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BACKGROUNDER

KEY FINANCIAL PERFORMANMNCE
INDICATORS (METRICS)

Steve L. Wintner, AlA Emeritus

The profitloss statement and the balance sheet each have o
relevant number of key financial performance indicators that
provide firm leaders with valuable metrics fo assist them in
understanding their firm's financial condition and guide them
in making sound business decisions.

THE PROFIT-LOSS STATEMENT

The profit-loss statement includes the following seven indica:
tors fo caleulate frem each menth’s financial report (in ne
particular order):

1. Utilization rate: Measures the overall efficiency and effec-

tive use of laber, not a measure of preductivity. This alse
is not a measure of the number of hours billed, anly hours
charged fo projects.

Formula: direct kabor hours = total labor hours x 100 |as o %)
Example: 32 hours + 40 hours = 80%

Target: Entire firm: 60-65%

Professioncl-technical staff, including prin:ipds: 75-85%

A

&)

Overhead rate: Measures the cost of operafions not
directly aftributed to projects.

Formula: total indirect expenses + total direct labor
lin $54)

Example: $308,241 + $200,914 = 1.53 (for an hcurly
sc:|~:|ry of 310/hr., the overhead cost would be
1.53 % $10=$15.30)

Target: 1.30 to 1.50 of total direct labor

Break-even rate: Measuras the total cost of aperations far
every dollar spent on direet laber.

Formula: everhead rate + 1.00 (represents the unit of cost
for an hour of salary)

Example: 1.53 + 1.00 = 2.53 (for an hourly salary of
$10, the breck-even cost would be 2.53 % $10= $25.30)
Target: 2.30 to 2.50 of total direct labor

. Net multiplier: Measures the revenue generated for every

dollar spent on direct labor. This indicater must be greater
than break-even rate for a net profit to be realized.

Formula: net cperating revenue + total direct labar
lin $34)

Example: $622,207 + 200,914 = 3.1

Target: Greater than break-even rate (industry
benchmark: 3.0+)
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61.1%

o

Top Quarter

70.7%
Bottom Quarter

54.8%

Utilization Rate

In 2024, the utilization rate among A&E firms
remained steady at 61.1%, unchanged from the
previous year. This stability reflects consistent staff
allocation for billable work, even as firms navigated
ongoing cost pressures.

Large firms reported an uptick in utilization, driven by
a higher proportion of direct labor expense relative to
total payroll. These gains helped offset slight declines
seen among small firms and architecture-focused

firms, resulting in mixed results across firm segments.

10-Year Trend

The utilization rate held steady year-over-year at
61.1% but remains at the top of the 10-year trend,
outperforming lower results seen as recently as 2021.
This long-term perspective underscores ongoing
industry efforts to boost labor productivity and

63%
62% 62%
Iﬂ% I‘”‘ I 59% I 59% I

High Other
Performers ~ Firms

61.0%

60.1%

Small  Medium Large AorA/E EorE/A

60.8%

59.8% 61.1% 61.1%

manage costs by directing a larger share of employee 59. &
hours toward billable projects. 59.4%

58.5%

Sustaining these higher utilization rates in the future
will depend on carefully balancing efficiency with
employee well-being, professional development and

firm growth initiatives to prevent burnout and ensure
continued quality in project delivery. 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

Financial
Management

Deltek Clarity: 46th Annual Architecture & Engineering Industry Study
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