Market Outlook Construction Forum Summary

as of February 10, 2023

Presenters
— Blair Tennant, Principal, Vermeulens
—Richard Vermeulen, Lead Economist, Senior Principal, Vermeulens

Economic Overview, Vermeulens

—rise in escalation rate in construction costs relate to the target of 2% annual inflation for consumer prices and the monetary
policy used to achieve this goal

— strong fiscal measures aided to counter the collapse in activity as a result of the pandemic

—raised interest rates in December to 4.25% has caused a decline in sectors such as residential construction

—residential dollar volume declined by 2.56% in Q4

— nonresidential spending is up by 17.7% from December 2021 to December 2022

—reduction in crude oil prices in Q4 to $80.16 per barrel

— structural section and beam prices decreased by 10.3%

—increase in labor supply, bringing unemployment rates to 4.6% in Q4

Contractor Input, Big State Electric Ltd

—EV charger fabrication will increase demand by 22%

—projects in the sectors of mission critical, healthcare, and industrial remain steady in Texas

—major issues in lead times and skilled labor

—advise to implement proactive procurement, target value design, and value engineering to mitigate market fluctuations

Forecast and Recommendations, Vermeulens

—-a decline in architectural billings, a leading indicator for future construction volume
—dissipating supply chain issues

—carry 0-10% bidding contingency

—design add/deduct alternates in 10% construction cost range

— monitor bid results for local and regional projects

—clearly communicate specification levels required



Design and Construction Market Outlook Forum®

Blair Tennant, Principal

vermeulens.com
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Logistics

— interim questions and comments via chat
— slide deck, recording, summary notes; available on website

—» 2023 forums will follow Quarter end

May 11, 2023
August 8, 2203
November 9, 2023
February 8, 2024
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Agenda

—+ Economic Overview

— Sub Contractor Input

—+» Recommendations and Forecast

/ construction economists




Data Source

— 525 estimates in 2022 — 10 per week

— reconciling 6 to 8 per week

— consensus based reconciliation generally to within 5%
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FEconomic Overview




Forecast

400

200

100

° Bids
e \/ermeulens Index
Vermeulens Trendline (3.6%)
= e High
e Mid
Low
e PCE Index
s PCE Trendline (1.7%)
e PCE Target 2010-2021 (2%)
PCE 3-Year Target (2.5%)

1 1 1 1 1 1 1 1 1

> & o s\

O DO O N D>
F PP PSSP PSS

PP HFS

/ construction economists



US Real GDP

GDP (billions)
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Federal Reserve Monetary Policy

NYSE / Unemployment
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US Dollar and NYSE
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US Dollar and NYSE
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Commaodity Index
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US Dollar Impact on Steel

North American Steel Prices
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US Dollar Impact on Commodities
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US Employment (thousands)
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US Unemployment

Laborers (thousands)
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US Construction Employment (thousands)
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US Construction Volume

Put In Place Construction (annualized billions)
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US Construction Volume
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Contractor Input




“Begin with the End in Mind”




» 2022 Q4 Report

» 2023 looks to be a record year in contract volume
» Some slowing in residential

» Leadtimes still a major issue

» Skilled labor (including leadership) is a major issue
» EV charger fabrication will increase demand by 22%

» Other commodities are holding steady.

» Projects in Texas remain steady (Mission Critical, Healthcare, Industrial)

Switchgear 350 - 425days

Generators 230 - 400days



» How to Mitigate

» Design Assist
» Market leverage / buying power
» Proactive procurement

» Target Value Design

» VE is a big onel!ll Escalation can catch it quickly!!!!
» Consultant backlog vs resources moving towards contractor design build contracts
» Early Commitment to Vendors

» BE FLEXILBE WITH SPECS & DETAILS



Mechanciall Contractors
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Mechanical Contractors

2023 looking to be a record year; bidding 2024 now
60 day payment terms and retention are causing cash flow issues

skilled workers can go wherever they want
> currently paying $3-$5/hr over scale
> plus monthly bonuses

> plus per diems
pipe and fittings stable, copper bouncing

AHU’s 32-52 weeks

billions of dollars invested in chip manufacturing
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Mechanical Contractors

Non Residential & Infrastructure Market Is 900B
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Forecast & Recommendations




Cost Index

Turner

8% Quarter Index % Change
/ 4th Quarter 2022 1332 1.60
3rd Quarter 2022 1311 2.18
2nd Quarter 2022 1283 2.23
1st Quarter 2022 1255 2.03
4th Quarter 2021 1230 1.91
3rd Quarter 2021 1207 1.68
2nd Quarter 2021 1187 1.28
1st Quarter 2021 172 0.09

/ construction economists




BLS

5%
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ENR
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Vermeulens Construction Cost Index
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AlA Billings
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AlA Billings
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Vermeulens Construction Cost Index
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Recommendations

— 2022 volatility remained high as we are building nationally at all-time highs
— some supply chain challenges are dissipating
— carry 4% - 8% annual escalation to procurement in 2023, 2024, and beyond - how much is baked in?
— some markets or trades; carry 0% - 10% bidding contingency
— design add/deduct alternates in the 10% of construction cost range — must be at program
> 10% program
> 8% SD
> 6% DD
> 4% Bid
— continue design and get shovel ready

— leverage strategic early procurement packages to reduce construction escalation impact
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Thank you!

Check out our website for the latest construction market information

vermeulens.com

Twitter | LinkedIn | Facebook | YouTube | Vimeo
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https://twitter.com/Vermeulens_Inc
https://www.linkedin.com/company/vermeulens/
https://www.facebook.com/Vermeulens-Construction-Economists-1704297376508069/
https://www.youtube.com/channel/UCUU09YtIgkeF0hHxeobW6vA/featured
https://vimeo.com/vermeulens
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