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Overhead — an alternative view

This is the second part of a two-part article. The first part appeared in the Fall 2006 issue of Oregon Architect.

MORE DETAILED LOCK AT OVERHEAD
AIN AN Average Firm reveals the

following, with all labor items
expressed in terms of raw labor cost
and all items expressed as factors of net
revenue:

1. Indirect labor is the largest line item
comprising about one half of the total
overhead and about 18 percent of net
revenue.

2. Marketing expenses account for
about 5.5 percent of the gross revenue
—which, for a firm whose net revenue
is 70 percent of its gross revenue,
equates to about & percent of net
revenue — of which about 70 percent
is labor at raw labor cost, equaling
5.5 percent of net revenue and 30
percent is non-labor, equaling about

twice the management labor, or 10

percent of net revenue.

8. Because occupancy so consistently
hovers around 5 percent of net rev-
enue in all economies, locales and
firm types, it is difficult to envision
how such costs might be reduced (if
the model is built around market rate
pricing of space).

Exploring how to achieve better over-
all results of the practice with different
approach to overhead might look like
this, referring to the items noted im-
mediately above.

1. Reduce the indirect labor in general
by employing it more judiciously,
with examples noted in subsequent
points below.

[

. Increase the effectiveness of mar-
keting efforts and expenses through
such means as ..

o

. defining with greater clarity cri-
teria of the “right” clients and
projects to pursue, thereby elimi-
nating time on inappropriate pur-
suits

=4

. identifying client-centered media
and events that allow more mar-
keting focus

. honing communication, propos-
al-writing and presentation skills

o

By Hugh Hochberg, The Coxe Group

. Administrative labor averages about 4. Management labor is largely a con-

sequence of complexity and per-
ceived complexity in the firm, with
perceived complexity increasing as
organizational leadership effective-
ness diminishes in such key areas as
clarity and communication of values,
vision, goals and expectations. Orga-
nizational management needs also

increase as project-specific leadership
declines in effectiveness. The obvious
and correct conclusion is that stronger
leadership at the firm and project level
reduces (but does not eliminate) the
effort that must go into management.
Such leadership strengthening can
reduce management by 50 percent to
about 5 percent of net revenue.

See HOCHBERG on page 3

TABLE 1 e [
Mumber of personnel 20 20

Net revenue 52,419,200 53,265,920
Direct labor $ 806,400 $907,200
Overhead labor $ 457,034 $ 608,141
Overhead nordabor $ 751,666 S 674,654

Total overhead 51,209,600 51,179,360
Operating profit $ 403,200 51,178,360

Notes:
1

The overhead labor increase in the second column results from higher training and
development expenses, which more than offsets the lower marketing labor.
2. That the total overhead equals the operating profit in the second column is purely

coincidental.

1

These data reflect certain expenses that are normally expected to vary with net revenue

- such as occupancy and marketing — relating instead to direct labor. Stated differently,
and using occupancy asan example, if it cost $6,000 in occupancy for a person for a
year, that is the cost irrespective of the revenue that person generates.

2.4 percent of net revente. to increase effectiveness of selling TABLE 2 Average firm | Alternate overhead with
3. Technol hard 1i efforts higher revenue/person
3. Technology costs — hardware, soft- I ~ -
ware and traiming — about $3,300/year d t:e}wlst:hj;zizil S;jtf;‘:i:::zﬂlg Marketlng labor . 042 027
per personwhen calculated as a three- nullrke[m info:m"ltmr; : & | Accounting & financial mgt labor 030 .022
vear running average, which equates s . N Technology labor 010 008
to 2.9 percent of net revenue. ...all of which might lead to net —— .
reduction of marketing labor of | Administrative & miscellaneous labor .025 .019
4. Management labor averages about 10 about a third and of marketin
percent of total labor, equating to 5 nonclabor expenses of hout gg Training and development labor 005 015
percent of net revenue. percent {9171 total reduction to Leadership and management labor 035 026
5. Accounting and financial manage- about 4 percent of net revenue. Vacation, sick, & holiday labor 042 031
ment labor equate to about 3 p-elCEﬂt 3. Technology costs, particularly in | Sub+otal ~ overhead labor .189 147
of total labor, or about 2.5 percent of light of the rapidly evolvine desi
net revenue. ight of the rapidly evolving desigh | parceting non-abor .018 018
and delivery software (notably build-
6. Technology labor — the labor to sup- ing information modeling and its Technology 017 012
port t?C]Hlchg}liIhlt')DUghollT the ﬁm} derivatives), will need to continue | Occupancy .050 .037
— typically totals about 3 percent o at current levels to allow a thriving
. : 5 ° h : Other nor-labor overhead 213 .209
total labor, equating to about 1.5 per- practice to benefit from the technolo-
cent of net revenue. gies” capabilities. Sub-otal ~ overhead non-abor 311 214
Total Overhead 500 .361
Other indicators:
C ulture Utilization 064 072
rewards us in countless ways Direct Labor Multiplier 3.000 3.600
Overhead factor 1.500 1.200
Lap Operating Profit 167 .361
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5. Better use of financial management
systems and higher accountability
on the part of project managers can
reduce accounting and financial
management labor by 20 percent.

Consider a firm with raw summary
data as it appears in the first column,
and compare it with the firm whose data
is in the second column (see Table 1).

A summary of overhead categories as
components of net revenue is illustrated
in Table 2.

The profitability as a function of rev-
enue in the second column more than
doubles that of the first column. When
converted to dellars, the increase is
compelling (increasing by $776,160,
from $403,200 to $1,179,360). However,
it 1s misleading to look at changes in
overhead only as a function of net rev-
enue, since the “alternative approach”
results in higher net revenue, which in
fact 15 a bigger factor in the increased

profitability than are the overhead
changes by themselves.

Not all firms are likely to be willing
to make these kinds of adjustments
because in some cases the changes
confront people with the notion that
what they do andfor how they do it
might need to differ considerably from
the present. Other firms, perhaps con-
vinced that the status quo 1s acceptable,
shouldn’t try. Bu for those firms whose
leaders question the value of their over-
head as currently structured, there is
ample opportunity to change, with pos-
sible results being more efficient use of
overhead, lower overhead cost, higher
quality, greater value provided and high-
er profitability. Not bad results for firms
willing to challenge the profession’s, and
their own, conventional wisdom. =
Hugh Hochberg can be reached at

hhochberg(@coxegroup.com,
or 206-467-4040.
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interesting and exciting work in China,
and the national government is highly
motivated to avoid environmental dev-
astation and minimize its reliance on
foreign energy sources.

And, because of the Asia-American
connections already established though
the ATA Pacific and Northwest Region,
Northwest architects are better poised

than any to make connections into the
Chinese market. Hong Kong firms have
already become leaders in sustainable
design in part because of their on-
going shared experience with Northwest
architects.

For Morthwest architects, the mar-
ketplace for our values has just gotten
alot bigger. ®
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