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The Top 400 Contractors

Growth Marks a Return to Prosperity

(to see complete article and order back issues of  ENR:

http://www.enr.com/people/topLists/topContractor/topCont_1-50.asp)

For large contractors, 2004 was a solid year for business. After three years of sluggish markets and uncertainty, activity picked up in most market sectors and in most regions. The turnaround wasn’t spectacular, just strong enough to keep construction firms optimistic, but not idealistic, about the next few years. “We’d been building toward last year for the past four years,” says Doug Barnhart, CEO of building contractor Douglas E. Barnhart Inc., which made one of the biggest moves on the Top 400. “We plan on continuing to grow, but not at last year’s levels.”

ENR’s Top 400 Contractors generated a total of $209.74 billion in revenue in 2004, a healthy 8.5% rise from $193.35 billion in 2003. Much of that growth was generated from work abroad, with Top 400 firms experiencing a 22.4% hike in international revenue last year to $32.82 billion.

Political dichotomies in the Middle East – from war-generated reconstruction to Gulf Coast economic boom – fueled the overseas revenue surge. The region became the top revenue producer at $12.20 billion, more than twice its total in 2003 and an astonishing 1,322% higher than the 2002 revenue of $922.4 million, when war fears ran high.

Much of these gains can be attributed to recovery and reconstruction work in Iraq and Afghanistan following U.S. incursions in the past few years. Perhaps no Top 400 firm benefited more than KBR, which moved up from third to second place on the list in 2004 on the back of its huge post-war contracting stake. This drove the contractor’s international revenue to 91% of its total last year, up from 81% in 2003. KBR saw its overseas revenue rise 51% in 2004, even as its domestic share dropped nearly 30%. The firm declined to specify market segment breakouts for most of its international revenue and executives were not available for comment.

Other Top 400 firms did not fare as poorly as KBR on the domestic side, but results were not sensational. Overall Top 400 revenue in the U.S. rose a modest 6.5% to $176.9 billion, but some firms report solid growth as moves they made during the downturn blossomed into revenue recovery and growth. Douglas E. Barnhart carefully positioned itself to take advantage of the burgeoning California education and health care markets to become one of the biggest gainers on this year’s list.

Panattoni Construction is another example of growth through planning. “We had always been considered a West Coast firm,” says Denny Boom, Panattoni’s CEO. “But we worked throughout the construction turndown to establish ourselves as a national firm.” He notes that Panattoni went from five offices in 1999 to 18 offices now, including new ones in St. Louis, Orlando and Edison, N.J. and one planned in South Florida.

New Arrangements

Top 400 firms also spent last year rearranging who would run those offices. Sweden’s Skanska AB opted to export corporate Executive Vice President Johan Karlstrom to take over its Skanska USA operations. The former head of the parent’s Nordic operations now runs the U.S. unit in the wake of former CEO Michael Healy’s dismissal until a new CEO is found (ENR 2/14 p. 12). Karlstrom then will oversee all of Skanska’s American business. “We expect to hire someone within the next two to three months,” he says.

Karlstrom also hopes to use more public-private-partnership financing. “Outside the U.S. we do a lot of PPP work with lots of short-term market financing of projects,” he says. “We think there is a growing interest for PPP projects in the U.S.” Skanska already is investigating several proposals, he says.

Other firms see potential for using new financial arrangements to generate more work. “We are seeing firms not just consolidating, but bringing new competencies into play,” says Steve Halverson, CEO of The Haskell Co. “And these are not just construction services, but financial solutions for their clients.” The company has a small real estate financing group that is seeing “increased demand from some corporate clients for off-balance-sheet financing and sale-leaseback projects,” he says.

The cheap price of money emerged as a big driver of the construction recovery lat year. But many worry that the Federal Reserve Board’s push on interest rates may blunt the market. “Interest rates staying low along with the federal tax cuts spurred some of the recent economic expansion,” says Panattoni’s Boom.

Not everyone is sure that the Fed’s recent actions are stopping capital investments. “We have had clients who decided to put projects on hold until they had the full cash on hand or until a building is fully leased.” Says Tom Boldt, CEO of The Boldt Co. “Then they change their mind on seeing the price on money rise.”

But other things on the rise – notably oil and steel prices – are a major worry. “The big concern is the impact that high petroleum prices cold have on the economy,” says R. Wayne Evans, interim president of Hubbard Construction. “We’re seeing increases in prices across-the-board on petroleum-based materials and equipment.”

Higher oil prices can land a direct hit on many firms’ bottom line. “Rising prices hit us bad last year,” says Robert Alger, president of heavy-civil contractor Lane Construction. “We used 21 million gallons of fuel last year.” The huge jump in steel prices also took a heavy toll on firms. “Material price volatility is definitely a cause of alarm,” says Thomas Goemaat, president and CEO, Shawmut Design and Construction. “Between oil and steel price surges, you can’t predict what is going to happen. Preconstruction is becoming more challenging every day.”

Disappearing Work Force

Even more challenging than rising costs on the jobsite is the shrinking supply of people trained to do the work needed. “Fining people in the trades is particularly tough now, especially in the South and especially in Florida,” says Alger. “We are overstaffing our crews to help train people and ensure they know how to work safely.”

With more clients demanding safe jobsites, Skanska is investing more heavily in a corporate-wide safety program in the U.S. “Our goal is a zero-accident workplace,” Karlstrom says.

Robert McCoole, CEO of Alberici Corp., has been campaigning for greater safety awareness for many years. “We are seeing more clients working toward an accident-free workplace,” he says. “But we still see a lack of concern among some smaller contractors. Until all contractors join in this concern, we’ll still see suffering,’ he says. “I wish we could tie the individual tradesperson to accountability for his or her own safety.”

Many of the industry’s most experienced and well-trained tradespeople could soon be leaving jobsites in droves. “We are still a few years away from when most baby boomers retire, but people in the trades tend to retire early, especially the ones in unions,” says Goemaat of Shawmut. “They get in their 30 years and leave.”

Barnhart is not optimistic about the campaigns to attract and train new workers. “All the talk about training new people for the trades doesn’t seem to be doing much. It looks to me like we’re just treading water at this point,” he says. Barnhart claims that “it’s gotten to the point” where his firm has begun to subcontract out some work it usually self-performs. “If we’ve got 80 people available and we need 120, we’ve got no choice,” he says. 

Even design decisions increasingly are being made based on craft availability, says Halverson. “Designers might reconsider using masonry in areas where there is a shortage of masons,” he explains.

But jobsite pressures won’t be easing anytime soon. “Technology is driving us faster and faster,” says Jim Gray, CEO of James N. Gray Co., “Practically all of our managers are now addicted to their Blackberrys,” he says.

Some contractors worry that the pressures of business may discourage recruitment efforts. “I can’t remember when the business was as fast-paced and complex as it is now,” says McCoole. “And much of the burden falls on the project managers who must face these complexities.” With 24/7 communications, problems that project managers once referred back to the office for analysis and decision now must be handled right on the spot. “These kinds of pressures may have a long-term impact on the industry’s ability to recruit and retain people in these jobs,” McCoole says.

More contractors are responding to short-term personnel shortages by turning to labor brokers and temporary management services. “You’re seeing more trained craftspeople coming out of these agencies,” Gray says. “I saw one job where 70% of the electricians came from a broker.” Halverson says some temporary labor agencies are following more sophisticated business models and are investing in more training. “It’s not really there … yet,” he says.

Douglas E. Barnhart Inc., uses labor brokers occasionally but doesn’t see them as a major source of skilled labor now. “We’ll use a labor broker only for simple tasks like cleanup jobs so we can use our own more trained people on the higher skilled jobs,” Barnhart says.

Rudolph/Libbe President Tim Alter says his firm’s decision to self-perform is a real competitive advantage. The company does its own surveying, site work, excavation, foundation work, concrete flats, steel erection and masonry, among other things. “It improves production, safety and scheduling because we work together as a team to get the job in the dry quicker,” he says.

A Building Market

As firms struggle to recruit and retain, some also struggle for market share, particularly in the tough commercial building sector. The corporate general building market “is lackluster in the Boston area,” says Goemaat of Shawmut. “There’s not enough activity to generate a decent absorption rate. We’re holding our own, but that’s about it.”

But some firms have been finding success in the market. “Our office building group has been surprisingly strong despite the poor market statistics,” says C.J.  ‘Chuck’ Cianciaruso, senior vice president of J.E. Dunn Group. He cites recent projects, including a new headquarters building for tax consultant H&R Block and a new Federal Reserve Bank building, both in Kansas City. There’s been so much activity in the Kansas City area that some projects are scrambling to find enough bidders. “There’s been a 10% increase in construction costs in Kansas City, which is higher than most of the other major markets,” Cianciaruso says.

Turner Construction also has found surprising strength in the commercial office market. “We are finding that the market seems to exceed a lot of the projections we’ve seen,” says Nick Makes, Turner’s senior vice president and portfolio director. “And, for the first time in a while, we are seeing high-rise offices being built where lenders are not insisting on a 60 to 75% rental commitment before issuing the loan. Some projects we’ve seen have even been less than 50% committed before getting the go-ahead,” he says.

More acquisition activity in the retail banking market also is generating a great surge in local construction projects for both new and renovated bank branch facilities in the Northeast and Mid-Atlantic states, Goemaat says.

‘Leeding Edge’

The growing interest in environmentally friendly building and Leadership in Energy and Environmental Design certification is starting to show. “There’s tremendous interest in sustainable design, particularly in the higher education and health care markets,” says Boldt. However, not everyone wants to go the LEED-certified route. “It depends on the client,” he says. “We’ve had clients in higher education that wanted environmentally friendly building but they decided not to go the full certification route.” Boldt says LEED may not be for everyone. “After all, for many, money is a resource to be conserved,” he says.

But for The Boldt Co., LEED is the way to go. “We believe that LEED certification is not just something that’s a good idea for someone else,” Boldt says. The firm recently completed a new office for itself in Wisconsin that is pursuing silver LEED certification, and currently is building another Boldt office in Oklahoma City to the same standards. “Once it is certified, we believe it may be the first private office building to gain LEED-certification status in Oklahoma,” Boldt contends.

The opening of Alberici’s new headquarters facility in St. Louis, a building built to platinum LEED standards, could take the campaign to a new level. “It will probably be one of the first dozen or so platinum LEED buildings,” says McCoole. He believes that as more environmentally friendly building become available, they will become more attractive to potential employees and tenants.

As for problems with costs and paperwork, McCoole says that interest in LEED could lead to cheaper and more readily available environmentally friendly products and equipment.

This will lead to greater demand among tenants and employees for environmentally friendly building, forcing clients to bear the cost, says McCoole. “Even now, there are some things that you have to spend more money on rather than taking the cheaper way out,” he contends. “After all, gravel parking lots are cheap, but tenants wouldn’t put up with them.” He says the paperwork costs go gain certification on the Alberici headquarters was about $50,000 out of a $23-million budget. “That’s less than we will save ach year on utility costs,” he notes.

McCoole says Alberici now is working on five projects seeking LEED certification, including ones for Anhaeuser Busch and General Motors Corp.

Firms also are anticipating opportunities in the still-hot education market at all levels. “We expected the K-12 market to lose a little oomph based on demographics, but it still seems to be g going strong,” says Cianciaruso.

Demographics are driving part of the boom in higher education. “There’s a bubble of students who are the children of the baby boomers who are coming through the system whose needs must be answered,” Boldt says. “It is also aging infrastructure. Students come to colleges with expectations that facilities will be compatible with the current generation of technology.”

Many agree that the drive for universities to adapt to a more research-oriented approach is pushing construction. “There’s a lot of activity in science centers,” says Boldt. “There’s a need for science facilities to be flexible and easily adaptable that many schools don’t have.”

The flourishing health care market has been well-documented. But critical-access facilities are one niche that seems to be taking off. “These are smaller health care facilities in small communities that may not have local access to emergency medical care,” says Cianciaruso. He notes that expiration of federal legislation that helped provide funding to local critical-care facilities has forced federal agencies such as the U.S. Dept. of Housing and Urban Development and the Federal Housing Administration to fill some gaps in rural areas.

Turner Construction has made a service move in the health-care sector. The Turner Logistics Group was set up several years ago to help owners procure building service equipment more efficiently using the contractor’s purchasing power. Now, “we are getting actively involved in procuring medical equipment for supply and installation in medical facilities,” Makes says. “Through bulk purchasing, we hope to provide our clients with better prices,” he says.

Bumpy Road

While U.S. manufacturing appears to be declining, Gray says there is some significant activity in the automotive sector, particularly among first and second-tier suppliers. “But all businesses are being pressed to become more efficient.” This is leading to clients demanding more engineering and front-end work by contractors, “and budgets are more sacred than ever,” Gray adds.

The recent downgrade by financial analysts of Ford and GM bond ratings has some in the automotive market worried. But others are finding some significant work in that sector. “We are working on a supplier park for companies supplying parts of the DamlerChrysler Jeep plant in Toledo,” says Alter of Rudolph/Libbe. “This is the first time DaimlerChrysler has decided to group its suppliers in one place.”

But Alter concedes that manufacturing is slow except for the renovation and maintenance market. That’s why Rudolph/Libbe has been diversifying onto other markets recently. One recent project award that is not too far from its industrial roots or too far from home is the Toledo Museum of Art’s new Glass Pavilion. “Toledo is the center for glass production in the U.S., so we’re proud to be working on this project here at home,” says Alter.

One area of optimism in the manufacturing sector is the increased interest among foreign clients seeking a bigger foothold in the U.S. market. “We are definitely seeing an uptick in foreign direct investment in the U.S.,” Gray says. This has worked to the firm’s favor, as James N. Gray has had a history of working for Japanese firms here.

Gray says the firm’s experience with Japanese clients has helped it with new Korean clients. “The Koreans liked our marketing – strong but not aggressive. But they also liked that we were patient with clients while managing projects aggressively,” Gray says. The firm has used this experience to win several projects for parts suppliers for the Hyundai assembly plant in Alabama.

One indication that the manufacturing market is still alive is that Turner Construction has decided to become more active in that market. “We’ve looked at all the statistics and projections, but we believe that there area great opportunities in the industrial market,” says Makes. Turner has two subsidiaries, Turner Universal and the Lathrop Co., that are active in the manufacturing and industrial sectors. “We plan to take their experience and combine it with our other offices to expand our presence,” he says.

Heavy Lifting

The heavy-civil markets generally are active. “We have offices in lots of places throughout the Southeast, Midwest and Southwest and most are doing well,” says Steve Swatek, senior vice president of Garney Holdings. “The market for water and wastewater treatment plants is good throughout the Midwest and Rocky Mountain region, particularly in Phoenix, Colorado and the Kansas City area. Our (water-and-sewer) line work is particularly good in Florida and in the Nashville area, he says. “The one area that seems to have fallen off is Texas.”

Many contractors in the infrastructure market are concerned about maintaining levels of federal funding in the water and wastewater markets. Swatek has not seen any major problems. “I haven’t noticed a drop-off in our markets,” he says. “There have been the occasional cutbacks, but the [U.S. Environmental Protection Agency] keeps coming up with new mandates that keep the market healthy.”

The transportation market continues to be one of the biggest for contractors, despite the lack of a federal transportation reauthorization bill. Some states continue to be strong markets despite the uncertainty caused by reauthorization delays. “Florida’s economy continues to grow and I’ve heard statistics that a thousand people a day are moving here,” says Evans of Hubbard Construction. This means huge growth and its accompanying infrastructure needs, he says.

The market is good enough in Florida that the state continues to experience materials supply problems. “In Tampa and Orlando, we still can’t get enough aggregate,” Evans says. “We have to have it shipped in from Georgia and other areas in Southeast.”

One of the biggest surges among the top 400 was by Lane Construction. “We’ve had about 70% growth over the past two years,” says Alger. Part of this growth was through acquisition. Lane acquired Rea Construction from now-defunct J.A. Jones in 2004 and recently acquired Eby Construction’s Florida operations. “About one-third of our growth came through acquisition,” Alger says. “The Eby acquisition is not reflected in our 2004 numbers.”

Alger is excited about Lane’s growth. “The Rea acquisition has really gone well. It gives us a major presence in the Carolinas and Florida,” he says. Lane had revenue of $130 million in Florida last year, “up from pretty much nothing.”

Not all states are running smoothly. “The Carolinas have had some transportation funding problems,’ says Evans. “Federal reauthorization will help some, but the states have to come up with their share of matching funds, and North Carolina has recently cut its transportation funding, so I don’t see that as a boom market even after Congress acts.”

Alger agrees that the Carolinas have had some problems. “North Carolina cut its roadbuilding budget by $400 million, as have other states, but we’ve been seeing some major movement in states like Pennsylvania and Virginia,” he says.

“Transportation has always been high on our list of markets,” says Michael J. Sweeney, director of marketing, Ames Construction. The firm is finding success in the Rocky Mountain states. It now has five regional offices and one of the largest equipment fleets in the U.S. “We can go just about anywhere for a project,” Sweeney says.

Ames has its own engineering resources and has been doing design-build work for years. But the growing willingness of state highway departments to embrace design-build has been a bonus. “We have been working on TH-52 in the Rochester (Minn.) area. It may be the first really big design-build road project in Minnesota,” Sweeney says.

Congress is studying a bill to expand public-private partnership financing on federally funded projects. “There are always private groups that will help finance road projects,” says Evans. “Disney and Universal Studios were willing to spend to upgrade roads around their attractions.”

One major PPP job was the $900-million-plus award in April of a project to build a 14-mile stretch of toll lanes on the Washington, D.C., Beltway. The project led by Fluor, includes Lane Construction. “This is our first major participation in a PPP road project,” says Alger.

But not everyone is happy with PPP and other contractor-arranged financing programs. “There are a lot of small, family-owned contractors that are opposed to such programs because they won’t have the ability or experience to organize financing to participate in these programs,” says Evans of Hubbard.

As the market grows, the opportunities also are growing. But many contractors are cautious about overreaching, having seen what happened in the past construction boom when firms grew too fast and paid the price. “We’ve got some big projects out there,” says Jim Gray. “But we don’t go up there swinging for the fences. We’re just trying to hit good, solid singles.”
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