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EXECUTIVE SUMMARY

The 2023 fourth quarter Heavy Civil Construction
Index declined to 52.6 from 56.1, marking the first
decrease since the second quarter of 2022. All four
economic measures, including outlooks towards the
overall economy, the economy where we do business, our
engineering and construction (E&C) business, and E&C
where we do business, weakened. Respondents’ senti-
ments toward their E&C businesses recorded the largest
decline this quarter, falling to 58.7 from 68 4.

Contractors continue to expect that most heavy civil
segments will strengthen though the end of the year.
Conversely, like last quarter, commercial and residential
site development are expected to weaken. Respondents
anticipate that public utilities, ports/marine/docks and
highway/bridge will be the strongest segments through
the end of the year.

Backlog book-to-burn rates improved slightly, led by a
sizable drop in the share of respondents who recorded
decreases, offsetting a moderately weaker share
of respondents who saw improvements. Half of the
respondents indicated that their backlogs are higher this
quarter compared to a year ago, and about three-quar-
ters (76%) indicated that backlogs are either higher or at
the level needed or anticipated at this point in the year.

A majority, or 80%, of respondents indicated that
margins on work acquired this quarter are the same or
better than they were a year ago. A similar share (81%)
reported margins were either up or about the same as
last quarter.

This quarter 27% of respondents saw an increase in
competitive pressures, versus 26% in the third quarter.

Similarly, bid prices continue to climb for most, with 63%
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of respondents reporting a slight or significant increase,
compared to 69% last quarter. There was also a small
but notable increase in the share of contractors seeing
new competitors, with 20% of respondents identifying
new entrants to their markets in the last six months,

compared to 14% last quarter.
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Heavy Civil Construction Index (HCCI)

Q1 2018 to Q4 2023

Scores above 50 indicate expansion; below 50, contraction
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EXECUTIVE SUMMARY

Perception of Change by Segment for Next Quarter
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DEMOGRAPHIC
INFORMATION

Where Survey Participants Work

By Geography

Midwest

10%

NATIONWIDE

By Discipline
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Residential Development
Private Ultilities
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Port/Marine/Docks

Respondents are able to select more than one option.
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MARKET CONDITIONS

Contractors continue to build backlog faster than they
are burning it. Improvements this quarter were led by a
5% decrease in the share of contractors that indicated
a declining backlog book /burn rate at 16% in the fourth
quarter, down from 21% in third quarter.

Half of all respondents indicated their backlog levels are

either significantly or somewhat higher than this same
quarter last year. Further, 76% of contractors reported
that their backlogs are exceeding or at levels needed or
expected at this point in the year. Written commentary
suggests improved project selectivity and a tight labor
market are contributing to healthy backlogs.

= A majority, or 80%, of respondents indicated that mar-

gins on work acquired this quarter are the same or

better than they were one year ago. A similar share (81%)
reported margins were either up or about the same as
last quarter, but down slightly from 91% last quarter.

This quarter 27% of respondents reported an increase
in competitive pressures, versus 26% in the third quar-
ter. Bid prices continue to increase for most, with 63%
of respondents reporting a slight or significant increase,
compared to 69% last quarter.

More contractors are seeing new competitors in their
markets, with 20% of respondents seeing more compe-
tition in their markets in the last six months compared
to 14% last quarter.

Backlog Book/Burn Rate

(Year Over Year)

Book/burn rate is the pace backlog is added compared to how quickly it is used.
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MARKET CONDITIONS

Backlog

How does your backlog in the most recent quarter compare to that of the same quarter last year?

Significantly Higher 10%

40%

Somewhat Higher

About the Same 32%

16%

Somewhat Lower

Significantly Lower 2%

What is your current backlog compared to your anticipated/needed backlog at this point in the year?

Significantly Higher 9%

Somewhat Higher 25%

About the Same

42%

Somewhat Lower

22%

Significantly Lower

2%
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MARKET CONDITIONS

How would you compare margins on the work you have acquired in this quarter with that of the same quarter
last year? (i.e., year-over-year change)

Significantly Higher - 3%

Significantly Lower . 2%

How would you compare margins on the work you have acquired in this quarter compared to the
previous quarter?

Significantly Higher - 3%

Significantly Lower I 1%
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MARKET CONDITIONS

Competitive Landscape

How has the competitive landscape changed in the last quarter in terms of the number of competitors?

Significant Increase - 5%

22%

Decrease I 2%

Moderate Increase

How have bid prices been impacted in the last quarter?

Significant Increase (>5%) - 5%

No Increase _ 19%
Slight Decrease (1%-5%) [ 17%

Significant Decrease (>5%) I 1%

In the past six months, have you experienced an increase in nontraditional civil firms (new entrants)
in the market?

Unsure -8%
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CURRENT ISSUES

Technology and Artificial Intelligence Investment

This quarter we asked HCCI members about their current and planned investments
across various technologies.
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CURRENT ISSUES

Technology and Artificial
Intelligence Investment

= Slightly fewer than 30% of respondents rated their cur- ™ Respondents highlighted the most common sources of

rent level of technological advancement as either high
or very high.

When asked about investments in new software over the
next three years, nearly half plan to spend on project
management and fleet and equipment optimization.
Further, between 30% and 40% of respondents reported
planned software investments in safety, scheduling, job
site optimization and estimating.

One in 5 respondents are currently using artificial intel-
ligence or machine learning in their operations and
approximately one-third are not using it but plan to over
the next 12 to 24 months. The majority are planning to
use Al in information accessibility, contract and docu-
ment review and accounts payable.

concerns and challenges in integrating technology and
innovation due to a lack of understanding capabilities
(35%), adoption/buy-in (27%), cost /ROI (26%) and skills
gaps (25%).

More than half of all respondents believe that they would
greatly benefit from technology supporting project
controls and performance tracking (60%) and equip-
ment optimization (55%). Further, a large portion of
respondents identified they would greatly benefit from
technological innovation in labor productivity (34%),
scheduling /project coordination (33%), estimating
(29%), safety (27%) and proposal development (27%).

On a scale of 1 to 5, how would you rate your company’s current level of technological advancement?

62%

Very High High

Moderate

0%

Low Very Low
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CURRENT ISSUES

Technology and Artificial
Intelligence Investment

What areas do you plan to invest in software in the next three years?

Project Management 51%
Fleet/Equipment Management 48%
Safety 41%
Scheduling 31%
Job Site Optimization and Logistics 30%
Estimating 29%

23%

Enterprise Resource Planning
(Accounting/Finance)

Design/Modeling/BIM 20%
HR Including Hiring

Customer Resource Management
Procurement

QA/QC

Prefabrication Functions

and Optimization

Other

Respondents were asked to select all that apply.

Other included responses on Al and accounting software.
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CURRENT ISSUES

Technology and Artificial
Intelligence Investment

Is your company currently using any form of
Al or machine learning in its operations?

20%

m Yes

No, but planning to use it in
the next 12-24 months

No, and not planning to use it
in the next 12-24 months

32%

Please specify either how you currently use or are
planning to use Al or machine learning.

7%
13% M Information/Accessibility
Contract/Document Review
M Invoicing/AP
m Equipment Measures/Use

13%

Human Resources

Marketing

20%
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CURRENT ISSUES

Technology and Artificial
Intelligence Investment

What are your primary concerns/challenges regarding the integration of technological
innovation (including Al) into your business processes?

Lack of Understanding

0,
of Its Capabilities 35%

Technology Adoption/
Employee Buy-In

Cost/ROI

Skills Gaps

Data Security

Quality Concerns

Lack of Realizable
Business Use

Effects on Company
Culture

Not sure/Other

Ethical Concerns

Job Displacement

Respondents were asked to select no more than five.
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CURRENT ISSUES

Technology and Artificial
Intelligence Investment

=
=
—
=
=
=

What areas do you believe would benefit most from technological innovation
(including Al) across your business?

Project Controls/Performance Tracking 60%
(i.e., Business Intelligence)

Equipment Optimization 55%

Labor Productivity 34%,

Scheduling/Project 0
Coordination/Sequencing 33%

Estimating 29%
Safety 27%

Proposal Development 27%

24%

Contractor Development Review

Administrative Functions

o
(Billing, AIR, A/P, HR) 24%

23%

Job Site Optimization and Logistics

Talent Acquisition

21%
Pre-Job Planning 19%
Talent Development
Value Engineering

QA/QC

Internal Communications

Subcontractor Communications/
Coordination

Project Design/

Drawings/BIM

Project Selectivity/Selection
Client Communications

Facilities Maintenance
Prefabrication Functions
and Optimization

Contract Development and
Review, Proposal Development

Respondents were asked to select no more than five.
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HEAVY CIVIL

CONSTRUTION
OUTLOOK

Key Findings

Total heavy civil construction put in place is expected
to grow slighlty more than 10% in 2023.

Several segments that are forecast to see double-digit
expansion for 2023 include highway and street, sewage
and waste disposal, water supply, and consevation and
development.

Air, rail /transit and bridges are likely to expand in dou-
ble digits due to funds from the Infrastructure Invest-

ment and Jobs Act (IIJA) that will continue to support
state transportation programs.

Every subsegment of heavy civil construction is
expected to realize robust long-term growth through
2027 with average annual rates at 5% or higher. Long-
term expansion in heavy civil construction put in place
will be led by air, rail /transit, bridge and sewage /waste
disposal investment.

U.S. 2023 Segment Performance
2023/2022 Comparison

4 UP

5% or more

Transportation

Highway and Street
Sewage and Waste Disposal
Water Supply

Conservation and Development
Power

STABLE

0% to 4%

¥ DOWN

Under 0%
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HEAVY CIVIL

CONSTRUTION
OUTLOOK

Heavy Civil Construction Put in Place

GRAY AREAS INDICATE RECESSION

FORECAST
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Heavy Civil Construction Spending Put in Place 2022 and
Forecast Growth (2022 through 2027) by Segment
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Heavy Civil Construction Put in Place Estimated for the United States

Millions of Current Dollars
4th Quarter 2023 Forecast, Based on 2nd Quarter 2023 Actuals and 3rd Quarter 2023 Assumptions

2018 2019 2020 2023F  2024F
TRANSPORTATION 53218 57,449 60,733 50,075 58,726 63,041 70,668 79,068 84,122 86,387
Air 22,008 24,428 27,736 26,817 24,626 26260 29319 33120 35027 35642
Rail/Transit 28200 28,898 28874 28358 30,237 32671 36932 41,257 44,165 45,689
Port/Water 3010 4123 4123 3901 3863 4101 4416 4691 4930 5056
POWER 99,569 117,060 118,168 119,108 109,816 | 115549 122,703 131,779 139,701 143,991
HIGHWAY AND STREET 91,745 99,402 102,321 103,381 114107 | 127,964 138957 147,725 154,652 159,402
Roadway 63344 72675 80332 80,769 93484 | 105777 114510 119,881 124,447 127,951
Bridge 28401 26727 21,989 22612 20,623 22187 24447 27,844 30205 31451
SEWAGE AND WASTE DISPOSAL 23931 26119 27,189 28,811 32,660 38,560 42,058 44,382 45480 46,817
WATER SUPPLY 15477 16,397 18952 20,284 23,402 27,046 28946 30369 31,237 31,854
e o O AND 8220 9,207 8903 7,911 9434 11,065 12155 12,419 12,086 11,845
TOTAL HEAVY CIVIL PUT IN PLACE ~ $292,169 $326,534 $336,266 $338,570 $348,145 | $383,224 $415486 $445742 $467,287 $480,297

Heavy Civil Construction Put in Place Estimated for the United States

Change From Prior Year/Current Dollar Basis
4th Quarter 2023 Forecast, Based on 2nd Quarter 2023 Actuals and 3rd Quarter 2023 Assumptions

2021 2022 2025F 2026F
TRANSPORTATION 15.3% 8.0% 5.7% -2.7% -0.6% 7.3% 12.1% 11.9% 6.4% 2.7%
Air 28.0% 11.0% 13.5% -3.3% -8.2% 6.7% 11.6% 13.0% 5.8% 1.8%
Rail/Transit 6.1% 2.5% -0.1% -1.8% 6.6% 8.0% 13.0% 11.7% 7.0% 3.5%
Port/Water 27.8% 37.0% 0.0% -5.4% -1.0% 6.2% 7.7% 6.2% 5.1% 2.6%
POWER 3.8% 18.5% 0.2% 0.8% -7.8% 5.2% 6.2% 7.4% 6.0% 3.1%
HIGHWAY AND STREET 2.4% 8.3% 2.9% 1.0% 10.4% 12.1% 8.6% 6.3% 4.7% 3.1%
Roadway 7.0% 14.7% 10.5% 0.5% 15.7% 13.1% 8.3% 4.7% 3.8% 2.8%
Bridge -6.7% -5.9% -17.7% 2.8% -8.8% 7.6% 10.2% 13.9% 8.5% 4.1%
SEWAGE AND WASTE DISPOSAL 4.5% 9.1% 4.1% 6.0% 13.4% 18.1% 9.1% 5.5% 2.5% 2.9%
WATER SUPPLY 9.2% 5.9% 15.6% 7.0% 15.4% 15.6% 7.0% 4.9% 2.9% 2.0%
ggy:fgga;ﬁ’r AND 10.2% 11.9% -3.3% -11.1% 19.3% 17.3% 9.9% 2.2% -2.7% -2.0%
TOTAL HEAVY CIVIL PUT IN PLACE 5.8% 11.8% 3.0% 0.7% 2.8% 10.1% 8.4% 7.3% 4.8% 2.8%
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FM

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.
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