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“Yield curve points to recession in about 22 months”

http://www.investmentnews.com/article/20180607/FREE/180609925/
vield-curve-points-to-recession-in-about-22-months

Bloomberg News 6-7-18 (2yr/10yr)



Largest Single Month Decline EVER
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Architecture firm billings see historic drop from proviou
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Graphs represent data from March 2019-March 2020.
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Largest Single Month Decline EVER
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Regional

Business conditions soften across
the country

Graphs represent data from March 2019-March 2020
across the four regions. 50 represents the diffusion center.
A score of 50 equals no change from the previous month
Above 50 shows increase; Below 50 shows decrease.
3-month moving average.

60

55
Wesl:

o - A
il o N [ 453 442

15

40
South: Northeast:

* o 442 38.4

Mar-19 Jui 19 Nov-19

AlA.org



Largest Single Month Decline EVER
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Sector

Firms with an institutional specialization
see slightly smaller losses than -
other firms

60

Graphs represent data from March 2019-March 2020 across
the three sectors. 50 represents the diffusion center

A score of 50 equals no change from the previous month.
Above 50 shows increase; Below 50 shows decrease.
3-month moving average.
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Commercial/Industrial: 41.9 Institutional: 46.9
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Construction Connect List of Delayed Projects by State

https://www.constructconnect.com/delayed-projects-
report?utm source=itb&utm medium=email&utm campaign=SU-EM-
CC-Delayed-Project



https://www.constructconnect.com/delayed-projects-report?utm_source=itb&utm_medium=email&utm_campaign=SU-EM-CC-Delayed-Project
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Ed Zarenski.com
Panaemic Impact 1-6

 Estimated 10-12% of all Construction Stopped - $10-12 Billion in One
Month

* Municipality Budget Cuts due to Tax Revenue Loss

* US Manufacturing Output Posts Largest Drop Since 1946 — Supply
Chain Shortages & Delays

* 35% AGC Respondents Received Cancellation Orders by Government
and Statewide Agencies

* ABI Index Dropped 33% in March
* Firms Predict A 15% Decline In Billings April 2020 (Lost Month)



Practice

Architecture firms expect considerable belt tightening by the end of the year
units: %o of firms thal expect Lo see given change in their firm by the end of 2020, multiple responses permitled

Trimmed all unnecessary expenses at our firm
to stay in the best possible financial position

Annual revenue will be considerably
lower than it is al present

Implemented changes so that our firm
will be operating much more efficiently

Invested in new information technologies
and communications systems to keep our firm
compelitive and able to benefit from new opportunities

Size of our firm will be considerably smaller

Offering a broader set of design
and/or conslruction services

Successfully diversified into new markets (new
facility eategories or new geographical areas)

Focusing on a more limited sel of
design and related services

Merged with or been acquired by another firm

AlA.org

TE%

80%
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| Phases of the Business Cycle

2007

Peak Growth

2019

GROWTH RATE —

=
=

Market Trough

2003 Peak Decline
TIME > 2014

Phases of Business Cycle: AlA.org/white paper/ABI Index
Dates: M.A. Surety, LLC
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| Phases of the Business Cycle

2019

Peak Growth

YOU ARE HERE

2027

GROWTH RATE —

=
=

Market Trough

2014 Peak Decline
TIME > 2023

Phases of Business Cycle: AlA.org/white paper/ABI Index
Dates: M.A. Surety, LLC



consiruction bonds & consuliing

Maintenance Recession
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Growth, Maintenance & Recession Strategies
BUSINESS CYCLES

construction bonds £ consulfing
| Phases of the Business Cycle
I Peak Growth
% Growth Strategy Q )
= o %
% ’f"f*’#: cf}%
s e 2
= « Market Peak
Maintenance Strategy?* /) Maintenance Strate
N
Recession Strategy, Market Trough
%, &
@ s
%, C\ 3
/
Peak Decline
TIME >

Phases of Business Cycle: AlA.org/white paper/ABI Index
Growth Strategy, Maintenance Strategy, Recession strategy M.A. Surety, LLC
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Maintenance Recession

Companies are moving from Growth or Maintenance Cycles into Recession

Growth to Recession Cycle has farther to fall than Maintenance to Recession Cycle



eLag Time to the Economy

*Backlog Runoff & Replacement Velocity



CASH FLOW NEUTRAL



Creeping Costs

i on boands & consulfin

* Material Price Increases

* Material Delays

* Supply Chain Shortages & Interruptions
* Increased Costs in Safety Requirements
* Lower Work Force Productivity

* Demobilization/Remobilization

e Restocking of Inventory

* Resurgence



"A CONTRAGTOR GAN ONLY CONTROL TWO AREAS ON THE INCOME STATEMENT:

OVERHEAD AND PROFIT IN THE FIELD.

- Martha Ann Marley

* Decrease in Revenue

* Decrease in Gross Profit

* Increase in Creeping Costs

* Decrease in Labor Productivity



RECESSION STRATEGY

' 4




Human Resources

A Players

B Players



A Players

Easy to Retain in Growth
Difficult to Retain in Maintenance

Necessary to Retain in Recession




B Players

Easy to Retain in Growth
Necessary to Retain in Maintenance

Not Necessary to Retain in Recession




Easy to Employ in Growth

Not Necessary to Retain in Maintenance

First To Go in Recession




S500K Overhead Structure

OWNER
PROJECT MANAGER PROJECT MANAGER Controller
Superintendent Superintendent Staff Accountant

Foreman Foreman
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S1.5M Overhead Structure

Project Assistant

Project Assistant

OWNER
(oe]0) — CFO
Controller
AP/AR/PR
I I I I
PROJECT MANAGER PROJECT MANAGER PROJECT MANAGER PROJECT MANAGER

|

Superintendent

Superintendent

Superintendent

L Superintendent

Foreman

L Foreman
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S1.5M Overhead Structure
A B C Players

OWNER
gele 1 CFO
Controller
AP/AR/PR
[ [ [ I
PROJECT MANAGER PROJECT MANAGER PROJECT MANAGER

Project Assistant

Superintendent

Superintendent

Foreman

Superintendent

Foreman




Comsi

uc

tien bonds £ consulfing

Case 1l
S1.2M Overhead Structure
A B Players

OWNER
coo = CFO
Controller
AP & AR/PR
[ | | |
PROJECT MANAGER|  |PROJECT MANAGER Superintendent PROJECT MANAGER
Project Assistant Superintendent Foreman Foreman

Superintendent




Case 1l

20% Revenue Decline
1% Profit Margin Decline

InS
Revenue 30M
Gross Profit 2.4M(8%)
Overhead 1.5M(5%)
Income 1.1M

Gross Profit Per Employee 133K
Revenue Per Employee 1.7M
Breakeven Point 19M

24M

1.7M(7%)
1.2M(5%)
500K

129K
1.9M
17M
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S1.5M Overhead Structure
A B C Players

OWNER
gele 1 CFO
Controller
AP/AR/PR
[ [ [ I
PROJECT MANAGER PROJECT MANAGER PROJECT MANAGER

Project Assistant

Superintendent

Superintendent

Foreman

Superintendent

Foreman




Case 2

S1M Overhead Structure

AB PIa\L‘ers

OWNER
oo T CFO
Controller
AP & AR/PR
I |
PROJECT MANAGER PROJECT MANAGER Superintendent
Project Assistant Superintendent Foreman

Superintendent




Case 2
30% Decrease in Revenue
2% Decline in Gross Profit Margin

InS
Revenue 30M 21M(-30%)
Gross Profit 2.4M(8%) 1.3M(6%)
Overhead 1.5M(5%) 1.0M(5%)
Income 1.1M 300K
Gross Profit Per Employee 133K 118K
Revenue Per Employee 1.7M 1.9M

Breakeven Point 19M 16.6M



Lag Time & When To Adjust

 Break Even Point: Annual Revenue = OQverhead
Gross Profit %

* Available Gross Profit: Total Estimated GP — GP Recognized To Date



Lag Time & When To Adjust

Financial Measures
* Revenue Per Project
* Revenue per Employee

* Gross Profit per Employee



Lag Time & When To Adjust

Cost To Complete & Runoff
* Increase/Decrease in Open Projects
* Billings Forecast

e Cash Flow Forecast



Blind Spots

*Risk Transfer

*Crisis Leadership



Risk Transfer = Risk Acceptance
Intentional or Unintentional

CMR/GC SUB

i~



RISK VS. REWARD




Principles

e Establish Principles — Define Your Line in the Sand
* Demand Fair & Reasonable Contracts
* Engage in Transparency

* Create Collaboration Circle not Hierarchy Pyramid



Establish Top Deal Breakers

Negotiate Effectively



i on boands & consulfin

REASONABLE PEOPLE DRAFT REASONABLE CONTRACTS

Owner shall not be liable to Contractor for extended overhead or any other
delay damages, due to shortage of labor, materials or other causes of COVID-19.
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Collaborative Circle of Communication

SUBS

SUBS
SUB 2M Tier




Blind Spots

Crisis Leadership



THE HUMAN SIDE OF CONSTRUCTION®

Leadership

=
° v ﬁ

Ego Emotional

. Imagination
Maturity &



THE HUMAN SIDE OF CONSTRUCTION®
EGO

Healthy Unhealthy
» Humility * Arrogance
» Competent « lgnorance
»Wisdom

* Numb to Risk
»Humble _

* Invincible
» Experience

* Undisciplined
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THE HUMAN SIDE OF CONSTRUCTION®
Emotional Maturity

MATURE

 Proactive

* Service To Others
* Seek Growth

* Unity

* Present NOW

* High State of Self
Awareness

IMMATURE

« Reactive
« Service To Self

- Avoid Rejection &

Discomfort

« Separation
» Life in the Past

« Unconscious



THE HUMAN SIDE OF CONSTRUCTION®

IMAGINATION

* Key to Power

e Reduces Perceived Limitations

* Fosters Non-Judgmental Social
System

* Creativity Drives Profit



DISCLAIMER

All Information compiled in this presentation is the OPINION of the Author. The Recession Strategy does

not account for PPP Terms & Conditions, Labor Laws or Notifications, etc. This presentation is for general information purposes only.
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