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So you’re thinking about starting your own design
firm. You are not the first to have this desire, nor will
you be the last. It is a common dream for many—if’
not most—design professionals. In fact, hundreds of
design professionals start new firms each year for
various reasons, and many others plan for the day
when they can take the same initiative. Some start
their own firms because they want to pursue their
own ideas and interests, others because they see it as
an opportunity to make a better living, and still
others because they do not want to work for some-
one else. For each individual, there are different fac-
tors that lead to this common dream.

This book was written to help those who have
this dream decide whether, and when, to start their
firm, as well as to guide them through the steps nec-
essary to achieve a successful launch and get them
through the challenging first years of operation. As
in any field, a significant number of new design firms
never get off the ground or achieve the founders’
major goals. But for many professionals, having their
own firm is a satisfying, challenging, and rewarding
experience.




There is no one formula to follow to guarantee
success, but most founders of new firms who
achieve their goals observe the basics of creating a
successful practice. One of the most important
basics is to have a plan. This book was written for
design professionals (including architects, engineers,
graphic designers, interior designers, landscape
architects, and others involved in planning and
designing the built environment) who are consider-
ing starting, or have already started, a new firm. Most
of the material is also relevant to smaller design firms
whose founders are interested in growing and/or
changing their current practice. It focuses on the
basic financial, marketing, and other necessary tools
and puts them all within the framework of a plan for
operating the new firm.

Most of the examples used in the book are
drawn from firsthand experience and are relevant to
the issues facing any design professional building a
new or working in a small firm. Some of this mate-
rial was first developed to support a course on the
same topic given by the two of us each summer at
the Harvard Graduate School of Design, but the
bulk of the book is based on our personal experience
as principals of architectural firms and as advisors to
others in the field.

This book is organized into 11 chapters and 2
appendices:

» Chapter 1 discusses the motivations and analy-
sis that often precede the startup of a new firm.
Most design professionals have some, but not
all, of the skills, capabilities, and resources
needed to start and build a successtul practice.
For some this means they should consider a
career in an existing firm. For others, this initial
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analysis helps clarity why having their own firm
is important and identifies what steps—such as
finding partners with complementary capabili-
ties—they must take to have a realistic chance
of success.

» Chapter 2 addresses the essential task of obtain-
ing clients. Without a steady flow of new work,
any design firm will fail. All successful firms find
a way to achieve this essential goal, and most of
the techniques they use can be learned. To that
end, the first part of the chapter discusses the
strategic techniques involved in establishing a
marketing plan; the second part outlines some of
the most important tactical aspects of a success-
tul sales program.

» Chapter 3 explains the financial management
of a design practice. It does not try to teach
design professionals how to be accountants, but
it does describe the basic tools and techniques
used to plan, build, and guide the financial
health of a young design firm.

» Chapter 4 investigates two of the most chal-
lenging tasks faced by even the most experi-
enced heads of successful firms: setting fees and
negotiating contracts.

» Chapter 5 introduces some of the central orga-
nizational and personnel management tools
and options that a young firm should consider.

» Chapter 6 outlines some of the legal and ethical
basics that should be considered.

» Chapter 7 lists a number of the available
resources that will help a new firm both in its
early years and once it has become established.
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» Chapter 8 coordinates the material presented in
the first seven chapters and describes how these
techniques can be used to create a comprehen-
sive plan for your firm’s future.

» Chapter 9 confronts one aspect that should
be—but rarely is—included in the firm’s plan: a
structured approach to achieving design excel-
lence.

» Chapter 10 provides some cautionary advice for
avoiding pitfalls of starting a new firm.

» Chapter 11 outlines the major first steps in
launching your firm.

» Appendices include a Study Guide that con-
tains a number of supplemental projects
intended for use by both readers and schools,
the latter of which may choose to incorporate
this material in their practice courses. Appen-
dix B, “Charting Your Course,” provides a
widely recognized guide to understanding how
firms can be organized and managed.

Even for someone with a great deal of self-confi-
dence, starting a new design firm is a daunting task.
This book and the techniques and examples it con-
tains are intended to make the task seem less over-
whelming. As you read, keep in mind that the firms
that you admire and consider successful today were
once fragile start-ups. They launched, survived, and
then prospered, and so can you.

Introduction



‘Go on

As stated in the Introduction, having their own prac-
tice is the goal of many design professionals. A new
firm that is successful and achieves its founders’
basic goals can be a very satistying way to pursue a
career in the field. But while the rewards (in self-
expression, if not income) can be significant, so too
can the risks. Most new businesses—whether archi-
tectural, engineering, and interior design firms or
restaurants—never get off the ground. Some manage
to launch and survive, but never really achieve much
more than a modest success. A few, however,
manage to surmount the inherent problems and
achieve success as a business, as well as become what
most professionals hope for: a respected firm that is
both professionally and financially successtul.

Have a Good Reason for Starting
Your Own Firm

Assuming you are considering “going on your own”
(otherwise why would you be reading this book), the
first question to ask yourself is: Why do you think
that having your own firm is the right thing for you?




We have spoken to hundreds of people who have
started their own firms and no two cite exactly the
same motivations. Nevertheless, we’ve found the
answers can be placed into 10 categories, which share
a central theme: the desire for greater control over
one’s future. These categories are:

1. Ability to realize one’s own goals and follow
one’s own interests.

2. Greater ability to balance one’s personal and
professional lives.

3. More direct relationship between effort and
recognition for one’s professional accomplish-
ments.

4. More direct relationship between effort and
financial reward (the opportunity to make
more money than is possible as an employee of
someone else).

5. Greater control over one’s own destiny, design,

and other issues of personal importance.

Survival during bad economic times.

Satisfaction of building one’s own practice.

Ability to be involved in everything.

Y o N

Failure to “fit” into an established organiza-
tion.

10. Desire to work with friends, a spouse, or oth-
ers of one’s own choosing.

It’s important to point out that in some ways the
concept of greater control is illusory because the
tounder of a new firm soon finds out that he or she
has exchanged the control by a boss for the pressures
exerted by demanding clients, making payroll, and
carrying out the greater range of tasks expected of the
head of even a small firm. Nevertheless, when you
have your own firm and face these issues, you usu-
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ally feel that you are in control because they are yours
to deal with.

The new pressures on the individual starting his
or her own firm, however, are usually more than bal-
anced by the benefits of one—or all—of the reasons
listed for starting a firm. Few people who have
started their own firm and reached the point at
which its survival is no longer in question would
ever go back to working for someone else.

Having a strong reason to go out on your own is a
prerequisite, because the risks, effort, and initial
financial investment can be significant. Without a
strong reason, most design professionals decide that
they are better oft having a career within an existing
organization. Your reason might be as simple as the
prospect of having one or two interesting clients that
could help launch a practice or, as for Thom Mayne
of Morphosis, it can be recognizing that your per-
sonality and work habits are ill-suited to a large cor-
porate practice. As Mayne put it, there was “no other
way.” The point is, not everyone is cut out to run his
or her own firm, but if you feel you have compelling
reasons for doing so, there are a number of steps to
take before you make the final decision:

1. Be clear as to why you are doing it.

2. Define the type of firm you want to have.

3. Set goals for the first year and for the long
term.

4. Look at successful models and research how
they succeeded.

5. Define what special services or abilities you
will ofter that potential clients need.

6. Decide if you have all the basic capabilities
necessary to succeed, or if you will need part-
ners and/or colleagues.

Deciding to “Go on Your Own”




7. Decide how you will support yourself until
the firm is generating an adequate income to

pay you.

Know the Type of Firm You Want

Part of your motivation should be that you have a
specific concept of the type of firm you wants to
launch. David Grumman began his successful
mechanical engineering firm, Grumman/Butkus
Associates, in 1973, because he wanted to work
directly for owners involved in the rapidly emerging
energy conservation arena. He explained, “I wanted
to have a different kind of consulting firm, and I did
not want to work for architects.”

It is not enough to just hang out a shingle that says

» <«

“architect,” “engineer,” or “interior designer,” and
announce, “Hello world, here I am!” It is very
important to define what your practice will offer,
why it is special or unique, and why people should
hire you. The answers to these questions may evolve
over time as the firm matures, but it is important to
have clear answers in your own mind from day one.
One way to help clarify what you want your firm
to be is to define goals that will help measure prog-
ress or success. In the first year, some of the goals can

be pretty basic, for example:

» To survive.

» To successfully complete three or four assign-
ments.

» To secure enough work for the next year.

Even though it may seem impossible to set goals
for 7 to 10 years out (the minimum time it takes most
firms to mature from a start-up to an established
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firm), the exercise can help establish priorities for
your efforts.

If, for example, your goal is to have a practice that
is considered a leader in three or four building types,
this should help focus your marketing and other
eftorts of the early years. Or if your goal is to run a
firm of choice for a wide variety of assignments in a
particular community, this will focus your efforts in
adifferent way. (These choices are discussed in more
detail in Chapter 2.)

Firm Types

Every firm is the result of its people and its circum-
stances, so in that sense each firm is unique. It is pos-
sible, however, to develop a general understanding of
design firm typologies so that you can make an
informed choice about the type of firm you want.
Two key driving forces shape the operation, man-
agement, and organization of every architecture firm:

» Choice of technology, defined as the system or
process the firm employs to do its work

» Collective values of the firm’s principals

Technology shapes the firm’s delivery process.
Examination of the marketplace reveals three major
categories of design firm technologies:

» Strong-idea firms, which are organized to deliver
singular expertise or innovation on unique
projects

» Strong-service firms, which are organized to
deliver experience and reliability, especially on
complex assignments

» Strong-delivery firms, which are organized to
provide highly efficient service on similar or
more routine assignments

Deciding to “Go on Your Own”




Values shape management styles. Practice-centered
professionals, who see their calling as a way of life,
typically have as their major goal the opportunity to
serve others and produce examples of their disci-
pline. Their bottom line is qualitative: How do we
teel about what we are doing? How did the job come
out? Business-centered professionals, who practice
their calling as a means of livelithood, more likely
have as their personal objective a quantitative bottom
line that is more focused on the tangible rewards of
their efforts: How did we do? (A further explanation
of this typology can be found in Appendix B.)

Model Types

In clarifying the type of firm you want to have, and
defining a path to get there, it can be very helpful to
look at how other firms became successful. Success, of
course, should be measured against one’s own goals,
but for most professionals success includes achieving
professional respect, producing interesting work, earn-
ing an adequate income, and other basic objectives.

In our experience, 10 common models can be
used to launch a successful firm, and there is some-
thing to be learned from each. These models are:

Major client as “booster rocket”

House for mother

Academic incubator

Better mousetrap

Supersalesperson

Sponsor

Golden handshake

Spin-off

Rebuild of an existing firm (the phoenix)

O 0N o e DD
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Starting small in a good market
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Some feel that achieving distinction as a success-
ful new design firm is as much about public relations
and salesmanship as it is about substance, but gener-
ally this is not true. Most design professionals
accomplish their goals the old fashioned way: they
achieve them by creating a firm with distinctive
capabilities and consistently high-quality work. For
young firms, achieving success without compromis-
ing on other goals (such as making payroll) requires
both talent and commitment, especially since they
typically must build their practices on a foundation
of small projects with limited fees.

Let’s review the model types one by one.

Major Client as First-Stage Booster Rocket

The firm is founded or taken beyond the start-up
with the support of a single client willing to gamble
on a young firm. The combination of the client and
the work of the firm acts as a booster rocket that lifts
the firm above the crowd to where it can be seen.
Most successful firms can trace their success back to
one or two important early clients or projects. For
architects, a rare variation on this is the firm that
wins a major, open competition.

House for Mother

For some new firms, the booster rocket comes in the
form of a project for a family member or one com-
pleted using family money. Charles Gwathmey,
Robert Venturi, and Philip Johnson are only a few
examples of well-known architects who became visi-
ble thanks to such projects.

Academic Incubator

Many of the best-known, design firm principals have
relied on their teaching positions to provide them

Deciding to “Go on Your Own”




with the basic income, time, credibility, and expo-
sure to lay the foundations of a practice. Only when
their practice becomes too demanding do they cut
their academic ties. Thom Mayne of Morphosis relied
on his Southern California Institute of Architecture
teaching salary until his practice finally took off.

Finding a Need and Filling It (the Better Mousetrap)

Some firms see an unmet need and set out to fill it. In
past years, this has included firms that first focused
on specialties, such as recycling historic structures,
or smaller projects in communities not served by
enough strong local designers, or, currently, sustain-
able design.

Supersalesperson

A few firms—Kohn Pedersen Fox being one of the
best known—got off the ground due in large part to
the exceptional sales skills and client relationships of
one or more of the founders. All successful architects
have some sales skills, but only a handful can con-
vince clients to hire a new firm for major projects
over the established competition.

Sponsor

A few firms—among them some of the best
known—have had other established professionals act
as their booster rockets. This takes various forms.
Well-known architects, Charles Moore being the
most prolific, have lent their names and skills to
young firms. In a few cases, elder statesmen, among
them Philip Johnson, promote emerging stars.
Philip Johnson’s role in winning Michael Graves his
first major commission, the Portlandia Building
competition, is a well-known example.

Deciding to “Go on Your Own”



Golden Handshake

Sometimes the architect’s former employer provides
the new firm’s initial work. When Brad’s grandfather
had to leave his position as head of the drafting room
of Burnham and Root in the contraction after the
1893 Columbia Exposition, Daniel Burnham helped
get him his first commission. A short time after they
started, Voorsanger & Mills (later reorganized into
two firms, Voorsanger & Associates and Edward 1.
Mills & Associates) received a major subcontract
from I. M. Pei, their former employer, which sus-
tained their start-up.

Spin-off

Among the most common models are the spin-ofts—
firms that break away from established ones where
the new-firm members have built their reputations,
skills, and potential client base. In some cases, the
spin-offs are led by senior partners of major firms.
Kohn Pederson Fox, founded by the former leader-
ship of John Carl Warnecke’s New York office;
Elkus/Manfredi, founded by a former partner of The
Architects Collaborative; and Brennan Beer Gorman,
founded by the former leadership of Welton Becket’s
New York office, are three major examples. More
typically, the founders of a new firm spend their early
years rising to senior positions below partner level in
their former firms, and while there build strong per-
sonal reputations and reference lists, as well as a
modest base of “moonlight” clients too small for their
former employers. Then they break away.

Phoenix

The converse of the spin-oft is the takeover. In a few
cases, a new young leadership takes over a declining

Deciding to “Go on Your Own”



or moribund existing organization and revives and
reshapes it into a new, vibrant firm. Johnson, Fain
and Pereira Associates (JFPA, now Johnson Fain) is a
well-known example of this model. This model is
very complex because—as at JFPA—it involves
assuming substantial financial liabilities, an estab-
lished image, and an established senior organiza-
tional structure. Scott Johnson and Bill Fain had to
deal with all these while reshaping the design direc-
tion of a large practice.

Starting Small

Some firms are content to begin by doing small pro-
jects and building on that base. For Tod Williams,
Billie Tsien and Associates, a small dormitory at
Princeton gave them credibility at an institutional
level. After several smaller projects had been pub-
lished, Princeton included them on a list of alumni
architects to be interviewed for what was to be a
small addition. Instead, it became a new building,
which won several awards and was widely published.

Conclusion

What one learns from the success stories (and some-
times from failures as well) is that most successful
firms find a way to define their unique position in
the marketplace, to obtain good clients, and to serve
these clients well.

On rare occasions, a firm’s founder has the right
personality, plus all of the requisite skills and capa-
bilities to make a success of a new launch. More
often, though, professionals find that an objective
self-analysis identifies one or more key gaps in the
experience and skills required. This is when it’s time
to look for a partner or partners. Whether provided
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by a single person or a partnership, the two skills that
the firm’s leadership must provide are the ability to
get the work and the ability to do it well. The first of
these is the subject of the next chapter; the second is
unique to each profession, firm, and individual.
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d Sales

To develop a steady or growing volume of interest-
ing projects, all design professionals launching firms
have to seek clients and convince them to commis-
sion the new firm. Even “over the transom” clients
will expect a presentation of previous work before
they agree to work with a new firm, and this requires
knowing how to market your firm and make project
presentations.

Some firms refer to the efforts they make to
obtain the clients they want as “business develop-
ment,” which in general can be categorized as market-
ing (the strategic approach to a market) and sales (the
tactical steps taken to secure clients). This chapter
provides an introduction to both of these essential
tasks; and the box titled “Elements of a Business
Development Program” summarizes them.

Molding a Business Development
Program

The importance of a successful business develop-
ment effort was memorably summarized by H. H.
Richardson in response to a wide-eyed mother who
implored him one day to advise her son who aspired
to be an architect. “What,” she asked, “is the most




Elements of a Business Development Program

Markets: Where you will seek work—=client base that needs what you have to
offer.

Capability: What you offer to the marketplace—the firm’s qualifications to
serve a market.

Message: What you tell prospective clients— your “distinctive competence” or
“distinguishing benefit.”

Process and methods: How you will pursue the work.

Marketing organization: Roles and budget.

Image: How you are perceived in the marketplace.

Public relations and promotion: Information that describes and enhances
your image

Marketing plan: Documents targets, desired and projected yields, responsibili-
ties and costs.

Marketing: Process of seeking prospective clients.

Sales: Efforts focused on specific prospective clients.

important thing in architectural practice?” “Getting
the first job!” Richardson replied, “Of course that is
important,” she agreed, “but after that what is most
important?” “Getting the next job!” was Richard-
son’s gruff response.

As this oft-told story implies, obtaining work is an
essential first step for any practice. The how of busi-
ness development is not something that can be
taught as a series of tricks and pitches. Professionals
are selling a service, not encyclopedias or vacuum
cleaners. Each firm has to be extremely creative in
developing the approach that is exactly right for it,
that is molded to the unique personality of the firm.

The first steps in this molding process are to, one,
formulate an internally consistent statement of the
firm’s goals and, two, conduct an objective analysis
of the firm’s strengths and weaknesses, as compared

Marketing and Sales



with those of the competition. Certain offices, for
example, may want to pursue only prestige projects,
the lion’s share of which are obtained by what archi-
tect Morris Lapidus labeled in his book on building
a practice, Architecture: A Profession and a Business
(Reinhold Publishing Corp., 1967) the “ivory tower”
firms. If that is the firm’s objective, then the architect
must chart a realistic business course that will even-
tually bring his or her office to a point at which it is
the logical choice for these commissions. A firm’s
members cannot expect to be chosen until they
know how much and what type of work they want,
as well as how to maximize the strengths and mini-
mize the weaknesses that will affect the firm’s selec-
tion.

The most important guide in this process is what
is known in other businesses as the marketing concept.
This concept, if it is well developed, can be used
eftectively not only to help sell professional services
but also to improve the quality of the services sold.
This concept was defined simply by Henry Kaiser as
“finding a need and filling it.” All clients have needs,
which they expect the architect, engineer, or other
design professional they commission to understand
and to fill.

Finding a need and filling it is, of course, only one
part of a successful marketing and sales program.
There are at least 10 other issues that every profes-
sional should understand while undertaking their
business development efforts:

1. Good projects can (with time, skill and effort)

be obtained, but doing so is easiest when you
have a plan to begin with.

2. The core of most successful plans is identify-
ing an unmet need and organizing to meet it.

Marketing and Sales



10.

No matter how you set out to get work, a thor-
ough understanding of your potential clients’
issues, concerns, and specific needs is always
important.

Your firm’s best salespeople are: satisfied cli-
ents, third parties with a client’s ear, a good
image, and a strong reputation for providing
the service being sought.

. Few individuals are natural salespeople. For

most, it is a learned skill.

Marketing should be continuous, focused, and
broadly based—even in a small firm. It’s as
important to sell when you are busy as when
you are slow and think you have the time.

Many people have advance knowledge of most
potential projects long before the client begins
seeking a design professional and it’s impor-
tant to find out who these people are.

Each client is important and each early project
should be seen as part of the foundation upon
which to build the firm’s long-term practice.

All design professionals should learn basic
marketing and sales skills, including doing
market research, writing proposals, and mak-
ing presentations.

Some projects are not worth pursuing or
doing. Sometimes there are bad projects for
good clients. There are no good projects for
bad clients.

The Marketing Plan

Twenty years ago, it was unusual to find a design

firm that had a formal plan to guide its marketing and

sales efforts. Today, a rapidly growing number of

professionals have learned that a clear plan can dra-

matically improve their chances for success.

20
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What is in a typical plan? Most firms that have
plans have evolved their own approach, but it typi-
cally covers at least the following:

» Understanding of the market

» Analysis of the competition

» Objective view of your strengths

» Objective analysis of your weaknesses

» A plan to continually build strengths and mini-
mize or eliminate weaknesses

» Market research and other techniques to iden-
tify and generate leads in the target market

» Outline of the materials that will be needed to
support an effective sales process.

» Image-building ideas
» Specific short-term (one-year) and long-term
goals

Note: A sample market analysis and plan for a new
firm are given at the end of this section.

An essential first step is to understand the market. A
“market” in this case means a type of client or project
that the firm wants. A market, however, is not synony-
mous with clients since a single market may include
several different types of clients. For one firm, the pri-
mary market might be schools; for another, it might be
luxury apartments and homes; and for still another, it
might be municipal work in a particular region. Many
firms are interested in more than one market sector,
and in these cases there should be a plan for each.

To understand a market, a design professional
should try to learn all he or she can about:

» The clients’ primary concerns and issues

» Those with advance knowledge about the pro-
ject before the selection process begins

Marketing and Sales
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» The process the clients typically use to select
their design professionals

» References clients call on when choosing pro-
tessionals

» Trends in project types, volume of work, and so
on

» Clients to pursue and clients to avoid
» Prevailing fee levels

» Other complementary (noncompetitive) pro-
tessional firms serving this market

Addressing Client Concerns

One of the most effective ways to become successful
within a market is to attempt to “get inside the
potential clients’ minds,” in order to understand
how they perceive what you have to offer. Among
the first things to understand is that most clients
approach a building program with significant con-
cern and trepidation. They are about to spend a great
deal of money on something that they do not really
understand. When viewed in this light, you realize
that the firm they select will be the one that demon-
strates the clearest understanding of their concerns
and that provides the evidence that it can and will
successfully address every major client issue.

For example, a school board that requires a design
for a major addition or renovation will typically want
to find a firm or team of firms that:

» Know school planning and design

» Understand how to help sell the need to the
community and the design to the state educa-
tion department

» Will keep the project within budget and on
schedule
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» Will be able to create an attractive community
asset that is a good learning environment for

the children
» Are likeable and easy to work with

» Can deal with particular challenges of the pro-
ject—a tight budget or schedule, a difficult site,
and so on

In such situations, for many clients, the safe
choice is often a local firm that has performed well
for other nearby school districts on similar assign-
ments. That said, a new firm led by a principal who
has worked successfully for the school district in
question or other nearby districts while employed by
another firm might still have a chance. To be suc-
cesstul, however, the new firm has to be prepared to
deal with the conservative nature of committee deci-
sions. Most committees vote for the “safe” choice,
and a new firm, understandably, is often not
regarded as such because its capabilities are untested
and its name is unknown. Therefore, it is common
for new firms to associate with an established firm to
overcome this problem and begin to establish its
reputation.

For an interior designer seeking to do a medium-
size office renovation, the issues may be different. In
many cases, the broker, the owner’s rep, or an in-
house real estate professional may be the decision
maker. Because these decision makers may feel that
any experienced interior designer can do the project,
the decision may hinge on personal chemistry or a
past working relationship that convinces this deci-
sion maker that the designer will make him or her
look good to the ultimate users of the space.

For a mechanical engineer seeking to be involved
in school projects, the decision maker may be the
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architect for the school, who will need to be confi-
dent that the engineer:

» Will be responsive, will meet the schedule, and
will correct any problem as soon as it arises

» Will be easy to work with
» Understands the building type

» Will be able to accommodate the architect’s con-
tractual and fee arrangement with the owner

The point of these examples is to illustrate that,
initially, to be selected as the design professional on a
given project hinges on your making the decision
makers believe that you and your firm are the most
likely to satisty their needs and assuage their major
concerns. Research of a market or specific client can
clarify what these concerns are likely to be, thus giv-
ing the professional secking to serve that market a
significant advantage.

Insider Information

A second key issue is to identify those who know
about a project before the selection of design profes-
sionals begins. In most cases, a number of people
know about a potential project—sometimes many
months or even years before the client begins select-
ing a design professional.

For some building types, anyone involved in
defining the need and scope of a project (the board or
senior management, planning consultants, feasibility
consultants, etc.) are the first to know. On other pro-
jects, “those in the know” might include anyone
involved in finding the space or site for a project (real
estate brokers, site selection consultants, local public
officials, etc.). On still other projects, family and/or
friends of the potential client might have foreknow-
ledge of the project.
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Finding out who has advance knowledge of a pro-
ject can help to guide a design professional early in
the process. For example, firms interested in design-
ing lab facilities cultivate relationships with lab
planners, as well as with the staft of research organi-
zations. Firms interested in working on corporate
interiors projects cultivate relationships with real
estate brokers, owners’ representatives, and the facil-
ities staft’ of major corporations. The point is, for
every project type, there is a network of contacts that
can provide early intelligence.

Client Selection Process

The third topic to research and understand is the
selection process. Though there are no standard
selection procedures, for most building types, there
are typical steps to take and typical hurdles to cross in
the selection process. After you have been through
20 or 30 interviews, you will have taken most of the
typical steps and heard most of the standard ques-
tions. Therefore, it is helpful to gain experience in
interviews while working for others and before your
own firm’s survival depends upon your skill in this
process. However, even if the process is not familiar
to you, much of it can be learned from other design
professionals who have been through it.

In its basic outline, most selections go through
the following steps, either formally or informally:

1. The potential client decides that it needs assis-

tance.

2. The client asks others for help in generating a
list of firms to consider.

3. The client contacts the firms and asks them if
they are interested and, if so, requests material
detailing their capabilities and experience.
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4. Based on the information received, the client
draws up a short list of firms to interview.

5. The client interviews and requests written fee
proposals.

6. The client checks references and/or visits
select projects completed by the firms under
consideration.

7. The client selects a firm.

Of course, there are variations on these steps.
Public agencies, large institutions and corporations,
and clients using professional advisers may formalize
the process, whereas an individual homeowner or a
developer used to making his or her own choices
may handle these steps very informally.

References Clients Use

As can be seen from the description of the selection
process, there are at least two ways in which third
parties can be very influential: helping assemble the
list of firms to be considered, and providing refer-
ences. As will be discussed again later in this chapter,
these third-party endorsements are often more
important than the interview or proposal. Therefore,
knowing whom potential clients might ask for refer-
rals (e.g., real estate brokers for houses or office inte-
riors, lab consultants for research facilities, school
superintendents for schools, etc.) can help define for
you who you want to know, like, and respect you.

Identifying Trends

It 1s, of course, easier to win projects when there is
more work in a given area than the local competition
can handle. For that reason, some architects and
interior designers even move their practices to
follow a trend—for example, to growing resort areas
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like Jackson Hole. In most markets, it’s not necessary
to take such a drastic step; instead, become adept at
spotting trends that could generate a need for pro-
jects in the future (e.g., new medical technology that
hospitals will need to implement; new educational
initiatives such as mandatory early childhood pro-
grams, which will require expansion of schools; or
new concerns about meeting sustainable design
requirements). Many firms owe their success to
their ability to spot trends and to position themselves
to respond to emerging needs.

Recognizing the Good Clients

Of course there are clients who respect their design
professionals, are fun to work with, pay their bills,
and help the designers get future work. Unfortu-
nately, there are also many who are abusive, litigious,
and unlikely to pay what they owe. A common mis-
take on the part of new firms (and many experienced
firms as well) is to ignore the warning signs of the
latter type. Usually, a little research, such as calling
other design professionals or people familiar with
the community, can give an indication of what a
client is like and whether working for them is likely
to be a positive or negative experience.

Prevailing Fee Levels

Conversations with other design professionals and
others can also help new firms define the current fee
levels they can and should charge for various project
types. There is a “going rate” for most projects, and
most clients take the fee proposal into consideration
during the selection process.
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Tapping Complementary Firms

Other complementary (noncompetitive) disciplines
and firms that serve the same market you are target-
ing can be valuable sources of leads, advice on fees,
background on clients, information on trends, pro-
posal partners, as well as offer other important assis-
tance.

Typical Market Analysis and Plan for a New Firm

Market: Private Residence. Forty-five custom homes were built in the county last
year, and local realtors believe this number will increase this year and next.
Most of these homes were built by five construction firms, and the land was
purchased through four different realtors. The prevailing fees appear to fall in
the 10 to |5 percent range, depending on the project size and complexity.

Lead Sources: Realtors and builders are the major source of leads.

Competition: About half of clients come with their own architects; but, report-
edly, because they are new to the area, the other half ask for advice. At this
time, two architectural firms are viewed as offering little in the way of either
design or service, and two others are generally respected but very busy.
Most people believe there is room for another strong design firm that offers
quality design and good service.

Strengths and Weaknesses: We have designed three houses for family and
friends and have strong references from these and several other jobs. Our
main weakness is that we are unknown to the key referral sources.

Plan: Over the next six months, we must meet all of the realtors and builders and
present our credentials. VWe have to get at least one of our first houses fea-
tured in a local or regional publication or write one or more articles on home
design advice for the local newspaper. We also need to become involved in
community activities supported by the real estate industry.

Goals: Year One: One new house and two major house additions, with architec-

tural fees totaling at least $175,000. Year Two: Five new houses with architec-
tural fees totaling $400,000.

28 Marketing and Sales



Identifying Competitors and Competitive Position

The second part of the marketing plan is to under-
stand the competition. You need to answer these
questions:
» How have our competitors become successful?
» How are they viewed by our potential clients?

» What are their strengths and what are their

weaknesses?

Then you need to analyze your own position in
the same way. Even a new firm has strengths as well
as weaknesses. The strengths may include clients,
friends, or family members willing to help introduce
you to potential clients; strong experience in a partic-
ular building type or geographic area; the time to
work more exclusively for a new client; and the will-
ingness to offer a more competitive fee or more ser-
vice for the same fee.

Writing Targeted Market Plans

With this analysis complete, it is a worthwhile exer-
cise to write out a plan for each target group of cli-
ents. This plan should summarize what you know:

» Market and primary client targets

» Sources of leads

» Your competitive strengths and weaknesses
» One- and five-year plans

» One- and five-year goals

In addition, even in the first year of a firm’s exis-
tence, it is important to begin creating the support
materials that can be important to both marketing
and sales. These materials may include:

» Brochure
» Website
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» Reprints of material published on the firm or
its principals
» Graphic, technical, and photographic records
of projects
We’ll discuss each of these promotional materials
in turn.

Brochures

Obviously, your first brochure will be short of com-
pleted buildings. (A reviewer of our first brochure
commented, “What a good model shop you have.”)
To address this shortcoming, if appropriate and accept-
able, you can use projects completed for a previous
employer. A word of caution here: Be sure to credit
your former employer and to be accurate about your
role and responsibilities. Typical wording in such a
case might be, for example, “Project architect while a
senior associate at Able & Baker Architects.” Failure
to properly credit your former employer can lead to
negative publicity, claims for unethical conduct, and
even legal action. That is not the right foot to start
from.

In general, brochures should be designed for
maximum flexibility, so that you can update or cus-
tomize them as required. Most firms develop their
brochure materials using a desktop publishing pro-
gram or some other computer-based system. This
allows you to continually update the brochure and
adapt it to respond to each client’s specific issues.

Typical sections you’ll want to include in your
brochure are:

» Description of the firm and its basic approach
or philosophy (Remember you’re writing for
clients, not other architects, so use client-
appropriate language.)
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» Description of the firm’s services
» Resume(s) for key personnel
» Client listing

» Project sheets with good graphics and descrip-
tive materials for each of the firm’s projects

» Reprints of articles, lists of awards, and other
supplemental materials

Website

An ever-increasing number of potential clients,
potential employees, and others use the Web as an
initial screening tool in their selection process, so
launching a website has become increasingly impor-
tant for design firms. In fact, in the future, websites
may replace traditional brochures. A new firm’s site
does not have to be elaborate, as long as it’s well pre-
sented. To determine what to include on yours, look
at how other smaller firms have set up their sites.

Article Reprints and Other Materials

Like awards, appearing in print gives third-party
credibility. It is important to look for opportunities
to get your firm’s name or the names of its principals
in print, whether in articles you or other team mem-
bers write or those written about your work. Such
exposure not only helps build your reputation, but
reprints or copies of the articles can remain useful for
a long time as marketing tools.

If you have something interesting to say or some-
thing good to show, you’ll find it is not that difficult
to get published. Though fewer design magazines
exist today, there are hundreds of other magazines,
newspapers, and other venues that need interesting
content. Publications read by potential clients are
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particularly useful, but publication in the design
press is also important since design professionals
often sit on building committees or advise on who
should be considered. Always remember that publi-
cations are in the business of selling newspapers and
magazines, and most are constantly searching for
interesting sources to help them increase readership.
We both wrote articles, book chapters, and other
material early in our careers, and doing so helped
establish our professional reputations and credibil-
ity. And once you have been published, it becomes
easier to be published again in the future.

Project Records

For many reasons, it is important to be meticulous
about creating project files, and one of the most
important is that they become resources for future
marketing materials. And keep in mind that most
firms trying to establish their design reputations sup-
plement basic material created for each project with
extra drawings, professional-quality photographs,
and other content.

Building an Image

From the beginning, all marketing is part of building
an image that complements and supports the type of
firm you want to have. (This issue is discussed fur-
ther in Chapter 9.) The quality of your work and ser-
vice is, of course, the core of your firm’s image, but it
can be significantly enhanced by your marketing
program, community activities, personal conduct,
and many other factors. Building and protecting a
strong, positive reputation can be critical to success
because, often, “image is substance.”
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Generating Leads

Once you have the framework of your plan outlined,
it’s time to focus on generating leads. Most new
firms think that this task will be more difficult than it
is. In practice, you’ll find that identifying potential
clients and specific projects is one of the easier steps
in your marketing and sales program.

There are three typical sources of leads for a new
or small firm:

» Research
» Networking

» Proactive lead generation

Research can be as basic as reading local newspa-
pers; obtaining lists of school superintendents, direc-
tors of facilities for local hospitals and corporations,
and other clients with frequent need for design ser-
vices; and identifying individuals who are likely to
have advance knowledge of projects .

Identifying individuals who may know of pro-
jects in advance is one part of building and maintain-
ing a network of contacts, sources of information,
and people who will even help seek out leads for a
young firm. For most successful firms, the network
begins with school friends and family and is then
aggressively expanded by active participation in com-
munity activities. In Brad’s case, for example, one of
the most productive sources of contacts came as the
result of his coaching soccer for his three daughters.
Opver the last 15 years, each of his co-coaches identi-
fied a major project for his firm and referred them to
still others.

Table 2.1 lists typical project types along with
potential sources of advance knowledge and/or
influence.
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One of Brad’s favorite pieces of advice came from
his father. He said: “Everything leads somewhere.” If
you actively build and maintain a network of
contacts, as it grows and mature, leads will appear
from surprising sources. For example, in one reces-
sion year, Brad’s firm interviewed three potential
employees who later referred work to them. Though
not in a position to offer them jobs at the time, the
firm tried to help connect them with other potential
employers. All three went to work for clients and

Table 2.1
Architectural Projects and Sources of Information
Those with Those with
Market Project Type Advance Knowledge Influence
Housing Single-family Past clients Past clients
Houses Homebuilders Homebuilders
Real estate brokers Real estate brokers
Education Public Elementary/ ~ School administration Other school district
Secondary Schools ¢ 001 board leaders

Health Care

Hospital Clinics and
Specialized Facilities

Local newspaper

Educational planners

Hospital boards and
administrators

Medical staff’
Health facility planners

Influential members of
the community

Noncompeting architects
Administrators and board

members of other health
care facilities

Interior Office Interiors Corporate management Other clients in the same
Design Corporate facility staff’ industry
Moving consultants Brokers
Furniture dealers Owners’ representatives
Owners’ representatives
Interior construction
companies
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later recommended the firm for projects, which
were subsequently won.

But indirect methods will only go so far. Success-
tul firms also take proactive lead-generation steps.
No one likes making “cold calls,” but often there are
people in your network who will make introductions
that lead to “warmed-up” calls. Some firms have
even hired retired former clients to introduce them
to their friends and colleagues (e.g., retired school
superintendents and former nursing home adminis-
trators). In other cases, firm principals have simply
asked friends to introduce them to a potential client
over lunch.

Thus, by combining research, networking, and
proactive efforts, you will be able to generate more
than enough leads to keep a new firm busy with the
next steps in the marketing and sales program, lead
qualification and courting, and RFPs, RFQs, and
responses.

Lead Qualification and Courting

Most firms find that they must generate a large
number of leads to get one assignment. The tradi-
tional rule of thumb is that 10 to 12 “qualified” leads
generate 3 to 4 interviews and 1 new job.

Any lead generation effort will identify those
prospects that are worth pursuing and those that are
not. Thus, it is important to try to evaluate, or
“qualify,” leads before spending time and energy
tollowing up. The qualification process, which may
be as simple as a phone call to the client or a con-
versation with someone who knows them, should
answer the following, and similar, screening ques-
tions:
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Marketing Process or “Funnel”

Market research: Determine that a market exists; find out where the work is.
List-building: Compile names and addresses of potential prospects.
Lead-finding: Contact people to find actual prospects.

Courting: Maintain contact with prospective clients and continue to express
interest.

Strategy research: Interview prospective clients to determine needs, prefer-
ences, project details, selection criteria and methods, and competition.

Strategy decisions: Determine whether to pursue a lead, as well as the specific
selling message(s) and tactics for getting the job.

Proposals and paperwork: Make formal written presentations of the firm’s
credentials.

Interviews: Make formal personal presentations of the firm’s key people and
approach.

Closing: Convince the prospective client to choose you; sign the contract.

Debriefing: Find out why the successful firm won the job, even if you are the suc-
cessful firm.

» Is the project “real”?

» Is the selection process open or has it already
been narrowed to a short list?

» Do the skills and experience required match

yours?

The leads that remain after the qualification pro-
cess should be the ones worth pursuing (sometimes
referred to as “courting”). This effort, if successtul,
will turn a lead into a request for a proposal or pre-
sentation.

Often it takes personal contact to get a client to
agree to include your firm on the list for consider-
ation. In one case, Brad’s firm avoided being elimi-
nated from the interview short list when the client’s
key decision maker met him and realized Brad was
his daughter’s soccer coach. Again, it is very impor-
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tant to find a way to make personal contact and create
a personal relationship with the client before the for-
mal selection process begins.

RFPs, RFQs, and the Responses

The formal steps in the selection process often begin
with a verbal or written request for qualifications (RFQ)
or a request for proposal (RFP).

» The RFQ is typically used when a client wants
to screen potential firms based on their capabil-
ities and experience. Often an RFQ precedes an
interview or an RFP.

» The RFP is used when the client wants to
know—in addition to the firm’s experience and
capabilities—how the firm plans to approach
the project, on what schedule, and for what
compensation.

The most important questions you want answers
to when responding to an RFQ include:

» Who else is getting the RFQ and how do they
compare to you?

» What capabilities and areas of experience are
likely to be of greatest interest to the client?

» Who is the client likely to ask for references?

» If there is a gap in your qualifications, is there a
way to fill it?

The last question raises the question of teaming.
One of the most common ways for a young firm to
respond effectively to an RFQ or RFP is to join with
another firm with greater and/or complementary
experience and capabilities. Even established firms
are often willing to team with a younger firm if it has
developed a lead and received an RFQ or RFP that
the more established firm missed.
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I’s Who You Know

When Brad’s father’s firm was brand new in the late 1930s, they heard
that a leading suburban school system near Chicago was planning to
build a new, state-of-the-art elementary school. Brad’s father called on
the superintendent, a friend of his father, to ask to be considered. The
superintendent was polite, but said the project needed a team with
more experience (Brad’s father’s team consisted of three men in their
thirties).

Brad’s father refused to give up and asked the superintendent if they
might be considered if they had a senior advisor. The superintendent
replied, “Such as?” Thinking on his feet and mentally reviewing a list of
his father’s friends, he said, “Eliel Saarinen.” This naturally impressed the
superintendent, who responded, “If you can get Eliel Saarinen, we will
consider you.” Brad’s father immediately drove to Cranbrook, asked
Saarinen to act as their advisor, and with Saarinen’s (and Saarinen’s son
Eero’s) acceptance, secured the commission. The school—Crow Island
in Winnetka—became the foundation for Perkins & Will’s national prac-
tice in educational facility design.

Your response to an RFQ or RFP should, of
course, be structured to directly answer all questions
asked, as well as to address the issues you believe are
the central concerns of the client. “Boilerplate”
responses that are not tailored to these issues are not
usually successful.

You should also be sensitive to the fact that most
clients will not take the time to read every word of an
RFQ or RFP, therefore your responses include
graphics, repetition of salient points, and other tech-
niques to guarantee that your firm’s important
strengths are impossible to miss. The cover letter, for
example, is one place where it is appropriate to reiter-
ate the major points of your response.

The logical sequence of a response is also impor-
tant. While many clients dictate how they want you
to respond, a typical proposal—and the underlying
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logic of the sequence of proposal sections—has
many common elements. The sidebar titled “Typical
Proposal Format” lists these elements, and each is
discussed in turn below.

To reiterate, the cover letter should be more than a
transmittal; it should reinforce the key points of the
proposal.

The cover should be graphically attractive and
illustrate something about your interest in the pro-
ject, even if it is merely a picture of the client’s site.

The table of contents should make it easy for the
reader to find the responses to the RFP questions.
This can be reinforced by a clear introduction and
executive summary of the proposal’s key points.

The proposal itself often begins with a statement
describing the design issues to be resolved. This is an
important section because it speaks directly to the
client’s concerns and sets up the reasoning for the
proposed approach, team, and schedule.

The approach should be more than a listing of the
phases and tasks. It should include elements that
reflect how you plan to deal with the unique chal-
lenges of the project. Include such topics as: special
techniques to create an efficient program, cost man-
agement tools that will keep the project on budget,
quality-control procedures to minimize change
orders, communications techniques to keep the cli-
ent informed and involved, a sustainable design
focus to address a client’s environmental goals, and
so on.

The approach section is usually followed by a
description of the key personnel who will make up the
design team, followed by an explanation of the role
each member of the core project team will play, and
their resumes. This section may also include state-

Typical Proposal
Format
I. Cover letter
2. Attractive cover
3. Table of contents
4. Introduction and
executive
summary
5. Understanding of
the issues
6. Proposed
approach
7. Proposed design
team:
» Component
firms
» Key personnel,
organization of
the project team,
and each person’s
role
» Resumes
8. Proposed
schedule
9. Proposed
compensation
10. Relevant
experience

I'l. References

12. Appendices of
other relevant
material
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ments about the availability and commitment of the
key personnel. In all proposals, the proposing firm
should be able to offer a great deal of capacity and the
willingness to commit the best-qualified personnel
to the project at hand. Being able to commit princi-
pals to a project may be more credible from, and
thus, an advantage for, a smaller firm.

A page outlining the proposed compensation typi-
cally follows these sections. Many clients expect a
definitive fee estimate even when the scope, sched-
ule, and many other areas are as yet undefined. In
these cases, try to point out the issues that need fur-
ther definition and then propose tying the fee esti-
mate to some assumptions (such as an immediate
start date, few meetings during the public approval
process, an early construction start, etc.) that are
likely to change. It’s also a good idea to list consultant
fees separately so that a high number on one consul-
tant line does not make the entire proposal noncom-
petitive. (Chapter 4 has more on setting fees.)

The final sections contain the material that dem-
onstrates your qualifications: past experience that is rele-
vant, strong references (from whom you have
secured permission to use their names and who are
reliable), and other supplemental materials (article
reprints, reference letters, lists of awards, etc.) that
support the argument that you are the best-qualified
team for the job.

Presentations

Typically, the next phase is an interview. Though
there are many things to learn about presentations,
10 of the most important lessons are summarized
here for the purposes of this discussion:
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1. Though most jobs are won before the presen-
tation, in some cases the presentation will be
the deciding factor.

2. The best presentations are usually those that
engage the client in an interesting discussion
of the project at hand.

3. Memorable props help draw the client into the
discussion. These may include: site models
with multiple inserts, site analyses, lists of key
issues to be resolved, and so on.

4. In a standard 30-minute formal presentation,
its best to limit the content to express only five
or six clear messages.

5. Committees have a hard time making a selec-
tion and usually begin by eliminating firms
with an apparent weakness.

6. Selection committees typically aren’t “warmed
up” for the first interview, have trouble remem-
bering or distinguishing the middle ones, and
are often impatient with the last, so most firms
prefer to be one of the later—but not last—
interviews.

7. Presentations are theater, meaning that rehearsal
always improves your performance.

8. Slide shows can be deadly unless they are con-
cise, directly relevant, attractive, and interesting,.

9. Keep the typical introductory, formal part of a
presentation to less than 30 minutes, and fin-
ish with a lively, “first-act closer.”

10. The question-and-answer period is often the
most important part of a presentation. A lively,
intelligent, and friendly Q&A period can end a
presentation on the right note.

It is unfortunate how much weight clients give to
a presentation when you consider that most presen-
tations are limited to one hour or less, with half
devoted to the formal presentation by the firm and
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the remainder allocated to questions and answers.
And because the principals of most new firms do not
have the experience to make a compelling case for
their firm in such a short time frame, they are at a
disadvantage, especially if they are up against more
established and experienced firms.

The new firms that succeed in surmounting the
disadvantages of youth, inexperience, size, and/or a
less established image usually do so by expending
greater effort, by preparing caretully, and, simply, by
being charming. For example, in the early years at
Brad’s firm, they went out of their way to meet the
client before the interview. Not only did this give
them insights as to how best develop their presenta-
tion, it also allowed them to create a personal con-
nection with one or more of the interview
committee members. We've said it before, but it
bears repeating: In most cases, relationships trump
experience in a client’s mind.

In preparing for a presentation, several points are
particularly relevant to keep in mind:

» Clients are more interested in their project than in your
firm. Therefore, build most presentations to
demonstrate your understanding of the client’s
issues and how you and your capabilities and
experience can help them successfully address
each of those issues.

» Never underestimate chemistry. Most people prefer
to hire someone they like, trust, and can envi-
sion spending time with over the life of the pro-
ject. Thus, it is important to be (or at least
appear to be) at ease, friendly, and engaging.

» Do not assume that a client will absorb every message

you intend to deliver. As noted previously, pick
out the five or six you think will be most
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important—for example, your ideas for their
project, your analysis of the site, your approach
to cost control, your sustainable design con-
cepts, and so on. If you try to cram too much
information into a brief presentation, the client
may miss the relevant parts.

Many selections are made by a committee, which tend
to make conservative and “safe” choices. After each
firm interview, many committees look for
weaknesses to shorten the list. Thus, it is not
uncommon for a committee to start by elimi-
nating firms with a perceived weakness (even if
they gave—on balance—a strong presentation.)
Therefore, to survive the first cut, you must
give the committee positive reasons to choose
you. This is where working harder than the
competition can make the difference. For a new
firm, it is important to convey that you will
work hard and bring more creativity to the pro-
ject than the competition. Thus, it important to
have done enough project analysis to be able to
talk intelligently about the project.

It is important to finish the formal presentation on a
high note. Concluding by describing how you
will manage the project, for example, is usually
a downer. A better choice is to use a model, a
site analysis, or some other prop as the afore-
mentioned “first-act closer.”

The question-and-answer period that follows the formal
presentation is often as important as the presentation. As
with the actual presentation, some rehearsal can
be helpful, especially for the questions that are
predictable, such as, “Why should we consider a
new firm?” Having a ready answer can be con-
vincing; fumbling an answer can be fatal.
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Closing

Closing,” illustrates this crucial step.

Selling and Closing

This example of interactive selling and closing actually occurred.

A “supersalesman” was booked as a guest on a late-night talk show. The
host had not met the guest before he was introduced by the announcer
as the person who had just won a salesman-of-the-year award. For some
reason, the host was suspicious and aggressive. He began the interview
on a hostile note:

“Oh, yeah,” he said. “Try to sell me something.”

The salesman responded quietly, “What would you like me to sell you?”
Pointing to the top of his desk, the host said, “That ashtray. Try to sell me
that ashtray.”

“Why would you want an ashtray like that?” the salesman asked.

The host responded, “I'm a pipe smoker and it would help me keep things

in order and keep the ashes off my papers.”

The salesman said, “Those are good reasons to have an ashtray like that. It
will certainly help you keep your desk clean and orderly.” He went on,
“What about that ashtray interests you?”

The host said, “It’s crystal, and has a nice shape, and is heavy, and will hold
down my papers, and refracts the light in an interesting way.”

The salesman reflected back, “Yes, this ashtray is really attractive and
weighty and will refract the light colorfully. How much would you pay for
an ashtray like that?”

The host responded, “Oh, $15 or $20.”

The salesman said, “| can let you have it for $15.”

Case closed.
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At the presentation—or in a subsequent meeting—
there comes a time where the client must be encour-
aged to make a commitment. This often requires
experience in identifying the issues (fee, commit-
ment of principal’s time, etc.) that will convince the
client to take this critical step. Beinga good listener is
part of the process. The box below, “Selling and




Debriefing

No matter how this long process turns out (that is,
whether you win or lose the project), it is important
to request a debriefing from the client. Most are will-
ing to give an insight as to how their choice was
made. In our experience, there are almost always sur-
prises, and it can be very helptul to see how you and
your presentation were perceived.

In the first year of practice, Brad’s firm won an
invited competition for a mixed-use project. They
naively assumed that they were chosen for the supe-
riority of the design solution. The client said the
design solution was important, but what convinced
him was the fact that it was a young firm, and he
believed he would be its most important client. He
also liked the no-frills, low-overhead office, which
indicated to him that he would get more eftort for
the same fee. At the time, this deflated the firm’s
egos, but later they realized that he had given them
important advice on what—as a young firm—they
could emphasize in their next presentations.

Conclusion

Young firms tend to focus on marketing and sales
only when business is slow, so the first point we
want to reiterate here is that your marketing and sales
efforts must be continuous, focused, and broadly
based. To engage in these efforts only on a sporadic
basis while you already have work is a sure way to
impair the financial health of a young firm (the sub-
ject of the next chapter).

The second point we want to stress is that an
essential aspect of a continuous marketing program
is staying in touch with former clients. Not only
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might they have, or know of, other projects, they can
also serve as your best sales staft, because a strong ref-
erence or a friendly introduction from a satisfied for-
mer client can often turn a lead into a project.

Third, marketing and sales require an invest-
ment. New firms often have to spend 3 to 6 percent
of their net fee revenues on preparing proposals, pre-
sentations, and brochures; on photography, enter-
tainment, travel, and other related costs; and an equal
amount of their billable time. As a firm becomes
established, a range of 5 to 10 percent of gross reve-
nues is more normal. (Chapter 3 defines these
finance-related terms.)

Finally, a young firm should regard every poten-
tial project as part of the foundation for the firm’s
long-term  practice. Some unglamorous initial
assignments—such as a small study or a minor reno-
vation—might help to build a client list, lead to an
introduction to an important client for future work,
or establish a solid reference. For example, Brad’s
firm’s growing school practice began with a series of
two room additions, renovations for a local syna-
gogue and a church, as well as a pro bono project fora
school for emotionally disturbed children. The
foundation for two other practice areas were small
feasibility studies. The point is, assess all opportuni-
ties strategically, and remember: “Everything leads
somewhere.”
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It is a myth that one cannot make a reasonable living
as a design professional. Though few of us get rich,
and even fewer have achieved the “instant riches”
possible in other fields, making a reasonable income
is definitely possible. Many of us have been able to
earn enough to buy a home, travel, educate our chil-
dren, and save enough for a comfortable retirement.
And having your own firm is one of the best ways to
achieve this goal.

Although financial gain may not be the primary
reason for a design professional to start a new firm,
there is no escaping the fact that sustaining the firm
will depend to a very great degree upon effective
management of the firm’s finances—with all its ram-
ifications. This chapter describes the basics of finan-
cial management necessary to build and guide the
financial health of a new firm: the principles, tools,
and techniques that founders have to understand to
manage their firms successfully.
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Basic Concepts

The practice of architecture and other design profes-
sions is necessarily a business as well as an artistic
pursuit, meaning that the fundamentals of finance
apply to those practices regardless of size. Although
the level of detail will vary with the volume of busi-
ness, the number of staff, the size and complexity of
projects, and other factors, maintaining a financially
healthy firm is a prevalent concern for any business
enterprise.

The objective of a firm’s general management
will be to ensure that the firm’s efforts are integrated,
balanced, and directed toward achieving goals. Mar-
keting, project services, and general business cannot
operate independently. Financial management is the
core of business management and can be viewed as
the integration of several components:

» Funding: Sources and applications of money.

» General accounting: Record of monetary transac-
tions.

» Project cost accounting: Record-keeping of reve-
nues, reimbursable expenses, direct expenses,
and direct personnel time.

» Profit planning: Goals for profit and uses of capi-
tal and operating budgets.

» Cash flow: Change in the firm’s cash position
during a given period. Positive cash flow (more
cash received than disbursed) increases the cash
account; negative cash flow decreases the cash
account.

» Cash management: Billing, collecting, and dis-
bursing cash.

» Remuneration: Salaries and benefits.
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» Firmvaluation: Pricing for ownership transition.

Good management practice involves understand-
ing what has to be managed, planning (establishing
appropriate, realistic, and achievable goals), and con-
trolling (achieving those goals through the eftective
employment of resources: people, time, money,
facilities, and technology.

Essential Vocabulary

One of the most important of the basic financial con-
cepts to master is the vocabulary. The world of
financial management has its own language, and
although much of'it can be understood from context,
we list here a few words and phrases that either have
special meaning or whose particular understanding
is essential to this chapter.

Accounts payable: Current liabilities in accrual account-

ing, representing the amount owed by the firm to

vendors, consultants, or others for merchandise or

services that have been provided to the firm.

Accounts receivable: Money owed by clients to the firm
for services rendered or for reimbursement of
expenses.

Accrual accounting: Accounting method that recog-
nizes revenues as having been earned when ser-
vices are performed, and that recognizes expenses
when they are incurred, without regard to when
cash is received or disbursed.

Asset: Resource owned by the firm on which a mone-
tary value can be placed.

Backlog: Value of services contracted for but not yet
earned.

Balance sheet: Statement of the firm’s financial condi-
tion as of a specific date. It is a statement of the
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balance between the asset accounts (cash,
accounts receivable, equipment, etc.) and the lia-
bility (consultants payable, loans payable, etc.)
and owners’ equity accounts.

Book value: The owners’ equity accounts represent-
ing the net worth of the firm; the firm’s assets less
its liabilities.

Cash accounting: Accounting method that recognizes
revenue when payment is received in cash, and
that recognizes expense when cash is disbursed.

Cash flow: The change in the firm’s cash account dur-
ing a given period. Positive cash flow (more cash
received than disbursed) results in an increase in
the cash account. Negative cash flow decreases the
cash account.

Direct expenses: Costs that can be charged to specific
projects. Included are the costs of staff working
on the project, outside consultants, and other
costs associated with the project such as printing,
travel, and long-distance communication.

Equity: Value of the firm’s assets in excess of its liabil-
ities; the total claims the owners would have to
the value of the business if all assets were liqui-
dated and all liabilities paid, as reflected on the
firm’s balance sheet.

Expenses: In cash accounting, actual cash disburse-
ments made for goods or services (which do not
result in acquisition of an asset, distribution of
profit, or reduction of a liability). In accrual
accounting, expenses are recognized when they
are incurred without regard to when payment is
received.

Founder: The person or persons initiating the firm.

Gross revenues: Total value earned by the firm as a
result of providing services or from aspects of the
business not central to the primary purpose, such
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as rents or royalties, including value provided by
the firm’s consultants and owed to them.

Income: Profits remaining after expenses have been
subtracted from revenues.

Income statement: The basic operating financial state-
ment showing the activity of the firm for the
accounting period specified; synonymous with
profit and loss statement.

Indirect expenses: Expense items paid in operating the
business that are not chargeable to specific pro-
jects; collectively often called overhead.

Liabilities: Debts or obligations of the firm owed to
others.

Loss: Expenses exceeding revenue in an accounting
period.

Net income: Profit after corporate income taxes.

Net revenues: Value generated by the firm’s employ-
ees, excluding value attributable to consultants or
to nonlabor project expenses for reproductions,
travel, and so on.

Net worth: The value of the owners’ equity in the
firm; basically, assets less liabilities: in a propri-
etorship, the proprietor’s capital account; in a
partnership, the total of the partners’ capital
accounts; in a corporation, the total of capital
stock, plus paid-in capital, plus retained earnings.

Operating costs: The cost to operate the firm, includ-
ing salaries, rent, supplies, and so on, usually
expressed as a monthly total.

Operating income (or operating profit): Revenue remain-
ing after direct and indirect expenses.

Owner: Anyone with a financial interest in a firm,

whether as a sole proprietor, partner, or corporate
shareholder.

Owners’ equity: See Equity.
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Partnership: Form of organization in which two or
more persons share in the ownership, risks, and
rewards of the business.

Principal: In this book, any individual with an equity
position in a firm; sometimes expanded else-
where to include anyone with a significant leader-
ship role.

Profit: Excess of revenue over expenses.

Proprietorship: Form of business organization owned
entirely by one person.

Reimbursable expenses: Project-related expenses that,
by agreement with the client, are to be directly
reimbursed.

Revenue: Primarily, value received from clients as a
result of the firm providing services.

Shareholders” equity: See Equity.

Basic Finance Principles

This book constantly emphasizes the need to plan.
This is especially true for a new firm’s finances. And
there are 10 principles to keep in mind when formu-
lating that plan:

1. It is possible to make a reasonable living in
your own practice, but it cannot be done with-
out careful financial arrangement.

2. The core of financial management is knowing
your costs, knowing your revenues, and keep-
ing both in the proper balance.

3. You live on the cash basis of accounting, but
you can die by ignoring accrual; you must
know and monitor both.

4. Profit margins are narrow and limited; it is
easy to lose more in a month than you make in
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six months. The easiest way to increase profit
margins is to reduce overhead, and for new
firms low overhead is a major competitive
advantage.

5. Professional help is essential. This may include
a bookkeeper, an attorney, and a tax adviser.

6. Design professionals and their limited profit
margins are very vulnerable. Good contracts
and careful negotiation are important to
reducing this vulnerability.

7. Doing something for nothing usually reduces
the likelihood of it happening. Some things,
however, are worth doing, even at low rates, if
they fill in a hole or help build toward a long-
term goal.

8. OIld accounts receivable are like dead fish.
They do not improve with age. Firm, friendly
pressure on collections is necessary with most
clients.

9. Having adequate working capital is critical.
Cash flow problems can become all-consum-
ing.

10. Remember Pharaoh’s dream: If you have
seven fat years, save for the seven lean years.

They will happen.

Fees Projection

This book constantly emphasizes the need to plan.
This is especially true for a new firm’s finances. One
of the most important financial tools is a fee projec-
tion—that is, you project the fees you think you can
earn each month. This gives you a clear view of your
financial future. The goal is to earn each month
more than you think it will cost you to cover your
monthly expenses (advice we will repeat throughout

' TIP

After the contract
negotiation, the most
effective thing you can
do to enhance project
success is to plan the
project at project
initiation.
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this chapter), including fair compensation for your
own time.

The Cash Flow Worksheet on page 56 begins with
an earnings projection for seven months. Shown each
month are the amounts expected to be billed at the
end of each month.

The Cash Cycle

For a new firm, another important basic concept to
understand immediately is cash flow. In the final anal-
ysis, and at virtually every step along the way, cash is
required to operate any business. Goods and ser-
vices, labor and materials, must be paid for with cash,
sometimes at the very moment those goods and ser-
vices are purchased, sometimes when the credit card
or vendor’s bill arrives, or soon thereafter. The pro-
cess by which cash is produced can be understood as
a never-ending cycle, as shown in Figure 3.1. This
cycle is depicted as a circle whose arcs represent
actions that generate assets, and the segment divi-
sions the assets that are created. Since circles have no
beginning and no end, imagine that the cycle begins
with the action of providing services.

The professional provides services to a client or
clients. The professional pays for his or her own
labor and that of others as the firm grows. In addition
to those labor expenses, the professional also incurs
other expenses, both direct and indirect, in order to
provide services. He or she may pay for travel, repro-
ductions, postage, and other expenses in connection
with executing the project. He or she will also pay for
all those indirect, or overhead, items necessary to
“keep the door open,” including rent, utilities, insur-
ance, taxes, and so on. The asset produced by per-
forming services is called work-in-process.
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The next action in the cycle is billing, or invoicing.
The professional prepares an invoice requesting pay-
ment for the services provided—the fee—in what-
ever form he or she and his or her client have agreed.
The asset produced by that action is called accounts
receivable and represents the value of the services
performed.

The next action is called collecting, and the asset
produced is cash. Sometimes, collecting monies
owed to the firm for services provided requires little
or no specific action; simply sending the bill is
enough. However, if payment is not made in a rea-
sonable time, follow-up may become necessary to
ensure that the payment will be forthcoming.

Once collected, cash is used to pay for obliga-
tions that have been incurred in the course of busi-

>
L For serv'e®

Figure 3.1 Cash Cycle.
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Month Month Month Month Month Month Month
1 2 3 4 5 6 7
Billings $36,000 $34,000 $33,000 $38,000 $40,000 $35,000 $32,000
Collections
First Month (25%) 9,000 8,500 8,250 9,500 10,000 9,000 8,000
Second Month (60%) 21,600 20,400 19,800 22,800 24,000 21,600
Third Month (15%) \ 5,400 5,100 4,950 1,425 6,000
Other (nonoperating) 1,000 1,000 1,000 1,000 1,000
Receipts
Total Cash Receipts 34,050 35,400 38,750 35,425 36,600
(Cash In)
Cash Disbursements
Direct Expenses 14,900 15,500 17,000 15,940 16,000
Indirect Expenses 16,000 17,500 15,200 17,500 20,750
Other (nonoperating) 200 0 600 0 0
Disbursements
Total Cash Disbursements 31,100 33,000 38,200 33,440 36,750
(Cash Out)
Net Cash Gain (Loss) 2,950 2,400 550 1,985 (150)
during month
Cash Balance at beginning 1,500 4,450 6,850 7,400 9,385
of month
Cash Balance at end of 4,450 6,850 7,400 9,385 9,235
month

Figure 3.2 Cash Flow Worksheet.

Adapted from Financial Management for Architects by Robert F. Mattox, The American Institute of Architects, 1980.

ness and that will be incurred in the immediate
future as the firm continues to provide services—
capital expenditures necessary to grow the firm, and
operating expenses for salaries, consultants, other
direct (project) expenses, and indirect (overhead)
expenses. The cycle continues as long as the firm
stays in business.
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Cash Flow Projection

The projection of earned revenues described earlier
can be combined with the concepts of the cash cycle
to create a simple tool that allows you to project your
cash position in the future (that is, determine
whether you still have some or will run out). This
tool is a cash flow projection.

You create this information by taking the revenues
(fees earned) as the first step in the Cash Flow Work-
sheet, Figure 3.2, and estimating when they will
actually be received. This will give you the total cash
expected each month. Then you project when you
will have to pay your expenses (rent, salaries, etc.).
Eventually, you will have a good estimate of the total
monthly cost to operate (and most of these costs
must be paid monthly).

The only major expenses that can sometimes be
deferred until you have received client payment are
the consultant fees. If you have been paid or reim-
bursed for a consultant’s fees, however, it is impor-
tant to pay them. Many firms have gotten into
serious trouble by treating consultants’ fees as if the
money were their own, rather than the consultant’s
money.

Cash and Accrual Accounting

The most basic financial management task is to
ensure, on a regular basis (preferably, monthly), that
the firm’s revenues are consistently greater than the
firm’s expenses. We emphasize the need to do this
every month because design professionals have
narrow profit margins. It is easy—if workload
declines sharply—to lose more in one month than
can be earned as profit in three to six months. If a
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’ TIP

You can make or lose
more in the contract
negotiation than in any
aspect of project
execution.

firm can accomplish this positive relationship
between income and expense, it should be finan-
cially successful. So what are the tools you need to
use to help you be successtul?

If the firm recorded its finances the way many
ordinary household finances are recorded—that is,
on the cash basis, revenue would be recorded when it
was received, and expenses would be recorded when
they were disbursed. If positive, the difference
between revenue and expense would indicate profit
(or surplus); if negative, loss (or deficit).

Now imagine that a firm starts in business
on January 1, and chooses to record its finances on
the cash basis, as described. In January, then, the firm
would pay its staff, rent, insurance, taxes, and other
expenses, direct and indirect, that were due. By the
end of January, it probably would not have invoiced
for the services it provided that month, nor collected
any money for those services. Using the cash basis of
accounting the firm would record no revenue and all
expense, and therefore would report a loss for the
month’s operations.

In February, the firm would likely prepare and
send an invoice for the work it had done in January.
It also would pay its staff, rent, insurance, taxes, and
so on, but still might not have received payment for
services that it performed in January and invoiced at
the beginning of February. Again, on the cash basis
of accounting, the firm would record all expenses
and zero revenue, and report a loss for that month
also.

In March, the firm would invoice for services
performed in February. It would pay its incurred
direct and indirect expenses for the month, and
might have received payment for the services per-

58

Financial Management



tormed in January. Now the firm would record the
value of the revenue received in March for services
performed in January, and would record the
expenses paid in March. On the cash basis, the firm
would record a profit if the revenue it received
exceeded the expenses it disbursed that month, but
would record a loss if expenses disbursed exceeded
revenues received.

Clearly, this method of recording revenue and
expense does not accurately or fairly describe what
happened in the firm with respect to profit or loss.
The firm may actually have practiced profitably in
January and February, but since it did not receive the
cash that would have represented the value the firm
was entitled to for having performed the services,
using cash basis accounting, it had no way to record
that value. Conversely, in March, the firm may or
may not have been profitable; there is simply no way
to know by counting only cash received and
disbursed.

Despite this anomaly, the importance of empha-
sizing cash at the beginning cannot be exaggerated.
Cash will always be important, but particularly at the
beginning of a firm’s existence. Typically, the found-
ers of the new enterprise will have invested their
own money; in fact, they may have exhausted their
personal resources. It will take cash receipts to keep
the practice solvent, and sooner rather than later.
Later, as the firm develops a body of work and the
expectation (but never the certainty) of a consistent
tlow of new work, management on the accrual basis
becomes more important as the only way to truly
understand whether the firm and its projects are
profitable. Counting the cash on hand is not, and
never will be, an accurate way to do so.
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Recognizing that cash accounting can be mislead-
ing (if not balanced by additional tools described in
this chapter) it is, nevertheless, still a critical measure
of ayoung firm’s financial health. All young firms are
cash-starved; and cash accounting will help guide a
new firm to a healthy beginning.

Accrual Accounting

The accrual basis of accounting is a method estab-
lished to reflect the true financial performance of a
firm during a specific period of time by matching
revenue ecarned with expenses incurred. In the
accrual basis of accounting, revenue is recognized
(recorded) when it is earned, and expenses are recog-
nized (recorded) when they are incurred. Profit (or
loss) again represents the difference between the
two, regardless of whether cash has been received or
disbursed. In an architecture or other similar design
firm, the most important objective of accrual-basis
accounting is to match revenue with expenses during
the period in which the revenue was generated, to
determine profitability on a current basis. Using
accrual-basis accounting, the firm can accurately
record whether it is making or losing money on both
a project- and firmwide basis for any month and the
year.

Though more accurate , accrual accounting is just
one tool. You will almost certainly calculate and pay
your taxes on a cash basis, and most new firms are so
cash-poor that cash accounting is an extremely
important short-term indication of financial health.
In the long term, you may live on a cash basis, but
your firm can die if you ignore accrual. The staff at
the first firm Brad worked for as a consultant
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thought they were doing fine because each month
their cash receipts totaled more than their monthly
expenses. What they failed to recognize was that the
cash receipts were for work done earlier in the year.
On a current basis, they were actually earning less
than their expenses. This soon became a crisis.

It need not be said that to succeed, firms must
remain both profitable and solvent. The firm’s prin-
cipal(s) should regularly monitor both the firm’s
cash position and its profitability. Failure to practice
profitably over time will, in the short term, inhibit
the firm’s ability to provide appropriate rewards to
the people who contribute to success. In the longer
term, lack of profitability will cause the firm to
deplete its cash and/or its access to cash, creating
insolvency—the inability to pay debts when they
become due—Ileading to bankruptcy.

Projecting Workload

As noted in Chapter 2, securing a steady flow of work
is an essential step in building a successful firm. The
next is to match a projection of the fees that will be
earned against the expenses that will be incurred in
providing the commissioned services.

Envision two partners, Able and Baker, who are
setting out on their own after several years doing
moonlight projects while working full-time in a
larger firm. To start, they have four projects: three
house additions from friends and family, plus a small
oftice renovation that their former employer has
given them.

The first step is to estimate the fees they will earn
over the next 12 months from these four projects
(the contracted backlog), as well as what additional
work they might get as the year goes on. This projec-

' TIP

Most firms calculate
and pay taxes on a
cash basis, so it is very
important to have tax
advice before year-
end. Sometimes you
may want to delay
receipt of a client
payment to beyond
year-end, or prepay
some expenses to
minimize tax
exposure.

Fictitious Firm

Throughout this book,
we use a fictitious
firm, Able & Baker
Architects, to
exemplify the
concepts, principles,
and procedures
presented in this
book. Able & Baker
Architects is described
in the case study on
the next page.
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CASE STUDY

Introducing Able & Baker Architects

John Able and Jean Baker, thirty-two and twenty-eight years
old, respectively, decided to start a practice together.
Though they attended different schools before their intern-
ship, they were both hired as staff architects in a 40-person
firm owned by three architects, all more than |0 years older
than they were. Although the three principals had acknowl-
edged the gradual growth in Able’s and Baker’s professional
capabilities by assigning them more complex and important
project responsibilities, the two were not comfortable with
the firm’s overall direction, nor with what they thought
would later be significant limitations on their future profes-
sional growth and compensation.

In spite of their different personalities, interests, and skills,
Able and Baker had developed a comfortable and productive
working relationship in the firm, so much so that they began
doing small-scale “moonlight” projects together.

Baker’s outgoing personality enabled her to connect easily
with people and inspire their confidence. She became active
in her community’s civic organizations, and expanded her
undergraduate interest in the arts to become involved in
arts-related organizations, as well. In collaboration with Able,
whose technical skills complemented her own design and
people skills, the duo created a team capable of acquiring and
executing small projects successfully while they were still
employed. Determined to depart on good terms and not
burn bridges, they planned to set up their own practice only
after they had completed the large projects on which they
were working. Ultimately, they left with the blessing of their
employers, along with a referral and recommendation for a
project that was too small for the larger firm to want to exe-
cute, plus two small projects of their own that were nearing
completion, and another about to start.

tion is always an estimate, of course, but it serves to
provide some key information. Figure 3.3 indicates
the fee projection that Able & Baker prepared three
months after they started their firm. The projection
records the net fees (excluding consultants and other
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Net Fee
Gross Earned to

Net Fee

Project Fee Net fee date Remaining Schedule

A $ 20,000 $ 20,000 $ 20,000
B 30,000 25,000 15,000
C 60,000 45,000 15,000
D 140,000 120,000 30,000

Proposals @ one-third 150,000 120,000 0
of proposed fees

Total $400,000  $330,000 $ 80,000

$ 0
10,000
30,000
90,000

120,000

$250,000

3 months

3 months

6 months

9 months

12 months

Figure 3.3 Able & Baker Fee Projection at Three Months.

nonsalary direct expenses) for projects for which
they had secured contracts, the value of their services
to date (again, excluding consultants), and the
amount remaining—the backlog. Their projection
also includes the amount they expect to receive from
the prospective commissions on which they expressed
interest and were asked for proposals. Since they know
they will not likely get all of them, they projected the
value at one-third. As they gain more experience and
develop a track record, these projections will become
more accurate.

Invoices and Accounts Receivable

We strongly recommend that firms bill for services
monthly (or on an even shorter cycle if clients
permit) and that they follow up if the invoice is not
paid within 30 days. Many clients will hold up pay-
ment if they have questions. Some invoices do get
lost (but not as many as some clients claim), and
some clients pay only when asked. Friendly follow-
up is essential. Remember that accounts receivable
are like dead fish; they do not improve with age.
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Expense Projection

At the same time that fee projections are being esti-
mated for the first year, it is important to project the
expenses that the firm expects to incur during the
same period. These are typically divided into startup
expenses (setting up the oftice, rent deposits, statio-
nery printing, etc.) and ongoing operating expenses
(e.g., rent, supplies, and the modest salaries the part-
ners expect to be able to pay themselves, at least until
they can assure themselves of profitable operations
and adequate cash flow). (A checklist of startup
expenses is shown in Chapter 11.)

By matching the timing of expenses and the likely
timing of fee payments, it is possible to form a rea-
sonably good picture of the capital needed to start the
firm and keep it afloat during the first year. The doc-
ument traditionally used to match receipts and dis-
bursements is called a cash flow projection. Figure
3.4 details Able & Baker’s cash flow projection for
their first year in business together.

The Income Statement

The income statement, sometimes called a profit/loss
or income and expense statement records the operations of
the firm over a specific period of time, usually a
month, quarter, or year. It categorizes and summarizes
the operations of the firm into three major areas: reve-
nues, expenses, and profit (or loss). We strongly recom-
mend that all design firms divide, allocate, and record
expenses into three subdivisions: reimbursable,
direct, and indirect expenses. These categories of
expenses are explained in the following subsections,
and Figure 3.5 portrays the accrual-basis income
statement of Able & Baker Architects at the end of its
first year of practice.
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Category Ist 2nd 3rd 4th First
Total Quarter Quarter Quarter Quarter Year
Billings $50,000 $60,000 $80,000 $60,000 $250,000
Collections 40,000 40,000 60,000 60,000 200,000
Total Receipts 40,000 40,000 60,000 60,000 200,000
Disbursements
Salaries 30,000 30,000 30,000 30,000 120,000
Consultants 5,000 5,000 10,000 10,000 30,000
Other Direct Expenses 2,000 2,000 2,000 2,000 8,000
Nonsalary Indirect 13,000 13,000 13,000 13,000 52,000
Expenses
Total Disbursements 50,000 50,000 55,000 55,000 210,000
Net Gain/(Loss) (10,000) (10,000) 5,000 5,000 (10,000)
Beginning Balance 10,000 loan 0 (10,000) (5,000) 10,000
Ending Balance 0 (10,000) (5,000) 0 0

Figure 3.4 Able & Baker First-Year Cash Flow Projection.

Revenues
Gross revenues
Reimbursable revenue: consultants

Net revenue: architectural fees

Direct and Reimbursable Expenses
Direct salary expense
Consultant’s expense
Reprographics, travel, etc.
Total direct expenses

Indirect Expenses
Indirect salary expense
Payroll and benefits expenses
Occupancy expenses
General administrative expenses
Total indirect expense

Profit (Loss)

Reimbursable revenue: reprographics, travel

$250,000
(40,000)
(10,000)

$200,000

$ 72,000
40,000
10,000
$122,000

$ 48,000
22,000
10,000
20,000

$100,000

$ 28,000

Income Statement on December 31, 2002

100.0%

36.0

20.0
5.0

61.0%

24.0
11.0
5.0
10.0
50.0%

14.0% of net revenues
11.2% of gross revenues
g

Figure 3.5 Able & Baker Architects Income Statement.
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@‘ NOTE

Regarding direct salary
expense, note that
even if a principal is a
proprietor, or the
principals are partners,
for management
purposes it is useful to
treat their profit
draws as if they were
salaries. It is the only
way to track the true
cost of performing
services (on the
reasonable assumption
that the principals
work on projects),
and it is the only way
to compare the firm’s
performance against
the norms established
by all other firms.

Eﬁ‘ NOTE

Although some firms
prefer to allocate
benefits to direct
salaries and record
the resulting direct
personnel expense,
the great majority
record benefits as
indirect expenses.

Self-Payment

The statement in Figure 3.5 indicates that for the 12
months ending December 31, 2002, Able & Baker
Architects generated revenues (but not necessarily
cash) of $250,000: $200,000 was generated by its own
forces; $40,000 was generated by consultants, whose
expenses were reimbursed; and $10,000 was gener-
ated as reimbursement of project expenses incurred
in the interest of the project.

Direct expenses included direct salary expense of
$72,000, representing the portion of the principals’
salaries expended on projects (there being no other
employees in the first year of practice). The $40,000
and $10,000, respectively, represent expenses for
consultants and other nonsalary direct expenses,
both reimbursed by the owner in this example.

Indirect expenses included indirect salary expense,
representing the portion of the principals’ and employ-
ees’ salaries expended on overhead activities such as
vacation, holiday, sick, and personal time; marketing,
management, secretarial, and bookkeeping services. In
addition, indirect expenses include all other expenses
incurred to “keep the doors open” (payroll taxes and
other mandatory and customary benefits, occupancy
expenses, and general and administrative expenses).

Segregating direct and indirect expenses allows the
principals to examine the firm’s performance on pro-
jects, as well as their control of overhead. Also, when
broken down in finer detail, these delineations can be
used to develop a budget for future projects and for
the next accounting period, generally one year.

Balance Sheet

Unlike the income statement, which is a statement of
operations that reports financial activities that
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occurred over the span of time identified in the state-
ment, the balance sheet is a report of status, or condi-
tion that indicates the firm’s financial condition at a
specific point in time—specifically, at the date of the
report.

Balance sheets are divided into two sections of
equal value (hence the balance):

» Assets
» Combination of liabilities and net worth

Assets can be understood as those tangible and
intangible resources with monetary value owned by,
or owed to, the firm. Liabilities are debts or obliga-
tions the firm owes to others; net worth is the value
owned by, or owed to, the firm’s owners. The sum of’
the assets minus the sum of the liabilities equals net
worth. In theory, if the firm were able to collect or
redeem all its assets, and pay all its liabilities, the
owners would realize their net worth in the firm.
Standard, double-entry bookkeeping procedures are
designed to maintain this essential balance whenever
a financial transaction is recorded.

Figure 3.6 shows the accrual-basis balance sheet
of Able & Baker Architects that reveals the financial
condition of the firm at the end of its first year of
practice: December 31, 2002.

Current assets include all those expected to come
due within one year. The firm’s current assets on
December 31, 2002, indicate that Able & Baker
Architects owned $5,000 in cash and deposits, and
was owed $45,000 by clients who had not yet paid
their invoices for services rendered. Work-in-pro-
cess records the value of services performed but not
billed by the date of the report. Once billed, that
amount, $10,000 will be added to accounts receiv-
able and subtracted from work-in-process; because
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Balance Sheet at December 31, 2002
Assets
Current Assets
Cash $ 5,000
Accounts Receivable 45,000
Work in Process 10,000
Deposits 2,000
Total Current Assets $62,000
Long-Term Assets
Furniture and Fixtures $11,000
Computer Equipment 10,000
Less Depreciation and Amortization (3,000)
Total Long-Term Assets $18,000
Total Assets $80,000
Liabilities
Current Liabilities
Credit Line Payable $20,000
Note Payable: Equipment, Current Portion 2,000
Accounts Payable: Consultants 10,000
Accounts Payable: Trade 2,000
Other Accrued Expenses 3,000
Total Current Liabilities $37,000
Note payable: Long-Term Portion $ 8,000
Total Liabilities $45,000
Net Worth $35,000

Figure 3.6 Sample Balance Sheet for Able & Baker Architects.

the firm recorded the asset when it was earned, the
conversion from work-in-process does not change
the value of total assets, nor will it change the value of
assets when the client pays the bill and Able & Baker
Architects receives the cash. Once earned, the receipt
of cash represents the exchange of one asset for
another asset that was reported when the revenue
was earned.

68

Financial Management



On December 31, the firm owned $21,000 worth
of furniture, fixtures, and equipment, of which
$3,000 had been depreciated or amortized by the end
of one year. The firm owned no other assets.

The firm’s liabilities included $20,000, which had
been drawn down on a bank credit line that was
arranged by the founders, and a $10,000 equipment
loan, of which $2,000 was due within one year and
$8,000 over the balance of the loan. Liabilities also
included $10,000 payable to consultants (within the
$45,000 accounts receivable), $2,000 in trade accounts
payable (such as credit cards, reprographics, etc.), and
$3,000 in miscellaneous accrued expenses (e.g., vaca-
tion, salaries).

In sum, then, as of December 31, 2002, the owners
of Able & Baker Architects had a firm whose net worth,
or book value, was $35,000. That means that if the own-
ers chose to go out of business at the end of the
accounting period, and they were able to realize (col-
lect) cash for everything that they owned or were owed,
and then used that cash to pay its debts to consultants,
vendors, and the bank, they would have $35,000 (on
which they would be taxed for any amount over the
cash value of their initial investment).

Office Earnings Report

Although it is possible to produce any number of
reports that will explain or clarify a particular finan-
cial transaction or condition, the Office Earnings
Report, shown in Figure 3.7, best serves the design
professional.

The Office Earnings Report displays critical
tinancial information for each project in the firm,
line by line. It indicates for each project, from its
inception to date:
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» The amount earned (again, regardless of how

much was billed or collected)

» Of the amount earned, how much was billed

» The amount unbilled at the time of the report

» Of the amount billed, the amount received

» The amount unpaid and receivable

» The amount spent to earn the amount billed

» The profit (or loss) to the firm

This report also indicates how much was earned
and spent and how much profit (or loss) was
achieved in the year to date by each project.

The Office Earnings Report for Able & Baker
Architects on December 31, 2002, the end of their
first year of practice, indicates that the firm worked on
four projects. On Project A, the firm expended
$20,000 to earn $20,000, all of which was billed and
received by the end of the year. On Project B, the firm
expended $26,000 to earn $30,000, of which $30,000
was billed and received. On Project C, the firm
expended $50,000 to earn $60,000 ($60,000 was billed

Office Earnings Report on December 31, 2002
(In thousands of dollars)

Project to Date Year to Date

Profit Profit
Project Earned Billed Unbilled Rec’d A/R Spent (Loss) Earned Spent (Loss)

A $20 $20 $ 0 $20 $0 $2 $0 $20 $20 $ 0

B 30 30 0 30 0 26 4 30 26 4
C 60 60 0 45 15 50 10 60 50 10
D 140 130 10 100 30 126 14 140 126 14

Total  $250  $240 $10 $195 $45 $222 $28 $250  $222 $28

Figure 3.7 Sample Office Earnings Report for Able & Baker Architects.
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and $45,000 was collected, leaving $15,000 in accounts
receivable). On Project D, the firm expended $126,000
to earn $140,000, of which $130,000 had been billed
and $100,000 had been collected, leaving $30,000 in
accounts receivable and $10,000 remaining to be billed.
In total, the firm earned $250,000, of which $240,000
was billed and $195,000 collected, leaving $10,000
remaining to be billed and ultimately collected, along
with the $45,000 in accounts receivable. The overall
profit for the firm in its first year was $28,000.

The year-to-date values for each project are iden-
tical to those for project-to-date because the firm
started in business that year, hence no project went
beyond one year. Since projects can start in one year
and not be completed until the next, year-to-date
values on projects will typically be less than those for
project-to-date.

During the year, the firm incurred both direct
(project-related) and indirect (overhead) expenses in
the course of doing business. The direct expenses
(direct salary expense, consultant fees, reproduc-
tions, travel, accommodations, etc.) incurred for spe-
cific projects were directly attributed and assigned to
those projects for which they were incurred. Since
indirect expenses are expended in the interest of the
firm as a whole, not for a given project, they must be
allocated in some way so that each project shares its
portion of the total. Although there are several ways to
allocate indirect expense (overhead) to projects, the
most conventional is to allocate indirect expense to
cach project in proportion to that project’s direct sal-
ary expense relative to total direct salary expense.

On Able & Baker Architects’ Office Earnings
Report, the “spent” amount for each project includes
direct salary expense and consultant fees, plus other
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direct expenses such as reproductions, travel, and so
on; and that project’s pro rata portion of the firm’s
total indirect expense in the period reported.

In addition to ensuring that each project bears its
portion of the firm’s overhead, the allocation of indi-
rect expense to projects in this way makes it possible
to integrate the management reports, so that the bot-
tom line of the income statement—profit or loss—
equals the profit (or loss) at the bottom of the Office
Earnings Report.

Economic Structure

In the 1960s, the American Institute of Architects
(AIA) commissioned the management consulting
firm of Case & Company to study the economic
structure of architectural practice (see Figure 3.8).
Case found that for each $1.00 in salary expense that
firms spent on a project, they incurred an additional
dollar to cover that project’s portion of the firm’s
overhead cost. Therefore, the breakeven for such
operations was $2.00 ($1.00 + $1.00 = $2.00). Firms
were accustomed to adding $.50 for profit, to create a
billing multiple of 2.5 times direct salary (2.5 X
$1.00 = $2.50). This provided a 25 percent markup
on cost (.50 + 2.00), and a 20 percent profit relative
to revenue (.50 + 2.50).

By the mid-1970s, the economic structure had
changed. Whereas overhead relative to direct salary
expense had been 1:1 in the two preceding decades,
average overhead in established firms had risen dis-
proportionately to other expenses to 1.5:1. That is,
by the 1970s, most established firms were incurring
overhead costs of $1.50 for each $1.00 of direct sal-
ary, creating a breakeven of $2.50, where it had been
$2.00.
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Firms that were accustomed to proposing and
getting fees based on a multiple of 2.5 times direct
salaries found that they were barely covering the cost
(including overhead) of doing the work. Since over-
head costs could not be cut, two options were possi-
ble: increase the billing multiple or increase the billing base.
Believing that the 2.5 multiple had become ingrained
in the minds of those purchasing architectural ser-
vices, the leaders of the profession suggested increas-
ing the base. They achieved this by creating a new
base, called Direct Personnel Expense (DPE), which
was defined as the cost of the architect’s employees
engaged on the project and the cost of their
mandatory and customary benefits.

Mandatory benefits are few and universal: Social
Security (FICA) tax and workers’ compensation
insurance. Unless required by state or local law,
virtually all other benefits are customary, but not
mandatory. These include vacation, holiday, and
personal time; and health insurance. Not universal,
but widely recognized, are life insurance, profit-
sharing plans, continuing education reimbursement,
and professional dues. These mandatory and cus-
tomary benefits fall in a range of .25 to .40 times
salary, depending primarily on the size, age and prof-
itability of the firm.

Using a mean of .30 for benefits, the economic
structure changes substantially. The base for fee
determination changes from direct salary to direct
personnel expense, or $1.00 + .30 = $1.30. Using
the same 2.5 billing multiple, one hour of billable
time could be billed at $3.25 (2.5 X $1.30 = $3.25).
Now the profit relative to revenue is 23 percent ($.75
+ 3.25).
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Expense Calculation Revenue Calculation
$1.00 Direct Salary Unit Cost $1.00 Direct Salary Unit Cost
+1.50 Indirect Expense x%2.50 Billing Multiple

2.50 Breakeven Cost 2.50 Invoice Amount (Revenue)

Expense Calculation Revenue Calculation
$1.00 Direct Salary Unit Cost $1.30 Direct Personnel Expense
+ .30 Benefits (Included in Indirect Expenses) %2.50 Billing Multiple

1.30 Direct Personnel Expense 3.25 Invoice Amount (Revenue)

USING DIRECT SALARY EXPENSE AS THE BASE

Profit Calculation

$2.50 Revenue
—2.50 Breakeven Cost
0

USING DIRECT PERSONNEL EXPENSE AS THE BASE

Profit Calculation
$3.25 Revenue
—2.50 Breakeven Cost (benefits are included in Indirect Expenses)

.75 Profit

Figure 3.8 Basic Economic Structure of Architectural Practice.

At the end of its first year of practice, the basic
economic structure for Able & Baker Architects was:
Expense Calculation

1.00 Direct Salary Unit Cost
+1.39 Indirect Expense Factor
(Indirect Expense + Direct Salary Expense)
2.39 Breakeven cost

If Able & Baker had been able to bill each dollar of
direct salary at its intended billing multiple of 3.0, its
revenue calculation would have been:

Revenue Calculation
1.00 Direct Salary Unit Cost
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X 3.00 Billing Multiple
3.00 Net Revenue
However, the firm incurred $72,000 in direct sal-
ary expense to generate $200,000 in net revenues
(regardless of the billing method it used to bill for
services). Therefore, the firm had an earned multiple
of 2.78, not the 3.0 it intended.

Able & Baker Profit Calculation
2.78 Revenue
—2.39 Cost
.39 Profit

The $.39 profit the firm earned was 14 percent of
net revenues. However, if the firm had used DPE as
the billing base, or had been able to negotiate higher
fixed fees or a higher billing rate regardless of the
base, then profits could have been higher. For exam-
ple, if the firm had a benefits rate of .25, then the
firm’s basic economic structure would have looked
like this:

Revenue Base Calculation
1.00 Direct Salary Unit Cost
+ .25 Benefits Factor
1.25 Direct Personnel Expense

Revenue Calculation (using a 2.5 billing multiple)
1.25 Direct Personnel Expense
X 2.50  Billing Multiple
3.125 Billed Amount (Revenue)

Profit Calculation
3.125 Revenue

- 2.39 Cost

.735 Profit
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Young firms frequently have lower benefits and
total overhead ratios in the first years of practice.
Moreover, they often work more than a standard 40-
hour work week for their clients. In the early years at
Brad’s firm, they kept overhead ratio below 1.0,
which enabled them to survive on the low-profit-
margin projects that they often took to build the
practice.

Capital Needs

Start-up capital is crucial for any new firm. Two
important questions must be answered at this junc-
ture:

» How much will I need?

» Where will I get it?

How Much?

The answer to “how much?” is a function of two dif-
ferent needs. First is the amount of money needed to
pay for start-up organizational expenses. These
might include:

» Legal and accounting assistance

» Acquisition of office space and leasehold
improvements

» Furniture, fixtures, and equipment

» Printed office materials such as stationery,
business cards, and transmittal forms

» Marketing materials such as announcements
and brochures

To these must be added the money required to
tund operations until enough cash is generated as
payment for services in the normal business cycle, as
indicated previously in Figure 3.1.
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As stated repeatedly, it is common for architects
to start a practice after developinga relationship and a
commission (or the promise of a commission) that
enables them to leave their current firms. The cash
cycle begins when services are performed but, as
explained earlier, cash payment for services usually
comes in 60 to 90 days later. If the firm starts without
a commission in hand, it will need to market its ser-
vices, secure commissions, perform services, send
invoices, and, finally, receive the first payment that
establishes positive cash flow. In this case, the
amount of capital required is the amount necessary
to cover all disbursements that must be made until
the firm begins to collect for its services.

Considering that even a firm with a project
already in hand will not likely receive payment for
services immediately, all start-up firms should capi-
talize sufficiently to cover three to six months of
operating expenses, plus the amount needed for start-
up organizational expenses.

Of course, even with work in hand, the start-up
cash may not be all the investment that is required.
Most new firms have very uneven cash flow in their
early years. Most founders of firms can regale you
with stories of their “near-death” experiences with
cash flow in their early years. Brad’s father, for exam-
ple, recalled the weeks they were down to their last
$100 (in the 1930s). They debated whether to shut
down immediately and save the $100 or continue for
another week. The point is, persevering is part of the
history of even the most successful firms. The lesson
is that having a cash reserve in the beginning and
building it up over time are important to the survival
of a new firm.
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Where to Get the Money?

Sources for initial capital include:
» Personal savings
» Equity in personal real estate (mortgages and
equity loans)
» Loans from relatives and friends
» Personal credit cards
» Small Business Administration (SBA) loans
» Commercial (bank) loans

Regarding bank loans, it is important to under-
stand that lenders do not want to be investors in your
firm. Their business is based on the certainty of a
return on capital in the form of interest on loaned
tunds, rather than the uncertainty of a return in the
form of profit from successful operations, which
would be the right of an investor, but not a lender.

Banks will want the start-up design professionals
to have some of their own capital invested in the
firm, usually more than half the invested equity.
Otherwise, the bank would be the primary stake-
holder and risk-taker. Consequently, architects and
other design professionals are usually required to
provide a substantial portion of the necessary start-
up capital from sources other than bank loans.

There are times when no commercial lenders are
interested in a young design firm. Brad’s firm ran
into this in its sixth year, which coincided with the
deep recession at the end of the 1980s. A number of
the firm’s developer clients went bankrupt, resulting
in a cash flow crisis for the firm. Their regular bank
refused to discuss a loan, and a second bank offered
to loan them 70 percent of the value of cash and
securities they put up as collateral.

There are two “takeaway” points from this story:
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» First, it is important to establish a banking rela-
tionship and good credit early. If you do take a
loan, pay it back on time. Make your banker
your friend. The bank the firm finally found to
help through the crisis has since proved invalu-
able in providing references, letters of credit
required by leases, equipment leases, and many
other services beyond the firm’s line of credit.

» Second, it is critically important to build up
reserves during the good years. Design profes-
sions are very vulnerable to business cycles.
Having a supportive banker and adequate
reserves of cash and credit can help get you
through a downturn without it becoming a
tirm-threatening crisis.

To reiterate from the beginning of the chapter,
seven years of plenty may be followed by seven
(hopetully far fewer) years of famine.

One of the best ways to help build a strong finan-
cial base is to negotiate appropriate compensation for
the services you provide. This is the subject of the
next chapter.
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> Fees

Sales and finance come together when it is time to
negotiate the fee for the services being oftered. Obvi-
ously, it is essential to a firm’s financial health that
the design professionals learn to do this task well. All
design professionals find setting fees a challenging
task, especially because most clients want to know in
advance what the fee will be for their project, even
when the scope is unclear and the services will be
provided over several years.

One approach is to do what Brad’s brother-in-law
did with his first client. He sent a letter of proposal
for an energy audit of the client’s building and left a
blank for the client to fill in the fee. The client filled
in $300. Most experienced professionals do not rec-
ommend this approach.

In the past this task was far simpler because most
of the professions published recommended fee
curves to help guide their members’ efforts in setting
tees. These curves have been declared anticompeti-
tive and illegal, and the only people who still use
established fee schedules are some of the large public
and institutional clients. Needless to say, these
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client—generated fee curves are lower than those cre-
ated by the professions.

The demise of the standard fee curves was a posi-
tive step not only from a legal standpoint, but in other
ways as well. These curves were built on the fallacious
concept that any two projects that were of the same
construction budget, building type, and mix of new
and renovation would require the same eftfort and cost
to carry out. In fact, the research done on the costs to
complete various types of projects, which formed the
underlying basis for the fee curves, showed widely
varying results for projects that were supposed to be
similar. In national surveys, for example, almost 25
percent of the projects lost money.

Projects, clients, schedules, required services, and
many other factors have continued to grow in com-
plexity since the cessation of fee schedules. This has
forced the design professionals to face the fact that
calculating and negotiating appropriate fees is a
major task requiring considerable skill and effort.

Analyzing the Cost of Providing a
Service

There are five basic steps to setting a fee:
1. Calculate costs.

Do a competitive analysis.

Do a risk analysis

Choose a fee method.

Negotiate the fee.

APl Y

Calculate Costs

One method, often referred to as fop-down budget-
ing, starts with the assumed or desired fee and calcu-
lates how much can be allocated to the various direct
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Top-Down Budgeting

|. Start with fee dollars.

. Subtract desired profit.

. Yield cost of professional services.

. Subtract cost of consultants and non-labor direct expenses.
. Yield cost of architectural services.

. Divide by overhead rate.

. Yield direct salary expense.

. Divide by average hourly rate.

. Yield hours available.

O Vv 00 N o0 L1 A W BN

. Allocate hours to phases and tasks.

When the fee is established, either as a lump sum amount or a percentage that can
be converted to a lump sum, the process used to budget the project is:

costs of doing the work, as shown above. Alterna-
tively, you can calculate what it might cost to provide
the service. This was documented by the AIA as “cost-
based compensation” and is often referred to as
“bottom-up” budgeting, as shown below.

The bottom-up budgeting process follows this sequence:

I. ldentify or estimate tasks required to execute the project.
. Multiply by average or specific hourly rates.

. Yield direct salary expense.

. Multiply by overhead ratio.

. Yield cost of architectural services.

. Add cost of consultants and nonlabor direct expenses.

. Yield cost of professional services.

. Add contingency and profit.

W 00 N O 1 A W DN

. Yield fee required.

Cost-Based Compensation (‘“Bottom-up’’) Budgeting

Negotiating Fees and Contracts
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Probably, the first pass at the bottom-up method
will yield a higher number than the expected fee, and
turther analysis will be necessary to reconcile it with
the top-down calculation. If and when both methods
yield the same results, this can be a good starting
point. Nevertheless, it is not necessarily the right fee
to quote if you are still competing for the project.

Do a Competitive Analysis

The next step in establishing a fee is to research the
“goingrate” for the service and the fees your compet-
itors are likely to quote. A common range for compa-
rable jobs exists in most cases and can often be
checked with other experienced firms that are not
competing for the same project. This “comparing of
rates” is done all the time, and a principal in either a
new or established firm should not be shy about
asking for advice.

Determining what your competition will charge
is much more difficult. Sometimes, other firms can
help you, but in most cases you have to guess at this.
Established firms are likely to quote within a certain
range if it is consistent with their own bottom-up
and top-down analyses. Smaller, younger firms are
far harder to evaluate.

Do a Risk Analysis

The next step in determining a fee is to analyze the
risks. This subject, too, requires judgment, which
will improve with experience. Among the most
common areas of potential risk encountered on
many projects are:

» An indecisive client. These can be hard to spot in

advance, but benchmarks include: reputation
from previous jobs, a vaguely worded descrip-
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tion of their proposed project, and the impres-
sion they give during preproposal contacts. A
client with poor decision-making capabilities
always adds to the cost of providing services.

» An unreasonable client. Good clients expect their
design team to make a profit, and will work to
help ensure that happens. An unreasonable cli-
ent does not care, and argues against even rea-
sonable requests for additional compensation
when the scope changes. Other clients—such
as the large committees set up for some pro-
jects—are inherently indecisive even if they are
well meaning. These clients often cannot be
avoided, but some contingency should be built
into the fee or contract to account for the extra
time it takes to deal with them.

» An extremely tight budget. A tight budget can sig-
nificantly increase the effort necessary to reach
a final design. If the budget is so tight that it is
unreasonable, it may be indicative of an unrea-
sonable client. Moreover, it may make it diffi-
cult to make the proposed fee seem reasonable
in proportion to the total project cost.

» A wvery tight or an unpredictable schedule. Many clients
talk about unreasonably short schedules. As with
budgets, if it is too tight, it may be indicative of a
naive or unreasonable client. Conversely, tight,
reasonable schedules are advantageous to the
design firm since many of the design team’s costs
increase over time. Thus, of equal concern is an
indefinite schedule that stops and starts or extends
beyond the time required, because many of the
design team’s costs are a direct function of time.

» An interrupted work process. Some projects are
done in phases with indefinite breaks between

Negotiating Fees and Contracts

85



stages to secure financing, obtain land-use
approvals, and the like. Each interruption can
add to cost as a firm shuts down or remobilizes
its efforts.

» A difficult approval process. Clients often like to
shift risk. For example, if they foresee risk in
obtaining financing or land-use approvals, they
often will try to shift fee payments until after
these hurdles have been overcome. Moreover,
if these steps are risky, they are likely to require
added eftort by the design team.

» Slow payment. Some clients are notoriously slow
payers. This can place a real burden on a young
design firm, hence should be a factor in both
the fee and the contract negotiation. To reward
prompt payment, therefore, it is often worth
giving something extra to a client that does so.
One of Brad’s first clients paid within 24 hours
of receiving the invoice. This sensitivity to the
firm’s cash flow needs resulted in the client
being given first priority throughout the life of
the project.

» A difficult construction phase. With a good contractor
or construction manager, one site visit a week is
more than required; with a bad one, five days a
week is not enough. As for an indecisive client, a
difficult construction phase is almost impossible
to predict at the beginning of a project. Therefore,
it is important to clearly tie the basic fees to an
assumed level of service (number of site visits,
length of construction, etc.), with any overages
compensated as extra services.

» An insecure client or a client in trouble. Many in the
profession believe that the most dangerous client
is one that is insecure or already in trouble. Ifa cli-
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ent gets into financial or other difficulty, expect it
to impact the design team. The only protection is
to be sensitive to early signs of trouble.

Choose a Fee Method

The next step is to select the most appropriate fee
method. There are many, each with its advantages
and disadvantages, and no one works for all situa-
tions. The final choice often depends upon client
preference. The most common are defined in the
following subsections.

Percentage of Construction Cost

For decades, this was the most common method for
setting fees. Its great advantage is that the fee
increases automatically as the scope (as reflected in
the budget) increases. Its major disadvantages are: it
is arbitrary (if not based upon a project cost analysis);
it penalizes the effort to contain or reduce budget,
and clients view this conflict with suspicion; and the
fee goes down if the cost goes down. Because of these
disadvantages, this method should be used with cau-
tion, though it can be the right choice if the client has
set an unrealistically low budget.

Percentage of Approved Budget

This method resolves any perceived conflict of inter-
est. It is best used when the scope is unclear at the
start of the design process.

Lump Sum

This is becoming the most commonly used method
for some firms and experienced clients. If based on a
careful cost and risk analysis, it can be the appropriate
choice. Its major disadvantage is its underlying
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assumption that the scope is fixed. Lump sums are
inflexible and clients usually resist requests for extra
services.

Hourly

Hourly billing is the ideal method when the scope is
unclear. Most clients will, however, accept this
method only for small projects or for the phases for
which the scope clearly cannot be defined.

Hourly with a Cap (or Limit or Maximum)

The cap is the most common way to respond to cli-
ents’ concerns about the open-ended nature of
hourly billing. Some agreements permit hourly bill-
ing without an upset amount or fixed cap until the
scope is defined and a maximum upset can be set. If a
maximum, or cap, is set, it should be higher than the
lump sum that could have been negotiated. In a
lump sum, the design team keeps any amount under
the maximum. In hourly up to a cap, the client keeps
the difference. Of course, any amount over the cap is
a loss to the design professionals under either
arrangement.

Dollars per Square Foot or per Unit

Some fees are quoted on a unit basis (square foot,
residential unit, etc.). This is common for corporate
interiors, multifamily housing, and a few other
building types. This is the equivalent of a lump sum
if the unit total is known in advance.

Prototypes and Reuse Fees

In certain circumstances, a builder may ask the archi-
tect to design several prototypes (such as houses or
chain stores) that will then be used repeatedly. In this
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case, part or all of the basic cost of designing the pro-
totype is recovered in the original prototype fee, with
a smaller additional amount paid for each reuse to
cover site adaptation and the rest of the prototype fee.
In some cases this does not have to cover continuing
services and is thus a royalty for reuse of the original
design.

Performance Bonus or Success Fees

Some clients will offer bonus or success fees if cer-
tain targets (budget, schedule, etc.) are met. Since so
many of these targets are under the client’s control,
the agreement must be clear.

Composite

Among the many other approaches to setting fees,
one of the most common is to combine two or more
of the preceding methods. For example, when there
is a variable scope, a variable form such as hourly
charges can be used for design, public approvals, and
construction administration, and a fixed fee is used
for the scope (usually design development and con-
tract documents) under the design team’s control.

Negotiate the Fee

Fee negotiation is more an art form than a skill, but
to some extent it can be learned. The most effective
teacher is experience. Absent experience, keep these
basics in mind when negotiating fees:

» Avoid setting fees while still selling. When your pri-
ority is to be selected by the client, you may lose
your focus on maintaining the fee you need. Ifa
client asks you to set a fee during the marketing/
sales process, try to build in the flexibility to
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negotiate a more accurate fee later. Also, quote
fee ranges rather than a single number; provide
separate fee estimates for any consultants so
that their fees do not distort your own proposal;
and try to get the client to accept a fee quote for a
limited initial phase of work where the scope
and risks can be clearly defined. If all else fails,
be as vague as possible, in the hope that it will
gain you some negotiating room later.

» Avoid setting fees before the scope has been clarified. 1f a
client asks for a fixed fee before the scope has
been clarified, be very clear about the assump-
tions that form the basis of the fee. Make it plain
that any material changes in the assumptions are
likely to require an adjustment to the fee quota-
tion. Refer to the risk areas discussed earlier in the
chapter for the issues (such as schedule, number
of meetings, scope of construction phase services,
etc.) to be covered by assumptions.

» Avoid the volitional fallacy. The “volitional fallacy” is
the assumption that because you want something
to be true it will be true. Analyze your probable
costs, keep and refer to records of actual costs on
past jobs, and don’t talk yourself into believing an
unrealistically low fee will somehow work out
because “this job is different.”

» Ask the client to commit to a limited first phase. This is
called “setting the hook.” Once most clients have
agreed to retain you for an initial scope of service,
such as a site selection study or a master plan, you
can usually avoid negotiating the overall fee while
still competing with others. It is worth offering a
very competitive fee for a limited first phase to
avoid setting fees while still selling or while the
scope is largely unknown.
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» Play on the client’s sense of fairness. If you think the
client is fair, it’s a good idea to try to make fair-
ness a part of the negotiation. Consider sharing
the underlying cost analysis that you prepared
for your fee estimate. If the client asks you to
cut your fee, counter by asking which part of
the labor estimate they think you should cut.
Most reasonable clients will not push back too
hard when confronted with this choice. Some
clients, even large, corporate clients, will respond
favorably when faced with the fact that their
unfairness is inconsistent with the company’s
corporate ethic.

» Get it up front. When setting the overall fee, try
to negotiate a fee that covers the full list of
known services. Some firms like to leave open
the potential to negotiate extra services later,
but experience proves that most clients resent
this. No two clients are the same, but it is often
easier to get a fair fee at the beginning rather
than by detailing a long list of extra services.

» Be prepared to walk away. One of the easiest ways
to get a fair fee is to not need the job. If you can
walk away, it strengthens your negotiating
stance. Unfortunately, it is rare for a new firm
to be in this position. There are, however, times
when even a new firm should walk away.

» Remember, some low-fee jobs are worth taking. As
discussed in Chapters 2 and 3, there are times
when it is worth taking a project for which the
fee is too low; for example, if the project is rela-
tively small, if it will lead to future work, and/or
if it uses time that is uncommitted. Remember,
having some income is better than none, espe-
cially for a struggling young firm.
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These important points are reiterated in the box
below, titled “Guidelines for Setting Fees.”

Contracts and Contract Negotiation

The core of any contract is a description of the services to
be provided and the compensation to be paid for those ser-
vices. Most of the other clauses in a typical agreement
deal with the eventualities of problems or changes in
scope and compensation. At least in theory, the con-
tract can be as simple as a handshake or a one-page

Guidelines for Setting Fees

» Don'’t set fixed fees while still selling or when the scope is unknown.
» Know the competition and understand the norms.
» Always estimate the cost to provide the service and define the net
direct labor that will be available for the likely fee.
» Understand the areas of risk.
» Keep records and know your costs.
» Pick the most appropriate fee method:
¢ Percent of construction cost (actual final cost or approved budget)
¢ Lump sum
¢ Hourly (open-ended or an agreed-to limit)
¢ Square footage
¢ Prototype and reuse fee
¢ Bonuses, success fees, shared savings, and so on
¢ Mixed methods
» Present the fee in the most attractive manner possible.
» Negotiate with consultants the following:
¢ Consistent terms
¢ Fees that work within the overall budget
¢ No open-ended terms within a fixed fee contract
» Build in clear limits on open-ended scope items.

» Negotiate a fair deal up front rather than through extra services.
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letter agreement. Such a limited contract is appropri-
ate, if at all, only for very small projects or services of
very limited scope. In virtually all other cases, a full
agreement should be discussed and agreed upon
before a project proceeds.

Whenever possible we strongly recommend that
you use one of the standard AIA contract forms as the
starting point for an agreement. These standard
forms are usually modified to reflect the specific
understandings between the owner and the design
team. That said, you will also find that some clients
have their own standard forms, and that some
overenthusiastic client attorneys insist on rewriting
the standard forms. Beware of these other standard
forms and major rewrites because they are usually
one-sided and contain clauses that can create unac-
ceptable risks for the design team.

Some of the more common issues encountered in
negotiating the standard clauses of an owner-archi-
tect agreement (such as AIA B-141—see the box on
the next page) are as follows:

Contracting Parties

The contract usually begins by naming the parties to
the agreement. Note here that you want the client to
be an entity with assets. If the client signs the agree-
ment in the name of a shell corporation, the design
team may have no recourse in the case of a dispute
over money.

The Project

The description of the project (the program, the
concept, the schedule, etc.) is important because it
sets a baseline against which to judge whether the
client is making material changes after the fee has

@ NOTE

It is beyond the scope
of this book to cover
all aspects of the
typical contract
negotiation, and none
of the information in
this section should be
considered legal
advice. When in doubt
about the legal
implications of any
contractual issue,
consult an attorney
with relevant
experience, your
liability insurance
carrier, or another
design professional
with substantial
experience in contract
negotiation.
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I.1 Initial Information

|.4 Scope of Services

|.5 Compensation

2.4 Design Services

2.9 Modifications

AIlA Agreement B-141-1997
Table of Contents

|.2 Responsibilities of the Parties

|.3 Terms and Conditions

2.1 Project Administration Services
2.2 Supporting Services

2.3 Evaluation and Planning Services

2.5 Construction Procurement Services
2.6 Contract Administration Services
2.7 Facility Operation Services

2.8 Schedule of Services

and Other Special Terms and Conditions

been set. If there is a written program, a schedule,
concept drawings, or other descriptive material,
attach them as exhibits to the contract.

Scope/Services

This section of the contract should be modified to:
* Reflect the services to be provided.

* Clarify for an inexperienced client the design
team’s role.

* Establish limits or assumptions for some of the
major variables.

For example:

» If the design team is to develop the space pro-
gram, develop studies of possible future phases,
negotiate special land-use approvals, or provide
a full-time on-site representative during con-
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struction; these services should be included in
Article 12 or in a modified Article 1 in the B-141
torm. The description of the scope of services
in the standard form is too generic to be good
for either the client or the design team.

» If the owner does not understand what your
responsibilities are (versus those of the builder,
the interior designer, or the owner), it is worth
clarifying these up front. Too many client rela-
tionships deteriorate when the owner learns—
after the fact—that the design team does not
have control over the construction subcontrac-
tors or that essential services were not included
in the agreement.

» If consultants will be included as subcontrac-
tors to you, make sure they agree to the same
terms that bind you. It is particularly important
that they agree to be paid only after you are paid,
that they have insurance, and that they do not
take exception to any of the contract terms.

Additional, Optional, or Contingent Services

The standard form provides a checklist of some of
the more common reasons for additional services. Be
clear how such services will be authorized. If a client
wants to approve additional services in writing and in
advance, be careful not to proceed without this writ-
ten authorization. In addition, make sure this list
includes any changes in the assumptions (number of
site visits, etc.) that form the foundation of your fee
quote. In some areas you may want to agree with the
client that you will include a stated amount of time
(say, 100 hours) in your base fee for analysis of
change orders and contractor substitutions, and
charge only excessive time as an additional service.
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Construction Costs

Do not guarantee the construction costs. At the same
time, make sure that if cost is the basis for the fee, the
estimate is realistic and contains everything, includ-
ing the CM fee and any contingencies.

Ownership of Documents

Owners often insist on removing this clause, though
usually it is possible to get clients to agree to accept
copies for their use. If the clause is removed, you
should be aware that you may be losing rights other-
wise provided to you under federal copyright law. In
addition, you should insist on a clause that holds you
harmless from any reuse of the documents. When
liability problems arise in a future addition, the plain-
tift’s attorney will sue everyone on the title block.

Arbitration

Most owners strike this clause, which you may find
acceptable. It is, however, worthwhile to insist that
disputes be subjected to at least nonbinding media-
tion prior to any litigation.

Termination

Owners like to strike termination clauses. While
there are some valid arguments for protection from
arbitrary termination and for reimbursement of
costs, most owners refuse to pay even if the clause
remains. Therefore, these clauses are often sacrificed
in exchange for keeping other clauses.

Payment

Insist on monthly billing and timely payment or the
right to stop work if payments are not made.
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Payments Withheld

To the extent possible, make sure that the client
understands that achieving perfection in the draw-
ings and services is an unrealistic standard, and that
some change orders, omissions, and problems are
inevitable. Discuss a reasonable change-order con-
tingency during the initial budgeting phase of the
project, as well as during the contract negotiations.
Too many clients believe in a different golden
rule: that is, they have the gold so they make the
rules. Make it a mutual understanding that if they
arbitrarily withhold payment, you can stop work.

Basic Compensation

The best advice for this key section of the contract is
to get advice on how to fill it in. But, basically, the
tollowing points are essential elements of the con-
tract and should be clearly documented:

» Most owners object to markups on consultants
and reimbursables, but such markups merely
reflect the real liability and administrative costs of
including these expenses in your contract. One
device that usually helps bring this point home is
to give the client the opportunity to retain consul-
tants directly (so that they incur the extra admin-
istrative and liability burden and no longer have
your liability insurance covering the consultants).
They will almost always refuse.

» Owners will rightly ask for prior approval in
writing for additional services. Agree to this,
but always insist on getting approval in writing
before you provide the services.

» The rate of interest is often listed as the legal
rate since some states limit the permissible rate.
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Other Provisions

This is the section where all other understandings
should be documented.

With work in hand, it is now time to focus on how
the firm should be organized. This is the subject of
the next chapter.
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and

All firms grow to be a reflection of their founders, in
part based on interests and abilities, and in part due
to how the founders choose to organize their prac-
tice. A principal committed to a strong idea practice
will make different organizational choices from one
committed to a strong service model. (This is discussed
more fully in Chapter 9 and in Appendix B, Charting
Your Course.)

Legal Forms of Organization

Even if the new firm will be staffed by only the
person starting the firm, that person should decide
on the nature of the organization he or she is launch-
ing, following the guiding principles given in the box
titled “Basic Organizational Principles.” The most
common options are:

» Proprietorship

» Partnership

» General (business) corporation (C-corporation)

» Professional corporation (P.C.)
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» S-corporation (strictly speaking, the S-election
in a business corporation)

» Limited Liability Company (LLC) or Limited
Liability Partnership (LLP)

Unless there is a specific reason to do otherwise,
it is advisable to begin practice in the simplest, most
economical, and most flexible organization, keeping
in mind that eventual change may be desirable and
will be possible. Regardless of the form, think of the
practice as a separate entity with its own require-
ments, organization, procedures, and accounts. Each
of the organizational forms is described in the
following subsections.

Proprietorship

A proprietorship is an entity in which the firm and the
individual who owns it are synonymous. All reve-
nues and expenses of the business are treated as if
they are the personal revenue and expenses of the
proprietor who is the 100 percent owner.

It is generally possible and permissible, but it is
not advisable, for proprietors to run their businesses
through their personal checkbooks. In theory, a pro-
prietor of a design firm, even one with employees,
could deposit clients’ payments into his or her per-
sonal checking account, and from that account dis-
burse payments for salaries, taxes, and other
company expenses, thereby eftectively merging per-
sonal and company accounts. This practice should
be avoided because it is likly to obscure the opera-
tions of the firm and increase the risk of incurring
serious tax problems. Even though, in the final anal-
ysis, the firm’s income is the proprietor’s personal
income, and even if the start-up firm is small, a pro-

100

Organization and Personnel



Basic Organizational Principles

» Design professions are team sports. Few people are good at
everything, and most successful firms are led by principals who possess
a balance of the essential design, technical, management, and marketing
skills.

» The roles and personal goals of a firm’s leaders must mesh.

» Agree on the strategic goals, but expect diversity in tactics and short-
term objectives.

» Look for strength in your colleagues; you don’t want weak
subordinates.

» Most new firms with more than one leader operate as if they were
partnerships even if they use another form of organization.

» Partnership is an inherently difficult form. Mutual respect, a
commitment to make it work, and trust are essential.

» When selecting and documenting the firm’s organization, seek
professional advice on the legal options, decision making, initial
contributions of capital or other assets by the principals, distribution
of profits and losses, changes in ownership, departure (forced or
voluntary) of the owner, retirement, death or disability, dissolution of
the firm.

» People are not fungible or expendable; they are a firm’s most
important assets and should be treated that way.

» Growth demands organizational change.
¢ 12 Adding an employee or a partner is the most fundamental
change.
¢ 8>12  Aninformal start-up must become a “firm.”
¢ 20530 The founder can be involved in everything but cannot run
everything.
¢ 25560 The founder cannot even be involved in everything.

» Plan for eventual transition or change of ownership—begin to look for
your successor right from the beginning.
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prietor should open a separate checking account to
record just the firm’s transactions.

For a design professional starting very small, it is
reasonable and perhaps even advisable, to start as a
proprietorship. The advantages outweigh the disad-
vantages. A proprietorship:

» Is simple to begin and operate.

» Requires no special legal creation and may not
require business registration.

» Requires no special personal tax filings, since
the firm’s taxes are the proprietor’s.

The singular disadvantage is that the proprietor’s
personal professional liability is limitless, as it would
be in any other form of organization in which the
individual was the sole owner.

Partnership

Some new firms, as is our case study firm, Able &
Baker, are organized by two or more professionals who
elect to form a firm together as equal (or unequal) co-
owners. In this circumstance, the most common orga-
nization chosen is a partnership. Unlike a proprietor-
ship, a partnership is a legal entity unto itself. Although
it is strongly advisable, it is not required that profes-
sionals entering into partnership execute a partnership
agreement that defines the particular conditions they
want to apply to their new firm. If they choose not to,
their partnership will be understood to be operating, and
disputes will be resolved in accordance with the condi-
tions of their state’s uniform partnership code.

Following are the most important issues to con-
sider in establishing a partnership agreement:

» Initial investment: Who will be contributors and
in what proportions?
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» Additional investment, if needed: Who will provide
it, and in what proportions?

» Distribution of profits and losses: These are gener-
ally in proportion to ownership interests, but
should be spelled out.

» Decision making: By dictate, vote, or consensus?
If by vote, vote of individuals or shares?

» Valuation (and decision making where appro-
priate) for death or permanent disability, nor-
mal retirement, voluntary early withdrawal,
and involuntary separation.

» New owners: Who decides whether and whom
to bring in as additional owners?

» Noncompete provisions: If owners leave the prac-
tice, what limits are placed on their ability to
compete with the remaining owners?

» Expectations of owners: What particular commit-
ments are required? Is it full-time? Does all
professional income go to the firm?

» Sale to others: What conditions apply to a pro-
spective sale? Who decides?

» Liquidation of the practice: How is it decided, and
by whom, to terminate or liquidate the practice?

Because a partnership is a legal entity discon-
nected from the personal circumstances of the part-
ners, financial records must be kept that identify the
partnership’s revenues, expenses, and profit or loss.
The tax eftect, however, is that profits (net income, in
accounting terms) or losses “pass through” the part-
nership and are allocated to the individual partners in
proportion to their ownership interests. The part-
ners, therefore, assume personal responsibility for
federal, state and local income taxes on their allo-
cated portion of partnership income.
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In a general partnership, liability extends to the part-
ners, “individually and severally,” meaning that each
partner is responsible for 100 percent of the liabilities
of the partnership. That condition precipitated the
enactment of laws permitting professional practice
in limited liability partnerships (LLPs) or companies
(LLCs), described later.

General or Professional Corporation

A corporation 1s a legal entity owned by its stockhold-
ers or shareholders pursuant to a certificate, or arti-
cles, of incorporation and bylaws, which it must file
in the state in which it is organized. In a typical cor-
poration, a design firm’s professional, technical, and
clerical staft, including the sharcholders, are all con-
sidered employees of the corporation. Shareholder
employees receive salaries, from which taxes are
withheld and filed by the corporation.

Corporations must keep separate financial accounts
and records. And because corporate income (profit)
after all expenses, including salaries and bonuses, is
taxed at corporate income tax rates, and because divi-
dends distributed to stockholders are also taxed, corpo-
rate owners generally choose to distribute profits in the
form of bonuses in the year in which they are earned.

Liability of shareholders in general corporations is
limited to their proportionate ownership share in the
company. For that reason, many states prohibit the
practice of architecture and other design professions in
corporate form, because they want professional liability to
extend to the responsible professionals, regardless of
their level of ownership. Consequently, several states
have enacted a new corporate form—the professional
corporation—to allow design professionals to enjoy
the business benefits of corporate practice while
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maintaining their professional responsibilities in the
public interest. Professional corporations (PCs) gen-
erally differ from general corporations in that profes-
sional liability in PCs extends to those professionals
in the corporation found to have been responsible
for a professional error or omission; in most other
ways, PCs are like general corporations.

S-Corporation

The S-corporation (more strictly, the S-election avail-
able within general corporations) is a corporate form
closely following the requirements of more tradi-
tional corporate forms, but treating the shareholders
as if they were partners in a partnership for tax pur-
poses. In that way, income or loss flows through the
corporation, which has no liability for taxes, and is
allocated to the shareholders in proportion to their
share ownership.

Limited Liability Company or Partnership

Responding to a situation several years ago in which
the acts of partners in a satellite office of a national
accounting firm (organized as a partnership) were
found to be fraudulent, resulting in the eventual col-
lapse of the company, several states enacted laws that
permitted professional practice as a limited liability
partnership (LLP) or limited liability company
(LLC). An LLC is a legal entity distinct from its
owners, who are called “members” and who own
membership interests in the LLC.

These entities typically combine the management
flexibility and tax advantages of general partnerships,
with the liability protection of a corporation. More
specifically, the members in an LLC have business
liability only to the extent of their membership inter-
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’ TIP

Remember, unless
there is a specific
reason to do
otherwise, organize
your practice in the
simplest, most
economical, and most
flexible way possible.

est in the company, likewise professional liability
only for their own professional acts and those for
which they had supervisory responsibility.

Professionals forming an LLC typically file a Cer-
tificate of Formation with the state, and operate the
company pursuant to an Operating Agreement that
is similar to a General Partnership Agreement. Like a
partnership, an LLC permits pass-through taxation
to its member owners with no entity-level tax.

Project and Firm Organizational
Structures

Most firms start small with one architect serving one
client—although there certainly are exceptions,
including some notable ones. When you start small,
the project and firmwide organizational structure
looks as shown in Figure 5.1.

Owner/

Architect

Project Organization Firm Organization

Figure 5.1 Project and Organizational Structure for Small
Start-up Firms.
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On projects, the sole proprietor—the architect—
forms the client relationship; negotiates the owner-
architect agreement; establishes the program; designs,
documents, checks shop drawings; visits the job site—
in fact does everything that needs doing on the project.
It’s the same for the firm: that same person plans, mar-
kets, manages, and administers, in short does every-
thing that needs doing for the firm, as a whole.

As the demands on the owner-architect’s time
increase, eventually becoming greater than he or she
can reasonably handle, the owner-architect will hire an
assistant to help with projects, administrative matters,
or both. At that point, the project and firmwide struc-
tures will change, as shown in Figure 5.2.

Owner/
Architect

Project Organization Firm Organization

Figure 5.2 Project and Firmwide Structure after Modest Growth.
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As client and project loads increase gradually, the
owner-architect is likely to replicate the project struc-
ture, maintaining his or her direct relationship to the
client, initiating the project and assigning to his or her
professional/technical assistant the tasks that he or she
chooses to delegate because he or she has less interest
or insufficient time to accomplish them.

If, however, the client/project load increases dra-
matically, that solution may become impractical.
Clients require the attention of the firm’s principal;
but if the client’s need for attention exceeds that
which the principal can provide, something has to
give. Either the principal must delegate more
responsibility for client contact to his or her profes-
sional assistant, or the principal must add another
staft member capable of doing what he or she does;
that is, the owner-architect must take on a partner.

If the principal opts to delegate some of his or her
responsibility to an assistant, the project structure
will again change, to resemble the one shown in Fig-
ure 5.3. This diagram displays a structure in which

Figure 5.3 Project Structure after the Addition of an Assistant.
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the usual role of the principal is to get the job, negoti-
ate the contract, assemble the internal and external
project team (i.e., staft and consultants), and initiate
the project. Thereafter, the principal assumes as
much responsibility and control that he or she can,
given his or her other tasks, and delegates the rest to
the staff. The assistant (who may fill the role of
architect, staff architect, or project architect, and on
larger projects with larger project teams, project
manager) meets those responsibilities delegated to
him or her, normally in design and documentation,
though sometimes in project management and
construction administration, as well.

In addition, since the organization is now com-
posed of two professionals, but no administrative/
clerical support, either the principal, the professional
assistant, or both must also take on the administrative/
clerical tasks necessary to keep the firm functioning.
These include a wide range of activities, including
receiving visitors, answering the telephone, prepar-
ing correspondence and invoices, keeping personnel
and financial records, paying bills, remitting taxes,
maintaining the physical plant and equipment, pro-
viding marketing assistance, and many others.

However, the architect may choose to resolve
the workload problem by adding a partner, in
which case it is likely that each principal will
become the principal-in-charge for his or her own
projects. The project and firmwide structures
change (see Figure 5.4) to reflect the addition of a
second owner with responsibilities as described, in
which case, the partners run the firm together,
either dividing firmwide responsibilities between
them or conferring on all matters, probably making
decisions by consensus.

' TIP

The farther down the
line of command that
a task can be delegated
and performed
effectively, the better
managed the firm will
be.
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Partner A

Project Organization

Partner B The Partners

Firm Organization

Figure 5.4 Structure Showing Addition of a Partner.

As the firm continues to grow, the same issues
arise, albeit on a larger scale. The likely result will be
that the partners will add staft to assist them in meet-
ing both project and firm needs. But until the firm
becomes substantially larger, the project staff will
probably be organized as a series of ad hoc teams that
form and re-form as necessary to meet changing cli-
ent/project needs. The structure of those teams will
likely resemble those shown in Figure 5.3 or Figure
5.4, depending on whether or not the principals have
added staff to assist them to execute projects. In con-
trast, the firmwide organization may become more
specific to meet certain functional needs, particularly
those related to marketing, finance, and administra-
tion, specifically, bookkeeping, invoicing, and con-
trol of accounts receivable, accounts payable, and
cash flow. The firmwide organization will then look
like that shown in Figure 5.5.
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Partners

Marketing /m

Admiinistration

Project
Staff

Figure 5.5 More Specific Firm Organization.

Growth Plateaus

When the firm’s project workload and revenues first
begin to grow sufficiently to require assistance, but
not enough to add more than one person, the princi-
pal must make a choice between adding a profes-
sional/technical or clerical/administrative person as
the firm’s first employee. Hiring the first employee
marks a plateau reached by the firm. Previously, the
owner was likely functioning as a proprietor, respon-
sible only to and for him- or herself, and accustomed
to paying for the firm’s operating expenses and keep-
ing and paying personal income taxes on the monies
remaining as the difference between project reve-
nues and direct and indirect expenses. The addition
of the first employee changes all that.

First Hires

As explained earlier, the first growth plateau for a
new firm occurs when the founder hires his or her
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tirst employee, the need for which arises when the
project load becomes too great for the founder to
execute without assistance. Hence, the founder
begins to seek a person whose primary role will be to
assist in executing projects. But what level of assis-
tance? Does the principal need a brilliant designer? A
highly skilled CAD technician? A well-educated but
minimally experienced recent graduate? The answer
must be made after considering both the immediate
need and the longer-term direction of the firm.

If the founder is developing a “strong idea”
firm—one organized to deliver singular expertise or
innovation on unique projects, or to solve one-of-a-
kind problems for “patrons”—then the founder’s
first hire will have to come from among “the best and
the brightest,” a talented, young professional who
will join the firm to work with the “guru” who is cre-
ating those innovative solutions on which the firm is
building its reputation.

If; instead, the firm is being developed as a strong
service firm—one that delivers experience and reli-
ability, especially on complex assignments with high
management components and difficult approval
procedures—then the founder will want a well-bal-
anced, career-oriented professional with a strong
commitment to client satisfaction.

Or, if the founder’s objective for the firm is to
provide highly efficient service on routine or even
repetitive assignments for clients who seek more of a
standard product than a service, then the best first
hire will be someone who is committed to getting
the job done efficiently and who is comfortable
using standardized procedures to do so.

All that said, the best first employee may not be a
project assistant at all. The best choice might be a
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clerical/administrative assistant who can free the
founder from administrative duties that take him or
her away from his or her primary responsibility:
obtaining and satisfying clients.

An important management principle, well proven
in practice, is that the best way to manage a firm is
to delegate every task to the lowest member of
the hierarchy who can execute it effectively. Thus,
if the founder can delegate bookkeeping, record-
keeping, invoicing, or even routine marketing
and collections tasks to a competent clerical/
administrative assistant, then he or she will have
more time to seek new clients and satisfy current
ones. Such an assistant could come from the clerical
ranks, a secretary or bookkeeper, for example,
with experience in the profession and the necessary
interest and ability to take on more responsibility.
Or that person could be a recent graduate, perhaps
with a degree in marketing or business administra-
tion, with little experience but with enough intelli-
gence and drive to learn quickly. Either way, the
founder will free up time to devote to clients and
projects.

If a firm’s workload is growing fast enough to
require assistance, but not fast enough to afford
someone full-time, the founder can often hire, on a
temporary basis, quality personnel that would other-
wise be unaftfordable to them on a full-time basis.
Many cities now have agencies that provide such
temporary professional staff. Their ranks are com-
posed variously of highly qualified professionals or
technicians between permanent jobs, those who pre-
ter the flexibility afforded by semipermanent jobs, or
those who prefer the challenge and novelty of a
changing work environment.

Organization and Personnel

113



Another option is to establish a cooperative venture.
In this arrangement, professionals without immedi-
ate interest in, or prospects for, growth in the near
term, pool their talents, energies, financial resources,
and oftice space to provide project assistance to each
other on an as-needed basis.

The addition of the first employee, whether pro-
fessional/technical or clerical/administrative, auto-
matically gives the owner-proprietor a new role,
that of employer, with responsibility for meeting
a limited but important list of requirements:
income tax withholdings and remittances on the
employee’s compensation, FICA (Social Security)
tax payments, worker compensation taxes or insur-
ance (depending on the state in which the firm
practices), and OSHA-monitored health and safety
conditions.

If the principal has carefully considered the work-
load and financial conditions (both profitability and
cash flow) leading to the decision to add an
employee, and if the principal keeps a finger on those
pulses, formally or informally, then the added
responsibilities attendant to becoming an employer
will not be overwhelming and the rewards will
mount.

As stated previously, an important management
theory, one proven in practice, is that the farther
down the line of command a task can be delegated,
and performed eftectively, the better managed the
firm will be. By adding an assistant, the principal can
now delegate tasks, freeing him- or herself to use
those skills that he or she uniquely provides. In
effect, a structure has been created that enables the
principal to function at his or her highest level,
hence be most eftective for the firm.
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The growth of a firm can be seen as a series of
numerical plateaus, as delineated here:

1+1

1+1 partner
10 people
25-35
50-60

100

The first plateau, 1+1, refers to the founder plus
the first employee.

The second plateau, 1 + 1 partner, means the
firm was not founded by two partners (two relatively
equal owners regardless of the legal entity in which
they choose to operate). This plateau occurs when
the firm’s work has grown to the point which the
single founder cannot comfortably, or chooses not
to, handle alone. At that point the founder brings in a
partner or elevates an employee to partner.

The third plateau occurs if the founder has not
already brought in a partner and the firm grows to
about 10 or 11 staft members. This is also the point at
which a new office will start to have the appearance
of an established firm, with regular hours, multi-
person teams, marketing materials, and professional
accounting support. The economics of the field of
architecture and similar professional design firms
generally preclude the addition of staft without pro-
jects for them to work on, so firms add staff in
response to project requirements, usually when the
firm wins more projects, or larger projects, and/or
more complex projects. When this occurs, the sole
principal usually finds him- or herself with more
than he or she can conscientiously address—more
clients and more team members requiring his or her
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attention on projects, and more firm management
issues to resolve, particularly those resulting from
increases in clients, projects, and staff.

That size is reached when the number of staft the
principal must manage exceeds his or her reasonable
realm of control. In architecture and similar profes-
sional service firms, the normal control ratio—of
principals to staft—runs from 1:7 at the low end to
1:11 at the high end. In most circumstances, when
the ratio of staff to principals (defined here as those
in the firm who do what principals normally do to
ensure the success of the firm, including capitalizing
the firm, securing new work, managing at the top,
establishing acceptable quality levels, and providing
necessary leadership) exceeds 11:1, the lone princi-
pal will likely feel the attendant stress from having
too much to do, and will begin thinking about
adding a partner.

The fourth plateau is typically reached when the
firm grows to 25 to 35 people. At that size, the staft’
will likely have become more diverse, and a layer of
intermediate staff will have been identified. Initially
recruited or elevated to assume higher-level project
responsibilities, such as project manager, these peo-
ple are also the most likely to have their elevated sta-
tus recognized in a title such as “associate.” Although
they may not be designated as managers per se or
have substantial management responsibility, they
constitute a “middle management” level that the
firm must have to operate successfully. They fill the
gap in experience and capability between the princi-
pals at the top and the junior staftf below. Thus, the
senior staft develops and manages projects, thereby
freeing the principals to perform where they’re most
effective, at leading, directing, and mentoring.
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In addition, senior staft may seek and/or be given
other firmwide responsibilities, because the firm will
have grown to the point at which certain centralized
functions are necessary to improve its effectiveness.
For example, the principals may need assistance in
marketing, creation of administrative policies, devel-
opment of firmwide project standards, and the like.
Who better to call on and involve than the most
experienced people?

The fifth plateau is reached when the firm grows
to about 50 or 60 people and requires full-time
management, again largely as a direct result of its
project load. Until that point, the firm will likely
have been managed by the principals, who assume
collective responsibility for the firm and individual
responsibility for various firmwide functions, such
as marketing, finance, recruiting, professional devel-
opment, physical plant, administrative staff, and so
on, with each principal spending a small portion of
his or her time “running” the area assigned. When
the firm reaches the fifth plateau, it will likely require
tull-time management, generally in the form of a
single person who may be called managing partner,
president, CEO, general manager, director of opera-
tions/operations manager, COO, or the like.
Depending on the values of the principals and their
need for, and comfort level with, focused responsi-
bility, the singular manager may be directive or
facilitative in nature, but will likely to spend the great
majority of his or her time running the firm, as
opposed to running projects.

The sixth plateau is reached when the firm grows
to approximately 100. Up to that point, the firm’s
project operational structure may have been com-
posed of a series of project teams that come together
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to execute a project, then disband and reform in
other project teams to execute other projects. By the
time the firm has reached 100, if it has not already
done so for market or project delivery reasons, it will
probably implement a substructure of some kind
between the entity of the firm and the project team
so that the staff have a “home” in the firm; that is,
they know where they belong. Based on the values of
the owners, the leaders will decide on the substruc-
ture that will best address the issues at hand: studios,
departments, studio-department combinations, or
matrix organizations.

Care and Feeding of Partners

Unless the firm stays very small, either by choice or
circumstance, the founder will typically choose to
have one or more partners, and one of the most com-
plex aspects of running a practice is the caring and
feeding of partners. Regardless of the organizational
form of the firm, the interrelationships among prin-
cipals can be either a foundational strength or a fatal
weakness.

Both of us have had many partners and have
helped mediate partner relations in many other firms
and have come to the conclusion that mutually sup-
portive teams of principals create far more successful
firms than any one of the principals could have
achieved alone. Conversely, problems between prin-
cipals have caused significant damage to a firm’s
tuture.

Partnerships between unrelated individuals have
been compared to marriages without the “glue” of
children or sex. As with marriages, it is hard to spec-
ity the secrets to successful partnerships, but some
general guidelines can be established:
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» You do not have to be close friends (although it
helps), but you should like and respect each
other. It usually takes more than a partnership or
shareholders’ agreement to hold a group together.

» Do not expect every principal to put in equal
effort or achieve equal results. That is the ideal,
but it is unrealistic. Instead, ascertain whether
each individual is filling a principal’s role and
making a principal-level contribution to the
firm’s success.

» Be wary of inherently unstable situations.
Among the most common is a husband and
wife with a third partner. Several third partners
in famous firms have not survived the dynam-
ics of this combination.

» Respect diversity. Most really successtul part-
nerships have principals with complementary
personalities and skills who respect the differ-
ent capabilities of their partners.

» Even weak partnerships can appear successful
in good times. The real test of a partnership is
how it holds up under adversity.

» Strive for fairness in the allocation of financial
distribution, professional credit, and the other
rewards of ownership. Seemingly minor differ-
ences or omissions of credit can be very disrup-
tive.

» Put in writing the basic understandings of the
shareholders’ or partnership agreement.

» If it is not working, end it. If a partnership dis-
solves, make every effort to avoid litigation or
the other typical nastiness of a divorce. In the
long run, it is far better to get it over with, as
quickly and cheaply as possible.

Organization and Personnel




Project Delivery Process

The project delivery process is an important aspect of
a firm’s design operations. The process the firm puts
in place to execute projects and how it delivers pro-
jects to its clients affect every area of its practice.

The project process includes these aspects:

» Team organization

» Project schedule and deliverables

» Roles and responsibilities

» Accountability for decisions

There is no one right way to organize and sched-
ule projects, nor is there one right way to assign
responsibility or accountability. Rather, there are
many variables to consider, including project loca-
tion and scope, project schedule and compensation,
and staft ability and availability. The best advice is to
consider each project situation as unique within the
context of a process that is flexible enough to be
applied differently for each unique situation. The
objective is to determine individual solutions for
each specific situation, within a project process that
is consistent for the firm as a whole, and consistent
with its goals.

The prototypical process has four steps:

1. Identify the project delivery unit.

2. Prepare a project process chart.

3. Detine each person’s functions and duties.

4. Assign ultimate decision-making responsibility.

We’ll go through each of these steps in detail.

Step I: Identify Project Delivery Unit

The project delivery unit refers to the individual,
project team, department, studio, or some combina-
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tion of those used to execute projects. Each firm will
establish its preferred method of organizing person-
nel to deliver projects to clients. If, for example, the
firm starts as a single proprietor with no staff, the
project delivery unit will be the proprietor, who will
perform all project tasks. If the proprietor adds staff
to assist, then certain responsibilities will be dele-
gated.

Regardless of the delivery unit, each must accom-
plish the design, technical, and managerial aspects of
completing projects in accord with the owner’s (or
owners’) preferences. The involvement of the
owner(s) can vary within a unit type, depending on
the client, the project, and the size and capability of
the firm at that point in time.

It is important to think about your delivery unit
choice early because it will influence many impor-
tant aspects of your practice, including, at the very
least, the way the principal will spend his or her time,
the choice of staft, and the economics of the practice.
Also, as a firm moves through the growth plateaus,
and evolves, the organization and processes will
likely change and require new thinking,.

In a principal-led team, the principal typically
maintains overall authority for project implementa-
tion. Little essential responsibility or authority is del-
egated to key staff members below the principal
level. Rather, the principal retains responsibility for
actively running the project on a day-to-day basis.
That said, to increase his or her span of control, the
principal may delegate significant project responsi-
bility to key people below the principal level, while
retaining overall project supervisory responsibility.
This, of course, is the typical structure of a new firm,
but the principal of a firm of any size that is planning
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to grow or to take on larger, more complex projects
should understand that this project leadership
structure will likely change over time.

The options of principal-led teams include:

» A project architect-led team structure places prime
responsibility and authority in the hands of one
person who has overall project responsibility
and is expected to make both design and man-
agement decisions on a day-to-day basis, com-
municating with the principal in accordance
with a protocol he or she has established.

» A designer-led team structure places prime
responsibility in the hands of a designer, who
may have a subordinate manager, or subsumes
those management functions.

» In a project manager-led team, prime project
responsibility and authority are placed in the
hands of a manager, who may have a subordi-
nate designer as part of the project team.

» A co-equal designer and manager team has manage-
rial and design responsibilities assigned to two
persons (e.g., a project manager and project
designer) who have equal authority but differ-
ent responsibilities. In such structures, it is
common, and usually required, that the two
key people agree on decisions affecting both
project design and management.

» Manager-led departments that concentrate on spe-
cific aspects of the work, such as design and
production, are often established by firms seek-
ing to maximize design and technical effi-
ciency. In such structure, a partner-in-charge
or project manager represents both the client’s
and the firm’s overall interests and shepherds

122

Organization and Personnel



the project through the firm’s departmental
system. Often responsibilities are shared, with
the manager responsible for the program and
schedule and department heads responsible for
design and technical quality.

» Studios are often organized to focus on specific
markets or project types, (e.g., a commercial or
healthcare studio), especially where the market,
client, and/or projects require specialized
knowledge and technical skills. The studio staft’
may have developed special interest and knowl-
edge of the kind of work on which the studio is
focusing, or may be generalists who are assigned
to the studio for a specified period of time.

Combination structures (such as those structured

as studios at the top and departments at the bottom)
are organized to take advantage of the need for spe-
cialization and efficiency.

There are pitfalls inherent to each of the proto-

typical structures:

» Principals who elect to retain day-to-day
responsibility automatically limit their avail-
ability to assume other important responsibili-
ties in the firm. They also limit the number,
and perhaps size and complexity, of projects
that the firm is capable of executing. And,
finally, the potential growth of junior profes-
sionals of the firm is limited because there are
no supervisory project positions into which
they can grow.

» Firms that choose to organize projects in archi-
tect-led teams often do so to increase the prin-
cipal’s span of control, while keeping a
generalist at the project helm. However, as
workload increases, these architects (some-
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times called project directors or architects-in-
charge) may find themselves deluged with
managerial and administrative tasks, thus less
and less involved in the actual design and tech-
nical development of projects, which may have
been the reason they and the firm elected such a
structure in the first place.

Firms interested in the primacy of design often
will want a designer to lead the team, but a
dilemma arises if the designer finds him- or her-
self unwilling, and sometimes unable, to deal
with expanding managerial and technical project
needs. Or, if the designer is able to undertake
those responsibilities, he or she may become less
available to address the design issues that are
important to both the designer and the firm.

Manager-led teams are usually formed because
there is an emphasis on both the client’s and the
firm’s management needs (such as budgets and
schedules). The danger with this structure is that
managers may fail to realize the level of design
achievement desired by the firm. In this situation,
it helps if the manager has not only basic architec-
tural experience and basic managerial skills—
planning, scheduling, budgeting—but also the
interpersonal skills important to effective man-
agement—communication, negotiation, delega-
tion, and team-building,.

The co-equal designer and manager team would
appear to solve the problem of the manager-led
team, but this organizational structure requires
not only firms that are large enough, and with
enough projects, to necessitate and support dou-
ble leadership, but also clearly defined limits of
responsibility and solid working relationships.
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» A departmental structure achieves efticiency by
focusing knowledge, eftort, and energy on nar-
rower tasks, but often at the expense of broader
project understanding and continuity of deci-
sion making. And for this structure to work, the
apparent conflict between the project man-
ager’s responsibility for the “what” (program)
and the “when” (schedule), and the department
head’s “who” (staff) and “how” (design and
technical procedures and quality), must be
resolved, which requires a clear delineation of
responsibilities at all levels.

Each firm must choose an organizational struc-
ture that meets its needs. Start-up strong idea firms
will be most effective beginning with single-point
leadership—an architect or designer with responsi-
bility for all aspects of the project. Start-up strong ser-
vice firms will be most effective beginning with
project teams led by capable management—a princi-
pal, project manager, or architect who is clearly
focused on the management needs of the client and
project.

Step 2: Prepare a Project Process Chart

A project process chart shows the percentage of time
expended by role and phase. It identifies the deliver-
ables to be provided and indicates the level of project
profitability (see Figure 5.6).

When the firm starts in practice, the projects are
likely to be small in size, simple in scope, and exe-
cuted by the principal. When only one person’s time
is involved, it should be relatively easy to plan a new
project by identitying the tasks to be performed in
each phase. Even if the project is of a type unfamiliar
to the architect, making it difficult to estimate the
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Phases
Construction
Schematic Design Construction Bidding/ Adminis-
Predesign Design Development | Documents | Negotiation tration
Percent of
Total % % % % % %
Deliverables
Roles
Principal-in-
Charge % % % % % %
Project
Manager % % % % % %
Project
Designer % % % % % %
Project
Architect % % % % % %
Drafter/
Technician % % % % % %
Other
% % % % % %
100% 100% 100% 100% 100% 100%
Figure 5.6 Project Process Chart.
time per task, he or she can estimate the overall time
in each phase of the work, understanding that all
necessary tasks must be accomplished within that
time frame.

As the firm develops experience over time, the
principal will be better able to identify the amount
and percentage of time necessary to accomplish par-
ticular tasks, on “typical” projects and on all projects.
Going further, the firm will be able to identify how
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that time was expended on a task-by-task basis in
each phase. From this information, it will be possible
to prepare a pro forma project process diagram that
can then be adjusted on a project-by-project basis to
reflect the conditions of a particular project.

For example, experience might show that the firm
typically expends 10 to 12 percent of total project time
in schematic design, of which 40 percent is allocated
to a project manager, or project management activi-
ties; 40 percent to a project designer, or project design
activities; and 20 percent to an assistant designer,
drafter, or CAD technician (for documentation activi-
ties in that phase). The result is usually a schematic
design package of a site plan, ground floor plan, floor
plan for each level, sketch elevations, and a three-
dimensional representation of some kind.

Based on its experience, it might become clear to
the firm that the review and approval requirements
of the new project will require an unusually high
level of management effort to successfully shepherd
the project through to completion and acceptance by
the owner, the local planning board, and other
review groups. At the same time, the project might
be deemed to require at least twice as much design
eftort as the firm’s norm. In this case, early identifi-
cation of these issues would enable the firm to
schedule and prepare interim presentations to serve
multiple purposes and to isolate certain aspects of the
agency review process as additional services.

Step 3: Define Individual Functions and Duties

In this step, you clearly delineate the functions and
duties of each person involved with the project, and
estimate the percentage of time it will take each
person to fulfill his or her role.
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Again, in a start-up firm, all the functions and
duties probably will be performed by a single person,
the principal. This will change as the firm grows. Peo-
ple, especially those at higher levels, will do more than
one kind of task. A principal might have responsibili-
ties in management and administration, project man-
agement or design, marketing or public relations,
personnel management, and a host of other areas. A
project manager might be responsible for particular
projects, monitor project quality assurance/quality
control, and coordinate certain staff assignments.

Using the project roles and duties form, shown in
Figure 5.7, the principal can list the various responsibil-
ities of each person and the percentage of time needed
to complete each task. This will result in an array of
each person’s productive time, leading to identification
of total stafting availability and utilization.

For example, a partner in the firm might spend 30
percent of his or her time marketing, 50 percent with
clients and leading the project team as principal-in-
charge, 10 percent in firmwide management, and 10
percent in paid time oft (holidays, vacations, personal
time, etc.). A staff-level project manager might spend
75 percent of his or her time on active project man-
agement tasks, 5 percent on marketing assistance, 7
percent on firmwide quality assurance, 3 percent on
professional activities, and 10 percent on paid time off’
(vacation, holiday, sick, and personal time). Then if,
for example, it was determined that a new project
would require all of the project manager’s time, and
that project manager already had other projects to
monitor, the firm would have to consider alternative
solutions, perhaps extending the project schedule,
requiring overtime effort, or temporarily extending
the principal’s responsibilities.
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Time
Title: Allocation
Function: %
Duties: %
%
%
%
100%
Time
Title: Allocation
Function: %
Duties: %
%
%
%
100%
Time
Title: Allocation
Function: %
Duties: %
%
%
%
100%

Figure 5.7 Project Roles and Duties.
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Step 4: Assign Decision-Making Responsibility

In start-up firms with no employees, it is clear who will
make all decisions: the principal. But as soon as more
than one person is involved on a project, unless it is
absolutely clear who will make the decisions, and how,
chances are they will be made ad hoc, or according to
status rather than responsibility, or by default, or per-
haps not at all. Also, depending on who is assigned to
the project, the system and structure established by the
firm will necessarily be tested, because no two people
will act precisely the same way in the same situation;
each will perform pursuant to particular individual
experiences and personalities. Therefore, a rigid, unal-
terable system that is uniformly applied is doomed to
failure, as no two people will meet the requirements of
the system in the same way. It is far better to be flexible
and allow for modification and manipulation of the
system, to reflect the individual capabilities of the
people responsible for implementing it.

One way to achieve this flexibility is to allow key
project people to negotiate essential responsibilities
among themselves. The benetfits of doing so are two-
fold: all responsibilities will be accounted for, and
individual responsibilities will be more clearly
defined, more readily accepted, and more likely to be
performed well. For example, assume the project
manager is unusually adept at keeping on top of col-
lections, even though it is the firm’s usual policy to
assign that responsibility to the principal-in-charge.
If the project manager and principal-in-charge can
negotiate the responsibility for collections on the
project at hand, the firm may benefit by more timely
collections and by having the task performed at a
lower level, thereby freeing the principal-in-charge
for more level-appropriate work.
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A relatively simple way to negotiate responsibili-
ties in this way is to use a responsibility form like the
one shown in Figure 5.8. You can use this form to
identify, for example:

» Primary responsibility
» Secondary responsibility

» Contribution or participation

A more sophisticated and precise way would be to
identify four different levels of responsibility:

Level 1: Deciding or acting (“primary responsibility”).

Level 2: Consulting (before the decision is made).

Level 3: Approving (after the decision is made, but
before it is implemented).

Level 4: Being informed.

The effective result is a project-specific decision-
making process based on the firm’s own goals, his-
tory, procedures, and personnel; project delivery
unit organization and structure; project schedule and
deliverables; personnel roles, responsibilities, and
time allocations; and individual and collective
accountability for decisions.

The process (and its forms) described here encour-
ages individual project planning based on individual
project needs. There is no need to replicate specifics
from project to project. Rather, once the firm has
established its overall goals and project objectives, and
has selected a project structure based on these goals,
projects can be planned and then monitored accord-
ing to their unique characteristics and those of the
firm.
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|. Decide/act Responsibility

2. Consult
3. Approve
4. Inform PIC PM PD PA Other

Determine fee

Negotiate contract

Select consultants

Identify project staff

Determine client needs

Prepare program

Conceptual design

Schematic design

Design documentation

Make technical decisions

Document format

Complete specifications

Track construction changes

Monitor team progress

Prepare invoices

Collect receivables

Other

Figure 5.8 Project Responsibility Chart.
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An architect must be legally qualified to practice. All
states and the District of Columbia require individu-
als to be licensed (registered) before they may call
themselves architects or contract to perform archi-
tectural services. In short, you are not legally consid-

ered an architect unless and until you have been
licensed by the state(s) in which you seck to practice.
And in some states, architects are required to apply
for licenses (but not necessarily to have been licensed)
even before they attempt to solicit work.

The purpose of this chapter is to introduce you to
the legal and ethical issues involved with becoming a
practicing architect.

Registration and Certification
Licensure requirements in all states include the fol-
lowing:

» A professional degree in architecture

» A period of practical training or internship

» Passage of all sections of the Architectural Reg-
istration Examination (ARE)
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And as to the first requirement, note that in many
states, the professional degree in architecture must
be from a school of architecture whose program is
accredited by the National Architectural Accrediting
Board (NAAB). That said, be aware that state archi-
tectural registration boards set their own standards,
so graduation from a non-NAAB-accredited pro-
gram may meet the education requirement for
licensure in some states.

Each state and each U.S. territory has a govern-
mental authority that registers and regulates archi-
tects. Typically, the authority is vested in a State
Board of Architecture composed of architects and
laypersons appointed to the board by the governor of
the state. Without registration issued by the state, no
one may engage in the practice of architecture nor
use the title “architect” within that state. In addition
to issuing registrations, the state boards watch over
the practice of architecture within their state bound-
aries and discipline architects whose practice does
not meet minimum standards of professional con-
duct established by the board.

In 1920, the state boards created a national system
for identifying qualified architects, called the
National Council of Architectural Registration
Boards (NCARB). NCARB is not a governmental
agency; it is a federation of all the state boards that
register and govern the practice of architecture. Its
only members are those state registration boards.

The state boards formulate the rules and policies
of NCARB and elect NCARB’s officers and direc-
tors. Working with the state boards, NCARB estab-
lishes national standards for certifying qualified
architects. Those standards have been recognized by
every state board as adequately rigorous to allow the
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state board to register the NCARB certificate holder,
generally without further examination or other dem-
onstration of qualifications. Once identified and
certified as qualified by NCARB, architects are
readily granted registration in almost all United
States jurisdictions.

Every state board uses the NCARB ARE as its
written examination to test the skills, knowledge,
and abilities of applicants for registration, and all
state boards require a training (internship) period
before candidates may sit for the ARE and become
licensed. A few states, such as California, have addi-
tional requirements. Many states have adopted the
training standards from the Intern Development
Program (IDP), which is administered by NCARB.
NCARB, of course, similarly requires its candidates
for certification to have passed the ARE after com-
pletion of an internship program. Like most state
boards, NCARB requires a degree accredited by the
National Architectural Accrediting Board in the
study of architecture.

In addition to setting standards for national certifi-
cation, NCARB recommends to the state boards rules
of conduct, which a majority of state boards have
adopted as their own and which serve as a basis for dis-
ciplining architects. In addition, several state boards
have made continuing professional development a
requirement for registration renewal, and it is likely
that most other states will follow suit in the future.

Therefore, because you must be licensed (regis-
tered) by the state board to practice in any one state, the
easiest way to obtain licensure in more than one state is
to become certified by NCARB. Furthermore, before
starting in practice, it’s a good idea to heed the advice
given in the “Guiding Principles” box on the next page.
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Guiding Principles

» Seek professional advice. Then take it seriously. Your advisors should
include: accountants, attorneys, business advisors, public relations
advisers, bankers, insurance providers, and other experienced

» Put everything in writing: contracts, meeting records, confirming

» Keep complete records and set up a good filing system.

» Make use of the published standard forms and contracts, then adapt
them to fit the specific scope of the work, business arrangement, and
other key parameters. No two projects are identical.

» Protect your image as an ethical professional. Remember you will
meet, and need help from, many people during the course of your

Starting Up

The legal requirements of starting up depend on the
organizational structure you choose:

» Proprietorship: Typically, there is no specific
legal obligation for starting in a practice as a
proprietorship; you just start.

» Partnership, corporation, or limited liability company
or partnership: You must file the appropriate
organizational documents with the state (and
sometimes local) authorities. For a partnership,
you typically file a partnership agreement; for a
corporation, a certificate of incorporation and/
or articles of incorporation and bylaws; for a
limited liability company, a certificate of for-
mation.

Going forward, owners are responsible for filing
their own personal tax returns and paying the appro-
priate personal income taxes, FICA tax, and workers’
compensation tax or insurance. If the company has
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employees, the employer is required to withhold
employees’ income and FICA taxes and file quarterly
tax returns with payment of the employer’s portion
and amounts withheld from employees.

Owners are also legally obligated to notify the
appropriate authorities of any change in the owner-
ship or location of the business.

Professional Liability

Because of the special education and knowledge
deemed essential for the proper practice of the
profession, the laws that established registration for
architecture (and other “learned professions,” includ-
ing engineering, landscape architecture, medicine,
dentistry, law, and accounting) effectively gave duly
licensed practitioners of these professions a monopoly
to practice, denying that right to all those who are not
similarly qualified and licensed.

It is understood that, in the practice of their pro-
fession, architects do not offer standardized solu-
tions or products; rather, they are expected to
exercise discretion and judgment as to their clients’
interests, based on their education and experience, in
a wide variety of nonstandard situations and condi-
tions for which there is never a single “correct” solu-
tion. And because under such circumstances,
perfection is impossible to achieve, design profes-
sionals are not required to be perfect. They are, how-
ever, required to perform in a manner consistent
with that of other competent professionals practicing
in the same jurisdiction under similar circum-
stances. Anything less may constitute negligence, tor
which the professional can be held personally liable
and be penalized.
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The test by which design professionals are judged
in the event of an error or omission is a comparison
against the standard of care that would have been
provided by other competent professionals practic-
ing in the same jurisdiction. Negligence is a legal
determination that, unless the professional agrees
that he or she has been negligent, must be deter-
mined in a legal process—a court of competent juris-
diction or previously agreed arbitration. In most
cases, the determination of negligence is addressed as
a civil matter; penalties, if any, are financial. In a few
rare but significant cases, however, malpractice was
found to have been so severe as to call into question
the professional’s ability to continue to practice. In
one such case, involving the collapse of suspended
walkways in the lobby of the Hyatt Hotel in Kansas
City, which resulted in property damage, injury, and
loss of life, the structural engineer was found to be
negligent and lost his license to practice, first in the
state. where the incident occurred and then, by
extension, in other states in which he had been
licensed.

Liability Insurance

Because design professionals can be held personally
liable for their own negligence (errors and omis-
sions), they should purchase liability insurance.
Several major insurance carriers offer professional
liability insurance to design professionals. Such
policies include exclusions for certain conditions,
deductibles, and per-claim and aggregate limits.
These policies are almost always written on a
“claims made” basis, requiring that the insurance be
kept “in force,” that is, the premiums must continue
to be paid to be applicable in the future. The face
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value of the policy (e.g., $500,000) is applied as
claims are made against the insured in any given year
(as long as the policy is maintained in force), until
the full amount has been exposed. For example, if
three successive claims for damages of $300,000,
$200,000, and $100,000 were tendered in a given year
against a firm with $500,000 coverage limit, there
would be no coverage for the third claim (if damages
were awarded in those amounts).

Premiums for such policies are generally written
on the basis of annual billings, and depend upon sev-
eral variables, including the discipline(s) being
insured; the types of clients, projects, and services
being offered; and the amount of the deductible.
Services that historically have not resulted in liability
problems, such as planning, are insurable at rela-
tively low rates. Professional liability insurance for
professional services on building types that have
poor liability histories are generally subject to higher
premiums. In recent years, professional liability
insurance premiums for architects have ranged from
2 to 3 percent of gross revenues.

In some cases, clients or the design team will buy
insurance for a single project. Such “project insur-
ance” is the exception, but can be appropriate for
unusual projects or projects needing higher than
normal coverage.

Certain activities and relationships can substan-
tially reduce the potential for liability claims and/or
the likelihood that such claims will result in the
award of damages. These include:

» Prepare sound written agreements.

» Develop good personal relationships with cli-
ents and contractors (people are far less likely to
sue people they like and respect).
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» Maintain clear and regular written communica-
tion with clients, consultants, and contractors.

» Address problems proactively when they arise.

» Manage risk in client selection, fee negotiation,
and project design and execution.

The last, risk management, comprises five steps:

Identity the potential risks.

Weigh the possible value of these risks.

Avoid the risks that are not worth taking,.

Reduce the impact of risks that are.

ARSIl

Transfer risk to others, when possible, such as
your insurance provider.

Legal and Ethical Obligations

As stated throughout this book, most design profes-
sionals start their own firms only after they have
worked for others. In fact, there is no other way to
gain the appropriate experience or meet the normal
prerequisites to sit for the architectural registration
examination unless one has worked for others.
Therefore, design professionals starting a new firm
begin with preestablished relationships with their
tormer employers and with the clients for whom
they provided services when employed by another
firm.

There are at least two kinds of obligations to the
firm: legal and ethical. Legal obligations include pro-
hibitions against tortuous interference, against abro-
gating the general fiduciary responsibilities that
owners and certain other high-level employees have
to the firm, and contractual responsibilities such as
those embedded in partnership or sharcholder
agreements or in separate confidentiality and/or
noncompete agreements.
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No one has a right to interfere with another’s
contractual relationships, including a firm’s contract
to perform and be paid for client services; anyone
interfering with such a contractual relationship, such
as by encouraging the client to break a contract, is
exposing him- or herself to a potential claim for tor-
tuous interference. If a professional shares owner-
ship with others, then he or she has a fiduciary
responsibility to his or her co-owners and the firm
not to take any action that would harm the firm in
any material sense. Also, if in becoming an owner, or
being elevated to a higher status level in the firm, a
professional signs an agreement restricting his or her
future acts in any legally binding way, then that pro-
fessional is constrained from doing what he or she
had promised not to do. For example, if on becom-
ing an associate in the firm (a title generally signify-
ing increased status, and sometimes signifying
additional privileges and responsibilities, as well), a
professional signs a noncompete or confidentiality
letter, then any act that abrogates the terms and con-
ditions of that agreement exposes him or her to the
possibility of legal action. The courts will generally
support confidentiality and noncompete agreements
that are not unduly restrictive, that is, do not totally
restrict the professional from being able to practice
his or her profession in the locale where he or she
lives and works.

Ethical Responsibilities

The American Institute of Architects (AIA), the
oldest and largest professional organization for
architects in the United States, with a current mem-
bership exceeding 50,000, offers many programs,
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services, and benefits. AIA has developed and pro-
mulgated a Code of Ethics and Professional Con-
duct, last updated in 1997. The code is arranged in
three tiers: Canons, Ethical Standards, and Rules of
Conduct. Canons are broad principles of conduct
that cover general obligations, and obligations to the
public, the client, the profession, and to colleagues.
Ethical standards set more specific goals, to which
(AIA) members should aspire in professional perfor-
mance and behavior. Rules of professional conduct are
mandatory, meaning that violation of a rule is
grounds for disciplinary action by the Institute.

The Code of Ethics includes 24 rules, some of
which incorporate language that generally reflects
legal obligations. For example, Rule 1.101 under
General Obligations states: “In practicing architec-
ture, Members [of AIA] shall demonstrate a consis-
tent 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.” Similarly, Rule
2.102, under Obligations to the Public, states,
“Members shall neither offer nor make any payment
or gift to a public official with the intent of influenc-
ing the official’s judgment in connection with an
existing or prospective project in which the Mem-
bers are interested.” Rule 3.103, under Obligations
to the Client, states, “Members shall not materially
alter the scope or objectives of a project without the
client’s consent.”

The ethical rules that may affect professionals
starting in practice are those that address obligations
to colleagues. There are three such rules, and they
describe situations that frequently occur, usually
without incident or contention.
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» Rule 5.201 states, “Members shall recognize
and respect the professional contributions of
their employees, employers, professional col-
leagues, and business associates.”

» Rule 5.202 states, “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 a Member.”

» And, correspondingly, Rule 5.203, states, “A
Member shall not unreasonably withhold per-
mission 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.”

It is reasonable and understandable that profes-
sionals starting new firms will want to use examples
of work they performed while employees of others,
to demonstrate their capabilities as professionals. To
that end, Rule 5.203 informs employers of their obli-
gation to permit this. Rule 5.202 informs former
employees of their obligation to seck their employ-
ers’ permission; and Rule 5.201 informs them of
their obligation to take and give appropriate credit.

In sum, a professional is obliged to act ethi-
cally. For most professionals, this behavior will be
easy and natural. For those who need guidance, the
AIA’s Code of Ethics & Professional Conduct
describes what such ethical behavior “looks like.”

As already explained, a professional’s ethical
responsibility may go beyond the legal. If, for exam-
ple, the owner of a start-up firm acts legally, scrupu-
lously respects his or her employer’s relationship
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E:‘ NOTE

The AlA’s Code of
Ethics & Professional
Conduct is not
concerned with, and
does not address,
reasonable and normal
business activities. In
fact, the antitrust laws
of the United States
and most states
require that architects
maintain a free and
competitive business
environment. As a
result, matters of
marketing and pricing
are deemed to be
business, not ethical,
matters, and therefore
are not directly
addressed in the code.

with the client, and does not seek to damage his or
her employer’s relationship with the client in any
way, he or she might still discover ethical obligations
he or she must meet.

Assume, for example, that a client’s project has
come, or is about to come, to the end of a designated
phase, and that the client learns that a key employee
on the project will be leaving at the point to start a
new firm. In such a circumstance, the client is typi-
cally free to sever his or her relationship with the
architect who started the project and commission the
new firm on mutually agreed terms, as long as the
client has not been induced to do so. Regardless of
who initiated the possible shift of the project, if the
departing architect accepts the project, he or she
would be well advised to ensure that he or she will
not suffer any damaging contractual or financial
consequences.

And when information is published about a
project, each party is ethically obligated to give
appropriate credit to others who have contributed
materially to the project, and to not take inappropri-
ate credit for any work for which he or she has not
been directly responsible.

The box titled “Ethical Questions” raises a
number of dilemmas you should be prepared to face
during your career.

The box lists just some of the many situations that
can arise. Where the law or the terms of a contractual
relationship are clear, the right decision should be
obvious; moreover, most architects have an innate
sense of what is appropriate ethical behavior and
what is not. Many situations, however, are not clear-
cut. In these situations, it is usually very important to
avoid burning bridges or making enemies. Most
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Typical Ethical Questions

» One or more clients you are handling on behalf of your current
employer offer to follow you with their current projects if you go on
your own. Do you act on this opportunity?

» A potential project comes to you while you are working for someone
else. Do you keep it to yourself and develop it or tell your employer?

» You have decided to leave your employer while in the middle of
several important projects. How much notice do you give?

» You are pursuing a potential project with another firm that gave you
the lead. The client tells you that you can have the project without the
other firm. Do you accept!?

» A client offers to pay you in cash and not report it. Do you accept?
(Hint: Your failure to report income is tax evasion.)

» An employee asks to be paid as a consultant rather than an employee
with the standard payroll deductions. Your accountant advises that the
person does not qualify, but that this issue is unlikely to be caught. Do
you agree to the request?

» You are preparing a proposal and you include projects that you did
while employed by another firm. Do you credit your former employer
in the proposal?

» Some of your projects are being included in a book or exhibit,
including projects you did while employed by another firm. How do
you credit that firm?

» A client asks you to take over a project currently being done by
another firm. The other firm has not been told yet that they are to be
replaced. What are your obligations to the other firm?

» An employee of a potential client offers to help you get a project in
return for a finder’s fee. Should you agree to pay it?

» Your workload drops off and you cannot afford to keep some or all of
your employees. How much notice should you give them? Should you
pay severance! Help them find other work?

» A client pays you only 75 percent of your fee and refuses to pay the
rest, citing dissatisfaction with you and your consultants’ work. What
do you owe your consultants?

» To be considered for certain public projects, you are expected to
contribute to the fund-raising efforts of some elected officials. Do you
make these contributions? (Hint: Refer to Rule 2.102 of the Code of
Ethics & Professional Conduct described earlier.)

» An employee brings his or her own computer loaded with unlicensed
software. Do you ignore this?

» You are offered the opportunity to participate in a profitable real
estate investment by one of your firm’s clients. What do you owe
your partners, if anything?




young professionals are unaware of how often pro-
fessional paths cross. Consultants, former employ-
ees, and others you deal with may be in a position
later to return the favor, so it’s best to treat everyone
fairly and equitably.

Here are a few situations that require special
attention:

» Moonlighting. As stated throughout this book,
architects start by working for others, because
the only way to become qualified to take the
registration examination is to fulfill an intern-
ship requirement. Those who choose to start
their own practices usually continue working
full-time for someone else while building
skills, forming relationships, and making con-
tacts that will enable them to go out on their
own. When opportunities to practice in their
own name come along, they find a way to serve
their private clients while remaining employed.
In short, they moonlight. If you decide to do
this, here are a few pointers: use your own
identity, time and resources, not the firm’s;
don’t imply that you represent your employer
for your own work; continue to work conscien-
tiously for your employer, to the full extent of
your capabilities.

» Removing documents. Always ask permission;
your employer is ethically obliged to provide
copies of documents on which you worked.
Volunteer to pay for them; it is your obligation,
though your employer may be generous.

» Taking and giving credit. Take credit only for
what you have done. Be sure to cite your
employer on every project on which you partic-
ipated as an employee.

146

Legal and Ethical Issues



» Taking clients. If you signed a noncompete
agreement, with your employer, simply put,
you probably can’t take a client with you when
you leave. If you don’t have such an agreement,
you are still proscribed from interfering with
your employer’s contract, but you are free to
inform clients for whom you have worked that
you are beginning your own practice. The cli-
ents may give you work in the future and may
even opt to engage you on the project on which
you have been employed. Again, don’t burn
bridges, ever.

» Soliciting employees, from your firm or another. As
with clients, only a noncompete agreement to
which you are a party eftectively prevents you
from soliciting employees; but keep in mind,
reputation is everything, so it is best to inform
others of your intention regarding starting in
practice. Then let them decide to join you.

» Cutting fees. There was a time that fee-cutting
was deemed unethical, but since the mid-
1970s, it has been viewed as a business matter,
not an ethical one. And as a starting practitio-
ner, you will likely have lower operating
expenses than established firms and will, there-
fore, be able to offer lower fees and still be prof-
itable. However, though offering lower fees is
legitimate, it is a dangerous tactic because the
client, and possibly others, may continue to
expect you to charge low fees.

» Stretching payables. Stretching payables means
failing to pay others, typically consultants,
when you have been paid. This is a matter of
business, but one that borders on the unethical.
You may have a contractual obligation with
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either the client or the consultant to pay when
you have been paid. Can you get away with not
paying for short periods of time? Probably.
Should you? Probably not. In addition to
expecting your consultants to be responsive to
you—which failing to pay them in a timely
manner will preclude—you don’t want to dig a
financial hole that will be difficult to get out of.
Also, never, ever fail to pay the Internal Reve-
nue Services for taxes due, not withheld
employee taxes or your own.

» Secking free goods or services. This is not only
unethical, but is illegal in some cases. Although
you are unlikely to go to jail for accepting a
sample, even a large sample, from a contractor,
vendor, or supplier, you do not want to feel, or
be, obligated or beholden to that supplier; and
by accepting a “freebie,” you will be. Keep in
mind how difficult it may be in others’ eyes to
draw the line between gift, payoft, bribe, and
extortion.

» Asking employees to work for free. Pure and simple,
this is unethical, not to mention illegal.

Contracts

The architect starting in practice will likely encoun-
ter three kinds of contracts:

» Project-related contracts, especially including the
owner-architect agreement, the architect-con-
sultant agreement, and the owner-contractor
construction contract.

» Internal contracts, especially including ownership
agreements for partnerships, corporations, or
limited liability companies.
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» Ordinary business agreements, especially including
lease or lease/purchase agreements for facilities
or equipment, and loan documents.

By law, a contract is defined as an agreement
between two parties to provide goods or services for a
consideration, generally money. In essence, an
owner/architect agreement records that the architect
will provide certain design, documentation, and
construction administration services for the owner
for an agreed-upon fee. A lease records a lessor’s
agreement to provide space or equipment to a lessee
in exchange for a monthly lease payment.

Although oral contracts are permissible and bind-
ing (although in a dispute, it’s often difficult to prove
that such a contract existed), a written contract is
always recommended because you have a piece of
paper to prove a contract exists, in the case of a
dispute.

In general, an architect starting a firm would be
well advised to consult the standard contracts and
agreements published by his or her professional
organization before assuming any contractual
responsibilities, and in particular before accepting
contracts offered by others that might include lan-
guage favoring the presenter.

As with every other aspect of practice, it is hard
tor any individual to deal with all the legal and ethical
issues that arise without some outside advice. Some
of these outside sources and resources are discussed
in the next chapter.

@ NOTE

The American Institute
of Architects, the
American Consulting
Engineers Council, the
American Society of
Landscape Architects,
the American Institute
of Graphic Artists, and
other professional
organizations have
developed model
agreements for virtually
all project situations,
which are available at
modest cost. These
model agreements are
updated regularly and
are generally considered
to be fair to all parties.
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Though it is possible to go out on your own without
any professional assistance at all—essentially, wing-
ing it—a wiser move is to launch your firm only affer
you have gathered and coordinated a core group of
professional advisors and other resources—organi-
zations and associations—on which you can rely for
necessary information, advice, and support. Winging
it certainly may seem more gratifying—but only if
you’re successful—and in the long run, it is far better
to have backup support in the wings, to answer a
question, suggest a direction, or offer advice that will
help you avoid potentially dangerous mistakes and
move forward in the best way.

Legal Advice

If you decide to organize your firm as a proprietor-
ship or partnership, it may be possible, as explained
in Chapter 5, do so without filing legal documents of
any kind, although putting it in writing, in an agree-
ment, is advisable. After you launch, however, inevi-
tably situations will arise that will make it necessary
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to have a relationship with an attorney on whom you
can rely and with whom you are comfortable speak-
ing. Typical situations for which you would need to
seek legal advice include contractual matters, such as
those that arise during client agreement negotia-
tions; liability matters arising out of potential or
alleged professional negligence; space and equip-
ment lease issues; employment and labor law issues;
and insurance and tax matters. Frequently, a five-
minute telephone conversation with a knowledge-
able attorney can give you exactly the right informa-
tion that will save you hours of misdirected effort or
needless concern.

In Chapter 6, we briefly mentioned that anumber
of professional organizations for architects, engi-
neers, landscape architects, planners, and graphic
designers have developed standard documents for
use by their members (and nonmembers, as well).
Although relatively straightforward, time-tested, and
widely accepted, these agreements do include condi-
tions and language that may be difficult to under-
stand by the uninitiated or uninformed user.

For example, an architect intending to invoke stan-
dard contract forms may not know that AIA Docu-
ment B-141, Standard Form of Agreement between
Owner and Architect, is meant to be used in conjunc-
tion with AIA Document A201, General Conditions
of the Contract for Construction, which it incorpo-
rates by reference, and can be used with architect-
consultant agreements, as well. Attorneys familiar
with professional practice, however, will be well-
versed not only in general contractual matters, but
with these and other standard documents, as well.

Although it is not likely that professionals starting
new firms will be confronted by liability problems
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immediately, accidents do happen, relationships go
sour, and we live in a litigious society. Attorneys who
are experienced in dealing with construction-related
problems can be of immense value when such mat-
ters arise. Explaining to you how to proceed in a
manner that will protect your interests can be a most
valuable piece of information.

And if you decide to set up your practice outside
the home, then purchasing—or more likely leas-
ing—an oftice will be one of the first, and most sig-
nificant, financial decisions you will have to make.
Real estate leases are special forms of contract that
are frequently developed by real estate agents and
brokers for simple or small transactions. However,
for larger and more complicated transactions, you
would be well advised to seck the counsel of a quali-
fied attorney experienced in real estate transactions.
He or she can review and suggest appropriate revi-
sions to pro forma lease documents, as well as nego-
tiate on your behalf.

Finally, because many start-up firms are launched
by the initiating proprietor or partners, without
other employees, initially, employee and tax issues
are likely to be minimal or nonexistent. But as firms
grow and add employees, a whole new set of condi-
tions enters the picture, generally involving labor
and tax laws. Problems in these areas are generally
infrequent and are not likely to exist at all when firms
are small, but with growth, problems are more likely
to arise.

For example, the notion of how to pay employ-
ees—whether on an hourly or salaried basis—is a
matter prescribed by the Fair Labor Standards Act
and administered by the United States Department
of Labor. The act states that employees subject to the
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terms of the act must be paid time and a half for
hours in excess of 40 hours per week, excluding
those employees who are “exempt.” Exempt are
those employees with professional, managerial, and
supervisory responsibilities. Sounds simple enough,
but note that the definition of “professional” used in
the act is different from the common understanding,
leading to unknowing breaches in the law that can
result in severe penalties for a new firm. Similarly,
dismissed employees who feel that they have been
wrongfully terminated or denied appropriate com-
pensation may cause legal problems for a new firm.
Again, such a situation is unlikely to affect the start-
up practitioner, nevertheless, it is useful to have
someone at the other end of the telephone to talk to,
just in case.

Accounting Assistance

It is not uncommon for design professionals to begin
practice without accounting help. And, if the firm
stays very small and operates as a proprietorship, it
may never need accounting assistance, since the net
income of the firm becomes the proprietor’s per-
sonal income for which he or she files a personal
income tax return. If, however, the firm is initiated as
a partnership, subchapter S-corporation, or other
more complicated form of organization, then more
record-keeping will be required and more compli-
cated tax returns will have to be prepared, both of
which typically require the services of an accountant.

It’s also a good idea to hire an accountant for an
important piece of front-end advice: how to organize
the firm’s chart of accounts. In even the simplest
accounting configurations, income and expense
items are charged to different categories (accounts)
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with different names, and usually numbers, as well.
A firm with the very simplest chart might have as few
as three income statement accounts—revenue,
expenses, and profit/loss—in which all revenue
items would get charged to revenue, all expenses to
expenses, and the arithmetic difference would be
recorded as profit or loss. This firm might similarly
maintain only three balance sheet accounts—assets,
liabilities, and net worth.

More useful, even in the early days, is to set up a
somewhat more sophisticated chart of accounts, so
that income and expense items can be recorded in
categories that provide the owner with valuable
information regarding his or her business. For exam-
ple, a start-up firm would be well advised to set up a
chart of accounts with several revenue accounts
(fees, reimbursables, consultants, and miscellaneous
revenue) and several direct and indirect expense
accounts (labor, consultants, reproductions, travel,
occupancy, insurance, benefits, taxes, and other gen-
eral and administrative expenses, at a minimum).
Then, as the firm grows, the chart can be expanded,
from which reports can be generated that produce
the financial information that allows the owner(s) to
better understand and manage the operations of the
firm.

Banking

Bankers are important members of the community,
especially in small communities. In addition to
developing broad understanding of money and real
estate markets, they serve a wide variety of individu-
als, companies, institutions, even governmental
agencies, and consequently can develop a keen
knowledge of the arenas in which they operate. A
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helpful banker willing to share this knowledge and
the related contacts can be very useful for design pro-
fessionals.

It hardly need be said that there is no practical way
to operate a firm without a bank account. From the
very first day it is open for business, the firm will
deposit receipts and make disbursements through a
checking account. As the firm grows, the bank may
become the depository for withheld and employer
taxes, as well. At the same time, it’s wise to establish a
personal relationship with a banker. If in the future,
the owner chooses to expand the firm’s facilities, add
staff, purchase equipment, or otherwise grow the firm
without contributing personal funds, it will be neces-
sary to secure a loan, and this will be easier to do if you
have made yourself and your firm known to a banker.
And help securing a loan is only one of the many ser-
vices a bank can provide a growing design firm. Banks
can, for example, also help obtain a letter of credit,
required by an office lease, or make cost-effective
lease terms for computer hardware and software. In
sum, get to know your banker and keep him or her
informed of the firm’s progress and success.

Management Consultants

Within the last generation, management consulting
tor design professionals has become identified as a
discipline unto itself. Comprising primarily individ-
uals who leave architecture or engineering firms to
set up individual consulting practices based on their
personal knowledge, experience, and skills, a few
management consulting firms are in their second or
third generation of ownership. Some management
consultants develop singular capabilities, such as
marketing or financial management, that they then
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offer to the marketplace. A few firms, like The Coxe
Group, Inc., have developed larger, multidiscipline
practices that offer a wide range of services including
marketing and financial management, key personnel
search, ownership transition, project partnering,
strategic planning, and assistance with mergers and
acquisitions.

Consultants of many kinds can provide informa-
tion, expertise, perspective, and impartiality to design
professionals. Because they are hired to help address
management issues for a wide variety of client types,
they have the opportunity to experience situations of
all kinds. The best consultants assimilate what they
learn from these situations, understand the underly-
ing issues and principles, and apply their knowledge
to address each new problem they face. In addition,
as consultants, they can be more impartial, which is a
big advantage for their clients as they struggle to
reach solutions that are in their best interest.

But a few words of advice are in order before you
hire a consultant of any stripe. Find one who:

» Listens well and understands your problem.

» Has the requisite experience and knowledge to
minimize the learning curve.

» Suggests an approach that appears to be effec-
tive and proportionate to the issue.

» You will feel comfortable working with and can
trust.

» Proposes costs that are appropriate to your situ-
ation.

Professional Organizations

Each of the design professions has an organization
that represents its members’ interests in the profes-
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sion, with related professions and industry, in the
marketplace, and in government. These groups pro-
vide a vehicle for professional exchange; develop
standard instruments, documents, and practice aids;
recognize contributions of significance (e.g., give
awards for excellence in design and practice); and
generally set the standards for the profession it rep-
resents. These organizations include:

» American Institute of Architects (AIA)
(www.aia.org)

» American Consulting Engineers Council
(ACEC) (www.acec.org)

» American Society of Civil Engineers (ASCE)

(www.asce.org)

» American Planning Association (APA)
(Www.apa.org)

» American Society of Landscape Architects
(ASLA) (www.asla.org)

» American Society of Interior Designers
(ASID) (www.asid.org)

» American Institute of Graphic Artists (AIGA)
(Www.aiga.org)

» Society of Environmental Graphic Designers
(SEGD) (www.segd.org)

The aforementioned professional organizations
do not regulate design practice, so membership in
them is voluntary (recall from Chapter 6 that the
state registration boards take care of licensing design
professionals). Nevertheless, start-up professionals
are advised to become members in the appropriate
organization, then use them as a valuable resource.
Most have staft to answer professional questions and
provide guidance or to refer you to others who may
be better able to help.
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As noted repeatedly, these organizations generally
produce agreements, contracts, forms, instruments,
guides, checklists, and other practice aids; but they
may also publish books, tapes, CDs, and electronic
newsletters, all of which make it easier for members
to stay abreast of new developments in the field and
to improve their own practices.
For example, the AIA’s publication, Architect’s
Handbook of Professional Practice, now in its thirteenth
edition, provides an excellent overview of virtually
every element of practice that one might want. And
the organization’s Standard Form of Agreement
between Owner and Architect, and the accompany-
ing document, Standard Conditions of the Contract
for Construction, were developed in concert with
the Association of General Contractors (AGC), and
have become the standard in the industry—widely
used and widely respected by most participants in
the building process.
Another organization, the American Council of
Engineering Companies (ACEC), has instituted a
peer review process, which professionals can use to
have their firms reviewed by a committee of their
professional peers.
Technical organizations, too, are excellent
resources for information in their specialties. These
include:
» American Society for Testing and Materials
(ASTM) (www.astm.org)

» Building Owners and Managers Association
(BOMA) (www.boma.org)

» American Institute of Steel Construction
(AISC) (www.aisc.org)

» National Concrete Masonry Institute (CMI)
(Www.ncmi.org)
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» Precast Concrete Institute (PCI)
(www.pci.org)

» Brick Industry of America (BIA)
(www.bia.org)

» General Building Contractors Association
(GBCA) (www.gbca.org)

And for information about the market sectors in
which design professionals work, or want to work, cli-
ent organizations are good resources. They include:

» American Hospital Association (AHA)

(www.hospitalconnect.com)

» American Association of School Administra-
tors (AASA) (www.aasa.org)

» Society of College and University Planners
(SCUP) (www.scup.org)

» American Association of Homes and Services

for the Aging (AAHSA) (www.aasha.org)

» International Council of Shopping Centers
(ICSC) (www.icsc.org)

Similarly, business, civic, political, and charitable
organizations can be excellent resources to learn about
the community in which you live and work. Some of
the most well known are the Better Business Bureau,
Chamber of Commerce, Republican and Democratic
Clubs, Rotary, Lions, Elks, and others.

Former Employers and Colleagues

We’ve said it many times in this book, but it bears
repeating: Don’t burn bridges. Former employers and
professional colleagues are great sources of informa-
tion, assistance, inspiration, and sometimes even cli-
ents. Design professionals are generally willing to help
one another. Not only do they understand that, as a
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matter of principle, they have an obligation to train
their successors—hence, future competitors—but
they are generally disposed to want to help on a per-
sonal level. They are usually willing to provide all
manner of detailed, often confidential information
(salaries, multiples, fees, costs, etc.), as long as it is not
being requested in a competitive situation.

Former employers are also excellent sources of
advice, and they will sometimes refer prospective
clients they cannot or don’t want to serve. This is a
win-win-win situation: it helps the prospective client
by providing a reference to a professional better
equipped to serve him or her at that time; it helps the
referring professional by providing an effective and
face-saving way to turn down an unwanted client; and
certainly it helps the professional to whom the pro-
spective client is referred.

Former employers may also agree to, even enjoy,
participating in a mentoring relationship with a
former subordinate employee, especially when the
relationship is the continuation of a mentor-protégée
relationship that began in the employer’s firm. Imag-
ine having a senior professional available to ask ques-
tions of any kind, and who can offer the fruits of his or
her long experience in the profession. Although it
might be difficult to hire such a person, some profes-
sionals will give of themselves, if asked. One recent
retiree we know was so pleased to be asked for advice
that he joined the new firm on a consulting basis.

Software Programs and Website
Sources

Like so many others, in the last decade, the design
profession has been revolutionized by computeriza-
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tion, to the extent that virtually all design profession-
als who are starting practices nowadays are well
versed in the use of computers for word processing,
calculations, design and construction documenta-
tion, three-dimensional representation, email, and
website research.

You may find the following software programs,
which are widely used in the profession, to be very
helptul as your firm grows:

» For word processing:

Microsoft Word (www.microsoft.com)

» For marketing:

ACT! (www.act!.com),
FileMaker Pro (www.filemaker.com)

» For email:
MS Outlook (www.microsoft.com)

» For project management:
MS Project (www.microsoft.com)

» For financial management:
Deltek Advantage (www.deltek.com) and
Sema4 (www.deltek.com)

» For spreadsheet applications:
Excel (www.microsoft.com)

» For graphics:
Adobe Photoshop for image editing, Adobe
InDesign for page layout, and Adobe Illustrator
for illustration and 2-D graphic design
(www.adobe.com)

» For image viewing and sorting:
ACDSee (www.acdsystems.com)
Paint Shop Pro (www.jasc.com)

» For database administration:
Microsoft Access (www.microsoft.com)
FileMakerPro (www.filemaker.com)
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And check out the following websites to access
professional organization news, general information,
programs, and documents quickly and easily:

» American Institute of Architects: www.aia.org

» National Council of Architectural Registra-

tion Boards: www.ncarb.org

» American Consulting Engineers Council:

WWW.acec.org

» American Landscape Architecture Association:

www.asla.org

» Society of Environmental Graphic Designers:

www.segd.org

» American Planning Association:

www.planning.org

» American Society of Interior Designers:

www.asid.org

And these websites will be useful in accessing
books and software, technical, marketing, and other
building-related information:

» For information about AutoCad:

www.autodesk.com

» For books and software: www.buildnet.com

» For books, software, and estimating tools:

www.buildersbookloft.com

» For books and software:

www.constructionlounge.com

» For MicroStation CAD product literature and tech-

nical assistance: www.bentleysystems.com

» For general resource information:

www.deathbyarch.com

» For professional issue chat rooms: www.aol.com

» For GO ARCH, a professional issue chat room:

WWW.Compuserve.com
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» For building materials and products specs, tables, illus-
trations and drawings: www.sweets.com
» For technical standards: www .ansi.org
» For market analysis and lead tracking:
www.fwdodge.com
» For regional construction industry information:
www.thebluebook.com
» For organization and business directories useful in
marketing: www.galegroup.com
Although no one starts fully formed, there is a
wealth of fellow professionals, consultants, profes-
sional organizations, and vendors who are ready,
willing, able, and usually eager, to help.
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A central theme of this book is the recommendation
to build your firm within the framework of a plan.
Though this plan may be as simple as making a list of
goals, itemizing a budget, and conducting research
on potential clients, almost always it is worth the
extra effort to take a more comprehensive planning
approach, one that establishes an integrated plan for
all aspects of the practice.

There is no standard format to follow for devising
a comprehensive plan, but many experienced firms
find it advantageous to develop both strategic and
business plans. Most also institute a process for
updating their plans (usually annually), and then
commit the plan to writing. Both the process and the
written plan are important.

The process is important because it provides a
way to think about, refine, and document the various
elements of the future practice. The plan derived
from the process documents the results of the plan-
ning and serves as a checklist for measuring the prog-
ress toward achieving the stated goals. In this
chapter, we’ll delve into the benefits of both strategic
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and business planning. First, however, familiarize
yourself with the 10 guiding principles given in “The
Practice Plan” on page 167.

Strategic Planning

A strategic plan in this context is defined as a clear
and coherent vision for the future as seen by the
firm’s stakeholder(s), and an action plan for imple-
menting the vision, with clearly identified tasks,
responsibilities, priorities, and milestones.

When you begin to consider your vision for the
future—a vital step in the planning process—recog-
nize that some front-end “blue-sky” thinking is
acceptable, and may even be energizing; but it is
important to keep in mind that your vision should
identify a future that is reasonable, achievable, and,
to the greatest degree possible, measurable, so that
the stakeholders can ensure that they are making
progress toward realizing their goals.

Strategic Planning Process

Here we look at two strategic planning models—one
longer and more complex than the other—both of
which provide a useful framework for incorporating
frequently used planning terms and issues. First
we’ll look at the long-form model, which is a nine-
step process.

1. Values. Establish the underlying, philosophical
concepts on which you intend to build your
future, thatlead toa . . .

2. Mission. Make this an inspiring, but general,
description of what you want to be, leading to
definition ofa. . .

3. Vision. Articulate your overall goals, the
description of which should include major
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The Practice Plan

|. Follow the leaders. Most successful firms plan their future. At a minimum,
your plan should include: a vision statement and summary of goals, a mar-
keting plan, a financial plan, an operations (including technology) plan, and a

human resources plan.
2. Set redlistic goals. Have an intermediate and a long-term vision of where you
want to go.

3. Know yourself. This means know your strengths and weaknesses. Perform a
strengths, weaknesses, opportunities, and threats (SWOT) analysis

(defined later in the chapter).

4. Build a firm with the required skills. Plan to build or acquire the capabilities to
accomplish your goals.

5. Focus on ways to get work, build momentum, and establish the desired image. A
realistic marketing plan is a central feature of any plan.

6. Create a financial foundation. This will enable you to support the practice and
build reserves.

7. Accept change. Change occurs whether we like it or not, so be prepared for
inevitable changes that will take place in personnel, organizational structure,

the marketing and financial climates, and others.
8. Plan for excellence. Excellence is not achieved by talent alone. Plan for it.

9. Never be satisfied. No successful firm rests on its laurels.

10. Be flexible. This means be ready and willing to take advantage when opportu-
nity knocks. As Yogi Berra once said, “When you reach a fork in the road,

take it.”

areas of emphasis to move you toward your
mission, leading to identification of . . .

4. Obstacles. Identity anything or anyone that
stands in the way of you fulfilling your mis-
sion, leading to identification of . . .

5. Areas of focus. Know where you have to focus to
overcome the obstacles, leading to definition
of ...

6. Goals. Do this for each focal area listed in step
5, leading to the shaping of . . .
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7. Strategies. Decide on the approaches you will
take to achieve your goals, leading to the devel-
opment of . . .

8. Action plans. Specity how you intend to imple-
ment the strategies, and will lead to the . . .

9. Business plan. Annualize, budget, follow up,
and keep implementation on track.

For a start-up firm, however, this long process is
probably more layered than is really necessary to
develop a strategic plan. When the founders have an
intuitive understanding of their own values, which
they undoubtedly do, then they can use the relatively
simple, three-step process:

1. Perform a SWOT analysis.
2. Formulate a vision.
3. Do action planning.

We'll explore each of these steps more fully, using
case studies of our fictional firm, Able & Baker
Architects.

SWOT Analysis

SWOT is an acronym for strengths, weaknesses,
opportunities, and threats. In a SWOT analysis,
founders start by identifying what they understand
to be their strengths, weaknesses, opportunities (in
the marketplace), and threats against potential suc-
cess. This will provide information, in a general way,
to help complete the more specific visioning process
in step 2.

Visioning
In this step, founders reflect on, and then document,

their vision of what they intend the firm to be at a
fixed future time, usually between three and five
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Able & Baker Architects SWOT Analysis

As the partners in Able & Baker Architects approached the
end of their third year of practice, they decided to develop a

\ g¥» strategic plan for the next three years. At an evening meet-

-l,, ing, they performed an informal SWOT analysis and identi-

fied the following:

CASE STUDY . gy
as experts in healthcare facilities

» Strengths: design ability, client service, growing reputation

» Weaknesses: staff quality and quantity, inefficient principal-
to-staff ratio, inconsistent quality assurance procedure

(although no serious liability problems)

» Opportunities: large and diverse healthcare marketplace,

large and diverse employee pool

» Threats: other capable healthcare firms in the market

years out. (Less than three years rarely provides sufti-
cient time for substantive change and achievement,
and more than five is usually too far out, considering
the substantive change, either internally or exter-
nally, that could occur in that time frame.) For the
point in time chosen, at a minimum, the firm’s
founders should consider the firm’s:

» Location

» Capabilities

» Services offered to the marketplace

» Design philosophy

» Size, in numbers of people

» Volume of fees (to be) sold, in net revenues

» Profit to be earned

» Markets, expressed geographically and by client
type

» Human resources (the nature and quality of

staft)
» Technology (nature and quality)
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CASE STUDY

» Reputation in the marketplace, in the eyes of
both clients and prospective employees

» Culture (what it “looks and feels like” inside
the firm)

» Ownership (who will own the firm)

In addition, the founder(s) should document
how they define:

» Their roles
» Their base salaries

» The time they expect to expend in the interest
of the firm

By thinking about and documenting these key
elements, founders will have identified virtually
every important aspect of the firm they’re planning.

Able & Baker Architects Visioning Process

During the week following their SWOT analysis, the partners
thought about and documented their personal visions for the
firm at the end of the next three-year period. The following
Saturday they met to discuss their respective visions. At that
meeting, both partners presented their personal vision,
which revealed both a great deal of congruence, but also
incongruence regarding the firm’s size and markets. Able
expressed a desire to grow at an aggressive rate of 20 per-
cent per year, compounded, while Baker wanted to grow at a
more modest rate.

Moreover, Able also articulated a desire to expand the firm’s
markets into medical office buildings and nursing homes,
which he saw as connected to the firm’s essential expertise
while creating some diversity; Baker wanted to continue to
focus on the firm’s core strengths. After discussing the
issues, Able agreed to modify his vision to reflect a more
modest growth rate of |5 percent, and to treat medical office
buildings and nursing homes as “targets of opportunity,”
rather than seek that work proactively.
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CASE STUDY

Able & Baker Architects Three-Year Vision
(2005)

» Location: New space in the same city

» Size: Staff of six

» Volume: Net revenue, $500,000

» Profit: Fifteen percent of net revenue

» Capabilities: Comprehensive architectural services

» Markets: Healthcare institutions within a one-and-a-
half-hour radius

» Human resources: Well-educated, well-trained, client-
centered staff

» Technology: Fully integrated at an appropriate level for
the practice

» Reputation: Expert in our field; firm of choice in our
market; professional and caring place to work

» Culture: Professional, ethical, hard-working, focused on

project success

» Ownership: Same as current

They will have, in a manner of speaking, painted a
picture of their firm in a way that enables them to
begin to identify specific steps to take to realize that
vision.

Action Planning

With a clear vision for the future clearly drawn, the
founders are ready to begin action planning. Appro-
priately, the visioning process is the responsibility of
the stakeholders, as only those who are, or will be, at
risk have the right to determine the firm’s future.
Metaphorically, they decide where their train is
going. In contrast, the action planning process is
more successful when a broader group of people par-
ticipate. Employees, advisors, colleagues, and others
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who “are on the train” but who do not set its direc-
tion, can, nevertheless, make a significant contribu-
tion to the quality of the action planning.

A proven successful technique for participants to
use in the action planning process is to time travel;
that is, to imagine themselves in the future, celebrat-
ing the successtul achievement of their vision at the
end of the defined planning period. After visualizing a
successtul outcome, it is easier to identify the things
they would have done, individually and collectively, to
be successful. This visualization process frees the
action planning participants from the constraints and
limitations of the present, and allows them to think
more freely and expansively about the future.

To that end, each of the participants in the action
planning process (guided by a facilitator, if possible)
makes a list of actions that they imagine would have
been done to realize the vision established by the
stakeholders. They then share their lists with each
other and discuss them. The participants then set
relative priorities on each of the items on their list—
to identify which items they see as more or less
important to achieving the overall vision.

Next, the participants identify the individual or
group of individuals they believe to be best equipped
to ensure that each identified action is accomplished,
along with a reasonable milestone for each.

In the end, the strategic plan should include every
important element necessary to success, as deter-
mined by the stakeholders, plus an action plan for
accomplishing them.

Strategic Planning Summary

When firms are very small, most of the work involved
in carrying out the action plan will fall on the princi-

172

Strategic and Business Plans



Able & Baker Architects Action Planning

Once they had articulated a clear and coherent vision for the
next three years, the partners and the new staff member they
had hired met to develop an action plan to implement the
-,/ vision. Working individually, they identified the specific actions
that they believed would have to be taken to realize the vision;
they then shared their thoughts, documenting suggested
CASE STUDY actions as they were mentioned. The actions they suggested
included:

. Recruit and hire an experienced healthcare architect.
. Initiate a firmwide 401K plan.

. Prepare project sheets to use as promotional pieces.
. Develop a manual of drawing standards and guidelines.
. Upgrade the CAD software.

. Write articles on new developments in healthcare design.

. Start every new project with a formal kickoff meeting.

. Become active in the Academy of Healthcare Architects.
. Schedule “client satisfaction” meetings with all clients.
. Institute regular staff reviews.

— O WV 00 N O U1 A W N —

. Delegate budget and schedule monitoring responsibili-
ties to key project staff members.

N

. Develop a specific marketing plan.

w

. Write program for new office for the firm when it
grows.

14. Create a specific descriptions for every position.
I5. Plan firmwide social events.

During the discussion, the participants also determined that
for the firm to realize its vision, the most important actions
they had to focus on were numbers |, 7, | |, and 12:

I. Recruit and hire an experienced healthcare architect.
7. Start every project with a formal kickoff meeting.
I'l. Delegate budget and schedule monitoring responsibili-
ties to key project staff members.
12. Develop a specific marketing plan.

Therefore, they immediately assigned responsibilities and ini-
tial milestones for each of those items and agreed to meet
quarterly to review progress.
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pals. As the firm grows, however, it will be possible
for many of the actions to be accomplished by others.

Like all planning activities, strategic planning is
dynamic, not static. Regardless of the thoroughness
and specificity with which you prepare a strategic
plan, a number of factors may cause the plan to
change over time—perhaps the people and their
goals, the clients and their needs, technology, the
macro-economy, or something else. Therefore, you
should review your strategic plans periodically, ide-
ally annually or semiannually.

And because strategic plans typically are made to
cover several years, keep in mind that the goals
explicit in the vision are not intended to be accom-
plished in a few weeks. Rather, the goals are meant to
express longer-range aspirations that require time,
energy, and money over the long term. In the mean-
time, business must continue as usual, meaning that
the time, energy, and money required to meet future
goals must be expended in addition to the resources
being used currently. By conducting a semiannual or
annual review, you’ll be able to easily identify which
short-term objectives have been realized, or have
failed to be realized. The review will also help guide
you as you change the plan to reflect or respond
appropriately to any external changes that have
occurred during the established time frame.

Business Planning

In contrast to the strategic plan, which identifies
goals that can be achieved over relatively long peri-
ods of time, generally three to five years, the purpose
of abusiness plan is to integrate the firm’s marketing,
finance, operations, and human resources in a
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shorter time frame, usually on an annual basis. The
business plan is the instrument that helps principals
to plan, in both a general and detailed way, exactly
how they expect to use the firm’s resources in the
coming year.

Each element in the plan relates to the others.
Revenue targets generate marketing goals and the
need for appropriate professional/technical staft and
overhead support. Staff growth (in numbers of peo-
ple or expense) creates the need to produce revenues
to pay for them, and technical and other indirect
expenses, to support them. The desire to step up the
marketing effort or to increase any other component
of indirect expense adds to the total overhead
expense, thereby increasing the overhead rate, thus
creating the need for additional revenue.

Clearly, then, business planning is an iterative
process. As noted in Chapter 3, there are only three
parts to the financial equation: revenue, expense, and
profit or loss, and it is possible to start the planning
process with any one of those three factors. That
said, the conventional approach for firms that have
been in business for several years is to begin the plan-
ning process with revenues—the fees and other
monies it expects to earn the following year. Firms
that have a more sophisticated management struc-
ture and that have sufficient knowledge of their mar-
ketplace usually can reasonably and accurately
project the next year’s revenue. Less sophisticated
tirms will simply extrapolate from what they have
earned in fees during the current year. In either case,
the business planning process starts by identifying
next year’s revenues. The initiating assumption
might be something like this: “We’ll do $x in net rev-
enues this year; next year we can dox + y.”
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With a defined revenue amount as the starting
point, planners can next specify the expenses likely to
be related to those revenues. To do this they must
answer a series of questions:

» What will we have to do to earn those revenues?

» How many people will we need? With what
level of experience and ability? At what salaries?

» How much consulting help will we need?

» How much will we have to spend in other
direct expenses? How much in nonsalary indi-
rect (overhead) expense?

» What will those revenues and those expenses
leave in profit?

» Is that profit sufficient?

If the answer to the last question is no, the plan-
ning process is reiterated with different assumptions
that will yield the desired profit.

Smaller or newer firms with insufficient histori-
cal data on which they can rely may choose to start
the planning process from the point of costs, from
which they generate income. Their initiating
assumption might be: “We have a current payroll of
$a to which we expect we will have to add raises of
$b, yielding a new payroll cost of $¢. Based on current
payroll utilization and our traditional salary multi-
plier, those labor dollars will generate $d in net reve-
nues. We also expect that overhead expense will
increase by e percent, so our total cost will be $f. Sub-
tracting the total operating cost (f) from revenues (d)
yields profit. Again, if profit is sufficient, and an
examination of the various line items does not turn
up other significant problems, the planning process
is over. If, however, profit is insufficient, the plan-
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ning process is reiterated using different assump-
tions.

A very few firms begin the planning process by
identifying the amount of profit they wish to earn in
the coming year. Then, starting with profit, they
identify the overall revenues and expenses that will
be required to produce that profit; next, they analyze
those amounts to ascertain that they are reasonable,
achievable, and consistent with the firm’s vision for
the future. Again, the process becomes iterative if
any element is deemed to be unreasonable or
unachievable.

Take a look now at two business plans for Able &
Baker Architects, first using the revenue generation
method and then the cost projection method.
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CASE STUDY

Able & Baker Architects Business Plan
Using the Revenue Generation Method

Using as a template the firm’s Income and Expense Statement
(refer back to Figure 3.5) at the end of the first year of prac-
tice, Able and Baker set about developing a business plan for
the following year. Confident they will be successful in secur-
ing new commissions, they intend to add a professional/tech-
nical staff person to enable them to allocate more time for
marketing. They start by creating a revenue target based on
their goal to increase the firm’s net revenues by 25 percent,

or $200,000 x .25 = $250,000 for the first year.

Assuming that consultants and other direct expenses will
grow proportionally, they project $50,000 for consultants
and $15,000 for other direct expenses.

They calculate direct salary expenses as a function of their
first year’s history of achieving a net multiple of 2.8 times
salary (though they had hoped to do better). Although they
expect their own utilization to drop, they also anticipate that
the new employee will be highly utilized.

They expect payroll and benefits expenses to increase in pro-
portion to salaries, to $30,000, while occupancy and general
and administrative expenses are expected to increase to
$11,000 and $24,000, respectively, bringing indirect expenses
to $125,000, a combined 25 percent increase.

The resulting profit planned for the year is $35,000, 14 per-
cent of planned net revenues and | I.l percent of planned
total revenues. Able & Baker Architects’ planned income
statement using the revenue generation method for the end
of the next year is shown in Figure 8.1.

Business Planning Summary

Regardless of the starting point, whether revenue,
labor cost, or profit, the result is a business plan that
identifies the relationship between productive (uti-
lized) staff salaries and revenue, the revenues that
must be produced by those responsible for market-
ing the firm, the staff required to produce those reve-
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Revenues

Gross Revenues $ 315,000
Reimbursable revenue—Consultants 50,000
Reimbursable revenue—Repro, travel, etc. 15,000
Net Revenue—Architectural fees $ 250,000

Direct and Reimbursable Expenses

Direct salary expense $ 90,000
Consultants expense 50,000
Repro, travel, etc. 15,000
Total direct expenses $ 155,000

Indirect Expenses

Indirect salary expense $ 60,000
Payroll and benefits expense 30,000
Occupancy expense 11,000
General and administrative expense 24,000
Total indirect expenses $ 125,000
Profit (Loss) $ 35,000

100.0%

36.0%
20.0%

6.0%
62.0%

24.0%
12.0%
4.4%
9.6%
50.0%

14.0%

Figure 8.1 Able & Baker Architects’ Planned Income Statement, Revenue Generation

Method.

nues, and the related overhead expenses (including
marketing, of course), that will be required to oper-
ate the firm.

The numerical relationship between direct and
indirect salary expense is called the utilization rate:
direct hours or direct salary expense divided by total
hours or total salary expense. As explained in Chap-
ter 3, the range within which most profitable firms
operate is .60 to .65.

The numerical relationship that describes the
amount of indirect (overhead) expense that must be
covered by each dollar of direct salary expense is
called the indirect expense (or overhead) ratio: total indi-
rect expense divided by direct salary expense.
Although the current norm for established firms
approximates 1.50, it will probably be lower for start-
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Able & Baker Architects Business Plan
Using Cost Projection Method

In thinking about the upcoming year, Able and Baker decide
to tackle their planning by projecting their anticipated net
costs, that is, before consultants and other nonsalary direct
expenses. They expect to keep their salary draws at $60,000
each, $120,000 for both, but they plan to reduce their utiliza-

CASE STUDY tion from 60 to 55 percent in order to devote more time to
marketing and training. They plan to hire a professional/tech-
nical staff person at an annual salary of $30,000, and expect to
have that person working 80 percent on projects, adding
$24,000 to direct salary expense and $6,000 to indirect
salary expense. The combined principal and staff utilization
yields $90,000 in direct salary expense and $60,000 in indi-
rect salary expense.

Although they hope to negotiate better fees, they project net
revenues at the same 2.8 multiple that they earned in their
first year of practice, which yielded $250,000 in net revenues.
The resulting cost-based projection for Able & Baker’s
second year is shown in Figure 8.2.
Direct Indirect
Total Utilization Expense Expense
Able salary $ 60,000 S5 $33,000 $27,000
Baker salary 60,000 .55 33,000 27,000
Staff salary 30,000 .80 24,000 6,000
Total salaries $150,000 .75
Direct salary expense $90,000
Indirect salary expense $60,000
Net revenue

(@ 2.8 x Direct Salary) $250,000

Direct salary expense $ 90,000

Indirect salary expense 60,000

Other indirect expense 65,000

Indirect expenses $125,000

Total expenses $280,000

Profit $ 35,000

Figure 8.2 Able & Baker Architects Cost-Based Projection.
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up firms and each firm should establish the level at
which it can operate comfortably and be profitable.
Most new firms will operate at an overhead ratio of
1.0 or less in their early years.

The numerical relationship between the reve-
nues produced by the firm’s staff and the cost of the
labor to produce that revenue is called the net multi-
ple, or net earned multiple: net revenues divided by
direct salary expense. Although the current norm is
very close to 3.0, each firm should establish the net
multiple it is able to charge clients in order to pro-
duce good work and make an acceptable profit.

Market and financial planning are, of course, only
two of the important parts of the firm’s plan for its
future. The firm’s services should get equal atten-
tion. This is the subject of the next chapter.
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The purpose of the firm’s strategic and business
plans is twofold: to address financial, marketing, and
other business issues, and to facilitate the achieve-
ment of excellence, the latter which should be the
greatest concern of any successful firm.

While it is true that most significant works of
architecture are usually developed under the guid-
ance of a single strong design leader, credit for such
works must always be given to the role played by the
many other participants in the design process. Typi-
cally, more than 10 people (architects, engineers,
interior designers, specialist-consultants, construc-
tion managers and, of course, clients) are involved in
the design decision-making process for most signifi-
cant projects, and many have 50 or more. Even when
Brad’s grandfather was starting his practice and shar-
ing office space with Frank Lloyd Wright in the
1890s, this was the case.

As any experienced architect with his or her ego
in check will admit, design excellence is, in part, a
result of successful management of a complex team,
all of whose members contribute to the quality of the

@' NOTE

Though this chapter
discusses the goal of
excellence using the
example of an
architectural design
firm, the basic
guidelines contained
here may be applied
to any design firm.
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final result. Thus, the ability to select, manage, and
train this team of individuals is always critical to a
design firm’s success. David H. Maister, in his book
Practice What Your Preach (New York: The Free Press,
2001) listed nine statements he regards as best pre-
dictors of financial performance (see the box below).

Don’t misunderstand: We are not saying that
design excellence can be achieved by management
alone, or even that it is the most important factor.
Management skill cannot substitute for high-quality
design, but it can make those with design ability
more effective. Thus, design quality, and helping to
achieve it, must be a central management issue in any
firm concerned with design excellence. And, as a
central issue, it should be addressed in the firm’s
plans for its future.

At first, it may seem that saying design quality
should be a central management issue blurs the tra-
ditional boundary between design and management
in architectural practice. Certainly, most design pro-

Best Predictors of Financial Performance

» Client satisfaction is a top priority at the firm.

» Firm has no room for those who put their personal agenda ahead of
the interests of the clients or the office.

» Those who contribute the most to the overall success of the office are
the most highly rewarded.

» Management gets the best work out of everybody in the office.
» You are required, not encouraged, to learn new skills.

» Invest a significant amount of time in things that will pay off in the
future.

» People within the office always treat others with respect.
» Quality supervision on client projects is uniformly high.

» Quality of the professionals in the office is as high as can be expected.
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fessionals make a careful distinction between man-
agement and design; one has to do with finance,
administration, and other related matters, while the
other is the core of a design practice. We argue that
management and design cannot be separated in prac-
tices that aspire to achieve consistent quality. Con-
sider these situations that illustrate this point:

» The new firm that is spending so much eftort
surviving that it cannot focus enough on
design. How does it reduce the effort required
just to survive?

» The established firm with a solid—but dull—
reputation that, more often than not, is losing out
on the best jobs and whose staff members are
moving to other firms with “hotter” design repu-
tations. How does the firm meet this challenge?

» A firm that is growing rapidly, thanks to the
design skills and reputations of the founding
principals, who no longer can find the time to
design, and so are assigning the work to a con-
stantly changing group of employees, thereby
relinquishing consistent quality of design. How
do the principals regain control over quality?

» The firm that more frequently is asked to com-
pete on a design basis for jobs, none of which it
manages to win. The losses are expensive and
demoralizing. Can the firm be restructured to
compete more effectively? Should it make the
effort to compete at all?

» The firm that has done good work on small
projects but that cannot break into larger, more
professionally challenging projects. How does
the firm obtain the design opportunities it
wants and needs to grow?
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» The firm that is organized such that design,
production, and construction are run by differ-
ent people, resulting in designs that are often
unrecognizable by the time they are built. How
can design control be combined with manage-
ment efficiency?

» The firm that always seems to encounter pro-
ject problems—whether in budget, schedule,
or client dictates—that prevent it from achiev-
ing the quality of design it seeks. How can this
firm eftectively control the process of designing
and constructing a building?

Asyou can see, wherever design is carried out by a
team (as is the case in most major projects today),
wherever design depends on having and guiding
receptive clients (as most good design does), or
wherever the process of doing a project has an impact
on the result (as most processes do), management is
a factor in producing quality design.

If effectively planned and controlled, the interac-
tion between management and design can be a sig-
nificant help in achieving the highest possible design
quality within the inherent constraints of each
project.

Achieving Consistent Quality
in Design

As stated at the beginning of this chapter, consis-
tent design quality depends primarily on the skill and
tforce of the firm’s design leadership (keeping in
mind that leadership is a human characteristic and
cannot be conferred). But it is also dependent on
these other factors as well:
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» How the firm defines its goals for design in
conjunction with other aspects of its practice.

» The types of project the firm secures.

» How the firm defines the design process, allo-
cates resources to each phase of this process,
and monitors this process as the project is exe-
cuted.

» How the firm is organized.
» How the firm relates to its clients.

» How, in this media-influenced era, the firm
builds its design reputation so that it attracts the
clients and staff it requires to perpetuate both
its image and the substance of design excel-
lence.

» How the firm uses and manages the talent,
experience, energy, and will of the entire pro-
ject team.

Each of these factors affects design quality differ-
ently in every firm, so we cannot offer a definitive
answer to any of the questions raised, but what is
clear is that the search for the right framework is an
essential step toward achieving consistent design

quality.
Setting Goals

The values and objectives of a firm’s principals—no
matter how loosely expressed—set that framework.
To state that the overriding goal is to provide the
client top-quality service that results in building
solutions that are esthetically, technically, and func-
tionally advanced, and are of consistently high qual-
ity, is not enough. Every goal set by the principals has
an impact on how the firm responds to the design
quality factors just listed. Firm targets for size, profit-

Planning for Excellence

187



ability, growth, type of projects, ownership, control,
and other areas all have a direct or indirect impact on
design quality.

For example, a firm that plans to grow into a 100-
person oftice with a practice targeting the market of
hospitals and laboratories will have to pursue design
excellence using a different set of constraints than a
firm that pursues housing and oftice projects and
that does not want to expand beyond the number of
projects that can be personally directed by the firm’s
founding principals. The former will have to be able
to support more than one principal designer, plus a
core staff comprised of senior technical specialists
who share project leadership; the latter firm, in con-
trast, will be able to maintain centralized control in
the hands of a single design principal.

But what may have the most direct impact on
design quality is how the principals define design
quality and set goals to achieve it. It is particularly
important to avoid the tendency to use only quantita-
tive values as the basis for measuring the firm’s
achievements. When this happens, those primarily
involved in design will find the going rough if the
firm measures success solely in terms of optimized
revenues and minimized expenses. Creativity, taste,
and problem-solving skill—factors that defy quanti-
tative measure—must be given significant weight in
the final structure of a firm’s objectives.

In recent years, ideas about how to measure
design quality have proliferated. For example,
whether explicitly stated or not, some firms’ objec-
tives include one or more of the following:

» To do something innovative or newsworthy on each

project. This is a common goal of firms focusing
on establishing a reputation.
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» To redefine the traditional design response to a particu-
lar building type. This is a goal for many firms
with specialized institutional practices (schools,
hospitals, etc.).

» To design buildings that emphasize the functional,
maintenance, cost, and other performance objectives of
the owner, rather than aesthetic criteria. This 1s per-
haps the objective of some oftice, hospital, and
housing specialists.

» To consistently impose on each project a single design
theory or vocabulary. This goal is common among
firms dominated by a single strong personality.

No doubt you see the point: Regardless of what
your design goals are, once they are defined, they will
influence how your firm approaches its work, allo-
cates its resources to a project, guides and judges its
own design efforts as the projects develop, selects
and develops staft, and deals with many other issues
that affect design quality.

Recognizing the Impact of Practice Mix
on Design Goals

Design goals, are, as stated, directly affected by a
firm’s projects. Therefore, the type of projects a firm
gets is usually a function of what the firm seeks. If a
firm wants to establish a strong design reputation, it
must find a way to obtain work from clients with the
desire, budget, and program to generate public inter-
est and make design excellence possible.

Obviously, it is far more difficult to build an
image from completing, say, small additions to pro-
prictary nursing homes, small industrial buildings,
or low-income housing than it is by designing a cor-
porate headquarters building or a college performing
arts center. How a firm selects the type of work it
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wants, and then secures it, was covered in Chapter 2.
The point here is that the realism, and even the defi-
nition, of the firm’s design goals are in large part
dependent on the direction and success of the firm’s
marketing efforts.

Moreover, a firm’s design goals must address the
needs of the building type and client. Different build-
ing types generate very different design constraints.
These difterences must be reflected in the firm’s
design philosophy and process. High technology,
code-constrained programmatic buildings, such as
hospitals and laboratories, often present more difticult
esthetic challenges than those of an oftice building or
a luxury condominium, where a different combina-
tion of a client’s decision-making process, program,
budget, and technical priorities govern.

More than one solid, old-line firm has seen its
reputation damaged by breaking away from its roots
to embrace design philosophies and processes that
are incompatible with its traditional projects’ needs.
This is usually done in a misguided attempt to rap-
idly upgrade design quality and image. A typical
sequence I1s:

1. The firm loses several projects in part because

of a reputation for dull design.

2. The principals decide they must upgrade their

image and skaills.

3. The firm hires a designer from a “design

firm,” and tries to import new process as well.

4. The firm turns its back on the skills that

brought in clients.

5. Its image fails to change and clients and old-

time staff become alienated.

6. The design “savior” is fired and the firm

reverts to its former ways, often in a weakened
condition.
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An alternative scenario is the following:

1. The firm hires a star designer.

2. The firm fails to alter its project delivery pro-
cess or budgets to reflect the new, design-
driven needs of the new “star.”

3. The star designer resigns in frustration.

It 1s important to remember that design excel-
lence is not imported, but instead requires a long-
term effort directed from the top down and inte-
grated with every aspect of the firm’s activities. It is a
firm’s real goals, in conjunction with the projects it
works on, that help establish the context for the
development of a design process.

Designing the Design Process

The term design process is used here to refer to the way
a firm allocates and controls its design resources
(people, consultants, time, etc.) and manages them
to execute a project. To improve design quality and
efficiency of the project team, as well as to promote
meaningful interaction between the client and the
project team, time must be spent on designing the
design process.

For each of the participants (owner(s), archi-
tect(s), consultant(s)), a clear, well-documented and
agreed-upon definition of this process will include:

» Scope of the work

» Schedule

» Work plan

The work plan serves to organize the efforts of the
team and is a vehicle for communicating the
sequence of these efforts to the client. Note, how-
ever, there are major differences even among
“design-oriented” firms in this area. Some of the typ-
ical ones are:
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» Length of time devoted to each phase. Some firms

spend far more time in program and site analysis;
other firms allocate as much time as possible to
schematic design and design development; still
others are careful to allocate adequate resources
to the late design-development, contract-docu-
ment, shop-drawing, and field phases, in the
belief that “God is in the details.”

Who does what. In any design-oriented firm, the
proper matching of staft with projects is the
critical first step in the successful execution of
the project. Some individuals are better at small
projects; others are best in design development;
still others are good at working through com-
plex problems. The natural tendency is to make
do with the staff available. This, however, can
result in the most important projects being
assigned to staft no one knew what to do with,
since they are available because the best design
talent is busy on other projects.

Asked what his most important job was, legendary ice
hockey coach, Scotty Bowman, replied: “To get the
right players on the ice.”

QUOTED IN THE GAME, BY KEN DRYDEN

How each phase is carried out. This refers to deci-
sions about when to involve engineers, which
tools (models, renderings, etc.) to use during
the design phase, how to study the key design
issues, and how to resolve these issues.

When to involve consultants. Most architects will,
when asked, say they like to involve engineers
at the beginning of design, but in practice,
many do not. Moreover, many engineers dis-
courage such early involvement because they
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want to do the job only once. Still, failure to
seek creative engineering input early can signif-
icantly affect the development of a building
design.

» How progress is monitored. At specific times dur-
ing the development of a project, there is a need
to pause for a review. The firm must decide
when these reviews are needed, how they
should be structured, and who should partici-
pate. Sporadic reviews by poorly briefed princi-
pals that result in a lot of rework are all too
common and often give reviews a bad name.
Well-run design firms find some way to pro-
vide regular review and participation by the
tirm’s design leadership. In sum, these reviews
should evaluate progress based on the manage-
ment, design, and technical goals established
tor the project. They should suggest areas for
further study and establish guidelines for fur-
ther development. In an environment where
clients want projects “yesterday,” it is tempting
to cut out the so-called soft parts of the design
process, and the design development phase is
the most typical victim today. Ironically, it is
during this phase that some important details
require extra time to work out. What a shame it
would be, for example, to see a scparate
accounting for a chair rail detail that was a cen-
tral theme in an interiors project because it took
several weeks to resolve. These soft periods are
often gestation periods, when the design con-
cept matures. Or firms are faced with the need
to rethink a design—a decision that cuts into
fee budget, project schedule, and client
patience. The firms with design ambitions are
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careful to preserve their flexibility in all aspects
of the process in order to bring additional skills,
time, and effort to a project when necessary.
These factors can all play a role in effectively
focusing the resources of a firm so that the
design concepts established by the principal
designer can result in an excellent completed
work of architecture.

How the firm deals with other members of the project
team. Over the last several decades, the size of
teams has grown and the roles and responsibili-
ties have changed. Now, many specialist con-
sultants, owners’ reps, construction managers,
and others have direct access to the client.
Almost every firm today has lost some impor-
tant aspect of the project design decision
because of the advice of one of these other team
members. Conversely, in an era of skeptical cli-
ents, a united front of architect and construc-
tion manager or other consultant can often
serve to resolve an important design issue.
Therefore, how a firm controls the entire pro-
ject team—in particular its relationship with
the source of such key owner concerns as cost
and time—will have a great impact on the suc-
cess (or failure) of a given project.

Organizing the Firm

Communication and interaction are central to the
eftectiveness of every aspect of the design process. In
simpler times, when the problems, the project, and
the practice were all on a smaller scale, the practice of
architecture could be based on individual intuition.
Today, with larger projects, complex functional,
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technical, and environmental problems, and larger
groups of client/architect/consultant teams working
to solve these problems, organized and eftective
communication and interaction are imperative to
success.

Some firms—even some large national ones—try
to centralize design in the hands of a single person.
And though management theory says that most indi-
viduals can control only the details of four to six
complex issues (such as design projects) at one time,
this has not deterred some architects from trying to
handle more. Centralization of design decision mak-
ing is normally most effective only in small firms; it
is difficult to achieve in large ones.

Medium and large firms usually take one of three
more decentralized options: departmental, project team,
and studio. The first breaks the project into special-
ties—often with different specialists or departments
doing the planning, programming, design, produc-
tion, and construction administration. Under this
option, a project manager weaves the common
thread throughout each project. The second option
has a single team take the project from planning
through construction, with specialists and drafts-
people added to the core team as required. The stu-
dio is an expanded team, with most or all of the skills
and personnel to handle several projects organized
under a single design/management leadership.

All of these options (and variants) have their
advantages and disadvantage. The central organiza-
tional issue, with respect to design quality within
each option, is the role of the principal designers.
More specifically, do designers or managers control
decision making for the project? On this point much
blood has been shed. If it is not the designer, how do
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important design decisions get made? Is the principal
designer involved throughout the process?

Firms that confine the principal designer to sche-
matic design and design development have been
compared to multistage rockets with each stage con-
trolled by a different guidance system. The satellite
may get launched, but not necessarily into the orbit
intended by the first-stage rocket. Peter Samton, of
the Gruzen Samton Partnership, did a study of how a
few of their more respected competitors organized
themselves to achieve design quality. While his sam-
ple was limited to relatively large firms (with more
than 100 staft), his conclusions are relevant for most
firms:

» Design excellence is achieved only when there
is effective design leadership at the principal
level throughout the process.

» All firms studied were very concerned about
process, organization, and most of the other
issues covered in this section, and were work-
ing to find the right approach for their firm.

» No two firms were identical in the way they
achieved excellence, but all had found some
way to address each issue.

Managing Clients

A key figure in any project organization is the person
who manages the client relationship, whether that
person is the principal designer or someone else. The
design quality of many projects is often won or lost
depending on who fills this role. On some projects, it
is easier to go along with a client’s wishes than to
defend a design solution the client does not support.
But while it is easier to “ride a horse in the direction
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it is going,” this decision can often lead to a compro-
mised design concept.

Few owners today accept their architect’s design
decisions unchallenged. Often, owner opinions
directly cause key budget and esthetic trade-ofts. If
there is no one on the architect’s side who under-
stands what is important in the design, and who can
sell it to the client, many of the firm’s design ideas
will fall prey unnecessarily to unsupported argu-
ments based solely on “taste” or budget. This does
not need to happen. An understanding client is
essential to a good result, and it is part of the archi-
tect’s job to gain this understanding. To quote Eero
Saarinen, “Let’s see if we can make this guy into a
great client.”

One popular architectural argument says that
good design does not necessarily cost more. This is
often true, but unfortunately it is also true that the
heart of many designs has been cut out in last-
minute budget reductions because of poor client and
construction cost management. Many budget reduc-
tions also alienate clients, who end up feeling misled
by their architects and lose the essential quality they,
too, had counted on. Thus, the careful management
of client expectations and project budget are critical
to design.

Another essential part of the client management
process is the effective communication of the design
team’s ideas and recommendations. Whoever pres-
ents the design must be supplied with adequate
visual and technical support to make his or her argu-
ments. It is no coincidence that the best-known
design firms typically produce the most compelling
design presentations.
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Building a Public Image

Obtaining client support for a design proposal is
easier, of course, if the firm has a strong reputation
for design excellence. When dealing with a recog-
nized design talent, clients generally defer to their
acknowledged architectural judgment. Design image
also has the more tangible reward of attracting more
notable clients and talented staff. This has always
been true, but it appears to have become even more
important in recent years. The success of developers,
such as Gerald Hines, together with a growing
public interest in architecture, has made being a
design celebrity an important competitive asset.

That said, design celebrity is often created by oth-
ers, as much as it is earned. Several of the best-known
design figures today gained fame before they had
completed more than a few houses and small interiors
thanks to their promotion by others with power in the
market. For example, a former Zeckendorf executive
recounted how Zeckendorf promoted his young in-
house architect, I. M. Pei, so effectively that Pei was
listed among the nation’s leading architects before a
single one of the projects that later earned him his
well-justified reputation was off the drawing boards.
Others, far less worthy, are now striving to equal that
remarkable public relations achievement. The lesson
here is that even a local design reputation requires an
active effort at self-promotion.

What is more, self-promotion rarely can be based
upon the reputation of an organization; today it must
be tied to identifiable personalities. It is irrelevant
that many of the buildings and designs that have
been attributed to some of the nation’s most promi-
nent design figures were, in fact, designed by some-
one else; the focus of the reputation is almost always
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on individual talent. This glorification of the indi-
vidual is one of the reasons that larger firms have
trouble building the type of multistar organizations
common in other professions. It is also one of the
reasons so few large firms have been able to achieve
consistent design excellence. Architecture, as art,
demands the identification of artists.

One of Brad’s father’s favorite stories told of Bill
Caudill (founder of Caudill Rowlett Scott), who
wanted to be pictured with his entire team for an
article in Life magazine. The editor disagreed, saying,
“Bill, everyone knows the MGM lion, but no one
thinks he made the movie by himself.” The editor
was right, of course, about the public’s understand-
ing about movies, but not about architecture. The
tilm industry is careful to identify and reward the
many different talents that go into the complex task
of making a great movie. Such is not yet the case in
the equally complex task of designing a building.

Image-building methods employed vary consid-
erably, but those used most often today include:

» Cultivation of the press.

» Aggressive publication of the firm’s work. (In
more than one case this has involved subsidiz-
ing a publisher to produce a book on the firm.)

» Active participation in the design establish-
ment’s activities: teaching, speaking, preserva-
tion efforts, art openings, panel discussions,
juries, and the like.

» Organizing architectural exhibits or writing
about architecture, featuring one’s own work.

» Working to make the firm’s office, graphics,
and the other visual elements consistent with
the desired image.
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Of course, the time-honored methods of enter-
ing—and winning—competitions or design award
programs are still among the most effective
approaches. Being active and respected in the design
community tends to increase success in competi-
tions and awards programs. Merely creating an
attractive submission is not always enough.

Promoting Design Talent

This brings us full circle. As stated at the beginning
of the chapter, the most important figures in achiev-
ing design excellence are the lead designer and the
design team that work on each project. No matter
how good the goals, the projects, the process, or the
salesmanship, great (or even good) design is possible
only when you have a good design team led by a
superior design talent.

Firms that have strong reputations have little
trouble attracting such talent, but building a new
organization, or rebuilding an older tarnished one, is
a far more difficult task. In the latter case, the firms
that have done so have had to aggressively seek out,
train, and integrate talent into established organiza-
tions that may have had powerful antibodies to resist
change. At the very least, this takes several years to
accomplish.

It is very rare to see a firm such as C. F. Murphy
(now Murphy/Jahn) emerge quickly as a design
leader. The large staft layoff at SOM following com-
pletion of the Air Force Academy, however, com-
bined with the Richard J. Daley-directed load of
public work gave that firm an opportunity for staff
and projects with real design potential. They took
this opportunity and ran with it. Some firms have
tried the quick fix by importing outside talent to lead

200

Planning for Excellence



the design effort. More often than not this has failed
because the effort stopped with the hiring of one or
two stars. As many expensive free agents in baseball
have proven, a few stars are not enough to make a
winning team.

Conclusion

As with any other aspect of successful architectural
practice, consistent design excellence cannot be
achieved by accident. It is the product of an intense
multifaceted eftort. At the core of a successful eftort
is an individual (or individuals) with design talent in
a leadership role. But though essential, a strong
leader is not enough to achieve consistently high
design quality. Consistently high-quality design is
also a central management issue, and as such it
should be built into the firm’s plan for the future.
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uses of

Most books and articles on architectural design focus
on how design firms have risen from obscurity to
prominence. Few address the equally instructive, if
less popular, subject of why some firms fail. There
are, of course, many types of failure: failure to
achieve the principals’ major objectives; failure to
achieve a firm’s full potential; failure in the form of
complete organizational collapse; or just going
broke. Fortunately, it is possible to trace the origins
of most failures to one or more flaws in the leader-
ship of a firm, and such an investigation can teach
founders of new firms a lot about what to avoid and
how.

Some flaws are noble, worthy of a Greek tragedy,
but most are petty or avoidable. Both the noble and
the petty are discussed in the following sections with
examples of the common pitfalls presented as brief
case studies.

We have distilled the most common causes of
firm failure to a list of 10, introduced in the follow-
ing list, then explored one by one in the following
sections.

E‘ NOTE

All the case studies
presented in this
chapter are

composites of real
situations, but

sufficiently disguised to

be unrecognizable.
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1. Halley’s Comet: Believing a brief run of luck
means you can coast.

2. The Buggy Whip: Ignoring the cycles inherent
to most specialties.

3. The Grass Is Always Greener: Ignoring client/
market base to pursue other practice areas.

4. Cannon Fodder: Treating key people as expend-
able.

5. The Captainless Ship: Failing to replace a strong
leader when he or she retires.

6. Peter Principle by Primogeniture: Bringing unqual-
ified relations into the firm’s leadership.

7. Swollen Heads and Feet of Clay: Relying too much
on strengths while ignoring weaknesses.

8. Financial Management According to the Russian
Politburo: Managing finances incompetently.

9. Losing Sight of the Big Picture: Failing to market
when busy.

10. Sometimes the Batteries Run Low: Running out of

energy.

Case |: Halley’s Comet

Probably the most commonly seen form of failure is
the firm that has a brief run of luck and then disap-
pears.

Firm A spent 10 years building a reputation for
consistent quality on a series of small commissions.
The three principals all worked directly on each pro-
jectand developed a growing list of happy former cli-
ents. Then they obtained a “dream” commission, a
major project for a client willing to support an inno-
vative design solution. The architects made the most
of the job, and following favorable publicity, rapidly
became a “hot” firm. As more big projects came their
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way, the oftfice grew from 10 to 60 people in two
years. That’s when the problems began.

Too soon, the principals began believing their
own publicity and playing the role of “stars.” At the
same time, they spread themselves too thin—a prob-
lem aggravated by their loss of interest in the details
of new projects. They spent more and more time
enjoying the fruits of their prosperity. Quality
became inconsistent and client loyalty weakened.
No organized business development program was
created. As a result, when a recession hit, their work
dried up, they shrank quickly back to a 10-person
firm, and eventually faded into obscurity.

Case 2: The Buggy Whip

The design professions are competitive, cyclical
businesses. This means a firm can never rest on its
laurels, and must be in a position to respond to
changes in the market.

Firm B built a strong practice in educational and
other public building types in the 1960s and 1970s.
The principals were confident their prosperity
would continue and so regularly spent the firm’s
profits. Unfortunately, school populations began to
decline, the economy slumped, and local tax revolts
applied the coup de grace to their traditional markets
by the 1980s. The firm found itself without work
and without the financial strength to rebuild in
another area of practice.

Case 3: The Grass Is Always Greener

Unlike Firm B, many firms are never satistied with
their current areas of practice. This, too, can lead to
problems.
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Firm C acquired a strong reputation for planning
studies, which occasionally led to architectural com-
missions. Even though the firm’s finished buildings
never matched the quality of their predesign studies,
the principals wanted to be architects, not planners,
so they ignored their study work and put their efforts
into getting design commissions. The basis of their
reputation soon shifted from excellent planning to
mediocre architecture. With this shift came the
beginning of their decline.

Case 4: Cannon Fodder

It is good advice to anyone who thinks him- or her-
self irreplaceable to observe what happens when he
or she withdraws his or her finger from a bucket of
water. Unfortunately, this lesson has often been
translated into the belief that everyone is replaceable,
which, in the short term, is not necessarily true.

Firm D prospered for years under the leadership
of a man who made it clear that he believed the
“everyone is replaceable” axiom. Over time, the
firm’s reputation became more dependent on the
principals who were carrying out the projects (as is
generally the case today), but the founder never rec-
ognized their growing contributions or shared the
fruits of the firm’s success. Then a crisis came, and
the key principals, who felt no loyalty to the top man,
left the firm, taking their clients with them.

Case 5: The Captainless Ship

A variant on the loss of key personnel is the forcing
out or failure to replace the person or persons who
built the firm.
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Firm E’s younger partners breathed a sigh of
relief when their concerted efforts finally compelled
the domineering founding principal to retire. In
reaction to his autocratic approach, they decided to
manage by committee. All of the committee mem-
bers were “inside” men who frowned on the
founder’s egomaniacal and wasteful interest in
speeches, parties, travel, and other “nonproductive”
efforts. Eventually, though, the committee found
that, in the name of prudent management, they had,
essentially, “lobotomized” the firm. Devoid of its
personality, and constipated in its decision making,
the office muddled its way into mediocrity.

Case 6: Peter Principle by
Primogeniture

Like many parents, design professionals often want
to pass on what they build to their children. The
desire to hand down the leadership of a firm is
understandable, but often ends up being a disservice
to both the child and the parent-architect’s col-
leagues who helped create the legacy.

Firm F—compelled by the insistence of its
founder—promoted the founder’s son to fill his
father’s place upon retirement. The merit of this
promotion was not convincing to either clients or
key staff, who soon departed.

Case 7: Swollen Heads and Feet of
Clay

It is far truer to say that “no one person is a complete

design professional” than “no one is irreplaceable.”
Firm G, for example, built upon the sales skills of

its principals. Unfortunately, its other skills—in
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design, production, and the many other capabilities
necessary to serve a client properly—were not com-
parable. Ultimately, the principals ran out of new cli-
entele.

Firm H, in contrast, built its reputation on design
expertise, but like Firm G, never balanced its forte
with other requisite skills. Tough competition and
bad references cut short their moment of success.

Achieving balance is a challenge for most design
firms, often because of big egos and a lack of respect
for the full range of skills required to achieve excel-
lence. Too many firms have been led by individuals
who could not tolerate equals, or, when they could,
had too little respect for skills other than their own to
tolerate full partners with balancing capabilities.

Case 8: Financial Management
According to the Russian Politburo

The financial rewards of the design professions are
rarely comparable to those of other professions and
businesses. Regrettably, many design professionals
do not recognize this fact.

Firm J grew and prospered, and its principals’
tendency to spend grew with it. Personnel were
hired in advance of need, offices were outfitted in a
manner consistent with the firm’s design tastes, and
personal spending by the principals centered on slow
whiskey and fast cars, sailboats, and women. This
expensive lifestyle was financed with borrowed
money and a failure to pay consultants money they
were owed. In time, Firm J’s credit ran out, it was
nearly forced into bankruptcy, and it suffered a gen-
eral dissolution of its reputation and practice.
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Case 9: Losing Sight of the Big
Picture

It is very easy to lose sight of long-term issues when
working hard to meet current client deadlines. It
should be remembered, however, that successful
firms are always hungry, and they never forget that
continuous marketing is a constant priority.

Firm K built a busy practice, whose principals
focused all their energies on their current workload,
even to the point of ignoring or turning down poten-
tial new commissions. When the projects all moved
into construction and the fee volume dropped pre-
cipitously, a financial crisis ensued. The firm could
not cut costs fast enough to respond to the drop in
revenue and no new work had been lined up to fill
the gap. It took the principals 18 months to rebuild,
but the firm was so financially and psychologically
weakened that it never recovered its earlier success.

Case 10: Sometimes the Batteries
Run Low

Building and maintaining a successful practice
requires consistent effort. It never gets easier, and the
more ambitious you are, the harder it is. But even
successful design professionals can burn out. After a
period of success, they begin to focus on other prior-
ities or just run out of energy.

Firm L was dominant in its county of practice. A
large percentage of the major corporate, institu-
tional, and private clients automatically considered
them when they had a project. The firm was led by
one principal, who was a talented designer and an
eftective leader; the other principals all had strong
complementary capabilities but none the same as
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those of the senior partner. When the senior partner
began to phase down and take more time off away
from the office, no one could fill the void. Soon, the
firm earned the reputation of being in decline, with a
leader soon to retire. The firm survived only by
being absorbed into another firm that could provide
the absent leadership.

Lessons from Case Studies of
Failure

A full list of lessons implicit in the case studies just
described would require its own book, but the more
important ones and their management implications
can be summarized as follows:

» Make a consistent effort to achieve excel-
lence in all areas. For a firm to achieve and
maintain success, it must recognize that it has
to be skilled at both the professional and the
business aspects of architecture. In the simplest
terms, a firm has to sell well, provide consis-
tently good service on the projects it sells,
and manage both its projects and its office in a
way that generates a profit. There is no signifi-
cant margin for error in today’s competitive,
demanding-client, low-profit-margin world.

» Conduct a realistic self-appraisal. To man-
age the basics well, the firm should have a plan
that establishes goals, realistically assesses its
own strengths and weaknesses, and then out-
lines logical steps to build on these strengths
and overcome the weaknesses in the pursuit
of the goals. This requires an honest self-
appraisal—which is not easy, because too many
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design professionals begin to believe their own
press releases.

» Steadily follow a well-planned business
development program. Successful business
development is usually directly related to a real-
istic plan, a strong reputation in a good market
or markets, and ongoing eftorts to develop new
leads and sales. It is important to remember that
once a strong reputation or momentum has
been achieved, it must be maintained. Few
firms are ever given a second chance. In addi-
tion, as illustrated in Case 3, a firm should not
abandon an area of strength or even dilute its
impact. As already noted, any expansion into
new areas must be carefully governed and
monitored by a realistic plan to eliminate weak-
nesses while building on existing strengths.

» Be sensitive to changes in the market-
place. A realistic plan and effective business
development program must also recognize that
the market is dynamic, not static. No firm can
depend on one building type or a long-standing
reputation to carry it into the future. Today, the
pace of change in all things is accelerating, and
firms must change, too, if they are to stay viable.

» Structure an organization that can carry
out the work. The firm’s organization must be
structured to respond to the new work pro-
duced by business development. This means
not only having the full range of technical skills
required to provide excellent service, but also
focusing these skills on the right problems. In
Case 1, for example, the firm did not build a
structure—one with new partners or a strong
middle management—capable of accommo-
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dating the additional load created by growth.
The one- or two-leader firm is particularly vul-
nerable today as clients become increasingly
demanding of personal commitment and error-
free service.

Attract and hold key staff. Any firm seeking
to grow must create a structure that attracts and
holds the best available person in every key
position. The principals of the typical architec-
tural firm should take a lesson from leading
attorneys, accountants, advertising agencies,
investment bankers, and other firms, where
there is room for more than one “star”; and in
the best of them, each major position is held by
a specialist whose reward and status are based
more on his or her contributions to the firm’s
success than on an arbitrary professional caste
system.

Principals should not be afraid to take on
additional partners, officers, or principals. As
service firms in other professions have repeat-
edly shown, the proper choice of additional
partners to fill leadership openings can expand
both the financial “pie” and the quality of the
service. A partner in any category who pulls his
or her weight costs nothing.

Partnerships and other principal ties are pri-
marily business relationships—ideally, but not
necessarily—strengthened by personal ties of
friendship and respect. Because they are busi-
ness relationships, they can be severed with far
more case than most people assume. But these
relationships should be made—or severed—pri-
marily for business, not personal, reasons.
When personal jealousies, family loyalty, or
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other emotional issues interfere in such deci-
sions, the results rarely benefit anyone. One of
the primary roles of a firm’s leaders must be to
minimize the inevitable petty personal differ-
ences that can sow the seeds of the firm’s
destruction.

» Plan carefully for changes in senior lead-
ership. Probably the most dangerous period
for any firm occurs during the transition of
leadership from the founder(s) to the next gen-
eration, or, as is more common in a young firm,
the departure of a partner. It is at this point,
more than at any other, that a realistic plan and
assessment of strengths and weaknesses must
be made. The holes left by the departing lead-
ers, as well as the actions necessary to fill them,
should be identified.

» Apply the “why not the best” principle.
The “why not the best” principle should be
applied when hiring to fill all positions. Failure
to clear out dead wood is almost as serious as
neglecting to keep staff levels closely related to
the volume of work available. Given the limited
tees received by most design professionals, it is
imperative that funds be spent on productive
personnel. This does not mean, however, to
tollow a hire-and-fire philosophy, as then it
will be impossible to form the bonds of loyalty
and respect among principals and staff that are
essential to the building and maintenance of a
productive, stable staff of quality personnel.
Always remember that the best staff have the
most options and, without good reasons to stay
in their present position, will be the first to
exercise those options.
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» Manage personnel costs carefully. Because

salaries constitute almost two-thirds of most
design firms’ expenses, and are the most easily
adjustable segment, they must be the focus of
financial control. Most firms—with or without
such controls—make money during periods of
rapid growth because personnel and other
expenses usually do not catch up with volume.
With controls applied to personnel, however,
the other easy time to make money is when
month-to-month volume remains steady and
relatively little effort is required to keep all
technical personnel billable. Unfortunately,
few firms ever enjoy such conditions. Most
experience wild swings in volume and need to
expend a growing percentage of their resources
on securing new work. These conditions, com-
bined with narrow profit margins, leave no
room for error or waste.

Recognize the importance of effective,
conservative financial management. Above
all, a firm must make money to grow and pros-
per. To make a profit, the primary effort must
always be directed at balancing volume and
expenses. This requires coordination of busi-
ness development, project scheduling, and
staffing. The closer a firm comes to achieving a
consistent balance, the more likely it is to make
a profit. Financial management must, of neces-
sity, be conservative. Owing to the cyclical
nature of the building industry, it is essential
that a firm accumulate cash reserves to weather
the inevitable crises. There is no room for any
personal behavior that wastes the firm’s (and its
creditors’) resources on personal expenses. Too
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many people are hurt by such actions. Eftective
financial management is impossible without
formal controls on volume, expenses, and cash
tlow.

Final Points

Of course, even the strictest adherence to all of the
precepts given here cannot guarantee that a firm will
achieve success or avoid failure. After all, manage-
ment is not the raison d’étre of a design firm. Unfor-
tunately, as the case studies illustrate, a weakness in
any management area can cause failure, and only
superior professional capability can ensure success.
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ur Firm

Now that you have the outline of a plan and a work-
ing knowledge of the basic issues covered in the pre-
ceding chapters, it is time to decide when (or,
indeed, if) to launch your firm. As Massachusetts
architect Earl Flansburgh wrote, “There is no good
time to start a new firm, only better times.” Obvi-
ously, it is usually easier to get started in a booming
economy, when there is a lot of work, but many suc-
cessful practices started during recessions. Brad’s
father’s firm, Perkins & Will, was founded during
the Great Depression. He considered it, on balance, a
good time to start, because as the economy recov-
ered, clients were willing to consider new, younger
firms since so many established firms had gone out
of business.

Two typical triggers usually are enough to get a
new firm off the drawing board and into practice:

» The belief that the firm can get work

» The assumption that the principals have the
resources to survive the limited cash flow of a
start-up
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If both these basics are in place, most new firms

then must quickly implement the following steps:

1.

@0

10.

11.

12.

13.

Decide on whom, if anyone, you want to work

with.

Decide on a start date.

Draw up a business plan that includes:

¢ Avision statement and a list of goals for the
first year

¢ Adescription of the services you intend to ofter

¢ Alist of sources from which work will come

¢ A budget for the start-up costs and for the
first 12 months

¢ An initial cash flow projection to define the
initial capital requirements

¢ Alist of the support you will need to provide
your services at the desired level of quality

Obtain initial clients and identify the probable

source of the next clients.

Verify that you have met the necessary legal

(licensing, corporate registration, etc.) require-

ments.

Choose a name, design business cards and sta-

tionery, and plan other actions that will help

set the right image.

Obtain start-up capital.

Decide where to locate.

Select advisers: legal, financial, insurance, gen-

eral business.

Promote your practice: send out announce-

ments, call friends and former colleagues.

Set up the office: equipment, a basic account-

ing system, telecommunications, files, statio-

nery, and so on.

Identify back-up resources: administrative and

technical.

Begin practicing.
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Now let’s consider these steps more closely.

Partners and Associates

One of the most critical decisions you have to make
is whom, if anyone, you want to work with. As dis-
cussed in earlier chapters, it is unusual that an indi-
vidual has every skill necessary to lead and build a
successful practice. There are exceptions, of course,
such as firms led by sole practitioners who have
chosen to focus on smaller projects that can be suc-
cessfully carried out by a single design professional.
But most practices with more far-reaching ambi-
tions have to consider the question of partners.

The classic leadership mix for a new firm unites
individuals who—in combination—have:

» New business development skills to get work

» Technical skills to successfully complete the
work

» Basic management skills to keep the practice
solvent

Ideally, each of the firm leaders will appreciate the
importance of, and participate in, all three of these
basic responsibilities.

Launch Date

It is important to set a date to start up the oftice, for,
as with most deadlines, it imposes a degree of disci-
pline into the planning and preparations.

There is little conventional wisdom regarding the
best time of year to start a firm. If your plan calls for
an immediate major effort to see potential clients,
August and December might not be good choices
because many people are away. September and Janu-

Launching Your Firm

219



ary, however, are both good times to find people
back at work.

In any case, often external factors—the need to
sign a lease on office space, a first client who wants
you to begin work immediately, or even losing one’s
tull-time job—will override the selection of an arbi-
trary date.

The First Business Plan

In every chapter of this book, we’ve emphasized that
a firm’s future should be built on the foundation of a
plan, and the first-year plan is often the most impor-
tant.

The first vision statement for Brad’s firm has
changed significantly over time. When they started,
the principals wanted to be the project architects on
all jobs. As the firm grew, this had to change. But
what did not change was their commitment to
remain focused on building types where their
research, experience, and other sources gave them a
knowledge base and real expertise to bring to each
new challenge. The initial vision remains a core

belief for the firm.

Definition of Services

It is important to formulate a clear statement of the
services you intend to offer. Labels such as “Archi-
tecture” or “MEP Engineering” might be sufficient
in a small town, where you have to be a generalist,
but in most other locations, you should difterentiate
yourself and begin building a supportive image. If
you have special skills or interests, make sure you
emphasize them.
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It is also imperative that you offer services that
you can deliver—and well. This does not mean that
you should hesitate to offer services that you have
not done before, just be prepared to do whatever it
takes to do them well.

Location

Many new, small firms are launched from the
founder’s home. Often this is the only financially
viable alternative, but it comes at a cost. To be effi-
cient, most of us need a clear boundary drawn
between home and work. Moreover, you are more
likely to be viewed as a serious practitioner if you
have a “real” office.

First Clients and Marketing Plan

We strongly recommend that you launch only after
you have the clear promise of work and a plan to get
more work in the future. As described in Chapter 2,
avoid taking unethical advantage of your former
employer, but recognize that most new firms are
planned while the founders are working for some-
one else. Marketing and sales are ongoing processes,
and few firms can afford to wait to start these pro-
cesses until the day they open their firm.

First Budgets

Two budgets are essential parts of the plan: one for
the start-up costs and one for the costs for each of the
first 12 months. These budgets, of course, should be
tied into a realistic projection of cash flow and calcu-
lation of your capital requirements. (See the “Start-
up Costs Checklist” at the end of this chapter for

more on this.)
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The Opening

Stage the opening of your office as an event. Give a
party and send announcements to all of your family,
friends, past clients, professional contacts, and
anyone else you can think of.

With these decisions made, and a plan and
resources in place, you are as ready as most design
professionals when they started. If your firm is suc-
cessful, you will have a constantly rewarding and
challenging career. Good luck.
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Start-Up Costs Checklist

Expense

Estimated Cost

Actual Cost

Date to Pay

Business license/permit(s)

Professional license

Business opening announcement

Rental deposit on office (if not in
home, two months’ rent)

Telephone installation/deposit

Answering service

Utility deposits (if not in home)

Internet service

Insurance

Health

General liability

Professional liability

Valuable papers

Life

Theft

Hazard or tenant

Disability

Auto

Legal

Initial consultation

Form of business papers

Accounting

Initial consultation

Format resolution

Professional association dues

Local

State

National
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Expense

Estimated Cost

Actual Cost Date to Pay

Initial Business Brochure

Letterhead/business cards

Equipment/furniture

Computer hardware

Computer software

CADD software

Typewriter

Drafting desk(s)

Desk(s)

Adding machine

Lamps

File cabinet(s)

Flat file(s)

Conference table

Chair(s)

Telephone

Telephone answering machine

Facsimile machine

Car phone/pager

Photocopying machine

Diazo machine

Coftee machine

Reference library (code books
design books, this book, etc.)

Library shelving

Supplies

Pens/pencils

Markers

Mylar

Bumwad/tracing paper

Vellum
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Expense

Estimated Cost

Actual Cost

Date to Pay

Drafting tape

Paper clips

Post-Its®

Legal pads

Telephone message pads

Computer disks

Light bulbs

Measure tapes
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This book was written with the intent that it might
also serve as a text in the practice or management

course contained in most design curricula. To that
end, and based on our experience teaching this
course and lecturing in other similar courses, we

suggest a number of projects that can assigned to
reinforce the lessons conveyed in this book. Specifi-
cally, we have found the following 13 study projects

to be of value to new design professionals:

1.

Define the type of firm they want to have in
year 1, year 10, and year 20.

Write a job description for a prospective part-
ner. Include general responsibilities, specific
duties, professional requirements, and per-
sonal qualities.

. Describe the qualities you would expect future

potential leaders in the firm to have. Indicate
how you would go about developing or rein-
forcing those qualities.

Think about, then write, your own obituary,
as you would like it to be written about you.
Consider both personal and professional aspects.

Design a brochure, using material from the
Web or from other media, to describe your
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10.

11.

12.

13.

theoretical firm in its first few years, and after
10 years.

. Using readily available sources—Ilocal news-

papers, the chamber of commerce, the local
planning departments, and others—identity
10 projects coming up in your geographic area
for which no architect has been chosen.

. Develop a proposal from your theoretical firm

for a new day-care center (or other project to

be defined).

. As part of the proposal develop a detailed

schedule, labor projection and fee computa-
tion for the project. Include fees for each of the
other disciplines (structural engineering, land-
scape, etc.) that should be included on the team.

. Prepare and present a PowerPoint® or other

form of presentation for the project.

Fill in the standard form of contract, AIA B-
141, and add at least 10 clauses that you think
should be included in a contract for this pro-
ject.

Work with three of your classmates to define a
team for the project, then outline the team’s
organization and structure. Include several
different services that you feel would benefit
the client.

Pick an ethical issue, research how it might
occur, and discuss the shades of gray inherent
to it.

Develop a mission statement and business
plan for your theoretical firm.
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