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from more than 200 C&E firms and aggre-
gates the revenues into an industry model
to determine, among other things, shares
and wrends in the market by media, service
and client. The tables on page 2 demonstrate
these breakdowns and show the recent fluc-
warions in market secrors. OF particular
note is the gain in water resources and Jocal
governments, and the loss of share in a num-
ber of industsial client markets.

Detail on the ‘universe’ of companies in
the C&E industry on page 4 shows the ag-
gregate growth of the larger firms, continu-
ing a trend where firms over $100 million
accounted for one-third of total revenucs in
1990, onc-half in 1995 and 63% in 2002.
Acquisitions have primarily lead 1o this con-
solidation, burt larger contracts for fewer
firms—in both the private and public scc-
tor—also has played a role. Lastly EBJ'’s lisc
of the top 60-odd firms shows understand-
ably few real newcomers, but a larger per-
centage of work by many of the top players
from non-environmental work that tends to
characterize the relative newcomers like
Shaw and AECOM, for instance, that
bought or consolidated their way towards
the top ten firms,

THE ECONOMY 1S #1 CONCERN

Data compiled by the Environmental Fi-
nancial Consulting Group (New York),
which rwice a year asks CEOs and CFOs ar
environmental and infrastructure engineer-
ing firms to report their most recent finan-
cial performance and project performance
for the current year, 2002 did not live up to
cxpectations. CEOs polled by EFCG in
October 2002 downgraded previous revenue
growth projections to 5% from 10%. Mar-
gins took a hit of about 50%, which was
entirely prediciable, according to EFCG
President Paul Zofnass.

In the spring of 2003, CFOs reported
that their first-quarter revenues were up
compared with the previous year, but only
1.2%. “In 2002, we saw a slight decline from
2001, and that was the first decline in five
or six years,” notes Zofnass. “My guess is,
this year is going to be worse than that.” He
suggests that the slumping financials may
generate an increase in exccutive termina-
tions, which have been fewer and farther
berween in recent years. The bad times for
environmental CEOs began in 1993 or
1994, Zofnass recalls. “Those years, through
1996, were tereible. 1 don't know if it will
get that bad again, but...”
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U.S. C&E Market, 1996-2002 ($Mil)

By Medla 1996 2000 2001 2002 1996 2000 2002 0305
Hazardous Waste 4180 4040 4300 4340 2T%  23% 23% -05%
Remadiation 3,550 3840 4240 4490 23% 22% 24% 3.2%
Solid Waste 1,150 1050 1,070 960 8% 6% 5% -2%
Wastowaler 2620 3380 3430 3470 17%  19% 18% 35%
Waler 1,270 2200 2280 2400 B%  13% 13% 3%
Energy 260 270 280 220 2% 2% 1% 2%
Air Quality 1,390 1,060 1,250 1,380 g% 6% ™ 3%
Natural Rosources 790 a8 aa80 1,000 5% % % 4%
Multi-Media na 580 540 510 nia % I I
Total 15,210 17410 18370 18770 100% 100% 100% 1.7%

Service 1996 2000 2001 2002 1886 2000 2002 0305
Invs/Assmib/Audit 3640 4030 3950 3780 24% 2¥% 20%M 25%
LabvTesting Sves 250 130 150 170 &% 1% 1% 2%
Parmiting/Compl. 210 2090 208 2270 14% 12% 12% 3%
Dosign 3500 4,100 4420 4640 23% 24% 258% 1%
Project Mgrmt. 2700 2790 28%0 2930 18% 16% 16% 2%
Monitoring 550 450 500 520 4% 3% I 3%
Information Mgmt na 350 430 380 na 2% 2% 2%
OaM B850 1510 1570 1520 6% 8% 8% 2%
Pollution Prav. 570 790 880 860 4% 5% 5% 2%
SEM 720 T30 750 760 5% 4% 4% 3%
Crther 280 440 T40 B4AD 2% 3% 4% 2%
Total 15,210 17,400 18,370 18,770 100% 100% 100% 1.T%

Cusiomer 1896 2000 2001 2002 1696 2000 2002 0305
Chamical 1,620 1410 145 1,330 1% 8% T% 2.5%
Patrolpum 1,120 1,270 1,350 1,010 T% T% 5% 25%
Primary Metals 10 230 220 240 1% 1% 1% 1%
Matals 180 140 150 250 1% 1% 1% 1%
Mining 210 480 480 580 1% 3% % 2%
Elecironics 280 250 260 350 2% 1% 2% 2%
Transportation 430 640 660 570 % 4% 3% 2.5%
Taxtilas 70 100 130 140 0% 1% 1% 1%
Pulp & Paper 280 380 440 520 2% 2% 3% 1.5%
Cthar Migr 360 510 580 470 2% 3% 3% 3%
Watar Utilities 220 aro 420 €80 1% 2% 4% 3%
Power Utilities 430 820 730 650 3% 5% 3% 25%
Solid Waste Util'Cos. 520 270 340 260 3% 2% 1% 2%
Patrol/Gas Stations 420 3ro 400 360 3% 2% 2% 2%
Banks, Law, Real Est. 450 600 590 540 I% 3% I 4%
Other na 210 240 210 1% 1% 3% 2%
Total Private Sector 6,710 8,050 8450 8,170 44% 46% 4% 1.TH%
Fedaral 5,080 5,130 5320 58630 33% 25% 30% 25%
State 1000 1,200 1,290 1,340 7% 7% ™% -3%
Local 2440 3030 3310 3630 16% 17% 19% 2%

Total Government 8500 8350 9920 10,600 56% 54% 56% 1.6%
Total 15,210 17,410 18,370 18,770 100% 100% 100% 1.7%

Source: EBJ, EBI Report 718, EBI Inc., www.ebiusa.com, based primarily on aggregated
annual surveys of C&E firms, units in $mil. 03-05 is average annual growth in 2003-2005,
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At EFCG's latest CEQ conference in Oke- . .
tober 2003, Paul Zofnass reported the re- EBJ's Top Environmental C&E Firms, Eﬂﬂz“m .
sults of a survey in which the CEOs of 173 Company (Location) Gross 02 CAE 02
environmental and infrastructure engineer- 1 CHeM Hill inc. (Englewood, CO) 2 784 1 B&0
ing firms continued their historic optimism 2 Earth Tach {Lf.:oﬁg Beach, C-:'ll 1 :457 1:11 5
for the coming year. The CEOs projected 3 Tetra Tech Inc. {Pasadena, CA) 1,275 805
revenue growth of 8% and margin growth | | 4 msﬁﬂwﬂﬁm [53? Fran;ﬂ{sﬁoo_ *:Nlmd co» 2-3: ;g;
-] Montgomery Watson) (Broomfield, 1
of 9.6% F"}i?ﬁ:‘ P“h‘ff unwarranted | | & oo ohtel Group Inc. (San Francisco, CA) 13,100 625
optimism, suggested, given chat ac- 7 Parsons (Pasadena, CA) 3,500 548
tual performance for 2002 and 2003 lagged | | 8 Battalle Memorial Institute {Columbus, OH) 1,151 472
projections, especially for margins. [n addi- 9 Camp Dresser & McKes Inc. {Cambridge, MA) 508 457
tion to characterizing the CEOs revenue and 10 AECOM Technology Corp {Los Angeles, CA) 1,726 449
margin projections for 2004 as unrealistic, :12 g';:": Smﬁﬁ & :::w?}:amﬂs c“i'?:g}{mm ge. LA) ?':ﬁ ;;g
. rporation \ .
Zofnass also confessed his P“’?“"‘l‘“‘ atthe | | 15 science Applications International Corp. (SAIC) (San Diego, CA) 6,298 315
fact that the CEOs are projecting “the high- 14  Mactec Inc. (Golden, GO} 408 310
cst multiplicrs and utilization rates in his- 15 Environmental Resources Management (ERM) (Austin, TX) 303 310
tory” for next year. The average net revenue | | 16 ‘:’95’00” 3::'”"9“3 1"":{‘»w{‘;'1"'95’;3h“t‘:;;” g;; z;g
B : e 17 Malcolm Pimie, Inc. ite Plains,
n.'iulnpher ﬁﬂ: 3.011:;:|E=Dvﬂl?; E;:gzé 18 Jacobs Engineeting Group (Pasadena, CA) 4,540 209
tion rate will be 64%, the CEOs to - | | 19 TRC Companies Inc. {Windsor, CT) 225 195
According to historical EFCG data, the in- 20 Golder Asscciates Corp. (Atlanta, GA) g2 190
dustry achieved a net revenue multiplier of | | 21 ARCADIS Geraghty & Miller Inc. {Denver, CO) 251 178
3.00 in 1994 and 1995, but at no other time 22 Washington Group International (Boise, 1D} 4,240 1m
since. Utilization rate reached 64% only gf EHNHEE.E f’;;wﬁ“ '!w“_wm:h"'” ;g‘g :g
. . mouth Maeting,
once during the last ten years, in 2000. 25 Brown and Caldwell [Wnl?‘lut Croek, CA) 165 157
Amidst this optimism are the signs of || 26 HDR Inc. {(Omaha, NE) 427 154
- . 27 PBS&J Corp., Tha (Miami, FL) 345 "7y
“’“glh ““"T" s reported by ?E‘?" Forex- || Biasiand, Bouck & Lee, Inc. (Syracuse, NY) 110 10
ample, voluntary turnover is down from 29 Conestoga-Rovers & Associates (Niagara Falls, NY) o8 g8
11.9% in 2000 to 8.0% projected for 2003, 30 Fluor Corp. (Aliso Viejo, CA) 8,670 98
matching 2002 and reflecting a reduced ten- | | 37 SECOR International, nc. {Redmond, WA) a2 57
dency—or opporrunity—for employees 1o | | 32 Carolio Enginesrs (Santa Ana, CA) a7 o7
find better work elsewhere. Involuntary 33 Handex Environmental (Mi. Dora, FL) el 9
turnover is up from 2.0% in 2000 10 4.0% g :Ifhsm??ﬁ%i l::::;“:m‘ MA) NY) IE x
projected for 2003. The CEOs reported es- | | 35 ENVIRON Holdings Inc. (Arington, VA) 82 82
sentially no increase in work force this year— 37 Hazen & Sawyer (Fairfax, VA) 8o 80
the first time in many years, Zofnass said. 38 Gannett Fleming, Inc. (Hamrisburg, PA) 214 75
i 39 Bums & McDonnell (Kansas Clty, MO) 265 74
Asked to evaluate the greatest risks and | | 40 Delta Environmental Consultants Inc. (St. Paul, MN) 73 73
concemns for the coming year, CEOs indi- 41 RMT Inc. (Madison, WI) 76 73
cated that the economic slowdown was the 42 Clayton Environmental Consultants {Novi, M) 67 67
number-one issue on their mind, The pe- || 43 HETE%GN&I;:, ?C-.;hﬁh;m‘wfd. MA) 32 g
. 2 = 44 Hatch Mott MacDona m, 1
Fl:nmal concern about attracting and retain- 45 GeoSyntec Consultants 1hc. fAItarr:ll;n GA) 81 61
ing talent is still much on executives' minds, | | o2 pichael Baker Gorp. {Moon Township, PA) 216 81
but it slips 1o the third leading concern after | | 47  Ecology & Environment Inc. (Lancaster, NY) 87 60
the economy and cutbacks in federal and 48 Dewberry Cos (Falrfax, VA) 184 57
municipal spending, Margin pressures rank ;g E::““d"'“m' i ?M“;":““Hm“msq:?xmms Inc. {(Woll, NJ) 5;; g
high as well, and an enormous increase in 51 LFFtT E_: = [Er;n wa,"a IC.A}} = =
. aving eryvilie,
medical costs—from $4,600 per employee | | o) (pyian & Gers Engineers, Inc. (Syracuse, NY) 63 53
£3 Greeley & Hanson (Chicage, IL) 52 52
Figures In EBJ's N&l of lop C&E Brms ane 54 Kennedy/Jenks Consultants {San Francisco, CA) 61 48
revenues ganenated for calandar paar 2002 in 55 Woodard & Curran {Portland, ME} 54 47
pross environmental consulting & enginearing | 56 SCS Engineers {Long Beach, CA) 57 45
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revenues are approximations derivad from 61 GZA GeoEnvironmental Technologies, inc. (Newton Upper Falls, MA) 58 42
qmm analysls m ﬁ;:f E:mm 62 Parsons and Brinkerhoff Inc (New York, NY) 823 41
CANALGH SOUTCHS. nade 63 DLZ Comp (Columbus, OH) 77 40
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Revenue Distribution of U.S. C&E Industry in 2002

Number of Total Average % of 02
Firms Revenues Revenues  Markel Growth
Large>$100 mil 28 11,871 424 832%  42%
Mid $20-100 mil 80 3,549 a4 189%  3.0%
5 $10-20 mil 84 1,164 13.9 62% -06%
§ $5-10 mil 108 731 6.8 39% -44%
SS1-5mil 306 627 2.1 33% -8.3%
5 <51 mil 2,765 B30 03 4.4% -6.58%
Total 3,371 18,770 568 100.0%  2.2%
Source: EBJ industry model based on EBJ's 2003 survey of C&E firms

in 2001 1o $5,700 per employee in 2003,
according to the survey—is looming as a
major factor in that pressure,

Emecging as a new worry are issues con-
nected to insurance and bonding. During
the EFCG conference, John Beachamp, se-
nior vice president at XL Environmental
(Exton, Penn.) affirmed the basis for this
worry, noting that insurers like XL are be-
ginning to see the signs of the soft economy.
He stressed thar his industry's ability to mea-
sure risk has not kept pace with changes in
the environmental and infrastructure engi-
neering industry, such as expanded service
offerings and new risk conditions in con-
tracts. Accept a reasonable percentage of
your own risk and paying a reasonable pre-
mium, he advised the CEOs ominously.
Asked what “reasonable™ might mean, one
CEQ in the audience simply shook his head
in frustration.

Brook Smith, president of surety bond
provider Smith Manus (Louisville, Ky.) de-
scribed similar constraints affecting the
bonding industry. The availability of capi-
tal has shrunk from a football ficld-size pool
to an Olympic-size pool, he remarked, while
capital available for environmental firms has
shrunk to “a baby-size pool”—and
uninvitingly cold water no doubt. Losses like
those suffered by Enron and K-Mart par-
tially explain the general shrinkage in capi-
tal. There are fewer providers and limited
aptions for environmental fiems, Smith re-
marked. Some providers may not support
certain lines of business, while others will
require collateral, but the environmental in-
dustry does outperform the others, he noted.

Recognizing that firms in the eaviron-
mental and infrastructure engineering in-
dustry are increasingly employee owned,
Zolnass devoted much of the conference
time to ownership issues, with a particular
emphasis on transition. The percentage of
companies that are public or are subsidiac-
4

ies of public companies represented in
EFCG's surveys has decreased from 29% in
1997 1o 12% in 2003. Mcanwhile, the num-
ber of firms has increased from 71% 1o 88%
over that period, and the number of firms
with Employee Stock Ownership Programs
{ESOPs) has nearly doubled from 13% to
25%.

The life’s blood of an employee-owned
firm is profitability, Zofnass emphasized, and
that's where these firms should be focusing
their attention. Good profitability is needed
to incentivize the work force to join the own-
ership team, and it’s needed to make the tran-
sition in ownership. Private firms need to
develop an Ownership-Capital-Compensa-
tion (OCC) plan to ensure growth and plot
out in advance the steps required to make
the ownership transition smooth. If internal
revenue growth is going to be somewherc in
the area of 5%, as the industry-wide data
suggests, then a firm should consider supple-
menting that growth with a small acquisi-
tion that can 2dd another 5% to the top line.

Mergers and acquisitions are down from
previous years, Zofnass noted, “Buyers and
sellers are getting picky,” Zofnass observed.
Deals are more strategic and more carefully
executed he added. In addition, there is some-
what less buying power out there, but some
financial buyers are moving in and offering
multiples of five to ten times EBITDA for
companics. A large number of these firms
are Jooking for a first platform in the envi-
ronmental industry, which means they are
considering an equity stake in companies of
not insubstantial size, such as $50 million in
annual revenues.

According to the EFCG survey data, 36
firms estimated that they will have completed
57 deals by the end of 2003. That's already
up from the 28 deal-makers in 2002, which
was itself 3 trough compared with the 38
firms in 2000 and 40 firms in 2001 that en-
gaged in transactions. The firms surveyed in

2003 indicated that they expect to jump into
mergers and acquisitions in a big way in
2004—64 firms projecting 100 deals—but
as we have scen with the historic optimism
in revenue and margin growth projections,
that level of activity remains to be seen.

Zofnass remarked on the shrinkage of
publicly traded environmental consulting
and engincering firms, but while the execu-
tives at firms that have gone private are no-
ticeably happier, he questions whether go-
ing private relieves substantial amounts of
pressure. “There’s a litede bit of extra pres-
surc being in a public company, but I think
it is overblown. If you can hire a good PR
director, you can take care of the public as-
pect. Some CEOs who are engineers and are
not very good at being the public face may
have some trouble in this arca. Thac’s a per-
sonality issuc, not necessarily a function of
being public itself. As long as you focus on
the company, and the carnings aze thete, the
stock will follow. When the numbers stink,
everybody sces that they stink. So it's not
being public that’s the problem, it's being in
an industry where you're not very profitable
that’s the problem.”

Clients are imposing their own set of
pressures on profics, largely a function of the
fact that they've been procuring environmen-
tal services for more than two decades now
and know what to expect. "Client compa-
nies have said, “there is 2 fair amount of busi-
ncss out there that's in commodity form, and
we're going to pursuc it that way, so we're
going to pursuc low costs’; that has hap-
pencd,” notes Robert Graziano, president of
the engineering recruitment firm Graziano
& Partners {Houston, Tex.).

Environmental executives report that
they are working hard 1o steer clear of com-
modity-type services by identifying tough
problems and selling “solutions.” But if the
clients arc increasingly sophisticated to the
point where they can beat up suppliers on
price, they are still somewhere short of un-
derstanding the valuc of the service they are
getting, some executives complain, It's up
to the environmental consultant to articu-
late that value, and the industry still often
struggles to make the case.

“Too many clients, in my opinion, do
not perform a cost-benefic analysis of the
services they procure,” says Rudolph
Bonaparte, president and CEO of
GeoSyntec Consultants (Arlanta, Ga). "I
am a big believer—and we tey to proselytize
this to clients and the industry—in convey-
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