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EXECUTIVE SUMMARY

By Brian Moore, Jackson Mathis and Brian Strawberry

The 2024 first quarter Civil Infra-
structure Construction Index
(CICI)* increased to 55.4 from 52.6,
marking the sixth consecutive
quarter of anticipated and ongoing
sector expansion. Three out of four
economic measures strengthened,
including the outlook toward the
overall U.S. economy, the economy
where we do business, and our
engineering and construction (E&C)
business. Respondents’ sentiment
toward engineering and construc-
tion where we do business marked
a second consecutive decline this
quarter, falling to 55.4 from 614,
indicating that while many are opti-
mistic about their own businesses,
they are more pessimistic about the
conditions in their regions.

Contractors continue to expect
that most heavy civil segments will
strengthen through next quar-

ter. Like last quarter, commercial
and residential site development
are expected to weaken. Respon-
dents anticipate that public utilities,
ports/marine/docks and other civil
infrastructure (dams, levees) will be
the strongest segments through the
end of the year.

Backlog book-to-burn rates
improved slightly, led by a slight
drop in the share of respondents

*FORMERLY NAMED HEAVY CIVIL CONSTRUCTION INDEX. METHODOLOGY REMAINS UNCHANGED.

who recorded decreases. More than
half of the respondents indicated
that their backlogs are higher this
quarter compared to a year ago, and
nearly three quarters (70%) said that
backlogs are either at or higher than
what is needed or anticipated at this
point in the year.

A majority (76%) of respondents
indicated that margins on work
acquired this quarter are the same
or better than they were one year
ago. A slightly larger share (82%)
reported margins were either up or
about the same as last quarter.

Despite growing backlogs, contrac-
tors surveyed continue to report

a competitive market, with nearly
three quarters of respondents (72%)
citing an increase in competitive
pressures. In contrast, 27% indi-
cated similar or decreasing competi-
tion, down from 42% last quarter.

Bid prices have climbed again this
quarter, with 51% of respondents
indicating a slight or significant
increase, compared to 63% last
quarter. Similarly, there is a small but
notable increase in the share of con-
tractors seeing new entrants, with
24% of respondents identifying new
nontraditional civil firms entering
their markets in the last six months
compared to 20% last quarter.

“A majority
(76%) of
respondents
indicated that
margins on
work acquired
this quarter
are the same
or better than
they were one
year ago.”



FIRST QUARTER

Current Reading Previous Reading
for Q1 2024 for Q4 2023

55.4 52.6

Overall U.S. Economy f 55.4 49.5
Economy Where We Do Business f 53.8 50.0
Our Engineering and Construction Business * 59.7 58.7
Engineering and Construction Where We Do Business 55.4 61.4
Backlog 4 61.3 58.3
Book/Burn Rate 63.9 64.2
Cost of Materials f 32.8 31.3
Cost of Labor f 23.3 17.6

Productivity 46.7 47.2




FMI 2024 CIVIL INFRASTRUCTURE CONSTRUCTION INDEX

FMI'S CIVIL INFRASTRUCTURE CONSTRUCTION INDEX
Q12018 TO Q1 2024
(SCORES ABOVE 50 INDICATE EXPANSION; BELOW 50, CONTRACTION)

Current CICI Reading
for Q1 2024

55.4

Survey dates:
Dec 18, 2023 — Jan 8, 2024

Index
Score Previous Reading
Sept 11-20, 2023

1.9

Q1 2018 Q12019 Q1 2020 Q1 2021 Q1 2022 Q12023 Q1 2024
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SOURCE: FMI CIVIL INFRASTRUCTURE CONSTRUCTION INDEX Q1 2024
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FIRST QUARTER

PERCEPTION OF CHANGE BY SEGMENT FOR NEXT QUARTER

Highway/Bridge 9% 71%
Aviation 10% 73%
Ports/Marine/Docks 17% 56%
Commercial Site 31% 57% 12%
Development
Residential Site 329% 57% 1%
Development
Private Utilities 21% 64%
Other Civil 13% 59% 28%
Infrastructure

Worsening No Change Improving

SOURCE: FMI CIVIL INFRASTRUCTURE CONSTRUCTION INDEX Q1 2024
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WHERE SURVEY PARTICIPANTS WORK

BY GEOGRAPHY

. 26%
Northeast

| West | I Midwest ’\’ @
South

@ 6%

NATIONWIDE

BY DISCIPLINE

Highway/Bridge 81%
Public Utilities 57%
Commercial Development 48%
Aviation 38%
Other Infrastructure 37%
Private Utilities 33%
Residential Development 32%

Transit/Rail 22%

Ports/Marine/Docks 22%

RESPONDENTS ARE ABLE TO SELECT MORE THAN ONE OPTION
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MARKET CON

Contractors continue to build
backlog faster than they are burn-
ing it. Improvements this quarter
were led by a 2% gain in the share
of contractors who said they saw
some or a significant increase in
backlog book/burn rate at 46% in
the first quarter of 2024, up from
44% in the fourth quarter of 2023.

Over half of respondents (54%)
said their backlog levels are either
significantly or somewhat higher

than the same quarter a year

ago. Further, 70% of contractors
reported their backlogs are either
at or exceeding levels for what is
needed or anticipated at this point
in the year. Commentary points to
weather conditions and an uptick
in bidding opportunities as rea-
sons for elevated backlog levels.

A majority (76%) of respondents
indicated that margins on work
acquired this quarter are the
same or better than they were
one year ago. A slightly larger
share (82%) reported margins
were either up or about the same
as the end of 2023.

Nearly three quarters of contrac-
tors (72%) reported an increase in
competitors over the prior quarter.
Additionally, 51% of respondents
indicated bid prices have increased
since last quarter, contributing to
greater competition and higher
costs across the industry.

More contractors are seeing new
competitors in their markets, as
24% of respondents said they've
seen new entrants within their
market in the last six months,
compared to 20% last quarter.

DI TIONS

“24% of
respondents
said they've
seen new
entrants within
their market
in the last
six months,
compared
to 20% last
quarter.”



FIRST QUARTER

BACKLOG BOOK/BURN RATE
(YEAR OVER YEAR)
BOOK/BURN RATE IS THE PACE BACKLOG IS ADDED COMPARED TO HOW QUICKLY IT IS USED

37%
30%
16% 16%
2%
Significant Decrease  Decrease Stayed the Same Increase Significant Increase
(>10%) (5%-10%) (plus or minus 5%) (5%-10%) (>10%)
e - ] \—0—}
18% 46%

SOURCE: FMI CIVIL INFRASTRUCTURE CONSTRUCTION INDEX Q1 2024
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BACKLOG

HOW DOES YOUR BACKLOG IN THE MOST RECENT QUARTER
COMPARE TO THE SAME QUARTER LAST YEAR?

Significantly Higher 17%

Somewhat Higher

37%

About the Same

23%

19%

Somewhat Lower

Significantly Lower - 4%

WHAT IS YOUR CURRENT BACKLOG COMPARED TO YOUR
ANTICIPATED/NEEDED BACKLOG AT THIS POINT IN THE YEAR?

Significantly Higher 13%
Somewhat Higher 26%
About the Same 31%
Somewhat Lower 27%
Significantly Lower 3%




FIRST QUARTER

MARGINS

HOW WOULD YOU COMPARE MARGINS ON THE WORK YOU HAVE
ACQUIRED IN THIS QUARTER COMPARED TO THE SAME QUARTER
LAST YEAR? (I.E., YEAR-OVER-YEAR CHANGE)

Significantly Higher . 39,

Somewhat Higher

33%

About the Same 40%

Somewhat Lower

22%

Significantly Lower I 1%

HOW WOULD YOU COMPARE MARGINS ON THE WORK YOU HAVE
ACQUIRED IN THIS QUARTER COMPARED TO THE LAST QUARTER?

Significantly Higher | 0%
Somewhat Higher 21%
About the Same 61%

Somewhat Lower 16%

Significantly Lower 2%

11
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COMPETITIVE LANDSCAPE

HOW HAS THE COMPETITIVE LANDSCAPE CHANGED IN THE LAST QUARTER?

Significant Increase I 2%

Moderate Increase 31%

Slight Increase 39%

No Increase 23%

Decrease . 4%

HOW HAVE BID PRICES BEEN IMPACTED IN THE LAST QUARTER?

Significant Increase (>5%) 10%
Moderate Increase (1%-5%) 1N%
No Increase 27%
Slight Decrease (1%-5%) 21%

Significant Decrease (>5%) 1%

IN THE PAST SIX MONTHS, HAVE YOU EXPERIENCED AN INCREASE
IN NONTRADITIONAL CIVIL FIRMS (NEW ENTRANTS) IN THE MARKET?

Yes 24%
No

Unsure 9%

67%



FIRST QUARTER
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CURRENT IS5U

More than half of contractors
(57%) plan to increase their hiring
goals for 2024 either somewhat or
significantly, compared to 62% at
the same time last year. Notably,
the number of participants indi-
cating that their labor force aligns
with their backlog requirements
increased by 5% from 2023 to 33%.
Yet there is still a labor challenge,
with a sizable percentage of
contractors (64%) reporting low
labor-force-to-backlog ratios this
year, mirroring the 65% reported
in 2023.

The top three risks cited in the
first quarter of 2024 were a limited
supply of skilled /craft workers
(76%), more competitors in respon-
dents’ markets (39%) and economic
slowdown (28%). This marks a shift
from the first quarter of 2023 when
the predominant concerns were a
scarcity of skilled /craft workers
(86%), rising costs in materials and
equipment due to supply chain
disruptions (59%), and economic
downturn (45%).

When asked what the largest
challenge for their firms would be
in 2024, 43% of respondents said a
limited supply of skilled and craft
workers, with 11% citing economic

slowdown, indicating that most
in civil infrastructure continue to
focus on labor challenges as their
biggest hurdle.

In thinking about how to cre-

ate a resilient business for 2024,
respondents prioritized profit-
ability, followed by backlogs, and
investments in core products and
services. Market share in new seg-
ments and /or geographies consti-
tuted the least significant driver in
creating a resilient business.

When asked how they would
change strategic decisions in
2024, civil infrastructure compa-
nies indicated that they plan to
increase hiring (74%), selective
bidding (54%) and the pursuit of
alternative procurement opportu-
nities or those awarded on a basis
other than price (46%). Respon-
dents plan to keep the same levels
of investments in facilities and
equipment, geographic and seg-
ment expansion, and aggressive
bidding. Notably, alternative pro-
curement emerged as a significant
decision, with 91% of respondents
indicating that their strategy in
this area would either remain sta-
ble or increase.

-5

Alternative procurement remains a
crucial part of respondents’ strat-
egies, with 22% indicating this has
been a strategy of theirs for years
or that it has been a more recent
strategic shift (56%). This is a slight
decrease from the fourth quarter
of 2022 (the last time this question
was asked), when 28% said it was
arecent shift and 79% indicated
they had been pursing alternative
procurement for several years.

Likewise, almost half of survey
respondents (46%) signaled that
they are going to focus more on
alternative procurement.




FIRST QUARTER

HIRING AND LABOR FORCE

HOW WOULD YOU DESCRIBE YOUR HIRING
GOALS FOR 2024 COMPARED TO 20237

45%
33%
12%
9%
1%

Significantly Somewhat About the Same Somewhat Significantly
Lower Lower Higher Higher
HOW WOULD YOU DESCRIBE YOUR LABOR FORCE
CAPACITY RELATIVE TO YOUR 2024 BACKLOG?

62%
33%
° 3%
2% ° 0%
Significantly Low In Balance High Significantly
Low High

15
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MARKET RISKS

LOOKING TO 2024, WHAT THREE RISKS DO YOU EXPECT TO INCREASE THE MOST?

Limited Supply of Skilled/Craft Workers

Increasing Competition

Economic Slowdown

Cost Escalation in Materials and Equipment
Due to Supply Chain Disruptions

Regulatory/Legislative Changes

Uncertainty Around Project Funding

Design-Related Issues (Poor
Design, Design Condition, Etc.)

Shifting Demand Across Segments (Roads
vs. Bridges vs. Transit/Rail, Etc.)

Changes in Insurance Terms/Costs

Project Delays or Cancellations

Cybersecurity

Subcontractor Default

Shifting Demands Across Geographic Markets

Changes in Contract Language

Quality of Subcontractor Work

Ability to Secure Subcontractors

76%

39%

28%

26%

26%

22%

19%

15%

15%

13%

9%

8%

7%

6%

6%

1%

OSSR



FIRST QUARTER

RESILIENT BUSINESS PRACTICES

EXCLUDING LABOR, WHEN THINKING ABOUT CREATING A RESILIENT BUSINESS GOING INTO
2024, HOW WOULD YOU RANK THE FOLLOWING ON IMPORTANCE?
(RANK1-6, WITH 1 BEING THE MOST IMPORTANT)

MOST IMPORTANT FACTORS BASED ON FREQUENCY OF TOP RANKINGS

Profitability 55% 25% 80%

Backlogs 12% 40% 52%

Investments in Our Core Products 12% 299,

and/or Services

Adaptability in Our Products and Services 0 o o
to Changing Market Demands/Dynamics 5% 1% 16%

Market Share in Existing Segments o o o
and/or Geographies 7% 8% 15%

Market Share in New Segments J o o
and/or Geographies 4% 8%

|
Top Choice Second Choice

- -
e

mnr = T e e e -
RO R CRY S RN SR S e e

17



18

FMI 2024 CIVIL INFRASTRUCTURE CONSTRUCTION INDEX

STRATEGIC DECISIONS

HOW IS YOUR ORGANIZATION PLANNING TO ADJUST STRATEGIC DECISIONS
THROUGH 2024 CONSIDERING THE BELOW LISTED FACTORS?

Hiring 24% 76%
Investment in Facilities - 69% 17%
Investment in Equipment 50% 40%
Selective Bidding I 45% 54%
Aggressive Bidding 53% 13%
procu et et 7% 7%
Geographic Market Expansion 71% 22%
Segment Market Expansion 63% 31%

Decrease Stable Increase

*DEFINED AS PUBLIC PROJECTS AWARDED ON SOMETHING OTHER THAN PRICE ALONE, SUCH AS QUALIFICATIONS-BASED SELECTION.



FIRST QUARTER

ALTERNATIVE PROCUREMENT

IS PURSUIT OF ALTERNATIVE PROCUREMENT PART OF
YOUR ORGANIZATION'S STRATEGY?

. Yes, this has been a part of
our strategy for several years

Yes, this is a more recent
strategic shift

No, we chose not to participate 78%

. No, not an option in our markets

56%

IF YES, SELECT THE TOP THREE ALTERNATIVE PROCUREMENT STRATEGIES.

. Increased efforts towards
alternative procurement

INCREASE
46%

No change %

. Decreased efforts toward
alternative procurement

19
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CONTACT US

RALEIGH HEADQUARTERS
223 S. West Street

Suite 1200

Raleigh, NC 27603

919.787.8400

OFFICES

Denver

44 Cook Street
Suite 900

Denver, CO 80206
303.377.4740

Houston

1301 McKinney Street
Suite 2000

Houston, TX 77010
713.936.5400

Tampa

4300 W. Cypress Street
Suite 950

Tampa, FL 33607
813.636.1364

FMI

FMI is a leading consulting and investment banking
firm dedicated to serving companies working within
the built environment. Our professionals are industry
insiders who understand your operating environment,
challenges and opportunities. FMI's sector expertise
and broad range of solutions help our clients discover
value drivers, build resilient teams, streamline
operations, grow with confidence and sell with
optimal results.

FMICORP.COM



