COMPANIES

E&C Firms Enjoy Good Times
But Sound Alarms on Future

ngineering and comwstruction firms
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v taised profits, stock prices and
company valuatons, bue they arce sull
dogped by employee tarnover, size and
ownership transition issues. And the
mnpact of Hurricane Katrina, changing
markers and prowing project nsk could
added o future uneerinimnes, necording oo
sonmne industry CLOs,

The trends were underscored by
CLO) spealers and survey dam ar an O,
20 dndustry CEO conderence in New
Yol City, sponsored by EFCG Ine, a
MNew York Ciry-hbased management con-
sultant, The 187 BE&C firms surveved
u.w:|.wc'r.cd their revenue to grow 1% on
average by vear end, up from 7% m 2004,
Companies were a linde oo opimistic
about profitabiliey for 2005 i the same
survey last vear, predicting an 11.3%
average marzin, This year’s survey esu-
mates only i 9.8% average prafiv for the
yEar,

Even so, Wall Strecr and other in-
vistons seer o be serotiniang the indus-
try'k numbers like never before, said Paul
Lofmass, EFCE president. While all pub-

HOW FIRMS ARE FARING

Performance metrics for 35 engineers and contrac-
tors with revenue of $25 million to over S1 billion*

licly traded firms on the Smndard &
Poor's index rose just 4.4% in the last
yvear, EFCGS index of 14 public E&C
firms® stock rose 43% in that same ame
period and 78% . 1f the previous yvear also
15 included. Thar trend alse has affected
private firms. “Valuations are going
through the rool,” said Zolnass,

That 15 great news for company own-

ers looking to cash in their shares, but
Zofnass cantloned that overvaluation
could affect employes stock ownership
plans: Equity investors may provide o
short-term capiral boost but they ean
alver E&C firms’ culture and manage-
menr style, he said.

“The valuations are not sustninable,”
said Joe Zuback. senior vice president of
LS. Filter, Palm Deserr, Calif. " They
will be coming down.”

Alarm Bells
Other CEOs sounded other alarms, Ralph
Peterson, CEO of CH2M Hill Cos.,
Denver, said the finn’s expenence as a
Hurricane Katrina response contractor,
highlighted the need for firms o “better
mmanaee volaglity and buld vp invento-
ries”

Len Rodmun, CEQ of Black
& Vearch; Kansas Ciry, cau-
doned about the risks of E&C

| METRIC 8y firms growing oo large: Add-

| ALoss Year (in last 5 years) 07 ad ja;]h!'l Dionisio, CEO fvn'
Growth Down Year (in last 5 years) 150 AECOM, Los Angeles, “No

. matter how many mergers and

Median Profit Margin (5-year average) 8.7 acquisitions vou -dn, clhients are |
Median Growth Rate (5-year average) 74 not going o be willing to pay
Firms in same profit range at least vou more.”
4 put of 5 years 26.0 EFCG said that the num-
Firms in same revenue-growth range ber of CEQs listung “person-
at least 4 out of 5 years 120 nel” as their key concern dow-
“OF FIRMS REFORTING PERFORMANCE FIGURES EACH YEAR | bled in 2005, while 65 of the
FOR 200 2005 187 chiefs cited ownership
BOUNCE: EFCE I transition as a “hig isue" o
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