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Commercial Construction is Flying High

By Mark Crawford

Office construction, whether it's multi-tenant office space or a new corporate headquarters, is largely controlled by the economy - when the economy takes a dive like it did in 2001, office construction stalls in a hurry. And until things are really looking up, developers are even more reluctant to put up commercial buildings on spec.

But this summer we found excitement among many builders, equipment manufacturers, material suppliers, and subcontractors about the amount of work on the books across a range of sectors, especially in the recovering manufacturing industry.

"We're in a better position in 2005 than we have been for the past three years," says Dan Market, president of Market & Johnson Inc. in Eau Claire. After achieving $82 million in revenues last year, the company expects to top that by 15-20% this year.

"We have a very positive backlog of projects," adds Market, "and the best part is that they represent a wide range of markets."

PROJECTS ON THE TABLE

C.G. Schmidt Inc. in Milwaukee also has a full plate of construction projects.

"The outlook for the corporate/industrial market in Milwaukee is very positive, especially with more manufacturers starting to expand their operations," says Vice President Mike Abuts, who expects 2005 revenue of $200 million, up nearly 50% from last year's $135 million.

"We're seeing more projects driven by real estate developers, rather than owner driven," says Abuts. "Even the $85-million headquarters we're constructing for GE Healthcare will be leased space.

"Whenever the situation reaches the point where companies prefer to lease instead of own, real-estate developers become much more interested in moving forward with commercial projects."

Miron Construction Co., headquartered in Neenah, generated $400 million in revenue last year. Vice President of Business Development Corey Brumbaugh foresees no problems in meeting or exceeding that total for 2005.

"Healthcare is one of the most active markets across the state," says Brumbaugh. "Large healthcare organizations are investing in hospitals and medical centers.

"We're also seeing an influx of entrepreneurial physicians who are constructing their own office buildings and surgery centers."

In addition, Brumbaugh notes a healthy increase in the number of projects in the educational sector, from K-12 schools to big buildings on University of Wisconsin System campuses, such as the $43-million mechanical engineering building that Miron is constructing at UW-Madison.

Guy Rossato, project developer/real estate broker with the Goldridge Group in Eau Claire, reports that local real estate developers and builders will be enjoying a robust market in 2005.

Goldridge Group is developing a 15-acre, mixed-use property along the Eau Claire River called Waterford. With a price tag of $75 million, the complex will feature 28,000 square feet of upscale retail space, 50,000 square feet of office space, 242 residential units, and underground parking.

One reason for the upswing is that "some of the people who've been sitting on the fence the last couple of years are now feeling the threat of higher interest rates, which is motivating them to move forward with projects, says Rossato.

The money is available and banks are getting more aggressive. And as quality projects are announced, it creates a synergy that gets other developers rolling.

Manufacturing is on the rise in the Marshfield area, which is driving new construction and expansion. Companies such as Wick Building Systems, Wisconsin Homes, and Engineered Building Systems all supply building materials to the commercial and industrial markets and have increased production.

"Also, now that the dairy industry is starting to recover, stainless steel fabrication companies in the area, such as Innovative Machine Specialists, Felker Brothers, and Paget Equipment, are also physically expanding their manufacturing space,” says Barbara Fleisner, executive director of the Marshfield Area Chamber of Commerce & Industry.

DELIVERY METHODS

More owners and developers are going with the design/build method, where the general contractor, architect, and owner all work together from the very beginning, rather than hiring an architect, developing the plans, and then bidding out the job.

"We're seeing a definite shift toward design/build or construction management and away from competitive bidding," says Brumbaugh.

The main advantages are speed and savings. By working together, an architect and contractor can share their expertise, which minimizes changes during the building process and speeds up the project. Ground is usually broken before the plans are even finalized.

"Design/build is a very effective way to build,” comments Raymond Camosy, president and CEO of Camosy Inc. in Kenosha.

"Owners who spend their own money, especially in industrial, love design/build. But government projects still want to split up the architect and general contractor and go through the bid process."

As energy costs continue to rise (and interest rates stay low), more developers and companies are building "green" buildings that are more energy efficient and use more environmentally friendly materials. Green buildings typically cost 2-10% more than their standard code counterparts, but pay for themselves down the road with energy savings that can sometimes be as high as 50%.

"We're seeing a continual interest in green building from a range of different sectors, especially higher-end institutions," says Tom Boldt, CEO of The Boldt Company in Appleton.

"More environmentally friendly products are becoming more mainstream and cost-competitive, such as low-VOC

[volatile organic compounds] paints and adhesives, lighting products, more efficient HVAC, systems, and FSC [Forest Stewardship Council]-certified wood products."

MATERIALS AND EQUIPMENT

Rising material costs have plagued the construction industry for the past two years - last year alone project development costs went up by more than 10%.

"Material costs are a big concern," says Boldt. "Last year we saw some big jumps in the price of steel, but that has subsided somewhat. But we are anticipating price increases for concrete, plywood, and other materials.

"Last year some suppliers would only give contractors 24 hours to accept a proposal. Owners really need to appreciate the volatility in pricing and make timely decisions to lock in prices."

Jeff Tubbs, director of business development for J.H. Findorff & Son in Madison, points out that availability of materials is also a major concern for general contractors.

"The lead time for some items is getting longer and longer," says Tubbs. “For example, lead time for fabricated steel is typically about eight weeks, but this summer we'll be waiting 12-13 weeks for the orders to come in.”  

Boldt indicates that both general contractors and vendors have been investing more in new equipment, replacing older machines and trying to improve efficiencies. “This is good news for manufacturers but tough news for contractors because we will have to wait longer to get orders delivered," says Boldt.

Glen Tellock is president of Manitowoc Crane Group in Manitowoc, a major supplier to the construction industry.

"This year's first-quarter earnings are up 40% over first-quarter earnings for 2004," says Tellock. "The increase is driven by mobile hydraulic equipment, all-terrain boom trucks, and tower cranes. About 70% of our product is going to crane rental companies."

Tellock also sees increased activity in government projects such as power plant infrastructure work around the Fox Cities, the conversion of a We Energy power plant in Port Washington from coal to gas, and the planned replacement of an outdated coal-burning power plant in Oak Creek with a new one.

This increased demand can lead to shortages of equipment.


"At the end of December we had a backlog [of crane orders] worth $340 million," says Tellock.

"By the end of March that backlog increased to $532 million, which is definitely stretching lead times for delivery."

The Spancrete Group Inc. in Waukesha manufactures structure and architectural precast concrete materials.

"A big part of our business is the commercial/industrial sector," says executive vice president Robert McCormack.

"The demand for precast is quite strong, especially for parking structures and schools, and we have expanded some of our operations to meet these increased needs. Manufacturers are also rebounding from 2001-2003 and beginning to expand their operations."

Construction is highly labor-intensive and every builder is concerned about finding enough skilled workers, especially as fewer high school graduates move into the trades.

"Reports from members indicate a mixed picture for the upcoming construction season," says Robert Barker, executive vice president of the Associated General Contractors of Wisconsin in Madison.

"There are still unemployed craftworkers in virtually every region of the state. It's expected that some craftworkers from the central and northeast parts of the state will be traveling to find work, mostly to the Madison and Milwaukee areas, where the work picture seems brighter.

"And the [$800 million] Marquette Interchange project in Milwaukee is expected to pull crane operators and operating engineers away from contractors around the state."

Barker indicates there should be enough workers for the construction industry for the next five to 10 years. "But the average age of a craftworker is 42," he warns, "and over the next 10 years a number of these workers will retire. That's why we need to get young people involved in the trades to fill these future gaps."

One way AGC is addressing this challenge is through its Construction Career Academy, sponsored by Burlington High School. The CCA will initially integrate construction industry applications with English, math, and vocational curriculum.

"CCA students will have an opportunity to learn about all the career opportunities available to them and possibly pursue a career as a craftworker, project manager, engineer, or architect," says Barker.

Regional associations are also getting involved. The Central Wisconsin Area Economic Development Council is actively petitioning the state legislature for money to support its School-to-Career Partnership Youth Apprenticeship programs, which provide basic training in several fields, including construction.

"According to a survey of recent Youth Apprenticeship graduates," says Fleisner, "68% plan to pursue a career in a related field. As new employees they will require less training, have a higher productivity, and be better problem-solvers."

LEGISLATIVE CHALLENGES

There are several legislative issues that concern the commercial construction industry. One deals with material purchases for tax-exempt projects.

"Under the current law," says Barker, "tax-exempt entities such as churches and schools have to direct-purchase materials and equipment to take advantage of their tax-exempt status. This process creates a huge paperwork nightmare and warranty issues for the building owner."

Other states, like Illinois, allow the general contractor to purchase the materials directly by utilizing the tax-exempt status of the building owner. This process saves time and money for all those involved in the project.

"Most importantly," adds Barker, "this allows entities that are tax-exempt to truly reap the rewards of their tax status. Right now tax-exempt entities are paying taxes they should not be paying, and paying more for their construction projects because of this archaic process."

After a successful hearing at the end of March, the construction industry is hopeful for a budget amendment that will change this process.

Another issue was a proposal that called for a ban on new healthcare construction across the state. "Luckily it didn't pass," says Boldt.

"The proponents of this idea view it as a way to control costs, but it will actually have opposite effect. By building new facilities, we'll be reducing healthcare costs because there will be better, more efficient care."

The reverse auction was another concept that was rejected by the legislature.

"Here the idea was to get everyone to submit bids for construction projects on a Web site, and bidders would keep undercutting each other until there was one man left standing," Boldt says with some exasperation.

"It was actually the [U.S. Army] Corp of Engineers that came out against this on a national level, saying reverse auctions couldn't be applied to construction because there are too many variables."

All in all, 2005 is the kind of year that construction firms have been dreaming about. J.H. Findorff & Son is expecting its 2005 revenues to be 10-15% higher than the previous year.

"Even with some of the challenges the industry is facing," concludes Tubbs, "this year will be a very good year, and we're hoping that 2006 and 2007 will be just as favorable."

