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The Conference kicks off with keynote presentations
outlining trends, challenges, opportunities, and fore-
casts for both the construction and insurance indus-
tries. Pat Ryan of Aon will start the program with his
perspective on the current dynamics of the insur-
ance industry, including his expectations for changes
in the way insurance companies and brokers do
business. Hugh Rice, chairman of FMI Corporation,
will follow with insights into the construction indus-
try, including a forecast for construction demand,
business practices, and project delivery. Both key-
note presentations will address ethical consider-
ations for long-term success in their industries.
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Hugh L. Rice
Chairman
FMI Corporation

Mr. Rice, a keynote speaker for Tuesday’s General Session, joined FMI in 1972 and opened the Denver
office in 1979. He created the firm’s Mergers & Acquisitions Group, which has completed over 500 con-
struction industry acquisitions since inception. He served as CEO of the firm until 2003.

Mr. Rice has written numerous articles on strategy and ownership issues for the construction industry
and has been published in dozens of industry publications. Additionally, he is the coeditor of the Con-
struction Accounting Deskbook published by Aspen Publishers.

Mr. Rice holds a bachelor of science degree in electrical engineering from the Georgia Institute of Tech-
nology and an MBA from the University of North Carolina. He has been active in many organizations
over the years, including the Institute of Management Consultants, Construction Financial Management
Association, Associated General Contractors of America, and The Beavers. He is on the Board of Direc-
tors or Advisory Board of several major construction firms.
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Notes

This file is set up for duplexed printing. Therefore, there are pages that are intentionally left
blank. If you print this file, we suggest that you set your printer to duplex.
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Informed Customers—Implications

e More players get squeezed for cost reduction
q margin erosion
e Outsourcing opportunity/new customers

e Increasing sophistication and compelling
value propositions required for sales and
value pricing

e Program management/owners representative

Shifting Markets = Shifting Skills (1 of 2)

e All change, whether business model or
project design, requires training

e Greater depth-of-knowledge of the
customer’s business will be needed

e Graceful integration of increased technology
along with improved human interaction




Shifting Markets = Shifting Skills (2 of 2)

e Infrastructure investment needed for
continuous learning

e Public institutions cannot fill the need
e Demographics of the work force

Redefinition of Construction—Implications
(1 0f 3)

e Collision of many attempting front-end services to
clients

e More dynamic, more informative project delivery
systems

— Design/Build — Agency CM

- EPC — Program Management
— CM at Risk — Owner Representative
— Cost plus a fee - 1D/1Q/JOC

e From reimbursables to value participation
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Construction Value Chain

Develop Build Operate

Need Feasibility Site selection Procurement Materials Commissioning  Retrofit
Concept Permitting Financing Design  Construction Maintain Market

Y eeee——

Redefinition of Construction—Implications
(3 0f3)

e Increased importance of ethics in
construction

e Acceleration of supply chain
compression/cost reduction

e Greater speed of change required of service
providers
— More services
— Better branding
— New competitors




Globalization—Implications (1 of 2)

e Planet as marketplace: buyers and sellers
found anywhere

e Global players seek global services providers

]

— Off shoring %

e Unknown competitors today will surface )
tomorrow 2

e China will be largest economy in the world by s
2020 i

Globalization—Implications (2 of 2)

e Domestic joint ventures with global partners will
increase

e Leads to consolidation




Consolidation—Implications (1 of 2)

e Drivers
— Globalization
— Capital constraints
— Customer demands
— Growth needs
e Real estate and project financing are abundant
e Capital for construction companies is in short supply

e Mergers void long-term purchaser-supplier
relationships

Consolidation—Implications (2 of 2)

e Many consolidations unsuccessful: lack of
integration and cultural conflict

e Scale brings its own hazards, due both to size
and to sprawl

10




Five C’s of Consolidation

1. Capital access restricted

Cultures and regions compatible
Customers and competitors receptive
Change catalysts unlikely

Competitive advantage realizable for the
consolidator

o M 0D

—Tuck School of Business at Dartmouth

Capital Constraints—Implications

Returns low/volatile
Alternative project financing/public funding constraints
Increased emphasis on cash management
— Cash flow forecasting on projects
— Front billing, aggressive collection
— Slower payments to suppliers, subcontractors
— Transfer of payroll to others
Reduction of surety credit
— Curtailment of growth for some

— Reduced work packages, enabling smaller contractors to
compete

— Increased use of joint ventures
— Acquisitions/consolidation

11
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Surety Industry Results
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SAA) Top surety writers and annual results, 1962-2004, published by SAA, Washington, DC.

Top 10 Surety Writers in 2004

Top 100 Surety Writers - 2004

Direct Written % of Direct Loss Net Loss
Company Name rel Total Ratio Ratio

1 The St. Paul Companies 56 22% 142.2% 152.1%

2 CNA Insurance Companies 353,464,649 8% 28.8% -2.2%
3 Zurich Group 324,215,866 8% 49.1%
4 Safeco Insurance Companies 261,954,725 6% 12.2%
5 Chubb & Son Inc 210,520,256 5% 4.3%
6 Liberty Mutual Insurance Group 173,838,024 4% 24.9%
7 Hartford Fire & Casualty Group 163,506,946 4% 28.3%

8 HICA Group 147,989,551 3% 48.2% 48.2%

9 X L America 88,598,318 2% 53.4% 72.5%
10 Arch Capital Group 87,507,969 2% 31.5%
Sum of Top 10 2,730,949,670 64% 71.2%
All others 1,530,175,607 36% 35.3%

Totals 4,261,125,277 100% 57.9%
Source: Surety Association of America (SAA) Top surety writers and annual results, 2004, published by SAA, Washington, DC.

12




Surety

e 1994-1998  $2.7B surety profit with 31%
contract loss ratio

e 1999-2003  $2.4B surety loss with 52%
contract loss ratio

e Top 10 contract loss ratio 68%
e 24 reinsurers now 8

e Capacity constraints, more retained risk
consolidation, price increases, tougher
underwriting

(9]
0]
3
o
=
g
7]
(]
n
a,
]
3

Insurance

e Contingency Commission scandal
e Construction defects continue to increase

e Asbestos litigation—8,400 firms sued; now mold;
silica next

e Risk shifting continues to be big concern

13



Restoration—Implications (1 of 2)

e Over $1 trillion annual spending; may comprise 50%
of global construction by 2020/already in U.S./Europe

e Restoration must cost less than current substitutes or
produce higher returns

e The focus on NEW construction overlooks significant
opportunities

e Environmentally driven/sustainable development/life
cycle costing

Restoration—Implications (2 of 2)

e Some traditionalists will not make the transition,
rendering some long-term relationships valueless

14




Diversity—Implications (1 of 2)

e Alternative household formations and lifestyle changes
impact leisure, housing, educational, and healthcare
construction

e Aggressive promotion of qualified minorities into
supervisory and leadership positions will be a recruiting
beacon to those minorities seeking opportunity and
attractive to customers with diverse workforce

e Multi-lingual skills become increasingly important with
workforce diversity
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Diversity—Implications (2 of 2)

e Aging of society will increase burden of business to fund
healthcare

e Aging relatives will demand more employee’s time

e Skills training for operating effectively with a diverse
workforce will become standard fare

20
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Demographics

Over the next five years, Census
Bureau data indicates that:

Baby boomers
comprise largest
segment of U.S.
population

10-24 year-old age group will
increase by 2.5 million

25-42 year-old age group will

P
78+ million people decrease by 1 million

43-65 year-old age group will
increase by 8 million

28% of population

21

Table 1:
Demographic Assumptions and Projections, DPM

Population Births per Life Expectancy at Immigration
1000 Birth, years
woman aged
14-44
Millions | Annual | Total Male Female Decade Percent of Pop.
growth, sum Increase
decade (millions)
ending
1850 23.2 197.6 1.71
1860 314 3.0 187.6 2.6 31.7%
1870 38.6 2.0 170.6 2.32 32.2%
1880 50.2 2.6 158.6 2.81 24.2%
1890 62.5 2.2 140.6 5.25 42.7%
1900 75.8 1.9 133.6 46.3 48.3 3.69 27.7%
1910 92.4 2.0 126.8 48.4 51.8 8.80 53.0%
1920 106.5 1.4 117.9 53.6 54.6 5.74 40.7%
1930 123.1 1.5 89.2 58.1 61.6 4.11 24.7
1940 132.1 0.7 79.9 60.8 65.2 0.53 5.9%
1950 152.3 1.4 106.2 65.6 71.1 1.04 5.1%
1960 180.7 1.7 118.0 66.6 73.1 2.52 8.9%
1970 205.2 1.3 87.9 67.1 74.8 3.32 13.6%
1980 226.5 1.0 68.4 70.0 77.4 4.49 21.1%
1990 248.7 0.9 70.9 71.8 78.8 7.34 33.1%
2000 275.2 1.0 3.8 73.0 79.8 9.86 37.2%
2010 298.4 0.8 68.3 74.1 80.7 8.80 37.9%
2020 322.5 0.8 70.1 75.4 81.6 8.80 36.5%
2030 345.8 0.7 70.0 76.7 82.5 8.80 37.7%
2040 367.8 0.6 71.9 78.2 83.5 8.80 40.0%
2050 390.5 0.6 72.9 79.8 84.7 8.80 38.7%
Source: Historical Statistics: Colonial Times to 1970, Statistical Abstract of the Unites States, various issues, authors
calculations

22
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Demographics (1 of 2)

e Non-traditional and Non-family

i households
single-person
households will 1970] 18.8%
increase 1980 26.2%
1990 29.2%
2000 R1 WAL

e Workers over age Forecasted Population Growth 2002-2007

i o
over the next few
years

23

Decade
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Demographics (2 of 2)

e Increased net immigration

e Hispanic residents expected to double over the
next half century, from 12% in 1999, to 24% in
2050

e Domestic migration will continue to move to
states in the South and West

e Five states that will experience the largest

population increase are California, Texas,
Florida, Washington, and Georgia

24
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States Ranked by Percent
Change in Population
2000 — 2030
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States With the Largest Projected
Net Increase in Population
2000 - 2030
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Demographics

e Elderly population in every state will grow
faster than the total population.

e Growth rate in the 65 and older population
will be about 3.6 times the growth rate of the
nation.

e In 2030, ten states will have more people 65
and older than under 18.

State Median Age in 2030 Change from 2000
NM 44.8 10.2
wy 46.4 10.2
MT 46.0 8.5
ME 46.9 8.3
wv 46.7 7.8
DE 43.6 7.6
ND 43.2 7.0
FL 45.4 6.7
VT 43.9 6.2
PA 421 41 27

Demographic Issues (1 of 4)

e Third great American Migration from North to
South—50M people over the next 20 years; to
below 35! parallel. Capital will follow

e 22 of 24 leading world economies are above or
straddle (2) the 35t parallel

e $27 trillion GDP above 35 parallel and $2
trillion below

e World population 6.3 billion to max out at 9.0
billion

28
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Demographic Issues (2 of 4)

e In 1970 world fertility level was 5.4; now 2.9;
replacement is 2.1

e Fertility levels:

ltaly 1.2 S.Korea 1.2
Germany 1.4 U.S. 2.1
Albania 2.0 China 1.6

29

Demographic Issues (3 of 4)

e 50% of world population growth is in India,
Pakistan, Nigeria, Indonesia, Bangladesh, and
China

e In age bracket 25-34

— 25% more women than men have a high school diploma
12% more women have some college
24% more women have a two-year associates degree
14% more women have a bachelor’s degree
21% more women have advanced degrees

30
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Demographic Issues (4 of 4)

e Retirement plans changing, percentage of
people who plan to retire prior to age 62:

- 1998 64%
- 2002 53%
— 2004 43%

31

Hispanic Population

e Between 2000 and 2020, the Hispanic population
will account for 46 percent of total population
growth, increasing by 25.1 million, from 35.3
million to 60.4 million (Pew Hispanic Center).

¢ In other words, the Hispanic population will
increase from 12.5 percent to 18 percent of the
total U.S. population.

e Births to Hispanic immigrants, rather than
immigration itself, will be the key source of
population growth over the next few years (Pew
Hispanic Center).

32
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Hispanic Work Force (1 of 3)

e Hispanics are the largest minority group in 14 of
24 states west of the Mississippi, as well as
Florida and all of the Northeastern states, and
they are the largest U.S. minority overall

33

Hispanic Work Force (2 of 3)

e Growth of foreign-born population from 1990-

2000

U.S. 57% (total 130/0)
California 37%

North Carolina 274%

Georgia 233%

Arkansas 196%

34
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Hispanic Work Force (3 of 3)

e In Durham County, North Carolina, 67% of all
construction workers are Hispanic; in Gwinnett
County, Georgia, 65% are Hispanic

e From 1996-2002, Hispanics made up 13% of
the U.S. population, but supplied 51% of new
workers

e Hispanic workers held over 17% (20%) of all
construction jobs in the U.S., but make up only
11% of the work force

e 82% of the workforce was white non-Hispanic in
1980, 73% in 2000, 53% in 2050

35

Hispanic Work Force

e In 2000, Hispanic workers held about 17 percent of
all construction jobs in the U.S., but made up only
11 percent of the work force.

— Most of the 1.4 million Hispanic construction
workers (70 percent) were born outside the U.S.

— Almost three-quarters of Hispanic construction
workers were of Mexican or Mexican-American
origin.

Source: The Construction Chart Book, Third Edition, 2002.

36
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Hispanic Work Force

e Between 1980 and 2000, the number of Hispanic
construction workers quadrupled.

Number of Hispanic employees in construction, 1980-2000 (All types of
employment — in thousands)

1600 -
1400 -
1200
1000 -

800 -

783
650
600 - 448
00, 342
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1980 1985 1990 1995 2000

1408

Source: Bureau of Labor Statistics, 2000 Current
Population Survey Earnings.

Hispanic Work Force

e Percentage of Hispanic construction workers in
selected states:

New Mexico 48%
Texas 45%
California 34%
Arizona 34%
Nevada 28%
Florida 21%
Colorado 20%

24




Technology—Implications

RFID/nanotechnology
Increased information

Data overload

Sunk capital

Productivity enhancement

e Cost reduction

e Lower prices

e Technology as differentiator

39

Governance—Implications (1 of 2)

e Transparency of transactions range from
accounting to procurement

e Greater reporting, disclosure, shared power, and
shareholder involvement will challenge business
models

40
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Governance—Implications (2 of 2)

e Increased use of outside directors, enlisted with
difficulty due to increased liability

e Greater professionalism in management of the
business and in stewardship of resources will
occur

41

Thank You!

Hugh L. Rice, Chairman

Hugh joined FMI in 1972 and opened the Denver office in 1979. He created the firm's
Mergers & Acquisitions Group, which has completed over 500 construction industry
acquisitions since inception. He served as CEO of the firm until 2003. Hugh'’s major consulting
activities include stock valuations, ownership transition planning, merger/acquisition advice,
strategy development, and capital services.

Because of his expertise and experience in dealing with strategy and ownership issues in the
construction industry, Hugh is frequently asked to speak before groups of national scope. Over
the past two decades, Hugh has made presentations to virtually every major construction
industry organization in the United States. He is on the Board of Directors or Advisory Board of
several major construction firms.

Hugh has written numerous articles on strategy and ownership issues for the construction
industry and has been published in dozens of industry publications. Additionally, he is the
coeditor of the Construction Accounting Deskbook published by Aspen Publishers.

Hugh L. Rice
Hugh holds a bachelor of science degree in electrical engineering from the Georgia Institute of FMI Corporation
Technology and a master of business administration degree from the University of North 55 Madison Street
Carolina at Chapel Hill. He has been active in many organizations over the years, including the Suite 410
Institute of Management Consultants, Construction Financial Management Association, Denver, CO 80206
Associated General Contractors of America, and The Beavers. He was awarded the Golden Tel: 303.377.4740
Beaver Award for Service and Supply in 2005. He currently serves on the Advisory Board for Fax: 303.377.3535
the Burns School of Real Estate and Construction Management at the University of Denver. E-mail: hrice@fminet.com

Web site: www.fminet.com

FMI “
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About FMI

Building a great future for
the construction industry
and its leading
organizations

Founded in 1953 by Dr. Emol Fails, FMI provides management consulting, training, and capital services for the
worldwide construction industry.

FMI delivers innovative, customized solutions to contractors, engineers, architects, environmental firms,
manufacturers and suppliers of building products and construction equipment, construction materials producers,
private owners, government agencies, utility companies, surety companies, and trade associations.
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FMFI’s experienced consultants can assist your business with compensation planning, leadership/organizational
development, marketing/sales, strategic market information, acquisition integration, ownership transition, private
equity financing, project delivery improvement, management and field-level training, strategic planning, and
productivity improvement.

UoISSso

Raleigh Denver Tampa
5171 Glenwood Avenue 55 Madison Street 5301 W. Cypress Street
Suite 100 Suite 410 Suite 201
Raleigh, NC 27612 Denver, CO 80206 Tampa, FL 33607
PH: 919.787.8400 PH: 303.377.4740 PH: 813.636.1364
FAX: 919.785.9320 FAX: 303.377.3535 FAX: 813.636.9601

www.fminet.com s
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