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Dear Sirs:

With this letter we are pleased to submit our report on
Architectural Services in Canada. It is the result of
the work carried out by our firm over the past several
months and has been prepared for a joint Steering
Committee represented by both the Department of Regional
Industrial Expansion and the Royal Architectural
Institute of Canada.

Before presenting our report we would first like to
review the background of the study and our approach to
the assignment. Then we would like to review briefly the
style and format which we have chosen for the report as
well as to present an outline of the document itself.

BACKGROUND AND
STUDY APPROACH

The Service Industries Division of the Department of
Regional Industrial Expansion periodically reviews
various service sectors as input to federal government
policy and program development. Consulting services are
an important component of the service sector of the
Canadian economy, not by virtue of size but because of
their impact on many other parts of the economy.

In 1978 our firm did a review of architectural
services for a joint committee of the RAIC and the then
Department of Industry Trade and Commercet*,

* Canadian Architect's Services: A Perspective and
Considerations for the Future. Report prepared by
Peter Barnard Associates, Toronto, May 1979.

1




That report was used by ITC and the RAIC as input to
their activities concerned with the architectural
profession in Canada. A copy of the report was also sent
to every architectural firm in the country. With the
availability of results of the recent Statistics Canada
survey of architectural establishments, which covered the
1982 fiscal year, DRIE decided to initiate another review
of the architectural services sector in Canada.

During the course of this study we met with over 50
individuals in the architectural community across Canada.
We interviewed representatives of firms in 12 cities:
including Vancouver, Edmonton, Calgary, Regina, Winnipeg,
Toronto, Ottawa, Montreal, Fredericton, Moncton, Halifax
and St. John's, Newfoundland. The firms interviewed
ranged from some of the largest down to small one- and
two-person firms. A key component of these interviews
was to understand what had happened to the architectural
business since 1982, the time of the Statistics Canada
survey. We also met with some clients, association
representatives and government officials.

As a result of this work, together with our
experience from the earlier study, we believe we have
obtained a good perspective on the architectural services
business in Canada. While we focus on the industry as a
whole, we have nevertheless attempted also to provide
food for thought for individual practitioners.

REPORT STYLE
AND FORMAT

Writing this report has been a real challenge for
many reasons. We have deliberately changed style and
format from that of the 1978 study. We have provided
similar analyses of various statistical data, but we have
adopted a more succinct style.

A Difficult R t-Writing Tasl

One of the complexities of this report is its need
to be addressed to several audiences. DRIE needs the
report for policy and program purposes and is
particularly interested in data on the industry and
relevant trends. While RAIC has similar interests, it
also would like to see the report as a vehicle to focus
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industry attention on key issues and to emphasize
particular government relationships. Finally, individual
firms will likely look to the report for understanding of
both overall and local business trends as well as ideas
for sustaining their practices and planning for the

future.

To these audiences must be added a rather
discouraging overall message: the performance of the
architectural services business is decidedly down and the
outlook for the future is not promising. Few people
enjoy reading this type of report, and so it has been
doubly difficult to write.

leed : cati

During our interviews with architectural firms we
examined the impact of our past report on their practices
and the overall usefulness with which our respondents
viewed our earlier study. While the report was praised
by many* and actively used by many of the "business-
oriented” practitioners, its approach did not meet with
the wholehearted support of the more traditional
practitioners and those with a more artistic professional
approach. We concluded that it would be desirable to
change the formal analytical and perhaps overly long
report style of the earlier document.

Oon the other hand, we believe our message is
important. This study has permitted an objective review
of the profession by knowledgeable outsiders. This is a
rare opportunity which must not be missed. Also, we
believe that the profession is in real danger and needs
concerted action by its practitioners, its associations
and the government department which has a mandate to
support it. Communication of these facts is vital.

Readable Format Plus Challenging Style
The report itself is brief, without an executive
summary, to convey our message quickly and succinctly.

The extensive supporting appendices can then be examined
by the inquisitive reader at his or her leisure.

* See for example the President's message, RAIC
Bulletin April-May 1984.
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Our report challenges the profession to act. We
have pulled no punches and can offer no universal
panaceas. The architectural industry should have an
important place in the Canadian economy, but that place
can only be assured by concerted action by the i
practitioners themselves, supported, where appropriate, ;
by government and other concerned organizations. i

Our perspective in writing the report is strategic. |
We are focusing on the industry as a whole and will
present recommendations for government, RAIC and
provincial associations to consider. We have also
attempted to provide guidance for strategic planning at a
company level, although in a nationwide study it is
impossible to offer specific advice to individual local
firms.

OUTLINE OF
THE REPORY

The report contains three chapters plus supporting
appendices.

l. An Alarming State of Business describes the
current status of the architectural business in
Canada and looks at the future expectations of
the construction sectors it serves.

2. Can Anything Be Done considers the role of
architectural services in the Canadian economy
and looks at strategic options for the industry
and for individual firms.

3. Some Specific Steps presents our conclusions and
recommendations to associations and governments
on ways of improving the architectural business
in Canada. As well, this chapter contains ideas
and recommendations for individual firms to
consider.

The appendices contain more perspectives and
information on the practice of architecture in Canada,
including:

A. A profile of the profession in terms of the
numbers and types of firms, employment, and
ownership patterns.
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B. An outline of the domestic business side of
architecture including overall distribution of
fee income, mix of business and outlook for
specific sectors.

C. A note on export of architectural services and
the types of projects in the export market, as
well as their location and other general trends.

D. Trends in technology related to the architectural
business with particular emphasis on the use of
computers and computer aided design and drafting.

E. A summary of the various Statistics Canada
building classifications used in the report.

* * * *

We would like to thank members of the Steering Committee
for their valuable comments during the course of our
work. The Committee included Jack Hall, Chris Charette
and John Wickes from DRIE, and Bill Shields, Michael
Roberts, Rod Robbie and George Hamann from the RAIC.
Their encouragement and constructive comments have been
most helpful. 1In addition, we would like to thank the
Merchandising and Services Division of Statistics Canada
for their advice and assistance. Finally, we appreciate
the enthusiastic cooperation of the architectural
community in our interviews across the country.

This has been a most challenging and interesting
assignment for us. We appreciate the opportunity to
continue our close involvement with the architectural
services industry in Canada, and we hope that our work
will be of assistance in coming to grips with the needs
of the future.

Respectfully submitted,

/ézkz/v/A§Zv¢¢v¢AA(/~,A;L¢44%421%9€/
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EXHIBIT 1.1

ARCHITECTS EXTENDING INTO NEW SERVICE AREAS

GOVERNMENT
REGULATION OF BUILT
ENVIRONMENT

BUILDING NEED
IDENTIFIED BY CLIENT

TRADITIONAL SERVICES

e SCHEMATIC DESIGN AND
DESIGN DEVELOPMENT
CONSTRUCTION DOCUMENTS
NEGOTIATIONS

CONTRACT ADMINISTRATION

BUILDING OCCUPIED
BY CLIENT

SERVICES PROVIDED BY SOME FIRMS

Environmental Planning
Urban Planning and Design

Market Research
Feasibility Studies
Advance Planning

- Functional Programming
-~ User Needs

Financing and Funding

Construction Management and
Scheduling Project Management/
Developing Engineering
- Structural
- Electrical
- Mechanical
- Municipal
- Surveying

Interior Design

Landscape Architecture

Building Evaluation
Maintenance Planning*
Facilities/Space Planning*
ongoing Interior Design*
Maintenance of Building
Data Base for Inventory,
Alterations*

* New Service areas identified with an asterisk.




1. AN ALARMING STATE OF BUSINESS

The practice of architecture in Canada has always
been cyclical. However, the overall trend has been a
long-term decline in the architectural service business
in Canada in real terms since the late 1960s. This
decline has become more pronounced in the last few years.
The economy is only partly to blame. Among other factors
many architects have not adjusted sufficiently to the new
realities of their business environment. The outlook for
the future is not much better unless some important
changes are made.

TRADITIONAL SERVICES
ARE IN DECLINE

All architectural firms provide a set of
*traditional®™ architectural services. The core of these
services has always been in conceptual design,
preparation of drawings and specifications, and contract
administration. Although some firms provide a wide range
of other services usually through separate companies or
associated partnerships (see Exhibit 1.1), the
traditional services account for the great majority of
the activity of Canadian architectural firms. All the
signs point to little growth and in fact overall decline
in these services over time.

e Real fee income declining. Architectural fees go

up and down with the economy, most particularly
with investment in building construction and the
share of that construction for which architects
provide services. While fee income over the
years has been highly cyclical, in 1984 real fee
income to architectural firms in Canada was down
12 percent from 1977 and 20 percent from the most
recent peak year of 1981. While data are
imprecise, real income in 1984 is also probably
about 20 percent lower than in the late 1960's,
the high point of major institutional building in
Canada (see Exhibit 1.2).

e Firms getting smaller. Over the 1977-1984
period, the number of firms has risen from 1,300
to approximately 1,800, but the average size has
dropped from close to seven to four or five
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persons per firm. This drop is reflected in a 36
percent decline in the average real income per
firm (see Exhibit 1.3). These averages mask the
real situation in the industry:

- Only nine firms earn over $5 million
annually. They employ well under 100
employees each on average. These firms
include the "international stars®™ (firms built
around an internationally renowned designer
skill), together with firms specializing in
building types with reasonably constant demand
such as major commercial, medical and
institutional or government projects.

- There are only 80 firms in the $1 million to
$5 million range with an average of 25 persons
per firm. These work mainly in the
institutional field.

- Over 90 percent of all architectural firms
(about 1,600 out of 1,800) earn less than $1
million a year, and of these almost 1,000
firms earn less than $200,000 per year. These
smaller firms are mainly sole practitioners
who are particularly focussed on the
residential and renovation fields.

Overall, there has been major downsizing in most
firms. This is a continuation of a long-term
trend since the institutional building boom of
the late 1960s when educational and medical work
was half of the total architectural billings (as
compared to about a quarter now).

Export still not significant. Real income from
export is up slightly (about 8 percent) from
1977, and a few firms have established
significant practices in the United States.
However, export still accounts for only about 2.5
percent of the total architectural income in
Canada.

For work in lesser developed countries, Canadian
firms are not well-positioned in general. For
the most part, Canadian firms are too small to
finance and support significant export work,
relative to their competitors from other
countries. Canadians also lack the "package
deal” capabilities which exist in other
countries. Architecture is an early developing
profession in lesser developed countries and
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world funding agencies are increasingly
encouraging the hiring of locals thus decreasing
the demand for architectural services from the
developed countries. In spite of these
conditions, a few Canadian firms remain very
competitive in special areas of expertise and
building types honed in the domestic market.

Many are desperate for work. While other

industries have shown an upturn, the
architectural business is still in the
recession. As business has declined and the
number of firms proliferated, it is only natural
that many individuals and firms will be short of
work.

Particular problems in some regions. While all
areas of the country, with the exception of the
more remote areas, are well served by the
architectural profession, certain regions have
undergone particular difficulties in recent
years. It has been particularly difficult for
larger firms in the eastern and western provinces
to weather the recent recession. In both those
sections of the country as well as in central
Canada there has been a significant trend to
smaller firms.

¢ UIC
rates are now three times higher than they were
in the early 1980s. Technicians and other
professionals in architectural firms have been
particularly hard hit. Non-architectural
professionals and technicians have been reduced
as architects "go back to the boards", taking on
technicians' work or, in some firms, converting
to computer-aided operations requiring lower
technician input.

Pressure opn associations. Both provincial and
national associations have come under increasing

pressure over the years but particularly in the
last few. With resources down and problems up,
there are greater demands for concerted action to
help the profession. Not only are funds short
but important volunteer support has been reduced
as people focus on maintaining the viability of
their businesses.
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EXHIBIT 1.4
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In short, a beleaguered professional service. While
a small number of firms are still thriving, and in fact
growing, the majority are hurting, with consequent
damaging effects for the long-term health of this service
sector.

THE ECONOMY IS ONLY
PARTLY TO BLAME

Construction expenditures are unquestionably down,
but competition and architects' lack of flexibility have
also been factors in the decline in business.

r) Dri Architects' Busi

Architects' business is dependent largely, but not
entirely, on investment in building construction.
Cyclical boom times aside, the longer-term trends in
building construction have been downwards as demographic
and infrastructural factors have modified the demand for
additional built space. Housing and institutional
building have been in decline in real terms for some
time. More cyclical commercial and industrial investment
is also under pressure as the rate of economic expansion
in the country slows. These trends have been
particularly marked during and after the 1981-1982
recession highlighted by a reduction in investor
confidence in the private sector and the move to reduce
government deficits.

Apart from direct involvement in building
construction, some architects do offer services which are
not dependent on this sector directly. However in the
broad sense, as the economy goes so goes the architects'
traditional business. Thus in an economic decline, the
only way for such a sector to grow or even sustain itself
is to supplement traditional services by offering other
services not directly tied to construction investment.

Since 1977, various components of architects'
businesses have performed in different ways (see Exhibit
l.4). Generally residential and institutional income
have been declining with commercial and industrial income
peaking in the early 1980s and falling dramatically
thereafter, with an encouraging sign of growth in
renovation.
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EXHIBIT 1.5
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Qther Factors Also Importapt

Apart from the economy, two other factors have had
an effect on the architectural services business.

) bli d_hind . Public
sector work has sustained many firms, growing in
importance for the industry as a whole from 40
percent of total fees in 1977 to an estimated 50
percent at present. Public sector investment is
more important in certain building types (see
Exhibit 1.5). Government has generally attempted
to spread work around amongst architectural
firms, in some provinces placing quotas on the

| number of projects a single firm can obtain.
Also, public sector clients sometimes force joint
ventures between architectural firms as another
means of distributing work as well as increasing
competence for specific projects.

Architectural firms across the country as well as
architectural associations have indicated that
their number one concern vwith governments is the
way they do business. Public sector policies and
practices have hurt the industry or made the
practice of architecture more difficult.

Problems have included:

-~ The oft-mentioned problems of the cyclicality
of government spending on construction which
although easy to identify are difficult to
correct

~ Although there are signs of real efforts by
some departments to increase contracting-out,
it is still an area of concern to the
industry.

- Procurement practices in which procurement
agencies encourage excessive competition,
downward pressure on fees and unrealistic
contract demands. A major concern is the
continuing practice of political approval and
often appointment of architectural firms for
major contracts with government rather than
allowing a proper competitive process to
decide. Also government third-party agencies
set up as contracting agents between the
architect and the true client have caused many
frustrations and excessive cost to firms. 1In
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addition, crown retention of copyright and
ensuing liability complications have caused
problems for architectural firms. Too many
meetings and the start/stop syndrome of many
government projects have further exacerbated
the problems.

- Government taxation procedures which have not
recognized the nature of firms or have
retroactively attempted to secure additional
tax revenues from these businesses.

Architectural services are subject to competition
from other professionals and non-professional
businesses. While the number of integrated
architectural/engineering firms is probably down,
some still exist and compete with architectural
firms. In general, over the past several years
legislation in many provinces has separated
effectively the engineers' and architects!'
jurisdictional disputes but there is undoubtedly
still competition in some areas. Designers and
technicians continue to provide lower-cost
services to some clients.

While foreign (most notably U.S.) firms have
clearly not made significant inroads into Canada,
other professionals and service firms are
competing with architects in some non-traditional
service areas, such as construction and project
management, space planning and interior design,
landscaping, urban planning and management
consulting. Finally, developers with a
continuous building program have built up
in-house design staffs, but there are indications
that private firms are making inroads into this
market and convincing developers of the value of
contracting-out for service.

At the present time there are both tariff and
non-tariff barriers for U.S. firms wishing to
practice in Canada. These barriers discourage
the entry of U.S. firms into Canada. 1In
contrast, there do not appear to be as
significant barriers for Canadian firms operating
in the U.S. Clearly some firms are competitive,
especially in areas where Canadians have unique
expertise developed at home.
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If in the future free trade was extended to the
architectual profession in North America,
Canadian firms could be hurt - particularly by
U.S. firms who are very large and have extensive
technological capabilities.

§ Overall, outside competition is not currently a
major intrusion into the architectural services
business. Competition is more keenly felt in

‘ peripheral services than in traditional, core

| architectural services. 1In fact, there are some

signs of improved market share for architects in

the private sector as design quality becomes a

more important marketing tool for the private

developer.
But Architects Must Take Some of the Blame

While the economy and other factors have contributed
to the decline in architectural business, the
architectural community must take responsibility too.

e Many have responded to changed conditions. Many
firms have downsized and adjusted their work
approach for smaller assignments and/or moved
into new areas (for example renovation). These
firms espouse the "small is beautiful" philosophy
and many are providing effective services to
clients not normally served by architects in the
past. Other firms have broadened their services
and expanded into new markets by bringing on new
people or joint venturing with other firms.
There is evidence that these non-traditional
services are growing. Still other firms have
become active in the export market. Some have
managed their practices very well and many have
introduced new technology such as computer-aided
design and drafting and have developed world
class technical expertise in certain building
types.

e But many have not been responsive. Many firms
have stuck to their old ways and not effectively
pursued new opportunities for a variety of
reasons: financial constraints, personal
inflexibility, and in some cases stubbornness or
the belief that society owes them a living. Many
have been poor managers, not taking proper steps
in cost control, in the improvement of
productivity and use of new technology, or in
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planning strategically for their businesses.
There has also been a reluctance to explore new
market areas. Finally, many of the older and
larger firms have broken up into a number of
smaller separate companies. 1In general, this
trend reduces the continuity of service for
clients and also splinters the experience and
technological expertise that firms acquire over
time.

Cost competition occurring. In most industrial
and service markets a decline in demand for
services produces price reductions and cost
competition. 1In spite of the existence of
architectural fee schedules, there has been
growing pressure for fee cutting in the
architectural business. Some clients are
demanding "more" for “"less" and negotiating fees
downward. At the same time some architects,
desperate for work, are offering their services
for lower fees.

Profession has not marketed itself well.
Architects continue to suffer from image problems
in the eyes of the public in general and, more
importantly, from the viewpoint of many clients.
The profession has not communicated its services
or their value effectively and has often
projected an elitist image or one of being not
responsive to clients' interests. Architects are
viewed by some clients as a group which lacks
cost-consciousness, gives poor client service,
and attaches more importance to its own values
and ideals than to the clients'. There has been
a lack of effective programs to combat this image
problem. The profession also has lacked a
clarity in defining the services which it
provides. There has been too great a tendency to
blame "them" for the problems and not "us".
Architects need to increase their focus on the
quality and appropriateness of the service which
they provide at the same time as working to
overcome image problems.

Profession also creates jts own barriers. The
plethora of professional regulations continues to
inhibit firms from expanding or even maintaining
their businesses in difficult times. Provincial
regulations are significant barriers in several
ways:
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- The prohibition of anonymous names and the
requirement that only living resident partners
names can appear in the firm name reduces the
continuity of firms, contributes to the
public's image of instability within firms and
generally encourages the splintering of firms
into smaller entities.

- Restrictions against joint practices with
other disciplines and the ability to offer
services outside the traditional architectural
fields within an architectural business also
inhibit diversification.

- Rules on advertising also have reduced
marketing flexibility and constrained an
important vehicle for communicating with
architects' many publics.

- Restrictions against interprovincial
practices, including the lack of reciprocity
in licensing provisions between provinces has
further limited architects' flexibility.

In view of the significant changes which have
occurred in other professions which do not have
the concern about shrinking markets, the
architectural profession appears behind the times
in moving towards more flexible professional
regulations.

FUTURE OUTLOOK
NOT MUCH BRIGHTER

Going from an analysis of the past to a look at the
future, there are few signs of a major turnaround in the
traditional architectural business.

Overall Outlook: Slow Growth

The events of the last decade have made economic
forecasting a hazardous profession. Nevertheless, all
indications point to a significantly lower average annual
real growth rate for Canada in the years ahead compared
to the 1970s. Forecasts range from 2 to 4 percent in
contrast to growth rates of 5 to 8 percent in the last
decade.
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EXHIBIT 1.6
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The residential and institutional sectors will
likely remain flat or perhaps even decline in real terms
over the coming five to six years. 1In the residential
sector there is a significant switch to low-rise compared
to the demand for multiple dwellings where architects'
services have been traditionally used most. The outlook
for educational and other institutional buildings
continues to be poor, although in some parts of the
country there will be continuing demand for medical
facilities. Commercial and industrial sectors show some
prospects for growth but still at rates significantly
below earlier times.

These overall trends are illustrated in Exhibit 1.6.
On the other hand, there is every sign that some of the
peripheral or other services of the architectural
industry are growing under the influence of some
architects' drive for continuing viability of their
businesses and even expansion. Also, other forces such
as the growth in technology are increasing the
opportunities in the area of peripheral services.

! Diffi ies s} n s Acti k

With this outlook it is clearly time for architects
to take both individual and collective action.
Continuing decline in the traditional services will only
lead to smaller practices, more difficulties in obtaining
work and, unquestionably personal difficulties for many
individuals. Slow or no growth in the market,
improvement in operational efficiencies through
technology,and the continued addition of new architects
into the market will of necessity produce greater
competition with work spread thinner. Firms will
continue to decline in size and there will be no
employment growth.

The implications are for the architectural services
business to return to cottage industry status. While a
few star firms and those with established markets will
continue to prosper, there will be increasing pressures
on smaller firms to provide more appropriate services to
smaller clients and/or to explore new fields of service
opportunity.
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However, there are options. These require action
not only by practising architects but also by those
outside the profession. They require co-ordination and
assistance from associations and governments that need
the wholehearted support of the individual practitioner.
Many options are open but not all will work. The next
chapter looks at what could be done.
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2. IS THERE ANY HOPE?

buring our interviews across Canada, architects
frequently asked "Is the profession still going to exist
in ten years time?". The decline in business coupled
with the proliferation of new firms has pressed everyone
to seek an answer to that question. Some offered a
single panacea - more work - as if there was some
untapped source of new investment in building
construction which could be turned on to help sustain the
practice of architecture.

There are no new, easy solutions. But the options
are clear: the profession can be allowed to die, or
someone (presumably government) can bail it out and
sustain it, or new avenues of growth can be encouraged
and pursued. Let us look at these options and consider
the real alternatives both for the industry as a whole
and for individual firms.

ARE ARCHITECTS
REALLY NEEDED?

This is presumably a good starting point. Does
Canada need a continuing architectural profession? Are
architects a necessary component of the service sector of
the economy? We think "yes" for several reasons.

E ide "2 Environmental Conscience®

Architects play an important role in the quality of
the built environment of the country. They have a major
effect on the urban design of the external environment as
well as the quality of interior space in which we all
live, work, play and are cared for. Architects have a
concern for the environment and have been key
spokespersons for many needed improvements. As a
profession, architects have traditionally espoused
broader goals for building construction and the urban
environment, providing viewpoints on longer-term
considerations of society rather than the often shorter-
term outlook of business and government clients.
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Furthermore, architects are considered by many
(including many architects) as both trend setters and
guardians of the aesthetic values of the built
environment. In this way they bring broader societal
values to clients' decision making, an input which
experience has proven to be of benefit to Canada.

nomy In v |5

Though small, the architectural industry is an
important part of the service sector:

e Employment and Revenues. The approximately 1,800
architectural firms employ over 6,000 people with

current sales of close to $0.5 billion which

includes $12.5 million in export earnings. They

clearly generate taxation revenue and spin-of
multiplier effects on employment and purchasi
throughout the economy.

e Technological Transfer. Architects provide a

important link between manufacturers of building

products and their sales and application in

actual construction. Architects have always been

an important element in the process of gettin

new products reviewed, approved and applied. They
also participate in a variety of ways in product

innovation. Although generally considered
conservative in their willingness to try new

products (in large measure due to their liability
position), architects provide a valuable service
in the complex process of developing and applying

new products and improving old products.

While architects are seen as integral to the
technology process, they lack an active role
research and development concerned with

buildings, whether it be technical or social

R & D. Architects have expressed an interest in

being more involved in R & D, but they lack

access to available sponsorship programs and they

do not have sufficient resources to carry out
own-account R & D,

f
ng

n

g
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e Economic Efficiency. Architects contribute to

the efficient running of the economy in sever
ways. Firstly, it is generally considered th
the provision of certain services on a contra
basis is more efficient than provision in-hou

al
at
ct
se.
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This is particularly the case when organizations
deal infrequently with capital investments and
lack internal staff with the needed expertise.
Also, architects provide an important long-term
outlook on the question of cost efficiency in
design, particularly when dealing with clients
with shorter-term views or ones not intending to
retain ownership of the building.

"General Manage" ;hg Building Process

Finally, architects provide a broad expertise on all
aspects of the building process as well as, in many
cases, specialist knowledge. This type of perspective is
needed to co-ordinate the many other inputs required to
complete complex building types. Thus as long as we need
to build and renovate buildings, we will need
architects.

I I -E- I . E i .Eaj] Q!lt.

Many professions and other sectors of the service
industry particularly those related to the construction
business, have also experienced difficulties in recent
years. Others have taken significant steps to alter
their circumstances. Architects have been among the
least flexible in adjusting to the circumstances both as
individual firms and as an industry.

However, the architectural business has some
justification for requests for help. It is an important
and long-standing profession, but its small size and
limited resources mean that there is justification for
government to help the architectural services sector to
help itself. "More work" may not be the title of this
report, but it is clearly the objective if the profession
is to be sustained and enjoy the possibility of some
growth.

TWO REAL OPTIONS
EOR THE INDUSTRY

In its attempts to reverse the long-term trend and
stabilize or even grow, the architectural business in
Canada, the industry and interested governments really
have two possible strategies.
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DUOIBIT 2.1

ARCHITECTS PARTICIPATE I[IORE TNFAVILY
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1. Maximize Traditional Busi

This approach involves doing what is necessary to
get all the work there is in the building business; that
is, concentrating on traditional services and providing
those services to a level of quality and responsiveness
that all clients with building needs turn to architects
for their services. Statistics indicate that architects
share a much higher proportion of work in some sectors
than others (see Exhibit 2.1). Higher fees and a high
share of market has always marked the architects'
institutional business. Commercial, multiple residential
and industrial markets also show reasonably high
penetration, much higher than single-family residential.
However, it is clear that architects could be
participating more in some building types, particularly
smaller-scale commercial and industrial as well as in
single-family residential and particularly, the repair
business.

This approach to increasing the volume of work
involves a number of activities, including:

e Lobbying to ensure that architects get a chance
at all of the building construction work
available, including reduction of in-house work
by the public and private sectors.

e Improving the quality of architects' services and
deepening expertise so as to provide a more
expert and responsive service to clients.

e Focusing on efficiency and cost reduction in
practices to provide better quality services at
lower cost.

® Achieving cost flexibility to bridge the bad
times yet still be able to invest in keeping
abreast of new technology and other developments
with which clients expect architects to be
knowledgeable.

® Working to increase architects' share of business
in all building types.

However, while there can be some gains made in
certain building types, this is not an option which will
lead to significant real growth in the business of
architecture. Architects already participate in a
substantial proportion of building work. While this
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proportion could be increased (and will undoubtedly grow
as architects search for new business), significant
change in the total volume of work done by architects is
unlikely to result.

2. I L | I

The second strategy is literally to broaden the
services which architects provide in order to obtain
business outside of traditional services. Referring to
Exhibit 1.1, this approach implies significant growth in
non-traditional service areas.

This strategy is already being adopted by some
firms. The industry is now providing a wider variety of
services than in the past. 1In fact, core services are
shrinking as other services grow. The services of
architectural firms can be thought of in three
categories:

e Traditional Services, which include conceptual
design, the preparation of drawings and
specifications, assistance to the client in the
approval process, and contract administration.
These traditional or core services still account
for the bulk of architectural revenues but as
discussed earlier, present little growth
opportunity.

e Diversified Services. These are the services
which are related to the building process but
which do not fall under the traditional
definition of architectural services. These
include planning (both urban and environmental),
landscape architecture, interior design,
construction management and even development
itself. These services normally require
association with other professionals or persons
with different expertise.

e Emerging Services are those which are
particularly related to the earlier stages of
development of building projects and the services
which can be provided once the building has been
occupied. These include market research,
financial and feasibility studies, space planning
and furniture inventories, building monitoring
and retrofit.




The movement away from traditional services into the
diversified and emerging services carries with it several
implications. More attention will have to be paid to the
management of diverse services. More importantly,
associations will have to consider reduction in the
numerous barriers placed in regulations which discouraged
this type of service provision.

In comparison with the earlier option this is likely
to be a more fruitful approach for the industry in its
attempt to sustain and increase the demand for
architectural services in Canada. Improving the
traditional services and deepening architects' share of
the market in the various building types will lead to
more work, but the most encouraging option is
diversification and the addition of new types of services
to the architects' repertoire.

INDIVIDUAL FIRMS
HAVE MORE OPTIONS

If the industry has only two real options,
individual firms within the industry have many more ways
to stay in business or to grow. There are five basic
choices, though the small-scale and limited resources of
many firms pose a real constraint to pursuing some of
themn.

l. Just EKeep On Going
This is the approach selected by default by many.
They have no particular plan or strategy. They take

opportunities as they arise; some firms are lucky and
sustain themselves and others are not.

The act of planning or adopting a strategy as a firm
is no guarantee that the strategy will be successful. On
the other hand, a purposeful approach to the business can
certainly help in focusing the limited resources of the
architects' time for marketing, development of internal
skills and resources and keeping abreast of new
developments.

2. Decide to Speciali

Firms can decide (usually as a result of the past
experience) to become "experts®™ in one, or a small number
of building types. Alternatively, some firms have chosen
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a particular sub-service area of practice and have become
sub-contractors to other architectural and
non-architectural firms by offering specialized but very
narrow services in a wide range of building types.

Obviously the decision to specialize is dependent on
the size and continuity of the markets for the chosen
specialty. If the markets are large and not highly
cyclical, then being a specialist can lead to a good,
ongoing practice. However, the choice of a narrow market
or one without long-term prospects is only a short-term
help.

The decision to specialize is at best only a partial
solution and is not as viable for architects as for many
other service business because architects' markets are
still geographically very focused. While engineering
firms can develop a specialty and practice it worldwide,
architects' practices rarely extend beyond a single
region of the country. 1In general, such specialties are
not as unique or differentiated as in other professional
businesses. Thus architecture is more like law than
engineering or even medicine in terms of the practicality
of a strategy of specialization.

3. Open Elsewhere

For most this is only a theoretical alternative. A
few firms have tried to establish geographically spread
offices. Invariably these have worked for a project or
two but in almost all instances firms have withdrawn and
returned to the traditional location of their original
offices. While this approach has worked successfully for
many firms in the United States, in Canada because of the
smallness of firms, architecture remains a very personal
business, one not easily diversified geographically.

If geographical diversification is considered, a
move to the United States (if the experience of some
firms is to be duplicated) represents a more obvious
opportunity than a move elsewhere in Canada.

.. Di ifv Into Related Servi

As arqgued for the industry as a whole, this is
probably a good general strategy for many firms.
Diversifying into related services broadens the firms'
services to its clients and complements the generalist
skills and training base of the architectural
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practitioner. It often however involves bringing in
non-architects to work in the business increasing the
complexity of management. Many firms have adopted this
approach with considerable success.

5. Bol I tice With Non-Architect 1

Some architects and firms have sought to overcome
the cyclicality and uncertainty of architecture by also
establishing parallel but different businesses. Some are
closely allied, such as development or contracting. Other
firms have set up totally separate businesses, for
example retail establishments, in order to provide an
ongoing source of revenue to offset the uncertainties of
architectural practice. This type of diversification is
made easier if the management of the other enterprise can
be sub-contracted to others, leaving the architect to
devote his or her main energies to the architectural
practice.

* * * *

In conclusion, steps should be taken to bolster the
architectural business in Canada using a combined
strategy of maximizing architects' shares of their
traditional services plus encouraging and facilitating
the diversification of architects into other related
service areas. Let us now look at some specific actions
which can be taken.
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3. SOME SPECIFIC STEPS

There are a number of steps which could be taken to
help revive the architectural services business in
Canada. These are divided into two groups: those which
could be taken either by government or associations or
both together, and those which individual firms should
consider.

A. ASSOCIATIONS AND GOVERNMENTS

Before looking at what could be done to assist the
industry, it would be appropriate to consider what the
overall objectives should be. Together, architectural
associations and concerned government agencies should:

® Support steps to improve the economy and
investment in building construction. While,
unfortunately, the first steps involve reduction
of government deficits and thereby likely
reduction in investment in building construction,
in the long run a healthy economy is necessary
for the investment on which the architectural
services business is and will continue to be
largely based.*

e Remove impediments blocking firms from pursuing
new opportunities including expansion into
non-traditional services. These impediments are
mainly at the association level, but there are a
number of things governments can do as well.

e Provide support and encouragement to help firms
sustain themselves. As we have argqued, there is
no justification for a bail out. It is time,
however, for architectural firms who want to
sustain themselves and grow to be allowed to do
so in a purposeful yet professional manner.

In looking at how some of the following steps can be
implemented it must be remembered that the smallness of
the architectural profession has led to associations with
limited financial resources. Thus, there is a need for
government financial help in implementing some of the

* Royal Architectural Institute of Canada, Brief to

Economy, October, 1982.
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suggested steps. These suggestions are directed at both
increasing the amount of architects’ traditional business
and helping firms to explore and expand into new markets.

MAXIMIZING ARCHITECTS  SHARE
OF EXISTING MARKETS

There are six separate areas in which governments
and associations can help to maximize architects
traditional services business.

1. Work to Overcome Image Problems

Associations, with government assistance, should
first understand the nature of the architects’ image
problems and then develop active programs for changing
the image as appropriate. The first step is to recognize
that these problems are the architect’s fault and not due
to some inadequacy on the part of the public and
clients. From this point specific steps can be taken.

® Sponsor a national architectural image survey to
explore the attitudes of both the public at large
and architectural clients about the architectural
profession. This survey should cover a
sufficient number of respondents to be
statistically significant so that regional
differences can be identified. -DRIE should
financially assist the RAIC in sponsoring this
survey. The results of the survey should be
communicated broadly to the architectural
profession. After sufficient dialogue on the
results, corrective programs should be developed
a) to encourage practising architects to
undertake specific activities to correct public
and client perceptions and b) through advertising
or other means, to communicate the true nature of
architectural services to both public and
clients.

® Continue to develop community involvement and
helping programs such as community improvement
task forces, voluntary inspection services and
input or other contributions to major community
issues. Experience with these association-
sponsored activities to date has had a positive
effect on the public’s image of the profession.
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Focus architectural award programs on the impact
of high-quality architect-designed buildings on
the public and client needs. Successful examples
of architectural involvement should be
publicized. Emphasis should be given to those
aspects of the service which would be most valued
by the client, including cost efficiency, quick
sale or lease attributable to quality design and
adherence to design and construction schedules.
These competitions should also take into account
user views,

ofessio B iers

While there has been considerable movement since our
last study on the industry in this regard, there is still
a need to change regulations which inhibit
interprovincial practices and more appropriate marketing
by firms.

Encourage more seminars for firms interested in
improving marketing techniques, sponsored by
associations, perhaps with government
assistance. There should be more interchange
with other professional service organizations on
approaches used in their businesses. Liaison
with U.S. associations regarding more aggressive
marketing techniques should be continued.

Work to reduce barriers to interprovincial
practices to allow the development of larger or
national firms. These barriers to
out-of-province firms establishing branch offices
have resulted in a limitation of the markets
available to some firms. Associations should
make changes to allow firms to retain their
normal names for branch office operations and to
remove residency requirements for those
principals whose names appear on the letterhead.
It is important that these arrangements be
reciprocal to allow a freer movement of firms
outside of their home provinces.

Remove barriers against the continuation of firm
names after the retirement of founding
principals. Firms able to demonstrate sufficient
continuity in the principal owners should be
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permitted to retain their corporate identity even

- after the retirement or death of the principals
whose names are attached to the firm. 1In
addition, firms should be permitted to use names
other than the surnames of principals. These
measures should encourage the development of a
stronger corporate identity for larger practices
similar to those in most other professions and
for architects in other countries.

3. Improve Procurement Procedures and Practices

Government should take steps to reduce the
long-standing concerns on the part of architects about
the ways in which governments retain architectural
services. These should include:

e Reduce proposal costs by adopting a two-step
system in all proposal calls. This should
include a first step in which qualifications and
experience are submitted by all firms with an
interest in being considered, followed by the
selection of a limited number of firms to prepare
specific proposals. Such a system should be
encouraged at all levels of government involved
in contracting for architectural services.

e Ensure that architects are selected on the basis
of ability, not for price or patronage reasons.
Governments at all levels should institute a
merit rather than a political system for awarding
architectural commissions using jury systems to
award commissions on a fair evaluation of the
firms' competence and experience. Only
recognized fee schedules should be used and price
bids should not be a major factor in selection.

e Remove the frustrations of having to work through
government contracting agencies by allowing
architectural commissions to be awarded by the
specific clients for the work, who could be
advised on contracting procedures by special
contracting agencies.

e Ensure that, in projects involving government

subsidy to companies, appropriate architectural
services are used.
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Review joint-venturing procedures and the
encouragement of joint-venturing, whether
explicit or implicit, in competitions for
government projects. This review should also
cover reported constraints on insurance and
liability coverage under joint-venture
arrangements.

Ensure that Treasury Board and other government
procedures treat architects fairly in comparison
to other professionals such as accountants,
lawyers and engineers.

ms el

To better their quality of service, firms will be
looking at ways to increase productivity in their
practices. To help in this, associations and governments

should:

Facilitate broader access to CADD and
computer-assisted administration and project
control systems. The particular emphasis should
be on access to these systems for medium-sized
and smaller firms to permit them to continue to
compete effectively. Methods should include
broader seminars and educational programs on the
use of CADD and other computer-aided techniques,
working with manufacturers to introduce
lower-cost systems and encouraging sharing or
service bureau arrangements to provide access to
firms that cannot afford individual systems.

Do not mandate CADD use on government projects
since the use of these techniques should be
allowed to evolve naturally in a normal
competitive environment. Also, mandated use will
inhibit access to contracts by medium-sized and
smaller firms.

Ensure that the needs of architectural firms are
represented at any review of the taxation system.
Architectural firms are small businesses, and
should receive treatment appropriately.
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5. Reduce Government In-House Work

The profession still has concerns that more work
currently done in-house by government could be contracted
out with benefits both in terms of government cost
reduction and increased work for private firms. To
develop an appropriate approach, DRIE should assist
associations in the following steps to develop a logical
and defensible approach:

e Develop guidelines based on a clear economic and
business rationale. It is not sufficient to
argue that "free enterprise is better®™ in the
argument for greater contracting-out. There must
be a clear rationale. Studies should be
encouraged to identify the broader economic
benefits of contracting-out and to develop
practical criteria and guidelines for determining
how much of its work a particular government
organization should contract out. These studies
could well be carried out at one or more
universities.

e Assess the real extent of excess in-house work.
Using the results of the above studies, an
assessment should be made of the in-house work
being done by specific target government
agencies. Such a review should be compatible
with current government philosophies to emphasize
the private sector wherever possible. Then
organization-specific strategies should be
developed to encourage an appropriate level of
greater contracting-out.

6. Facilitate Coping Mechani

A wide range of steps could be taken to shore up
certain aspects of architectural practice and help the
profession as a whole cope with the competitive
pressures. These steps include:

e Continue to support generally accepted fee
schedules and not press for price competition
within the industry. Firms are having a
sufficiently difficult time coping at the
established fee schedules and strong
encouragement of fee cutting could have a
devastating effect.
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Take steps to help firms reduce their cost
exposure to weather cyclical and lean times.
Government should seriously review the statute of
limitations with a view to reducing the
excessive, long-term liability architects
shoulder for the buildings they design. Any
reductions would have the effect of lowering
liability insurance costs and removing a major
psychological problem. Also, with many firms
moving to employment of contract individuals,
government should examine regulations and
taxation procedures to facilitate this important
coping mechanism.

Ensure that there is continuity of normal
benefits and fair tax treatment for individuals
employed on contract. Due to the increased use
of contracted employment there will continue to
be a large number of practising architects
regularly dislocated from their jobs. Placement
assistance through UIC and Manpower should be
increased. As well, the applicability of work
sharing and other Manpower assistance programs
for architectural firms should be reviewed.

Review the size of architectural enrolment in the
universities with a view to managing the flow of
new graduates in a manner commensurate with the
long-term expectations of the profession. This
can be done by promoting realistic expectations
among graduates concerning possible employment on
graduation, and broadening their training to
ensure opportunities outside the private practice
of architecture. At the same time, there is a
need to increase the key skills of students while
at university to enhance their usefulness to
architectural firms upon graduation.

Sponsor seminars on strategic planning for
architectural firms. These seminars should help
firms to assess their own approaches to survival
and growth.
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ENCOURAGING EXPLORATION
OF NEW MARKETS

Equally important for the future health of the
architectural services business will be for government
and associations to help architectural firms examine new
opportunities.

1. Red Barri E Jening 1} .

Regulations by provincial associations on multi-
disciplinary practices and the general ability of
architects to hold themselves out as offering other
services need to be reduced. While there has been some
movement in this regard (including the ability to
incorporate) more can still be done.

e Allow firms to identify other specialties on
their letterheads and other marketing materials,
including, if necessary, permitting equal
prominence to services other than those offered
by traditional architectural practices.

e Permit multi-disciplinary corporations and
partnerships in which architects hold a
substantial but not necessarily a majority
position.

e In association programs generally encourage
broader practices by offering conference programs
and seminars on advantages and approaches to
development and management of such practices.

2. Continue Support For Export Effort

While we have argued that export of services is not
a major opportunity, nevertheless there are firms who
could expand in this area. 1In this respect we see the
United States as the main export opportunity. Many
Canadian firms have already secured a toehold through
work for Canadian clients and developers active in the
U.S. This has been the main growth area of export over
the past decade and provides a more readily accessible
market as well as one in which a small share can provide
significant business to Canadian firms. There are,
however, some opportunities in overseas markets as well.
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Continue to work to reduce barriers to Canadian
firms practising in the United States. This is
likely to require reciprocity in arrangements for
firms working in Canada. However, complete free
trade with the U.S. could be harmful to Canadian
firms, if large, technologically advanced U.S.
firms decide to go after the Canadian market.

Support the development of greater capabilities
in certain key service areas which are in demand
is overseas markets. One is in the field of
training. Training is now a top priority with
most world agencies funding lesser developed
countries. 1In these countries, architectural
practices are among the first professional
services to spring up. These practices, though,
need training in practice management as well as
help in the more sophisticated architectural
projects. Canadian firms reportedly have
excellent practice management techniques. These
capabilities should be reviewed and specific
efforts made to encourage Canadian firms to offer
practice management training in overseas markets.

Individual firms should also be encouraged to
offer consulting services to lesser developed
countries who require help in planning their
building programs and in the development of their
architectural professions. For those firms
diversifying their service areas at home, export
in these areas is also a possibility once they
have established a so0lid reputation in the
domestic market.

Reinforce expertise in building types in which
Canadians already have a competitive edge.
Canadian firms have developed some unique
expertise through work done in the past in
Canada. Many of these represent export
opportunities. These include high Arctic
construction, specialized institutional building
and programming in health care, education and
correctional facilities, and to a certain extent
specialized exhibition and tourism/recreational
facilities. Both governments and associations
should support programs to further develop these
specialties, through R & D sponsorship and
general export support programs.
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Both associations and governments should continue
to encourage dialogue with other associations to
encourage joint-venturing between architects and
other service exporters including consulting
engineers, contractors and manufacturers
interested in turnkey business and, in
particular, public agencies interested in export
work. The latter include educational
organizations in Canada interested in providing
educational facilities and services overseas as
well as government organizations such as the
Ontario International Corporation with a mandate
to package services for major international
projects.

Recognize that export is an opportunity for only
a select few firms. Export needs either funding
for marketing activities or personal
relationships with clients active in export
markets. It is a business for larger firms or
firms with specific building expertise honed on
the Canadian market. Widespread programs to
encourage smaller firms and one-man practices to
export would be ill-advised.

3, I A To R & D Activiti

An avenue of expansion of architects' services would
be into research and development and technological
transfer activities. Government agencies responsible for
research and development programs should encourage
architects' participation in those programs which involve
development of new building technologies and processes,
including those with high potential for export. Both
associations and governments should:

Prepare a summary of available R & D funding
programs and disseminate this information to
architects.

Encourage more appropriate funding for government
research on building technology and actively seek
to involve architectural firms in this work.

Develop programs to encourage product

manufacturers to work with architectural advice
in the development of new building products.
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RHIBIT 3.1

FOUR _AYS TO INCREASE PRODUCTIVITY
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B. INDIVIDUAL FIRMS

Individual architectural firms will be supported if
government and associations carry out the specific steps
outlined above. There are also a number of things which
firms themselves could do, both to manage effectively
during cyclical and uncertain times, and particularly to
review the firms' strategy in an increasingly complex
market.

COPING WITH CYCLICALITY
AND UNCERTAINTY

For architectural firms, cyclicality and uncertainty
are facts of life. What is new is the expectation that
the current low point in the cycle will be protracted,
that is, that slower growth will continue for the
remainder of the 1980s. For individual firms this means
competing in a tougher market and finding ways to cope
with the inevitable gaps and surges in work. It also
means that to be competitive a firm must be more
productive, have a lower cost base and be in the right
market at the right time.

l. Reducing Cost Exposure

Firms should explore means to increase their
flexibility by building in safety valves to protect
themselves against cyclical demands, including:

e Hiring people on contract to increase flexibility
and staffing, and reduce the p0551b111ty of
unlawful dismissal suits.

e Compensating employees through a low-base salary
plus a profit-sharing scheme (thereby lowering
payroll costs and exposure during rough times and
creating incentives for employee productivity).

® Reducing overheads through sharing or renting
facilities too costly for a single firm (e.g.
CADD) .

2 ing Productivit

There are four ways to increase productivity (see
Exhibit 3.1). The first two generally translate into
coming to terms with the use of computers. The third and
fourth involve a perhaps greater challenge.
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EXHIBIT 3.2

A RANGE OF ROLES FOR ARCHITECTS IN R & D

- Own account R & D
- Government
Research contracts

"TRANSLATORS" - Need-definers

"APPLIERS" - Designers
- Project managers




@ Individual firms need to decide on their
direction concerning computerization, considering
such gquestions as the types of computers
required, their application and the implications
for productivity and manpower. Applications
include computerized administration, the use of
mini and micro computers for data manipulation,
and the most talked about use, computer-aided
design and drafting. While the use of CADD is by
no means universal, most firms who have tried it
believe in its long-term usefulness. Clearly,
smaller firms must find ways of accessing these
systems or improving manual productivity.

e Firms must continue to work to improve people
productivity. Increasing output per man-hour is
important but so is improving the quality of each
man-hour spent by employees of the firm. Given
the difficult times and the real need to improve
job satisfaction given the uncertainties,
architectural firms need to pay increasing
attention to what makes people productive. Key
factors which affect employees' job satisfaction
and productivity include: the use of technology,
the physical environment, the development of
increased skills and knowledge, social conditions
such as leadership, personnel policies,
organizational structures, etc., and the breaking
down and structuring of work items. Each of
these elements regquires ongoing attention by
individual firms if productivity is to be
increased.

3 {cipating In Technolodical Devel I

Architects can expand the scope of their services by
becoming more active in research and development and
other technology projects. But first, government and in
associations need to press for more access for architects
to this work. However, individual firms could become
more active in a range of roles (see Exhibit 3.2).

@ Architects should actively seek research
contracts from government and private
manufacturers to assist in the development of
improved building products and processes. Those
that can afford to, should undertake research and
development work on their own account using
whatever funding can be made available internally
within the firm.
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EXHIBIT 3.3

STRATEGIC PLANNING FOR
ARCHITECTURAL FIRMS
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® Architects could play a role in assisting
manufacturers in defining needs and in carrying
out market studies and application investigations
for proposed or new building products. As the
professionals most familiar with the application
of products, architects are in a good position to
offer this service.

® Architects can also assist in prototype and
application research for building products under
contract to both managers of projects or other
clients.

It is important to point out that many firms have
found that some participation in technological and
research work improves skills and helps with the
marketing of more traditional architectural services,
particularly, on those building types related to the
R & D effort.

INITIATING SERIOUS
STRATEGIC PLANNING

Most architectural firms do not have a well-thought-
out strategic plan. Strategic planning is not
necessarily a laborious and time-consuming exercise, nor
does it require extensive analysis and long
documentation. It is more a way of thinking about the
firm and its business which can lead to a more efficient
use of scarce resources and a more promising future. The
process is really quite simple and involves three basic
steps (see Exhibit 3.3).

1. Understanding Y - titive Positi

This involves a realistic “taking stock™ of both the
market and the firm's competitive situation. There are
four components.

1. Look at the market and the future business
environment. While few firms have access to
detailed market information, they can ask
themselves about likely trends in the market
which could affect their business. Generally,
these trends fall under the headings of:

- Developments in technology which will change
buildings or the manner in which architects
practice.
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- Political or legislative changes which will
alter the market in some way.

- Social and demographic developments in the
firms' market area which will have an impact
on building investment and design.

- Broader and more specific economic trends
which will have an impact on the market for
services.

Through a brainstorming session, a firm can
identify what it knows about key trends as an
input to its strategic planning process.

Realistically assess the firm's strengths and
weaknesses. This includes a review of resources
and expertise resident in the firm, and the
unique skills or advantages which the firm
possesses compared to other firms. Of particular
importance is the identification of the problems
or deficiencies that the firm needs to overcome
or circumvent.

Assess who the firm's customers are, or could

be. Decide what types of clients will be
attracted to the firm using past experience as an
important guide. 1Identify what those customers
are particularly looking for (their needs) and
what the firm will need to do to sell them
successfully on its services.

Understand who the firm's main competition is and
what their similarities/disimilarities are. 1Is
the competition weak or strong and how do we
stack up?

With an understanding of these basic elements, the

firm can move on to identify the options available to it
and to assess the consequences of those options.

> Jentifyving the Opti

The basic options for any firm were discussed

earlier.
carefully and decide what the advantages/disadvantages of

the various options are for the specific firm. The
options

The important step is to consider each

include:
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e Being a generalist or a specialist firm. This
can be largely dictated by the previous
experience of a firm or it can be a conscious
decision to develop in one of these two
fundamental ways. Normally, firms trade-off the
competitive advantages of specialization against
the uncertainties in the markets for specific
building types. Thus, the decision to offer
services in a wide range of building types versus
more narrow range has to be made against an
assessment of the firm's competitive strengths
and expectations of the broader market.

® Geographic expansion through new offices is an
option for @ few firms but it has generally not
proven to be a successful tactic for most who
have tried it. Both interprovincial practice
barriers as well as the difficulties and cost of
managing practices at the distances normally
found in Canada pose particular barriers.

e Adding related services to the basic
architectural practice is an important option
that many firms should consider.

Firms in uncertain markets or in other circumstances
may also want to consider branching into
non-architectural businesses to alleviate the normal
cyclical pattern of architectural revenues.

3. Developing A Strategic Plan

The advantages of a strategic plan are mainly in the
discipline of the thinking process which a firm's
partners must go through to produce one. The plan itself
need not be elaborately documented, but it should focus
on what directions have been decided upon (not how the
decisions were made), and on what specific actions are
going to be taken. Stratecic plans are often modified
yearly as experience &nd different circumstances require
changes in a firm's approach but should initially have a
two to three year horizon. Such plans are a tool, not a
straitjacket.

The first step is to evaluate the options open to
the firm in terms of ease of implementation, likely
returns, risks involved, investment required and other
criteria particular to the firm and its partners. Once a
basic strategy is chosen, it should be expanded to
answer, as specifically as possible, three important
questions:
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e Who will be our customers, and what are their
particular needs that we will be serving?

e How will we compete, and what will make us
successful?

e What resources will we need and how will we
acquire them, both in-house and by association
with others?

Once these can be answered, then the firm should
articulate several action programs, indicate who will
have primary responsibility and estimate time and
financial resources required. Such programs should
include:

e Marketing: What actions are going to be taken to
maintain contact with past clients and establish
relationships with potential new clients?

e Human Resources: How will we develop the skills
of the people we have, how will we select and
develop new people, what type of employment/
compensation/shareholding system will we have,
how will we joint venture, and with whom?

e Techpnology: What is to be done about office
technology which could improve productivity, and
about particular aspects of building technology
which are critical to the building types or
services the firm will be stressing?

e Financial: What will be the firm's financial
objectives and policies (such as retaining of
earnings and profit sharing proportions), what
budgets are needed to support various actions in
the plan, what annual business volumes are needed
to sustain the firm and what would be done to
sustain the firm if revenues fell below these
levels?

Other action programs may be needed by firms wanting
to initiate particular new activities associated with
their strategy.

Strategy reviews are often best done during an
intensive session away from the day-to-day demands of the
office, perhaps over a weekend. Outside help from a
friend of the firm, a consultant or other advisor is
usually beneficial to bring objectivity, experience in
other businesses and an ability to help reconcile
differing opinions amongst the partners.
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Clearly, the subject of strategic planning for
architectural firms is a more complex process than can be
covered here in a few pages. As recommended earlier,
this should be a subject offered at professional
conferences or by associations through seminars for their
members.

* * * *

This concludes our thoughts on specific steps which
various parties concerned about the future of the
architectural services sector should consider.
Associations need to take the lead, with the support and,
where necessary, financial backing from governments. But
ultimately both need the commitment of architectural
practitioners across the country to support any new
initiatives aimed at maintaining, even expanding, the
architectural business in Canada.
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EXHIBIT A.1l

GROWT N_NUMB F RIM
2 19847
19771 1982
+ 1800
+ 1600 FIRIiS
+ 1300 FIRMS
FIRIS
BUT AVERAGE SIZE SHRINKING
1877 1982 1984
6.6 PERSONS
PER FIRM 5.6 PERSONS
PER FIRM
PERSONS
PER FIRII
Source: 1. Statistics Canada, Qffices of Architects, 1977.

Catalogue 63-534.

2. Figure derived from Statistics Canada, Survey of
he Offices of Architec and Consultin
Engineers, 1982. Includes estimate of
non-respondents. See Explanatory Note %1 &t end
of this appendix.

3. Estimate based on industry interviews. See
Explanatory Note #1 at end of this appendix.




APPENDIX A
PROFILE OF THE PROFESSION

The Canadian architectural profession has undergone
a major transition since the late 1970's. The number of
firms in the profession has grown at the same time as
overall employment and average firm size has shrunk.
These changes have been reflected in shifts in the
overall structure of the profession and in the firms that
comprise it. Firms struggling to cope with the recession
and dwindling markets have made critical changes in their
personnel structures and in the type of services they
offer. In this appendix we summarize these major changes
which have occurred in the "makeup® of the profession.

. . But Ti 2 Scaling I

The number of firms in the profession has increased
from approximately 1300 in 1977 to approximately 1800 in
1984 (see Exhibit A.1)*., Rather than a sign of real
growth, this largely represents a fragmenting of existing
firms through splitting of partnerships and employee
lay-offs. Through our interviews across the country we
heard of numerous instances of "one-man shops"™ starting
up, and single architects "working out of basements".

Accompanying the growth in the number of firms, has
been a dramatic decline in the size of firms. Although
architectural firms have traditionally been fairly small,
in recent years they have shrunk even more. Based on our
industry interviews, we estimate that the average firm
today consists of four or five persons, in contrast to
approximately seven persons in 977. (See Exhibit A.l.)

* Architectural firms are defined as firms having: at
least one registered architect on staff; and
earnings of $5,000 or more from the provision of
architectural services. 1In the case of mixed
architectural/engineering firms the firm is
designated according to which activity generated the
most fee income in the year reported. See
Explanatory Note #1 at end of Appendix.
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EXHIBIT A.2

STAFF COMPOSITION CHANGING
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gl b P A

o e T it

-t : e ' Ay : - -
Registered Othe Technicians Administrative
Architects Professionals Other

1977 1982 1984

Source: Statistics Canada Surveys, 1977 and 1982. 1984
estimate based on interviews.




Staff Composition Chanaing

One of the many effects of the troubled times in
recent years has been a change in the staff composition
of firms. As architectural firms have shrunk, their
tendency has been to return to the architectural core of
the firm and to let other professionals go. 1In some
cases, mixed practices have no longer been found to be
profitable as clients seek specialist firms, as opposed
to integrated firms. This change is reflected in a
comparative analysis of employment composition in 1977,
1982 and 1984 (see Exhibit A.2).

Based on our interviews with firms across the
country, we believe that this trend has continued since
1982, with the result that architects and the use of
technology have displaced technicians to a certain extent
as well. Numerous firms recounted cases of reducing
administrative and technical staff to a minimum. The end
result of this phenomenon has been that many senior
architects are now "back on the boards", and/or carrying
out additional administrative responsibilities.

The firm of the future will likely see a further
extension of these trends. Firms will likely be composed
of proportionally more architects, fewer but highly
skilled, computer-trained technicians, and minimum
administrative staff. 1In Appendix D we discuss the
influences of technology on architectural practices in
greater depth.

n chi s

Many architectural offices in Canada today are
smaller than they were in the past. The challenging
question is - where did the displaced employees go? As
we have already noted, many architects have started up
their own practices. From talking to members of the
profession, it is evident that many of these architects
are only partially employed - work is infrequent,
sporadic and barely a means of survival.

Many architects today are also officially
unemployed. Although it is impossible to calculate the
exact number of architects, technical and support staff
laid off from firms we do have a number of indicators:




EXHIBIT A.3
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. Exhibit A.3 illustrates
the number of architects claiming unemployment
insurance in the first quarter of each year from
1980 through 1984. Although this figure includes
all architects (i.e. those previously employed in
government or private industry), it is a good
indicator of employment change.

employment from 1982 to 1983. A survey of 580
firms by the RAIC in 1982 indicated that most
firms expected to lay-off a considerable number
of employees between January 1982 and January
1983. The projected decreases in the total
numbers employed were as follows:

- For architects: - 26.8%
- For technical and support staff: - 43.4%

The Canadian Architect received results from 280
firms on staff changes from July 1982 to July

1983. The total staff reduction among these
firms was -20%.

] 1 Rest : £ the Professi

From 1977 to 1982, the very large and very small
firms in the profession grew in importance - both in
terms of fee income and employment. However, overall the
medium-sized firms still dominate the profession. 1In
this section, we examine the key characteristics of the
firm groups in the profession and highlight key changes
over time. (See Exhibits A.4 and A.5.)*.

e Growth in the "Majors®. The nine largest firms

in the profession have grown in importance in
terms of employment and fee income:

- In 1977, the eight largest firms earned 10
percent of the total fee income and employed
seven percent of the total employees.

- In 1982, the nine largest firms earned 15
percent of the total fee income and employed
10 percent of the total employees.

See Explanatory Note $#2 at end of this Appendix.
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EXHIBIT A.4

PROFILE OF THE PROFESSION, 1977
By Number of Firms (%)

Larga (0.6)

Small
(50.4)

By Employment (%)

Large (8.7)

—Medium (78.8)

By Fee Income (%)

Small Large (9.5)

Medium (49.0)

Source: Statistics Canada Surveys, 1977 and

PROFILE OF THC PROFESSION, 1982
By Number of Firms (%)

Large (0.6)

Small
(65.6)

By Employment (%)

—.Large (9.7)

%
|’.- it

‘o w w
-

PRIl Medium (63.3]

By Fee Income (%)

Small _Large (14.8)
(15) & k

Medium (70.2)

1982.




The growth in the majors reflects a trend typical
of most service sectors today - the strong get
stronger.

A few of the salient characteristics of this
group of firms are as follows:

-~ Over half of the largest are located in
Ontario; the remainder predominantly in
Alberta and British Columbia.

- On average, the firms employ 88 persons, but
some firms exceed 100 employees.

- They tend to be involved in some export work -
approximately four percent of their fee income
is derived from export.

- Approximately 50 percent of their fee income
is derived from three building sectors -
administrative, commercial and medical.

- All of the nine largest firms are
partnerships, as opposed to individual
proprietorships or incorporated companies,
although with recent changes in some
provincial regulations, some are likely to
incorporate.

Medium-sized firms still predominate. The
intermediates in the profession today account for
about one-third of the total number of firms,
almost two-thirds of the total employment, and
just over 70 percent of the total fee income.
Although they still predominate, they account for
a smaller proportion of the profession as a whole
today than they did in 1977:

- In 1977, the 629 medium-sized firms earned 82
percent of the total fee income and employed
77 percent of the total employees.

- In 1982 the 496 medium-sized firms earned 71
percent of the total fee income and employed
63 percent of the total employees.

Some of the key characteristics of medium-sized
firms are as follows:



EROEILE OF THE PROPESSION IN 13277°

PIRMS IN TOTAL TOTAL PEE AVERAGE
PIRN PEE INCOME GROUP EMPLOYRENT INCOME ($'000) EMPLOYEE NO./
GROUPINGS | RANGE ] t [] ) $ L PIRM
LARGE $ >2.5 million [ ] 1 568 7 29,977 10 71
KEDIUN $1-2.49 million 49 4 1,747 21 17,663 25 36
$500~
999,000 9% ? 1,499 18 66,596 21 16
$100~
499,000 486 38 3,247 38 113,354 36 7
(Total Hedium): 629 49 6,493 17 257,613 82 10
SMALL <$100,000 646 50 1,392 16 26,940 9 2.2
TOTAL 1,283 100 8,453 100 314,530 100 6.6
RROPILE QF THE PROPESSION IN 1982°¢
PIRMS IN TOTAL TOTAL PEE AVERAGE NO.
PIRM PEE INCOME GROUP EMPLOYMENT INCOME ($°000) EMPLOYEES/
GROUPINGS RANGE ] L} S ] $ ] PIRM
LARGE $ > 5 million 9 1 192 10 69,461 15 88
MEDTUN $1~49 =million 81 6 2,066 25 153,015 33 26
$580,000~
999,008 120 8 1,319 16 83,730 18 11
$200,008
499,800 295 20 1,786 22 92,774 20 6
(Total Medium): 496 34 5,171 63 329,519 N 10
SMALL <$199,000 96S 66 2,207 27 70,356 15 2.3
TOTAL 1,470 100 8,170 100 469,336 100 5.6
Source: Statistics Canada Surveys, 1977,

L d

Based on reporting firms only.




On average, medium-sized firms employ ten
persons, but the number of employees per firm
in this category likely ranges from three to
eighty persons.

About 60 percent of the firms in this category
earned less than $500,000 in fee income in
1982; only 16 percent earned in excess of §1
million in 1982,

Firms in the $1 million plus group earned over
four percent of their fee income from export
in 1982; for the remainder in this category,
less than one percent of their fee income was
earned in export.

Firms in this category work in all building
sectors, but within the category certain
sectors are more important for certain sizes.

Fee Income No. 1 No. 2 No. 3

_Range =~ = Sector @ Sector = Sector

$200-499,000 Residential Altcrations/ Commercial
Renovations

$500-999,000 Residential Commercial Education

$1-4.9 million Medical Administrative Education

Approximately half of the firms in this category
are partnerships, one quarter are individual
proprietorships, and one-quarter are
incorporated.

. The increase in

the number of small firms in the profession can

be

explained by many factors:

Medium-sized firms shrinking (and falling back
into the lower revenue size groups)

Fragmentation of partnerships into smaller
firms

The establishment of new firms by laid-off
employees and young architects.

Today, two-thirds of the firms in the industry
may be classified as small. Since 1977, their
role in the profession has grown considerably.

A.5



NATIONAL OWNERSHIP PATTERNS CHANGING

INDIVIDUAL INCORPORATED
PROPRIETORSHIP PARINERSHIP  COMPANY

1977 1982 1977 1982 1977 1982

Maritimes 33% 23% 10% 11% 57% 66%
Quebec 63% 65% 37% 35% - -
Ontario 66% 71% 34% 29% - -
Manitoba 51% 57% 49% 43% - -
Saskatchewan : 20% 19% 7% 7% 73% 74%
Alberta 28% 12% 19% 7% 53% 76%
British Columbia 72% 71% 28% 29% - -
Canada 59% 57% 31% 27% 10% 16%
Note: In 1977, incorporation was permitted in Nova Scotia,

Source:

New Brunswick, Saskatchewan and Alberta. In 1982,
incorporation was permitted in the same provinces plus
Newfoundland. With the implementation of a new
Architects Act in Ontario in 1984, Ontario architects
will also be able to incorporate.

Statistics Canada surveys 1977 and 1982, and special
cross-tabulations for 1982.




- In 1977 the 646 small firms in the industry
accounted for nine percent of the total fee
income and employed 16 percent of the total
employees.

- In 1982, the 965 smallest firms in the
industry earned 15 percent of the fee income
and employed 27 percent of the total
employees.

Small firms have a number of important
characteristics notably:

- On average, they employ two people but may
range in size from one to as many as ten
employees.

- Within this group, close to half of the firms
earned less than $50,000 in 1982 (the smallest
revenue size group).

- A relatively small proportion of firms in this
category work in export. Approximately one
percent of their income is earned in foreign
projects.

- The top three sectors for this group are:
Residential, Alterations and Renovations, and
Commercial.

- Three-quarters (74 percent) of the small firms
are individual proprietorships, 14 percent are
partnerships, and 12 percent are incorporated.

National G hip Patt l .

The proportion of firms run by individual
proprietors has remained relatively constant since 1977.
However the split between partnerships and incorporated
companies has changed. 1In the areas where architects can
incorporate this appears to have been an increasingly
attractive form of ownership. Of all firms in the
industry, 57 percent are run by individual proprietors,
27 percent by partnerships and 16 percent by incorporated
companies. See Exhibit A.6.




ARCHITECTS EXTENDING INTO NEW SERVICE AREAS

GOVERNMENT
REGULATION OF BUILT
ENVIRONMENT

BUILDING NEED
IDENTIFIED BY CLIENT

IRADITIONAL SERVICES

o SCHEMATIC DESIGN AND
DESIGN DEVELOPMENT

e CONSTRUCTION DOCUMENTS

e NEGOTIATIONS

e CONTRACT ADMINISTRATION

BUILDING OCCUPIED
BY CLIENT

SERVICES PROVIDED BY SOME FIRMS

Environmental Planning
Urban Planning and Design

Market Research
Feasibility Studies
Advance Planning

- Punctional Programming
- User Needs

Financing and Funding

Construction Management and
Scheduling Project Management/
Developing Engineering
- Structural
- Electrical
- Mechanical

Municipal
- Surveying

Interior Design

Landscape Architecture

Building Evaluation
Maintenance Planning*
Pacilities/Space Planning*
Ongoing Interior Designt®
Maintenance of Building
Data Base for Inventory,
Alterations*

* New Service areas identified with an asterisk.




Service Mix Cl .

One of the critical questions which architects are
asking themselves is "What business are we really in?".
From our interviews across the country it is clear that
architects are really in a lot of businesses not "a
business®™. One of the basic changes in the profession
has been the movement of architects into new service
areas. By and large, this has been a mechanism to cope
with poor market conditions. But for many it is a
natural and satisfying extension of their existing
service base.

In Exhibit A.7 we highlight the core services as
well as other services provided by architects. The core
services are those most directly related to the building
design process:

Schematic design and design development
Preparation of construction documents
Negotiations :

Contract administration.

In recent years, architects have increasingly
extended their areas of practice into other services,
primarily at the front end of projects and upon project
completion.

® Services at the front end:

- Environmental and urban planning
- Market research

- Feasibility studies

- Functional programming

- PFinancing and funding

e Upon project completion

- Building evaluation, appraisals

- Scheduled maintenance checks

- Facilities/space planning

- Interior design

- Maintenance of data base (By CADD) for
inventory, alterations, etc.

At the same time as architectural firms have moved
into new areas they have also withdrawn from "old"
areas. 1In particular, a number of firms have divested
themselves of other professional specialties. A




combination of high overheads and increasing client
preference to hire specialists separately has lessened
the desirability of having other professionals in-house.

Computer Aided Drafting and Design has, in
particular, opened up some new service areas for
architects. CADD allows the architect to store
considerapble information on the drawings and to provide
facilities management and space planning services.

* * * *

In summary, the "makeup" of the profession has
changed considerably over the last few years. The large
have grown larger and the small have grown more
numerous. Although the total number of firms in the
profession has grown, this is more an indicator of
fragmentation than of real growth.

In the next appendix - "The Business End" - we look
at key changes in the fee incomes, profitability, and
performance of architectural firms. 1Included in this
analysis is a closer look at the key building sectors.




1.

XPLANA TE

To estimate the number of firms in the profession
in 1982 and 1984 the following method was used:

a) 1982

No. of firms responding to survey = 1470

No. of firms classified as "Refusals
and Others" = 50
1520

It was assumed that one guarter of the
remaining non-respondents to the survey were
in fact architectural firms. Therefore an
additional 75 firms were added on (298
‘non-respondgents T 4).

Therefore the total number of firms in the
profession in 1982 = #+ 1600.

b) 1984

Our interviews with the architectural
community pointed to a proliferation of small
firms in the profession from 1982 to 1984. Ve
estimate that from firm restructuring -
layoffs and splitting up - as well as the
addition of some new firms, approximately 200
firms have entered the profession since 1982.

The statistical information on restructuring of
the profession is derived from the Statistics
Canada surveys of offices of architects in 1977
and 1982. Some of the variation in
characteristics between the firm groupings in
1977 and 1982 is explained by redistribution
between the different revenue size groups.

Firms are grouped into revenue size groups based
on current dollars. Therefore some firms are
redistributed solely because of changes in the
value of the dollar. To compensate for
inflationary effects we used slightly different
revenue size groups for 1977 and 1982.




EXHIBIT B.1
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surveys; remaining figures derived - See Explanatory
Note #1 at end of this appendix.




APPENDIX B

THE DO!MESTIC BUSINESS

Many architects have told us thay they do not need a
report to tell them that business is bad - they know it
is bad. That in itself is a fairly succinct statement on
the performance of the profession in recent years. But
in order to pin the problem down, understand its causes
and point to potential solutions, the "problem"™ needs to
be clearly defined. In this section we examine the
business end of the profession, highlighting the
performance across the country and the factors
influencing the performance of individual firms. A key
element of this analysis is an examination of the
performance and prospects of the individual building
sectors - Residential, Commercial, Industrial,
Institutional, and Renovations. We conclude this
appendix with a look to the future highlighting current
trends which may influence future prospects.

POOR PERFORMANCE
QOVERALL

In spite of growth in the late 1970's, the total
domestic fee income* for architects in 1984 is 12 percent
less in real terms than it was in 1977, and 20 percent
less in real terms than it was in 1981. Exhibit B.1
illustrates the approximate levels of total architectural
fee income since 1977.

The reduction in architectural fee income for the
profession is even more drastic when viewed in terms of
the average fee income per firm. Stated simply, more
firms are sharing less income. (See Exhibit B.2). The
key question of course is why has this drastic reduction
occurred. To a large extent, the architectural
profession is a creature of the domestic construction
market. Examining the relative performance of the
principal building sectors goes a long way towards
explaining the decline in fee income.

* See Explanatory Note #1 at end of this appendix.
B.1




SIGNIFICANT REDUCTIONS INlAVERAGE
EEE_INCOHE PER FIRMN

1977 1982
AVERAGE $140,000
FEE PER
INCOME 1 FIRM2 $110,000
PER
FIRM2

1. Does not include export fee incone
2. Constant dollars ($1971)

Source: Figures derived from Statistics Canada Surveys, 1977
and 1982. See Explanatory Note #1 at end of this
appendix.




Mix of Business Has Hurt Architects

. A key determinant of the relative growth or decline
in architectural fee income is the mix of business.
Since 1977 the mix of construction activity has changed
considerably, to the detriment of architects. From
Exhibit B.3 it can be seen that the residential,
industrial and institutional sectors have declined as a
proportion of total fee income. Only commercial and
renovations have grown as a proportion of total activity.
The fact that two of the three largest sectors for
architects - residential and institutional - have dropped
considerably, has contributed to the architects difficult
times in the 1980's.

SECTORS SHOW
VARYING PERFORMANCE

The period from 1977 to 1982 has been one of mixed
performance for the individual building sectors.
Residential building has experienced lows and highs but
overall it has shown a continued decline in importance in
architectural fee income. 1Industrial and commercial
building showed strong growth up until 1981 when the
recession hit. A lack of investor confidence as well as
excess capacity in some areas has contributed to the
shelving or postponement of many commercial and
industrial building projects. The important
institutional sector has sustained many architects
through this period, but demographic changes as well as
deficit budgeting by governments have contributed to a
slow but steady decline for this sector.

Perhaps the most significant trend in the 1980's has
been the emergence of the renovation/alterations sector
as one of the main architectural building sectors. 1In
1982, this sector accounted for ten percent of total
architectural fee income - more than twice the amount it
accounted for in 1977. 1In the following sections we
examine each of the major sectors in detail highlighting
past performance and future prospects as well as critical
trends to be watched over the coming years.

1. Residential: Continuing to Decli

The importance of the residential market to total
architectural fee income has continued to weaken in

B.2




EXHIBIT B.3

PERCENT OF TOTAL FEE

1977
OTIER
7%
XENOVATIONS -
I:NSTITUTIONAL 35%
IFDUSTRIAL
72
COIiERCIAL
28%
SINGLES
RESIDIHTIAL 153
ULTIPLES 15%

I1COiiE

1982

7%

31%

69%

31%

11%

Source: Statistics Canada Surveys, 1977 and 1982.
Building Classification grousings see Explanatory

llote #2.

For




recent years. A number of important factors have
contributed to the decline in residential fee income (see
Exhibit B.4):

e Total residential const;uct;on bas_dropped off.

Total housing starts peaked in 1976-1977 and have
shown a fairly continuous decline ever since.
This phenomena is likely to continue in the
future due to an ongoing decline in household
formation rates and therefore demand. Exhibit
B.5 highlights the fall-off in total housing
construction activity between 1974 and 1984.

e Housing mix favours singles. For many

architects, the key residential market has
traditionally been apartment construction. As a
result, a change in the mix of construction away
from multiples towards singles compounds the drop
off in total construction for architects. The
picture in recent years has been a slight
movement towards singles, but government
stimulation programs such as the Canada Rental
Supply Plan encouraged a mini-boom in multiple
construction in the early 1980's. (See Exhibit
B06) .

In the years to come, the movement away from
multiples and towards singles is likely to
continue. Estimates of average annual housing
requirements through to 2001 illustrate the
continual movement away from apartment
construction towards singles (see Exhibit B.7).

The result of these trends has been a reduction in
architectural fee income derived from the residential
building sectors. Exhibit B.4 illustrates the overall
decline in fee income from 1977 to 1984 and highlights
the differences between fee income from multiples and fee
income from singles.

A look to the future suggests that as long as
architects' predominant focus of activity is in the
multiples market, the fee income from the residential
sector will continue to fall. 1In addition, architects
can expect continued fierce competition in the singles
market from other para-professions including major
builders and professional project managers. Unless the
participation of architects in the singles construction
market changes, we expect continued decline of the




EXHIBIT B.4

RESIDENTIAL FEE INCOME DECLINING
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DROP IN TOTAL HOUSING CONSTRUCTION

EXHIBIT B.5
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EXHIBIT B.6

HOUSING MIX MOVING AWAY FROM MULTIPLES

30 3 - MULTIPLES AS %
OF TOTAL STARTS
% 20 -
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1976 1980 1984

Source: Canadian Mortgage and Housing Corporation (1983)
Canadian Housing Statistics supplemented by
Monthly Housing Statistics for 1984.

EXHIBIT B.7

PROJECTION OF HOUSING REQUIREMENTS
POINTS TO SINGLES IN THE FUTURE
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Includes single

detached houses, Includes apartments
anéd double houses
and row houses

Source: CMHC (1981) Population Households and Housing Regquirements
Projections for Canada, The Provinces and.the Census
Metropolitan Areas 1976-2001.




EXHIBIT B.8

70

Constant Dollars ($1971 Millions)

Source:

COMMERCIAL FEE INCOME: GROWTH AND DECLINE

79 80 81 2 83 84

P71 Commercial Fees

Figures for 1977 and 1982 derived from Statistics
Canada surveys. Figures for intervening years

and 1983 and 1984 estimated - See Explanatory Note
#3 at end of this appendix.




residential sector for architects. Tne effects of this
decline may be somewhat offset by the rise of renovation
and rehabilitation which we discuss further in Section 5
below.

. Comneyrcia or: n in

The commercial sector* showed strong growth in the
late 1970's and in the early 1980's. However from 1981
to the present there has been a sharp drop-off in
commercial building activity. Key determinants of the
volume of commercial building activity include: investor
confidence, employment growth, and levels of disposable
income. As these indicators rise and fall, so generally
do the levels of commercial building activity and the
cormmercial fee incomes of architects. (See Exhibit B.8).

In the late 1970's, there was considerable optimism
in the commercial sector particularly in the West.
Commercial building activity flourished in those areas
linked to o0il and gas-related development. The
implementation of the National Energy Program along with
changing vorld market conditions brought the enthusiasm
to a halt in 1981. Since that time, the level of
commercial building activity has slowed considerably.
However the performance and prospects of the individual
sub-sectors of commercial building vary considerably.

e Wholesale and retail construction peaked in late
1970's. 1In 1982, this sector accounted for
approximately six percent of total domestic
architectural fee income. This sector tends to
be a relatively cyclical and erratic component of
the commercial market responding to short and
long-tern changes in population growth,
disposable income and the general state of the
econony. An analysis of the total value of
construction work purchased from 1977 through
1984 in the "Stores, retail and wholesale"
classification provides a dramatic demonstration
of the drop-off in activity since 1979. See
Exhibit B.9.

* Commercial includes the following Statistics Canada
building classifications: Commercial, Stores,
Restaurants and Other; Administration; Exhibition
and Entertaiment. For more detailed breakdown see
Appendix E.

B.4




EXHIBIT B.9S

WHOLESALE AND RETAIL CONSTRUCTION PEAKED IN LATE 1970°'S
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Within this sector there has been a pronounced
shift from new construction to upgrading and
expansion of commercial facilities. A growing
recognition that the retail market (and shopping
centres in particular) is saturated in many areas
of the country has led to an emphasis on
maximizing existing properties by redevelopment.
Increasingly, malls and centres are being
upgraded not only to improve their aesthetics,
but also to satisfy the increasingly eclectic
tastes of consumers. Intense competition between
shopping centres for consumer dollars has placed
an increasing emphasis on design and ancillary
facilities.

Looking to the future, the trade, retail and
wholesale sector will continue to be largely
influenced by overall economic conditions. The
increased emphasis on creativity in commercial
facility upgrading bodes well for those
architects specialized in this area. But
overall, we foresee continued slow growth unless
there is a major economic turnaround.

ffice 11di ti 982. Fee income
from this sector accounted for approximately 13
percent of total architectural fee income in 1982
as opposed to ten percent in 1977. This is one
of the few sectors to experience real growth
during this period. However since 1982 there has
been a major drop-off. A combination of the
following factors has contributed to this
drop-off.

-~ General level of investor confidence down

~ Certain urban areas overbuilt relative to
demand, e.g. Calgary, Halifax, St. John's,
Newfoundland.

Exhibit B.10 shows the drop-off in office-
building construction since 1982.

In the coming years, office building construction
will be dependent to a great extent upon the
general state of the economy. With anticipated
slower growth rates throughout the remainder of
the 1980°'s and excess capacity in some areas, the
office building market is likely to show little

B.5



EXHIBIT B.1ll

HOTELS, RESTAURANTS AN IMPORTANT SECTOR
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or no growth. A key challenge for architects
will be ensuring that they retain their existing
share of the market regardless of its size. As
buildings become increasingly "hi-tech", a
growing proportion of total fee income may go to
other professions such as engineers, or
professional project managers, if architects do
not demonstrate a capacity and ability to manage
such projects.

Hotels, Restaurants an jmportant sector. This
sector exhibited strong growth from 1977 through
to 1981. 1In 1982 the "Other Commercial"™* and
"Restaurant Commercial"** sectors accounted for
eight percent of total architectural fee income.
This sector is also heavily influenced by the
general state of the economy. The hotel sector
in particular is affected by changes in business
travel which in turn are affected by overall
levels of business activity.

The combination of reduced investor confidence
and high vacancy levels in existing hotels
resulted in a drop-off in construction from 1981
to the present (See Exhibit B.1l1l).

Looking to the future there are some signs of
nodest growth. Key areas are likely to be:
economy lodgings, luxury hotels, renovation of
existing facilities and mixed-use facilities such
as convention centres.

Exhibitjon and Entertainment Sector*** Growing in
m a . Although still relatively small, the
proportion of architectural fee income from the
exhibition and entertainment sector doubled

* %k

* k%

Other Commercial includes: Hotels, Motels, Laundry,
Dry Cleaning, Grain Elevator, Garage and Service
Station.

Restaurant Commercial includes: Restaurant,
Cafeteria, Cocktail Lounge, Bar etc.

Exhibition and Entertainment sector includes:
Theatres, Cinemas, Arenas, Grandstands, Convention
Halls, liuseums, Exhibition Buildings etc.

B.6



EXHIBIT B.12
CONTINUED DECLINE IN IMPORTANCE OF

NSTITUTIONAL A VERNMENT FE NCOME

Proportion of Total Fee Income

52%*

35%

31%

29%

1968 1977 1982 1984

Based on proportion of billings. Remaining years
based on proportion of fee income.

Source: 1977 and 1982 figures obtained from Statistics Canada

Surveys, 1977 and 1982 - 1968 and 1984 estimated using
construction value figures.




from two percent in 1977 to four percent in

1982. Growth in this sector is heavily
influenced by large "one-off" projects. Key
projects in recent years have included BC Place,
the Metro Toronto Convention Centre, the Edmonton
Space Sciences Centre, and Science North in
Sudbury. Important projects currently underway
include Expo 86 in Vancouver, the National
Gallery of Canada and the National Museum of Man
in Ottawa/Hull.

The long-term trends towards increased leisure
time and the devotion of society towards sports
and recreational pursuits will likely generate a
continuing need for such facilities in the
future. However, given the considerable
development in the 1970 s of basic recreational
facilities, the demand will likely be sporadic
and specialized.

3. Institutional - Continued Slow Decline

For architects, the volume of institutional building
activity has been a critical determinant of the health of
the profession. One of the principal contributing
factors to the recent troubled times for architects has
been the continual decline of the institutional sector in
absolute and relative terms. Exhibit B.12 illustrates
the decline in importance of the institutional sector to
total architectural fee income. Exhibit B.13 illustrates
the decline in institutional fee income from 1977 through

1984.

The decline in institutional building activity over
this period is largely a result of three factors:

e Changing demands of the population

e Over supply in certain areas

® Government restraint and deficit budgeting.

However there are differences in performance and
prospects among the sub-sectors which go together to form

the Institutional sector - Education, Medical and Social/
Recreational* as described below:



EXHIBIT B.13

: CONTINUED SLOW DECLINE

INSTITUTIONAL FEE INCOME
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Figures for 1977 and 1982 derived from Statistics

Source

Figures for intervening years,

1983 and 1984 estimated - See Explanatory Note
#3 at end of this appendix.
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e CEducatio ntinues to fall. The "education"
category comprises schools, universities and
specialized educational facilities (music, art,
vocational etc). Fee income for architects from
educational facilities peaked in the 1960's when
the real boom in school building ended. The
driving force behind school construction is the
size of the school-age population (ages 5-19).
Since 1971, this group has declined in absolute
terms in the country as a whole, and is expected
to continue to decline.

AGE GROUP 5-9*%*
POPULATION PROPORTION
Lillion) rotal I lati

1971 6.7 31%

1976 6.4 28%

1981 6.0 25%

1986 5.7 22%

1991 5.6 21%

This decline in the school age population is
reflected in the slow decline in the educational
fee incomes for architects. 1In 1977 architects
earned $22 million (1971 constant dollars) or 12
percent of their total fee income from
educational facilities. Although in 1982, fees
from educational facilities still accounted for
the same proportion of the total, they had
declined in real terms by about five percent to
$21 million ($ 1971 constant dollars).

bDuring the period from 1977 to 1984 there was a
short-term boost in educational building activity
(1981-1982). See Exhibit B.l4. The reasons for
the boost were twofold: rapid urban growth in
western communities in the pre-recessionary

The sector identified as "Government™ in the 1977
survey was dropped in the 1982 survey. As a result,
to make statistics comparable, we redistributed the
government category in the 1977 survey to both the
conmercial and institutional sectors.

1971-1981 based on Census of Canada; 1986 and 1991
based on Population Forecasts to the Year 2001,
(1983) Futuresearch Publishing Inc.
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EXHIBIT B.14

EDUCATIONAL BUILDING ACTIVITY DROPPING OFF
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period stimulated the need for educational
facilities, and during this period a number of
governments increased their investment in new
specialized educational facilities and
upgrading. With the onset of the recession this
activity dropped off.

Looking to the future, we foresee continued
decline in educational building activity for a
number of reasons:

- In most areas, capacity exceeds demand and the
basic source of demand - the school age
population - is declining.

- Government deficit budgeting at both the
provincial and federal level will result in
fewer dollars being available for capital
investment.

The only bright light in the educational building
sector is in renovation and retrofit. As
buildings age and/or become obsolete, there will
likely be a continued demand for renovation and
conversion services.

Medical ildj activit elative ong. The
trends in medical building activity run counter
to those in other institutional sectors. 1In 1977
fee income from the medical building sector
accounted for $19 million ($1971 dollars) or 11
percent of total architectural fee income. By
1982, fee income from medical building had grown
in real terms by approximately 20 percent to $23
million or 13 percent of total architectural fee
income.

Medical building construction activity peaked in
1983 as can be see in Exhibit B.15. It is worth
noting that this activity was by no means widely
distributed across the country. Over 50 percent
of the activity was concentrated in Alberta and
British Columbia in 1982 and 1983, and an
additional 35 percent in Ontario and Quebec. The
remaining 15 percent was distributed across the
rest of the provinces. The reasons for the
increase in investment in medical buildings
include:



EXHIBIT B.1l5

MEDICAL BUILDING ACTIVITY PEAKED IN 1983

DU,
3 / R /..../.,. .

",
., S e,

.f,.. /f .

N

J / A Y t Y / - / 4-. . - /4.
I/ ~ W / ./.ff . -.: RS
// NN, /f./. fx,/ /,.

f.,.r

AN Y VRN SR AR
RN / NN N, // f._/... N
A AN AR NN R .
N Y e, T,
RN \, ", 3
.. AN S
SN
w N

450

400 T
350 T
300

(SUOTTTTW TL6TS)

sIeTTOd 3IURISUOD

80

Value of Construction

Work Purchased

o

Construction in Canada,

Statistics Canada,
Catalogue 64-20.

Source




- Rapid population growth in Western Canada in
the late 1970's stimulated the need for new
and expanded medical facilities.

- Increased utilization/occupancy rates in other
areas resulted in pressures for expansion of
existing medical facilities.

- Advancements in medical technology created a
need for upgraded facilities to house new
equipment.

Looking to the future, it is unlikely that the
trend in medical building activity will continue.
As can be seen in Exhibit B.15, construction has
already fallen off from 1983 to 1984 and is
likely to continue to fall as provincial
government budgets become tighter. A number of
provinces such as British Columbia have already
implemented "moratoriums® or "holds"™ on major
capital investment in medical facilities.

For architects, the challenge in the future will
be coping with the increasingly "hi-tech®" nature
of medical facilities. 1In our interviews with
clients of architects, it was suggested that some
architects may be in danger of losing the overall
perspective required to effectively manage
increasingly complex hospital design and
construction processes.

The industrial building sector has traditionally
accounted for a small proportion of architectural work.
In recent years, the proportion of industrial fee income
to total fee income has continued to decline. 1In 1977,
fee income from the industrial sector amounted to seven
percent of the industry total or $13 million in constant
dollar terms. By 1982, architectural fee income from the
industrial sector had declined to six percent or $1l1
million in constant dollar terms. (See Exhibit B.16).

The basic reasons for the decline in this sector are
primarily economic:
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e The recession dealt a heavy blow to the
manufacturing sector - reduced demand for
products resulted in excess capacity and thus a
reduction in capital investment in the industrial
sector.

® There are indications that cost-conscious
industrial clients may have preferred to reduce
the architectural component of industrial
building design.

From Exhibit B.17, it is evident that industrial
building activity peaked in 1980-1981 and has declined
since then. Figures for 1984 suggest a minor recovery,
in keeping with the short-term improvement in the economy
as a whole. '

The immediate future in the industrial sector is one
of continued decline due to low capacity utilization
rates and limited investor confidence. One promising
area for architects may be in high technology industrial
facilities. "Hi-tech" manufacturing along with research
and development facilities require a different workplace
environment than the traditional manufacturing facility.
The interior of such facilities is more sophisticated and
generally incorporates a much higher ratio of office
space to manufacturing space. The exterior of such
buildings tends to be more design-conscious reflecting an
important image both to clients and to highly-trained
technical staff. The challenge for architects will be
grasping a hold on this market. The competition from
design-build firms, and the technical know-how required
to design and manage construction of such buildings will
likely be considerable.

5. Renovations - Sjgnificant Growth

One of the critical changes which has occurred in
recent years is the emergence of the Renovations sector
as a major building sector for architects. While
expenditures on new construction have declined in recent
years, expenditures on repairs and renovations have
grown, and to some extent renovation work took up the
slack during the recession. For architects, the
Alterations and Renovations building sector has grown
fron three percent to ten percent of total architectural
fee income between 1977 and 1982. 1In real dollars, this
represents an average annual increase of 52 percent
growing from $5 million in 1977 (1971 dollars) to $18
million (1971 dollars) in 1982 (see Exhibit B.18).

B.1l1



EXHIBIT B.1l7

INDUSTRIAL BUILDING ACTIVITY PEAKED IN 1981
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Renovation activity has been growing primarily in
the residential and commercial sectors. As can be seen
in Exhibits B.19 and B.20 renovation has grown
continuously as a proportion of total construction
activity in these two sectors. 1In contrast, renovation
as a proportion of total construction activity in
industrial and institutional has remained relatively more
constant over time. See Exhibits B.21 and B.22.

For architects in the business, the boom in
residential renovation activity has not been a guarantee
for growth. A considerable proportion of the renovation
activity has been carried out by specialized renovation
firms. Many of these are one-man operations offering low
cost services for minor alterations. The challenge in
years to come will be maintaining a strong share of
residential renovations.

In the other basic building sectors - commercial,
institutional, and industrial - the extent to which
architects get a major share will depend, for the most
part, on their cost competitiveness and technical
know-how. Often the predominant areas of renovation are
mechanical or electrical systems in a building. Through
our interviews, a numnber of architects suggested that
they were not getting a big share of the renovation
market in these sectors.

Looking to the future, renovations will likely
continue to grow as a proportion of total construction
activity. 1In the residential sector, an aging housing
stock along with changing consumer demands will continue
to stimulate a need for renovation and alterations. 1In
the commercial sector, key sources of growth are likely
to be shopping centre upgrading and expansions as well as
hotel and office building renovations. Renovation
activity in the institutional building sector will be
required for conversion of obsolete schools to
alternative uses, and for upgrading of medical facilities
to incorporate new technologies. In the industrial
sector, demand for architectural renovation services is
unlikely to be strong, with the possible exception of
some high technology facilities who may prefer to
renovate rather than build new facilities.

In the following section, we assess how the varying
performance of different sectors has translated into
regional strengths and weaknesses across the country.



EXHIBIT B.18

RENOVATION FEE INCOME SHOWING SIGNIFICANT GROWTH
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EXHIBIT B.19

RESIDENTIAL RENOVATION ACTIVITY
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EXHIBIT B.2] & 22

INSTITUTIONAL RENOVATION ACTIVITY

% total construction activity
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REGIORAL
STRENGTH FTIN

Since the late 1270's, regional strengths have
shifted back and forth across the country in concert with
the general levels of building activity. From 1977
through to 1982, the Western provinces and, in
particular, Alberta showed strong advances. Spurred by
the positive investment environment associated with oil
and gas-related development, existing Alberta-based firms
experienced considerable growth and new firms appeared.
Since 1982, the focus of activity has again shifted
eastward to Central Canada. 1In the sections which
follow, we focus on each of the basic regions, examining
changes in the relative distributions of fees, income and
eriployment across the country. Exhibit B.23 highlights
the regional distribution of these indicators in 1¢77,
1982 and 1984.

Atlantic Firms Struggling to Holc_ Their Own

For Atlantic firms, the period from 1977 to 1984 has
been a struggle. For most of these firms, the adjustment
to smaller jobs and smaller fees has meant reducing
staff. Increasingly, these firms have become dependent
on injections of public sector investment to survive.

For a few select firms, the commercial building booms in
Halifax and to a lesser extent in St. John's,
Newfoundland have meant strong growth. But overall it
has been a period of decline.

From our interviews with firms in these areas, a
number of important trends and issues have emerged:

e The large firms have generally had the hardest
tine and have had to implement major staff
reductions.

-

® There are more smaller firms now than in the
past, particularly in the outlying areas serving
the "small markets" - such as small-scale
residential renovations.

e Few Atlantic Canadian firms participate in
export.




EXHIBIT B.23

REGIONAL_ STRENGTHS SHIFTING

Firms (%)

19771 19822 19843

Atlantic 6 « 6
Quebec 29 27
Ontario 34 33
llanitoba/

Saskatchewan 5 5
Alberta 9 13
British Columbia 17 16

1. statistics Canada Survey, 1977.
2. Statistics Canada Survey, 1982.
3. Estimates based on interviews, 1984.

6
27
33

13
16

Employees (%)

1977 1982 1984
7 6 6
20 20 21
36 37 38
8 6 6
16 16 15
12 15 14

Fees (%)
1977 1982 1984
6 5 5
22 15 15
33 37 39
8 6 6
17 20 18
14 17 17




e Nova Scotian-based firms are more mobile than
other Atlantic firms: earning 7.7 percent of
their fee incomes in other provinces (as opposed
to New Brunswick-based firms who earn one percent
of their fee income outside of the province)*.

Central Canadian Firms Still Focus of Activity

Although the focus of attention shifted westward in
the late 1970's with the o0il and gas-related boom in
investment, the primary focus of activity today is still
Quebec and Ontario. Quebec and Ontario firms together
account for over half of the firms, employment and fee
income in Canada. But the recession-induced downswing
still had its effects. Numerous firms reduced staff by a
considerable amount, although many Quebec-firms had
already undergone staff reductions in the late 1970's.

Key trends and issues for Ontario and Quebec-based
firms are as follows:

e Some of the medium to large firms weathered the
recession relatively well due to a backlog of
large scale, long-term projects.

e The majority of firms reduced staff sizes from
1980-1984 but have now "turned the corner" and
are either achieving greater utilization of core
staff, or are hiring employees on contract.

® Overall the volume of work is lower, and jobs
tend to be smaller.

® Quebec and Ontario-based firms obtain a higher
percentage of their fees from export projects
than firms in other provinces (3.5 percent and
4.9 percent respectively)*.

® Quebec and Ontario-based firms are quite mobile.
In both cases, seven to eight percent of their
fees are earned in other provinces*.

* Statistics Canada Survey, 1982.
Comparable figures for Prince Edward Island, and
Newfoundland unavailable due to confidentiality.
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Firms in Manitoba and Saskatchewan suffered during
the recession, but to a lesser extent than their
colleagues in Alberta. For most Manitoba and
Saskatchewan firms, the recession aggravated a
longer-term trend of no growth or decline.

Key issues and trends which have emerged in these
provinces in recent years include:

e Many of the larger firms suffered considerably,
and were forced to make significant staff cuts.

e The number of small and single-man firms has been
increasing, largely due to employee layoffs.
These firms often are located in the smaller
towns and/or they specialize in small work such
as residential renovations.

e Residential work in Manitoba, and institutional
work in both provinces have been the major areas
of activity in recent years.

® Manitoba-based firms do a considerable amount of
work in other provinces, particularly in northern
Ontario and other Prairie Provinces.

b irms = T tC_,_g

For firms in Alberta, the last few years have been a
time of extreme change. In the late 1970's and early
1980's, Alberta was one of the two major market areas for
Canada - the other being Ontario. However, with the
onset of the recession, the implementation of the
National Energy Program and the virtual withdrawal of oil
and gas-related investment, construction activity came to
a fairly abrupt halt. Alberta-based firms have suffered
the "worst case" of staff reductions. 1In addition, from
our interviews it is evident that a number of firms have
gone, bankrupt or may simply have closed down.

Other key trends and issues which have emerged in
Alberta include:

e Many firms have changed significantly in their
personnel composition - the majority of the cuts
have been in technical staff.

B.15




® The ratio of public to private sector work has
shifted further to the public side. For 100
firms surveyed the client sector split in
1981-1982 was 59 percent private; 41 percent
public. The expected client sector split in
1982-1983 was 43 percent private; 57 percent
public*,

e Alberta firms do not appear to participate in
export. In 1982, 100 percent of their fee income
was from Canadian projects.

® Alberta firms are not very mobile - only three

percent of their fee income was earned in other
provinces in 1982%%,

British Columbian Firms Have Suffered Too

For firms in British Columbia, the period from 1977
to 1982 was one of relatively strong growth. However, as
in other provinces, the recession brought hard times to
British Columbian firms. Since 1982 most firms have
suffered considerably from reduced work volumes and have
haéd to lay-off staff. The considerable cutbacks by the
provincial government on capital expenditures have
compounded the problem. IHoratoriums on investment in
institutional buildings - particularly in hospitals have
had disastrous effects on some firms.

e !lNost firms have suffered staff cutbacks -
particularly technical staff.

® The ratio of public to private sector work has
shifted more towards the public side. Firms
reported an expected change from 69 percent
private: 31 percent public, to 64 percent
private: 36 percent public*.

e B.C. firms do particpate in export, earning 0.4
percent of their total fee income from export
work in 1982

e B.C. firms tend to work close to home; only 1.2
percent of their fee income was earned in other
provinces in 1982*%,

* RAIC Survey, 1982.

*% Statistics Canada Survey, 1982.




EXHIBIT B.24
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Source: Canadian Construction Association (1984): Construction
Outlook from Winter 1984.




LOOXIKG TO
THE TURE

Looking to the future, we see & nunber of alarming
trends recarding the overall volune of work and the way
that it is carried out. 1In this final section we examine
the overall prospects for the future in building
construction activity and look at some of the trends
which are influencing and will continue to influence the
viability or profitability of architectural practices.

Outlook for Building Construction is Slow Growth

The remainder of the 1980's will be period of very
slow growth for building construction activity, in
keeping with growth estimates for the economy as a
whole. Forecasts of average annual real growth for
Canada in the coming years range from two to four
percent, in contrast to growth rates of five to eight
percent in the 1970's.*

The residential and institutional sectors will
likely remein flat or perhaps even decline in real terms
over the coming years (see Exhibit B.24). As noted
earlier, the demand for single family dwellings will
outweigh the demand for multiple dwellings. If
architects are to retain some share of the residential
market they will have to be competitive in the single
family dwelling market. The institutional sector,
particularly in education will continue to decline for
architects. 1In some areas of the country there may be a
denand for medical facilities but deficit budgeting by
governments will continue to mean poor prospects for this
sector.

The commercial and industrial sectors offer some
limited potential for architects, but much will depend on
investor confidence. Retail shopping centre upgrading,
high technology industrial buildings, hotel and office
building renovations are examples of possible growth
areas. Certainly renovations will continue to take place
in all sectors.

* Canadian Construction Association (1984):
Construction QOutlook om Winter 1984; Economnic
Council of Canada (1983): On the lend.




Overall, the outlook in terms of the traditional
architectural building sectors is poor. Unfortunately
the declining volumes of work are only one element of the
predicament which architects find themselves in.

A Number of Alarming Trends Lead to Reduced Profitability

Not only are architects having to cope with a
reduced volume of work, they are also having to come to
terms with a number of changes in client demands, project
costs and the competition:

e (Clients are more demanding. From our interviews
across the country, there was a definite
perception that clients are demanding more for
the same or a smaller price. Architects cited
examples of more meetings and more documentation
being demanded by clients than in the past.

e Construction costs coming in under budget. For
many architects, expected revenue from a given
project has been much lower than budgeted due to
construction costs coming in under budget at the
tine of tendering. Fierce competition among

contractors has resulted in lower construction
costs.

@ Fierce competition. Architects must face up to
increased competition among architectural firms
as well as increased competition from other
professions. 1In these "grey areas" where
architects compete with para-professionals and
other professions such as residential renovations
(renovator firms) or industrial building design
(engineers), the competition has been very tough.

* * * *

Having looked at "the business end" of the
architectural profession in the domestic market, we turn
in the following appendix to the performance of Canadian
architects in the export market.




EXP TORY NOTES

Figures on domestic fee income were determined int
he following manner:

1977

1982

Total fee income derived from Statistics
Canada survey, 1977. Figure was converted
to constant dollars and export fee income
subtracted from total.

‘Derived from Statistics Canada survey, 1982

in the following manner:

Total Fee Income of 1470
firms responding: $469,336,000

Assumed Fee Income of 125

non-respondents: 32,212,375

- Based on assumption that average fee
income for non-respondents was
equivalent to average fee income of
respondents exluding the top group ($5
million plus)

Total Fee Income: $505,548,375
Rounded off to nearest
ten million: $500,000,000
Converted to constant
dollars: $181,000,000
Minus fee income from
export: $176,500,000
B.19



2. To obtain the six basic building sectors, the
building classifications listed in the 1977 and 1982
Statistics Canada surveys were grouped in the
following manner:

RESIDENTIAL

CONMMERCIAL

INDUSTRIAL

INSTITUTIONAL

MISCELLANEOUS/
OTHEER

ALTERATIONS

1977 Classification

1982 Classificetion

Residential

Mercantile
Adninistrative
Exhibition/
Entertainment
Governnent (60% of)

Industrial

Medical/Nursing
Education
Social/Recreation
Transportation
Comnmunications
Government (40% of)

Miscellaneous
Funeral
Military
Penal
Religious

Alterations

Residential, Single &
Semi-Detached,
Residential, HMultiple

Commercial, Stores
Commercial, Restaurants
Other Commercial
Administrative
Exhibition/
Entertainment

Industrial

Non-building
Construction

0il and Gas Activity

Power Generation

lledical/Nursing
Education
Social/Recreation
Transportation
Communications

Miscellaneous

Alterations/
Renovations

Note: The unspecified category was allocated to other
sectors on a proportionate basis.




To estimate the fee income from the various building
sectors, the following methodology was used. The
ratios of architectural fee income* to value of
construction work purchased** were calculated for
1977 and 1982. It was assumed that architectural
fee income from a given year is obtained from
construction in the same year and the following
year. Ratios for the intervening years were
interpolated. These ratios were then applied to the
value of construction work purchased in a given
sector to develop fee income figures for the
intervening years.

% %

Obtained from Statistics Canada Surveys, 1977 and
1982.

Obtained from Statistics Canada, Construction in
Canada, Catalogue 64-201.



EXHIBIT

C.J—

Export
Fee

Incomne
$ 1971

Export
As %

of Total
Fee
Income

EXPORT FEE INCOME UP IN REAL TERMS

$3.8m

$4.5m

(Current
|Dollars
$6.5m)

1977

2%

{Current
Dollars
$12.5m)

1982

_2.3%

1977

1982

Source: Statistics Canada Surveys, 1977, 1982.




APPENDIX C

A NOTE ON EXPORT

For the vast mejority of architectural firms in
Canada, the export of architectural services is seen as
neither desirable, nor possible. Few firms actually work
in export and, in total, export activity only accounts
for 2.5 percent of total architectural fee income. But
for those that do work in export, there are sone
encouraging signs. Since 1977, the fee income derived
from export activity has grown in real terms. From our
interviews it is evident that for some firms export has
been a key to sustenance or success. In this section we
take a closer look at the key changes which have occurred
in the export market since 1977 and at the prospects for
the coming years.

Fee Income Has Grown In Real Terms

Export fee income in 1982 amounted to approximately:
4.5 million dollars* and 2.5 percent of total
architectural fee income. As can be seen in Exhibit C.1l
export has grown in real terms and relative to domestic
fee income. Thus for those that do participate, export
has been relatively strong. But from our interviews it
is evident that export has only filled the gap left by
the slump in the domestic market. It is unlikely that
any firms have actually grown in size due to success in
export. Our interviews suggest that export has remained
relatively constant since 1982.

Geographical Focus of Activity Closer to Home

The dominant market area for Canadian architects in
1982 was the United States. This is a major change from
1977 when the Middle East and Africa were the top markets
for Canadian architects. This shift is indicative of a
number of trends in exports:

e As developing countries mature, their
architectural capabilities develop rapidly thus
lessening demand for foreign architects.

* Constant Dollars (1971).




EXHIBIT C.2

U.S. IS NOW THE DOJAINANT MARKET

GEOGRAPHICAL 1977
AREA HE_ % iip

United States 4 9 1 36
Latin America 6 7 2 18
Africa 2 26 3 12
Unspecified - - 4 10
Far East 5 8 5 10
Europe 7 2 6 7
11iddle East 1 29 7 6
Caribbean 3 20 8 2
Australasia - - - -

Source: Statistics Canada Surveys 1677, 1982.




e The funding policies of international agencies
increasingly favour the hiring of local services
where they are available. 1In recent years, the
amount of funding going to indigenous firms in
developing countries has increased steadily while
the funding going to firms in developed countries
has decreased. 1In addition, funding priorities
are in sectors aimed at import replacement and
increasing self-sufficiency such as agricultural
and industrial development - areas in which the
architectural component is relatively low.

e Architects seem to prefer markets which they know
and understand - thus making the United States a
natural focus for marketing activities.

In Exhibit C.2 we identify the changes in
geographical distribution of architectural fee income
from 1977 to 1982. These numbers should be viewed with
caution however. They represent two "snapshots" in time
and, are not necessarily representative of the
intervening years. In addition, these figures may
fluctuate significantly from year to year due to the
effects of one or two large projects. 1In spite of these
cautions a number of general trends can be identified.

® Latin America and Africa are important markets.
Almost one-third of total export architectural
income came from these two regions in 1982.
Latin America appears to have grown in importance
since 1977, while Africa has declined. Key
sectors in these two areas are education and
administration.

e Middle East and Caribbean markets of lesser
importance. In 1977 these two regions were the
number one and number three market areas for
Canadian architects. By 1982, they were the
smallest markets for Canadian architects.
Reduced demand for transportation and education
facilities in these areas is the likely reason
for decline. 1In addition, increased local
capability and tougher international competition
have contributed to reduced work for Canadian
architects.

@ Far East and European markets growing. Each of
these regions contributed more to total
architectural fee income in 1982 than they did in
1977. In the European market the administrative
sector contributed almost half of the total




BREAKDOIMN OF EXPORT FEE INCOME, 1982

BUILDING % OF
RALK CLASSIFICATION FEE INCOIE
1 Administration 25
2 liiscellaneous 17
66%
3 Education 14
4 Other Commercial 11
5 Unspecified 10
6 Exhibition and Entertainment 6
7 Residential, Multi-Unit 3
8 Industrial 2 44%
9 Residential, Singles 0.5
10 Transportation 0.4
11 Other 12

Source: Statistics Canada Survey, 1982.




export fee income. Key sectors in the Far East
included commercial, transportation and
recreation.

Key Building Sectors jin Export: Adminjistration,
3 . - {al

The top building sectors in 1982 were
administration, miscellaneous*, education and “other
commercial®"**, Together these sectors accounted for
two-thirds of total export fee income. 1In 1977 the key
sectors were education, transportation and residential.
The growth in importance of the administration and
commercial building classifications is in part explained
by the strong shift to the U.S. market. The types of
projects for which Canadians are likely to win contracts
in the U.S. are the specialized major office and
commercial projects. Exhibit C.3 provides a breakdown of
1982 architectural export fee income by building
classification. Unfortunately a similar breakdown was
not available in 1977.

S s of Fundina Shifting to "Foreian®

One of the indications of maturity in the
international marketplace is the extent to which projects
are funded by foreign sources as opposed to Canadian
sources. An examination of the funding sources for
export projects suggests that Canadians architects are
growing increasingly sophisticated in the export market
and winning projects funded directly by foreign
government and private sources. Exhibit C.4 illustrates
the funding sources for projects in 1977 and 1982.

The -
In spite of growth in export in recent years, we

foresee a period of stagnation if not decline ahead. No
doubt the superstars in Canadian architectural export

* Miscellaneous includes the following building types:
Religious, Funeral, Military, Penal, Marine, Farm
Building, Laboratory and Other.

*% "Other Commercial”™ includes: Hotels, Motels,
Laundry, Dry Cleaning, Grain Elevator, Garage and
Service Station.



EXHIBIT C.4

CIDA

Private
Sources

Private

Sources

Sources

Other>*

Other*:

Source:

FINANCING SOURCES SHIFTING

Goverment Foreign

1977 1982
$ 3 $ $
2.7 m 43 1.0m 9
Canadian
0.8m 13 2.7m 24
Foreign
0.5m 8 2.7m 25
1.9m 30 2.8m 26
0.4m 6 1.8m 17
6.3m 11.1m

includes Export Development Corporation and other
international funding agencies, eg. World Bank, United
Nations Development Program.

Statistics Canada Surveys, 1977, 1982.




will continue to win prestige jobs, but overall the
outlook is not promising. A number of key internal
forces inhibit the ability of Canadian architects to
establish large, sustained export practices:

Insufficient Scale: To compete effectively in

the international market a firm has to be big
enough to do without key personnel for protracted
periods of time, and big enough to handle the
financial risks, liability insurance, and
marketing costs of international work.

Relatively few Canadian firms have these
requirements. In addition, more and more the
export market demands a packaged turnkey approach
run by a large team. Few Canadian firms are
well-equipped to respond to these demands.

. Unlike
some other Canadian export services, Canadian
architects have few areas of expertise for which
they can claim “unique ownership®". To compete in
the international market today architectural
firms require an advantage in terms of skills or
in some other area.

Government Assistance Critical. A key

requirement for success is government assistance
in financing, marketing and market intelligence.
While a number of firms indicated that they had
successfully used PEMD - the Program for Export
Market Development - there was a general feeling
that in other countries government support was
greater, particularly in terms of financing.

While internal forces do influence the success of
Canadian firms in the export market - perhaps even more
important in the future will be the changing demands from
the export market.

We have already noted, that as lesser developed
countries mature, their demands for traditional
architectural services decline. This trend is reinforced
by funding policies which favour the hiring of 1local
architectural firms. One area therefore where Canadian
architects may find further opportunities will be in
hi-tech buildings. Realizing the potential of CADD,
marketing it to other countries and being able to train
others on its use and potential may be key areas in years

to come.



EXIIBIT D.1

HO'l CO:IPUTERS ARE USED Il ARCHITECTURAL PRACTICES

ADLITKI STRATION

® VORD PROCESSING
® ACCOUNTING

WHALYSIS ALD
SPLCIFICATIONS

® STATISTICAL
AHNALYSIS

® LIFE CYCLE

COSTING

SPECIFICATION

DRAFTIRG alND
DESIGH

® SITE SURVEYS
® PLERSPECTIVES
® WORKING DRAVWING




APPENDIX D

ARCHITECTS AWD TECHNOLOGY -
NEW ALLENGE

One of the most significant changes for the
architectural profession since the late 1970's has been
the influence of technology. Reaction within the
architectural profession to the onslaught of the computer
age has ranged from complete disinterest to skepticism to
intense enthusiasm. The extent to which architects have
adopted various forms of computer hardware and software
has varied considerably. In this appendix we take a
closer look at architects and technology and nore
specifically at how computers are used; who uses them; in
what form; for what use; and perhaps most inportantly
what effect computers are having on architectural
practices. Ve also look at the current and potential
role of architects in research and development.

Computers Exertinag Major Influence

Few firms remain untouched by computers today. A
large proportion of firms have incorporated computers
into one or more areas of their practice:

Administration

Project management

Analysis and specifications

Drafting and design (see Exhibit D.1)

Naturally, computer usage depends very much on the
size of the firm and the size of their projects. But,
computer usage is by no means limited to the very large
firms in the profession.

Although we have no firm statistics of computer
usage in Canada we do have an indication of the pace of
adoption of computer technology from U.S. firms. The
American Institute of Architects carried out a survey in
1981, 1982 and 1983 of computer usage by its firms. The
results are indicated in Exhibit D.2. By 1983,
approximately 45 percent of firms surveyed had computers,
and 55 percent were planning on acquiring or increasing
their computer capabilities in the next 12 months. The
most common computer capabilities of U.S. firms are as
follows:

D.1



EXHIBIT D.2

ADOPTION OF COMPUTERS
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e Word processing (66 percent of firms with
computers have it).

® Specification software (46 percent of firms with
computers have it).

e Job cost accounting (43 percent of firms with
computers have it).

e Financial management (40 percent of firms with
computers have it).

Only 20 percent of firms with computers had computer
graphics capabilities*,

For most Canadian firms, the adoption of major
computer capabilities has been cautious and slow.
Unfortunately many firms have not been healthy enough to
invest in major computer hardware and software. But many
have invested in word processing systems or personal
computers. An alternative for some firms has been to
share facilities with other firms or to use commercial
services. The various applications are discussed in
further detail below:

1. Administration - The lost Common Applicatjon. By

far the most common area of application of
computers in architectural practices is the
adninistrative end of the business. Many firms
reported improvements in their administrative
matters due to the use of dedicated word
processors and personal or mini-computers for the
following administrative uses:

- Reports
- Correspondence
-~ Accounting

Faster turnaround and reductions in
administrative staff requirements were cited as
productivity improvements in this area.

2. Project Management. For architects one of the

critical determinants of profitability is project
management. As buildings and design teams becomne
more complex, the tasks of cost control,

* The American Institute of Architects, Computer Use
Survey, 1981, 1982 and 1983.

D.2
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scheduling, and using staff in a productive
manner can become exceedingly difficult. For
some architects the use of computerized project
management systems has been extremely effective.
Among the advantages of the systems are:

- Up-to-date knowledge of profitability

- Optimum scheduling

- Productivity analysis of staff members
- Improving cash flow

Analysis d _Specifications. Another area of
computer applications is the general area of data
manipulation, analysis and specifications. Somne
architects have found particular cost savings in
using computers for specifications.

Specification writers are now "hands on" the
computers and can make changes quickly and
efficiently. Some architects have also used
computers for various types of analyses including
statistical and engineering analyses.

Drafting and Design. The most controversial area
of computer applications for architects has been
the area of CADD - Computer-Aided Drafting and
Design. While most firms believe that in the
long run, CADD will improve architectural
services, a relatively small number of firms has
adopted it. CADD is seen to be too costly to
implement due to the initial investment in
equipment along with time-consuming and costly
training. From our interviews it is evident that
the range of approaches to CADD is considerable:

- Do not use it at all
- Use a CADD service bureau

- Use a single station rented from CADD service
bureau

~— Use a micro-CADD system

- Use a major CADD system (mini or mainframe)

D.3




For many firms, the decision of whether or not to
"go CADD" has been contingent on the volume and
type of workload. Firms bruised by the recession
have been reluctant to make a move until business
is better.

For those that have implemented CADD systems,
(and have retained the work volume to sustain
them) the reported advantages are many:

- Productivity improvements

- Better quality and more accurate drawings
- Ability to examine more options

- Improved marketability

- Faster turnarouna

- Storage of cumulative experience (no need to
reinvent the wheel each time).

The increasing availability of low-cost
micro-computer CADD systems is opening up the use
of CADD for the smaller firm. Specialized
software for use with personal computers, is
being developed at a rapid rate.

CADD is also opening up new service areas for
architects. The creation of an electronic data
base for building is a considerable resource
which some have capitalized upon by offering
space planning and facilities management
services.

HMinimal Involvement in R D

One final area of challenge for architects vis-a-vis
technology is the area of research and development. From
our interviews it is evident that relatively few
architects carry out sponsored or own account research
and development. A relatively small group has devoted a
good deal of time and effort to CADD software development
but these are generally isolated cases.




From our interviews it appears that many architects
wish to have a closer involvement in the research and
development process, especially in building technology.
However, to date architects have had relatively little
influence on developments in this area.

* * * *

Looking to the future, it is evident that architects
are at the threshold of a new era in architecture. A
survey of Canadian architects in 1983 revealed that
almost two-thirds (63 percent) believed that the adoption
of computer techniques would have a major impact on the
practice of architecture within the next five years. For
many that impact is being felt today. What remains to be
seen is the extent to which architects will seize the
computer-aided design market and all of the potential
follow-on services it offers as well as the extent to
which architects will become involved in research and
development. Other professions such as interior design
consultants will be competitors in this market, but we

believe architects are well-positioned to seize it if
they wish.



APPENDIX E

STATISTICS CANADA BUILDING CLASSIFICATIONS (1982)
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