2004
edition of MasterFormat is also the source document for the Work Results Table of the
OmniClass™ system.

UniFormat

UniFormat, published by CSI in the United States and CSC in Canada, provides a stan-
dardized basis for classifying the physical elements of a facility according to function,

Simple class: A class that reflects only one principle of

Subclass: A division of a class into subsets of the origi-

The National Institute of Stan-
dards and Technology defines
interoperability as “the ability to
manage and communicate elec-
tronic product and project data
between collaborating firms and
within individual companies’
design, construction, mainte-
nance, and business process
systems.”

5.7 Information Management 221

: PRACTICE

PART 2



PART 2: PRACTICE

» A backgrounder following
Construction Documentation (8.3)
provides more information on the

U.S. National CAD Standard.

USES FOR STANDARD CLASSIFICATION SYSTEMS
Standard/Publication Typical Uses

U.S. National CAD Standard Construction drawings
Detail libraries

MasterFormat Specifications
Product libraries
Detailed cost estimates

UniFormat Preliminary project descriptions
Preliminary cost estimates
Detail libraries

Project Resource Manual: CSI Construction administration filing
Manual of Practice

OmniClass Construction Classification System Building information modeling

without regard to construction practices. UniFormat is most commonly used during the
early stages of a project, before particular work results have been determined. It can also
be used to organize preliminary project descriptions and reference details and to struc-
ture preliminary cost estimates.

U.S. National CAD Standard

The U.S. National CAD Standard (NCS) is a compilation of documents by the AIA,
CSI, and the National Institute of Building Sciences (NIBS) published as a single stan-
dard. Rather than a classification system, the NCS is a standard for practice procedures
and printed output from either manually drawn or computer-generated construction
documents. Widespread use of this standard helps facilitate the collaboration of design
professionals by standardizing layer naming, symbols, drawing sheet layout, file nam-
ing, and other graphic display conventions.

OmniClass Classification System

OMNICLASS CONSTRUCTION Th .l 11 Classificats .
CLASSIFICATION SYSTEM TABLES e OmniClass Construction Classification System is an

open standard being developed by an industry coalition of

Table 11—Construction entities by function
Table 12—Construction entities by form
Table 13—Spaces by function

Table 14—Spaces by form

public and private U.S. and Canadian organizations. It clas-
sifies objects that describe the built environment from vari-
ous points of view for the entire life cycle of a facility. The
National Building Information Model Standard Commit-
tee, Specifications Consultants in Independent Practice,
and others are using OmniClass as the structure for organi-

Table 21—Elements (including designed elements) zing information in building information models and for

Table 22—Work results
Table 23—Products

Table 31—Phases
Table 32—Services
Table 33—Disciplines

Table 34—Organizational roles

Table 35—Tools
Table 36—Information

Table 41—Materials
Table 49—Properties
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specifications standards within BIM systems.

Applications of Classification Systems

The classification and organizational systems commonly
used in the design and construction industry are excellent
starting points for managing project information. How-
ever, for them to be useful in practice, they must be used as
the basis for the development of an application, which
addresses a specific need. A “faceted” application of a clas-
sification system is often used because the ability to find
needed information is not dependent on where you start a
search, but upon having the same components to get to the
final answer. Information organized by building type, func-
tion and form, material, and work result could be used to



identify the building code requirements. For example, the window requirements for
schools are different from those for residential structures, office buildings, and hospi-
tals. The code requirements for the height of a window above the floor and the open-
ing of a window are dependent upon the construction entity (building type by function)
and the space use by function. Other properties of the window and its installation such
as the use of safety glass, thermal performance requirements, and window operation
may also be affected by the function of a space as well as building codes. Using a facered
search application might allow you to search for code requirements for windows (work
results), K—6 schools (construction entity) and classroom (space by function), or for the
window manufacturer and model number based upon window sizes, functions, and
performance requirements.

Another example of an application of a classification structure is an internal filing
system for electronic drawings. Drawing sheets may be organized in a hierarchical
structure by project number, project phase, design discipline, drawing view, sequence
number, or date. OmniClass tables and the U.S. National CAD Standard provide
logical structures for filing, storing, and retrieving electronic project drawing sheets.

STORING AND RETRIEVING INFORMATION

Most architecture firms store information as hard copy (paper) or in electronic com-
puter files. Film, slides, and other media are also used for information storage, but these
formats are becoming less common. It is essential that architects develop an intuitive
system for storing and retrieving hard-copy and electronic information that is consis-
tent and based on a logical standard.

Paper Records

Paper records may include business, resource, project, and archive information.

Resource information (usually books, journals, product literature, and related matter)
is largely stored on bookshelves, and its organizational structure depends on the type of
information being stored. For example, product catalogs are usually organized alphabet-
ically or by MasterFormat divisions. Code and regulatory information may be organized
by code type or jurisdiction. Many firms find it useful to institute a checkout procedure to
ensure that books and other material are returned or can be located if needed by others.

Project information stored in hard-copy format may include drawings in racks or
flat files, project manuals on bookshelves, and construction information (e.g., contracts,
correspondence, and shop drawings) in file cabinets. The construction administration
filing system shown in The Project Resource Manual: The CSI Manual of Practice is a good
example of a filing system for specific types of information used by architects and other
design professionals.

Electronic Files

For ease of use, the filing system a firm employs for electronic files should be similar
to the structure used for filing paper materials, although electronic file names must fol-
low an electronic protocol or hierarchy. For example, to create a filing convention for
CAD-produced drawing sheets, an architect might begin with a computer drive loca-
tion, move to a project number, and end with a number following the U.S. National
CAD Standard sheet identification system. Project numbers are often a combination of
the year the project number was assigned and a sequence number. The National CAD
Standard sheet identification system combines a discipline designator, sheet type des-
ignator, and sheet sequence number to create a sheet identifier, as follows:

AS - 1 01
Discipline Sheet type Sheet sequence
designators designator number

Using standard information classi-

fication systems makes it easier

for firms to develop effective

organizational structures for the

kinds of information they
commonly store.

» See Computer Technology in

Practice (5.8) for a discussion of

digital technologies used by
architecture firms.
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If you don’t manage the informa-

tion, it will manage you.

Anonymous
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Architects can also develop templates for standard letters and commonly used forms
and other documents. Such templates are normally stored as resource information,
whether electronically or in paper form, so they can be retrieved and modified for use
on a specific project.

Archives

Business, resource, and project information may be archived when a firm no longer has
an immediate need for it. Determining whether to keep or discard information may be
a more difficult task than determining how best to archive what should be saved. Some
firms have on-site “dead file” storage, while others use off-site commercial file storage.
In either case, having an organizational structure that allows easy retrieval of informa-
tion is essential.

INFORMATION MANAGEMENT: A MUST IN TODAY’S PRACTICE

Effective knowledge management depends on a firm’s ability to store information in an
integrated fashion that makes it accessible for many applications. In response to the
need to manage the proliferation of electronic files, some architects are taking on a
new role as project or facility information architects in the project delivery process.
These architects ensure that all members of the project team have access to critical
information, that relevant project information is maintained throughout the process,
and that records of when decisions are made and who makes them are kept.

Project information architects also establish a process and systems that allow own-
ers to incorporate new information into the electronic project information throughout
the life cycle of the facility. Project information is, and will certainly continue to be, an
extremely valuable asset for clients.

For More Information
"The following publications contain information about classification systems and stan-
dards used in architecture practice:

* The AIA CAD Layer Guidelines, now part of the U.S. National CAD Standard, pro-
vides a standardized approach to naming layers in electronic building files.

* Version 3.1 of the U.S. National CAD Standard was published in 2005 through the
efforts of a consensus committee of the National Institute of Building Science, the
ATA, the Construction Specifications Institute, and the TriServices CADD/GIS
Center.

o The Architect’s Guide to the U.S. National CAD Standard (Wiley, 2006) by Dennis J.
Hall and Charles Rick Green walks architects through the NCS content.

Other classification and organizational documents include the following:

*  MasterFormar (Construction Specifications Institute and Construction Specifica-
tions Canada, 2004)

*  OmniClass Construction Classification System (OCCS Development Committee, 2006)

o UniFormar (Construction Specifications Institute and Construction Specifications
Canada, 1998)

*  Uniform Drawing System (Construction Specifications Institute, 1999-2004)

The Project Resource Manual: The CSI Manual of Practice (Construction Specifica-
tions Institute, 2004) provides information about organizing and classifying architec-
tural project information.



5.8 Computer Technology In Practice

Tony Rinella, AIA

Computer technologies offer architects powerful tools to carry out everyday tasks

with greater efficiency. Appropriate application of emerging digital technologies

may also help architects leverage their talents and expand their sphere of practice.

needs, environmental imperatives, building complexity, and new contract agree-

Q dvances in design software and computer hardware are converging with client

ments, in ways that promise to transform the practice of architecture. These
developments affect the entire range of firms and projects, from small to large, and
have been a major theme of recent AIA national conferences. It is clear that the prac-
tice of architecture is reaching an inflection point, yet it is still too early to know exactly

how this will affect individual firms.

Tangible changes are just beginning to manifest them-
selves in most architecture offices. Existing computer tools
designed to leverage design expertise, support collabora-
tion, organize information, and conduct financial opera-
tions are being joined by newer communication, analysis,
and building information modeling (BIM) systems. This
topic provides an overview of current practice trends, high-
lights considerations for building a sustainable practice,
and provides references to relevant resources.

DESIGN AND VISUALIZATION TOOLS

Many architects incorporate procedures and software into
their design process to streamline production and inform
design. Some employ technology to extend their artistic
reach, realizing new design expressions impossible to
achieve by more traditional means.

Design Technologies

Initially introduced as a productivity enhancement to auto-
mate traditional drafting processes and provide rudimen-
tary graphics, computer-aided design (CAD) has evolved
to provide an organizing structure for information and
decisions and a way to visualize a design in three dimen-
sions. Architects are now taking the further step of looking
for ways these systems can be leveraged to improve quality
and provide superior value for clients. The following are
just a few examples of the value-added deliverables that are
possible:

* Coordinated technical drawings for consultants that are
accurate and do not reflect divergent design alternatives
under consideration

DEVELOPING A TECHNOLOGY PLAN
FOR YOUR FIRM

Developing strategic plans for selecting and implement-
ing technological systems for an architecture practice
requires in-depth understanding of the design and busi-
ness functions of the office, as well as the operational
requirements of consultant, builder, and client project
team members who will participate with the architect in
an infegrated project delivery process. Most firms will
benefit from conversation with a wide network of poten-
tial project team members to ensure the products and
processes they choose will address the full spectrum of
technology needs and opportunities of the firm. Broad
participation in a firm’s planning process also frequently
brings the added benefit of confidence, acceptance, and
a sense of ownership of the plan among the firm's staff.

The following suggestions should be considered
when a firm begins the process of developing a strategic
technology plan:

e Form an interdisciplinary team within the firm to
research and recommend a plan.

e Hire technology consultants and experts when
necessary.

e Share knowledge with similar firms.

e Use AIA publications and knowledge communities as

information resources.

Tony Rinella serves on the advisory group of the AlA Technology in Architectural Practice
Knowledge Community, and is principal /CIO of Anshen+Allen, Architects. (This topic
updates a topic of the same title by Michael Tardif in the thirteenth edition of the Handbook.)
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Even though building information
modeling is not a new idea, having
been floating in the ether since the
1970s, only now has it hit the
mainstream, with new complex soft-
ware tools, new thinking, and new
practices.

Charles Eastman, Ph.D., Colleges
of Architecture and Computer
Science, Georgia Institute of
Technology
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® Presentation drawings (including renderings, animations, videos, and interactive
multimedia presentations) for client and internal review

® Presentation drawings that may be ahead of or completely different from the tech-
nical development of the project

* Detailed large-scale drawings to facilitate user group meetings

2D computer-aided drafting. Early CAD systems brought automation to tradi-
tional drafting processes by providing geometric precision and automatic dimension-
ing, and enabling reuse of repetitive elements to improve speed and reduce
coordination errors. Graphic representation is a primary function of these systems,
which provide mechanisms to define and edit geometric elements, display selected com-
binations of these elements on a computer screen, and draw or print them to paper.

Graphics are based on fairly simple geometric elements: lines, arcs, and circles.
Grouping is frequently accomplished through “layers,” a concept and term taken from
an earlier manual drawing management technique in which related elements were
drawn on layers of Mylar and a pin-bar registration mechanism was used to line up the
drawings on the different layers. A refinement of CAD technology is more sophisticated
element-grouping capabilities, such as the ability to separate collections of graphics
into different computer files that can be edited separately then merged in arbitrary
combinations for simultaneous display. Another impro