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» B.Sc - Queen’s University
» M.B.A - Cornell University
» Over 10 years leadership experience in the industry

= Board of Directors, International Barrier Technologies
Corporation
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— Submit a question

v  Q&A Session

— To send in questions, enter your text in the “Ask a question” box and click
“Submit”

— Speakers will answer as many questions as they can in the allotted time

v  Enlarge Slides
— Click “Enlarge Slides” to view an expanded presentation screen

v’ Presentations
— Click the “Download Slides” button to download a PDF
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Reed Construction Data is a Registered Provider with The American Institute of Architects
Continuing Education Systems. Credit earned on completion of this program will be reported to
CES Records for AIA members. Certificates of Completion for non-AlA members are available on
request.

This program is registered with the AIA/CES for continuing professional education. As such, it
does not include content that may be deemed or construed to be an approval or endorsement by
the AlA of any material of construction or any method or manner of handling, using, distributing, or
dealing in any material or product. Questions related to specific materials, methods, and services
will be addressed at the conclusion of this presentation.

Learning Objectives
* Review the U.S. economy, including employment, interest rates, gross domestic
product; foreign trade, and construction starts.
» Understand and discuss historical data and key construction forecasts
for all segments of the industry. “ U C
* Anticipate business opportunities, target growth markets, compare <(, '4 /‘ 7
sales performance against market performance, and create more 7
informed and successful sales and business plans. =
» Understand impact of current market conditions and the new
political administration, and how those will impact the
performance of various construction sectors.
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» 30 + years experience as a business economist
= 20 + years monitoring the construction industry
= Interviewed by NY Times, NPR, USA Today, CNN
» Graduate of the University of Michigan
» Has taught courses at:

— University of Michigan

— Ohio University

— Michigan State University
— University of Massachusetts

Turning Points In Construction 5



Economic Outlook

Turning Points in Construction, July 23, 2009
Jim Haughey, Chief Economist
Reed Construction Data
www.reedconstructiondata.com/market-insights
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« TARP program effectively replaced by a variety of FRB special loan
programs

« Obama foreclosure prevention plans ineffective in spite of loosened
rules

» Foreclosure problem worsening

» Prospective taxes to pay for takeover of motor vehicles and
healthcare and the inevitable higher costs from carbon reduction
and a new consumer financial regulator are dampening confidence
and raising inflation expectations and credit cost

Turning Points In Construction 7



ggregate available credit only modestly restricting spending

Serious spot credit access problems
— Closed or weak regional banks

— Speciality lenders: retail factoring, equipment loans, jumbo residential
mortgages, commercial mortgages, construction development and state
and local development funds

Credit constraint will worsen by yearend and stay serious for several
years — higher credit costs ahead

Turning Points In Construction 8



Yes, but Obama and Congress do not know how to prove it

Washington is using data from the federal check register which is
several months out of date and misses the dynamic impact of the
stimulus plan

GDP was boosted 2-3% in the spring and summer quarters with the
boost ebbing to neligible within a year

— Public jobs retained — higher spending confidence — private spending
several months before federal reimbursement

Ahead, normal recession recovery processes will be more
significant than the stimulus spending

Turning Points In Construction



Credit rates: Low now —high later

Construction: Steep decline thru summer—rising by early ‘10— ‘06
peak regained in 2012

Materials cost:— prices rising again— prices rising faster than overall
inflation by late ‘10

Turning Points In Construction
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% decline 12 months after GDP peak

2000 Q4 2008 Q2
Mfg. Inventory 7.8% 7.6%
Mfg. Production 1.2% 16.6%

The Economy is already correcting itself faster than it did in the last recession

Turning Points In Construction 11



GDP up 0-2% in Q2
Recovery in summer
'09 -2.6%
10 +1.7%
11 +2.6%

Period GDP Growth % SAAR
Q303 -Q307 3.4%

Q4 07- Q3 08 0.7%

Q4 08 — Q3 09 -3.0%

Q409 - Q410 +2.1%

Turning Points In Construction
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Recession into summer then subpar GDP growth into 2011
Spending confidence up but still depressed
Tighter credit approval standards; credit rates gradually rise

Space surplus for all types of building peaks within a year but
remains high

Public construction increasingly restrained by lowered tax receipts
and budget deficits

Turning Points In Construction 13
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2008 2009 2010
Nonresidential 9.1% -2.8% -2.2%
Residential -28.6% -28.3% 10.0%
Heavy 11.3% -1.7% 1.9%
Total -6.9% -11.7% 2.2%
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Starts ($) peaked in July/August 2007

« Spending (after inflation, $put-in-place) peaked in
November/December 2007

« Significant decline underway in 2009

— Vacancy and rental rates weakening below average — more decline
ahead

— This is not the end of a building boom — as in 2000 — to be followed by a
2-3 year collapse

Turning Points In Construction 17



% change in value of starts last 6 months (June) vs. previous 6 months

Airport + 20% Retail - 36%
Library/Museum +13% Nursing Home - 40%
Bridges - 09% Water/Sewage - 43%
Laboratory - 16% Religious - 44%
Gov't Office - 18% Manufacturing - 48%
Single Fam. Homes - 22% Public Safety - 48%
Private Office - 22% Hotel - 51%
Highway - 24% Multi Fam. Housing - 52%
Misc. Civil - 28% Dams/Marine - 58%
Warehouse - 30% Parking Garages - 61%
Education - 34% Military - 63%
Hospital - 34% Amusement - 66%

Turning Points In Construction 18
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Retail is overbuilt

Hotel hit with loss of credit and
rising vacancy

Office drop due to finance &
professional service layoffs

2008 2009 2010
Hotel 25 -14 0
Office 8 -12 -1
Retail -5 -22 6
Total 4 -17 2
(% change)

Turning Points In Construction
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Delayed recession now
underway

Health & Education held up
by continuing fee payment;
health on hold until
healthcare reorganization
completed

2008 2009 2010
Health 9 -2 2
Education 8 -2 0
Public Safety 27 4 -10
Total 8 -3 3

(% change)

Turning Points In Construction
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Usually holds up early in
recession but weaker later

Stimulus money keeps
usual downturn very brief
and mild

Highway threatened by
collapse of trust fund

2008 2009 2010
Highway 6 -1 10
Power 35 4 -6
Water/Sewer |3 0 3
Total 11 -2 2

(% change)

Turning Points In Construction
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s Economic Activity Index — last three months (May) vs. year ago

Plains -4.6% ND: +0.6% MN: -8.2%
Gulf Coast -5.5% LA: -4.2% TX: -4.7%
New England -6.0% RI: -4.6% MA: -6.6%
Rocky Mountain -6.7% UT: -5.0% NV: -16.7%
South Atlantic -7.3% FL: -6.7% WV: -27.9%
Pacific -8.0% CA: -7.4% OR: -26.1%
Great Lakes -8.9% OH: -12.4% MI: -21.9%
Mid-Atlantic -10.6% NY: -10.0% PA: -15.3%

Source: Philadelphia Federal Reserve Bank
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Ken Simonson
Chief Economist,
AGC of America

» 30 + years experience as a business
economist

= Interviewed by The Wall Street Journal, USA
Today, Business Week, and CNBC

» BA in economics from the University of
Chicago, an MA in economics from
Northwestern University, and has taken
advanced graduate economics courses at the
Université de Paris, Johns Hopkins and
Georgetown.

ENERA ONTRA ORS OF AMERICA 2

Quality People. Quality Projects. <ot
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Construction & Materials Outlook

AGC/Reed/AlA Webcast
July 23, 2009
Ken Simonson, Chief Economist
AGC of America
simonsonk@agc.org
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lending

Rising vacancies for office, retail, hotel

Tax revenue shortfalls—> deeper spending cuts
No job growth, rising unemployment

Stimulus (details: www.agc.org/stimulus)

Source: Author

Turning Points In Construction
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« $308 billion in appropriated spending
« $267 billion in direct spending (refundable portion of tax credits,
unemployment benefits, Medicaid reimbursement to states, etc.)

« $212 billion in tax cuts

Source: Author

Turning Points In Construction 27



Construction-related stimulus funding

(Total $135+ billion)

$50 S49 billion
S2 airports
$40 up to S35 billion
$18 transit/rail $010 59
to $30 billion
62 530 discretionary
o : S5 weatherization
= <20 S8 housing P — $21 billion
] $6 other federal $7 wireless/ $5 Corps
528 Highway broadband el
$10 $6 GSA :vate;/
$11 electric grid astelater
% S7DOD $6 nuclear waste

Transportation Buildings Energy/ technology Water/
environment

Source: Author
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1-year delay (to 2012) in 3% withholding on gov. contracts
Increased expensing

Net operating loss: 5-year carryback of 2008 NOL for small business
(<$15 mil. in gross receipts)

Qualified school construction bonds
“Build America” bonds

Bonds for “recovery zones,” tribal areas, renewable energy, energy
conservation

Modified renewable energy, conservation credits

Source: Author
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— Highway bid lettings, some projects underway
— Agencies have announced many projects or grants

Conditions

Davis-Bacon

Buy American

Reporting requirements: jobs, executives’ pay
No E-Verify requirement or broad-based FAR
No project labor agreement mandate, but...

Source: Author

Turning Points In Construction

30



— 1/3 direct, onsite construction

— 1/6 indirect, supplying industries

— 1/2 induced by direct, indirect spending
 GDP: $3.4 billion

» Personal Earnings: $1.1 billion

Source: Prof. Stephen Fuller, George Mason University
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S Billions (SAAR)
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. starts, permits in May
year-ago figures in late ‘09

MF: No improvement likely until 11
- Rental demand hurt by job losses among would-be renters

- Supply swelled by owners who are trying to rent out houses and
condos

- Banks remain unwilling to lend to developers

ighs; totals should begin to top

Source: Author
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Nonres totals, share, 1- & 12-month change

5/09 Total vs. 4/09 vs. 5/08
Nonresidential total $717 billion 1 0% 0%

Educational 109 1 4

Power 92 2 13

Manufacturing 89 55

Highway and street 79 1

Commercial 64 28

Office 61

Health care 48

Transportation 34

Lodging 31

Sewage and waste disposal 26

Communication 21

Other (amusement/recreation; water; public safet ., conservation): 7% of total

Source: Author
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Lower average prices: diesel, copper, steel, aluminum
Possible increases: concrete, gypsum

Uncertain: asphalt

Year-over-year PPl change: -4% to 0%

A limited-time sale...

Source: Author’s forecasts
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Industry depends on specific materials that:
— are in demand worldwide

— have erratic supply growth
— are heavy, bulky or hard to transport

Construction requires physical delivery

Thus, industry is subject to price spurts, transport bottlenecks, fuel
price swings
Expect 6 to 8% PPI increases, higher spikes

Source: Author’s forecasts
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Construction employment falls, but wages rise

Average Hourly Earnings

Employment
. 14%
o 14% o
3 AL 2.7% 3.8%
g 7 13.7% S oy —
(s0] —
S 0% o
oo
& 7% 5 7%
£14% ~-14%
Total Private Construction Total Private Construction
Unemployment Rate (not seas. adj.) 12-month % change in construction &
25% A/E jobs (seas. adj.)
20% 17.4% o O
[=14]
£ 0% -
15% Jun'08 || & aiia DN
9.7% > 5% o
10% . 8.2% mun'09 || = T S -
5.7% *g-lo% . oerebeene, Il -
5% e $om,
0 5—15% 0--..’...,.._“.____.___.‘
0% -20%
Total Private Construction 6/08 12/08 6/09

«++4+. Residential = B= Nonresidential =——#= Architecture/Engineering
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State Construction Employment
6/08 to 6/09 (U.S. -13.7%)

. -13 to 0%

-14 to
-28% 47




local gov-funded)
Res: -2 to +2% (SF up in 2d half, MF down all year)
Total construction spending: -1% to -7%

Materials costs: -4% to 0%
Labor costs: +3% to +4%

Turning Points In Construction
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in retail, higher ed, hosp)
 Res: +51to +10% (SF up, MF down all year)
« Total construction spending: -4% to +2%
« Materials costs: 0% to +8%

 Labor costs: +3% or less
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The Data DIGest: weekly one-page email

PPI tables: emailed monthly

State and metro data

Stimulus information: www.agc.org/stimulus
Webinars (next: Thurs., 7/23 , 2-3:30 PM ET)
Feedback on stimulus jobs, credit market

Turning Points In Construction
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Kermit Baker
Chief Economist,
American Institute of Architects

= Originated AIA’s Architectural Billings
Index and AIA Consensus Construction
Forecast Panel

= Named honorary member of the AIA

» Masters degree in Urban Planning from
Harvard University, Ph.D. from
4, _ Massachusetts Institute of Technology
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Construction Outlook

Kermit Baker, Chief Economist
The American Institute of Architects

Turning Points in Construction
July 23, 2009
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 Remodeling activity is approaching a turning point;

» Business trends at design firms, and the implications for the
construction outlook;
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Housing Starts Have Declined More Than 70%
From Their 2005 Peak

Housing starts (millions of units)

2.5

2.0

2.07
1.96
e 1.85 1.80
1.57 1.60
1.5 136
1.0 0.91
0.60
- [
0-0 ] ] ] ] ] ] ] ] ]

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009(e)

Source: US Census Bureau; 2009 estimate from the Harvard Industrial Economists Discussion Group
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Homeownership affordability — near record high levels;

New and existing home sales — appear to have bottomed and poised
for a rebound;

Inventories of homes on the market — declining but unusually high;

Housing starts — probably near or at bottom, but unlikely to rebound
quickly;

Home prices — still declining in most markets;

Foreclosures — still rising; many homeowners “under water”;
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for a Growing Share of Total

Share of homes sold

60%
@ Sales at a loss

509 1 M Foreclosure sales

40%0

30%

20%

10%

0%
2006-Q1 2006-Q3 2007-Q1 2007-Q3 2008-Q1 2008-Q3 2009-Q1

Source: Zillow.com Real Estate Market Reports
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Of 50 largest metro areas in the U.S., top and bottom 10 metro areas for house price changes over past year

Rocheste
i 3

@ Austin -

@ San Antoriipl I Orlando 34

® Top 10 Metro Areas [, % Change)
B Eottom 10 Metro Areas ([, % Change)

Miami -36

Note: Change in price measured over past 12 months (2008Q1~2009Q1)
Sources: NAR Real Estate Outlook; Moody's Economy.com;
Estimates of Median Sales Price Existing Single-Family Homes (SA)
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Of 50 largest metro areas in U.S., top and bottom 10 metro areas for home sale changes over past year

acramento 95

% Orlando 29

@® Top 10 Metro Areas (, % Change)
|| Bottom 10 Metro Areas {, % Change)

Note: Change in sales measured over past 12 months (2008Q1~2009Q1)
Sources: NAR Real Estate Outlook; Moody's Economy.com Estimates of Total existing single-family home sales (SAAR)
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14.8%
10.6%
\'\ 3.1%
-0.1%

-4.0%\

-8.8%
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Source: Joint Center for Housing Studies
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60%

55%

50%

45 0/0 ﬂ

40%0

35%

1992 1996 2000 2004 2008(e)

Note: 2008 estimate based on change in spending by owners only

Sources: JCHS tabulations of the 1995-2007 AHS and the
1982-2007 US Department of Commerce C-30 and C-50 reports.
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four-quarter Moving Totals, billions of $ Four-Quarter Moving Rate of Change

$160 - o
17.6%

- 20%
e $144.4 $144.9 $145.8 $146.2

- 15%
$140 A

- 10%
$130 A &

$2210 1201

$120 - -

- -5%
N $105.4 $105.2

- -10%

$100 -
- -15%
$90 - | 20%
$80 - r -25%

2 3 4 2007-1 2 3 4 20081 2 3 4 2009-1 2 3 4 2010-1

—8—US Census Bureau  —&—LIRA
Source: Joint Center for Housing Studies
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83719
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\41.2

411 %
342 933
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08 '09

Source: AlA Architecture Billings Index
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index: 50 = no change from previous month
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= =g
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Source: AlA Architecture Billings Index
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billings scores by region; Index: 50 = no change from previous month

i —8— Northeast
65 - —B— Midwest ]
-\ —&— South
- =A- - West

Jan Mar May Jul Sep Nov Jan Mar May Jul Sep Nov Jan Mar May
‘07 '08 ‘09

Source: AlA Architecture Billings Index
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after peak, and to tough

First 10 mos. Total
5.0

0.0 -

-10.0 -
-15.0 -
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Questions & Answers

.. .we’ll answer as many as we can. . .

Visit GPDens.com

. : N I 2
‘ 2\ Reed Construction Data ‘5364:% THE AMERICAN INSTITUTE AGCORfAAmerlMCQ 5”@5
e OF ARCHITECTS Quality People. Quality Projects. “Zsuewc>

www.reedconstructiondata.com www.aia.org www.agc.org
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