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Wells Fargo 2013 Construction Industry Forecast

A message from Wells Fargo Equipment Finance, Inc.

The Construction Group at Wells Fargo Equipment
Finance conducts periodic surveys to keep a finger on
the pulse of the industry and to give executives relevant
business intelligence to reference in their decision-
making. We’re pleased that in this, our 37th year of
conducting industry surveys, 347 executives from
across the U.S. took the time to respond.

The full results — and some comparable data from
previous years — can be found in the pages that
follow, but here are four takeaways that are of
particular interest:

1. Construction is moving ahead. Our bell-weather
indicator for this survey — the Optimism Quotient
(OQ) — is a very positive 106. Although the actual
number is down somewhat from 2012, it still
represents the third highest national optimism
reading in the past 13 years with only 2012 and
2005 being higher. Executives are expressing
the sentiment that non-residential construction
activity in 2013 will improve compared to 2012.

2. The industry expects rental fleets to continue to
grow. Optimism among construction equipment
distributors remains high. Rental fleet growth
is anticipated to play an increasingly important
role in the business model of distributors. About
half of distributors (50.5%) expect to increase the
size of their rental fleet in 2013. Only 5.5% said
they expect their fleet rental to decrease in 2013
compared to 2012.

3. Residential could lead the way. Optimism about
the residential side of construction was slightly

higher than for non-residential. The fact that
more contractors expect residential activity to
increase (46.7%) than to remain the same (45.5%)
or decrease (7.8%) is significant.

4. Contractors will buy new and used equipment.
In 2013, 80.9% of contractors indicated that they
anticipate buying new equipment and 80.3%
indicated that they will be buying used equipment.
These numbers are down slightly from 2012, but
the fact that four out of five contractors indicated
that their companies intend to acquire equipment
is reassuring for the industry.

The survey is conducted on a national scale but we
realize the regional nature of the construction industry.
Our construction equipment finance specialists are
locally based and are ready to offer region-specific
guidance about your financing or leasing options.

Thanks to everyone who participated in this year’s
survey. We are obviously proud of the longevity of our
Forecast but we know it wouldn’t be possible without
your responses. We hope it will be a valuable resource
to you as you work in the year ahead.

o)

John Crum, National Sales Manager
Wells Fargo Equipment Finance, Inc.
Construction Division

In its 37th year of publication,

the 2013 Construction Industry
Forecast presented by Wells Fargo
Equipment Finance, Inc. is

the nation’s premier, forward-
looking sentiment survey of the
U.S. infrastructure construction
industry. Based on the responses of
construction company executives,
the Forecast summarizes industry
leaders’ perceptions of the state of
the industry and looks at trends for
the coming year.

The research

The 2013 Forecast is
based on surveys

of 347 executives who
work for construction
contracting companies,
construction equipment
distributors and other
industry equipment
and service providers.
Surveys were conducted
during January 2013.

Respondent classification
“Contractors” are companies that
execute construction projects. These
companies often buy, lease or rent
large construction equipment for
the purpose of completing such
projects. “Distributors” are dealers
of construction equipment. These
companies most often sell heavy
equipment, light equipment or general
construction equipment and provide
a range of products and services to
the industry.
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Each January Wells Fargo Equipment Finance, Inc. surveys construction industry executives to gather insight into
current business conditions and measure their sentiment for activity in the coming year. This survey is also made
possible thanks to the cooperation and support of Associated Equipment Distributors (AED).

Survey dates
January 3 through January 18, 2013

Total surveys completed
347

Composition of survey respondents

What best describes your primary function in the construction industry?*

Construction equipment distributor

Construction equipment manufacturer

Industry service supplier

Construction contractor

* About 7.5% of all respondents reported their annual sales volume was less than $1 million which compares well to the 6.0% in that category from the survey
administered in January 2012. More than one-third of all respondents (38.0%) said their company’s revenue was above $25 million annually. More than half
(58.1%) of distributors in this survey reported that their annual revenue was greater than $25 million. About half (43.8%) of contractors in this survey reported
that their annual revenue was greater than $10 million.

Survey responses came from 49 of the 50 U.S. states. The state not represented is Rhode Island.
Not all survey questions were answered by all respondents. Percentages may not add up to 100% due to rounding.

For questions regarding this Wells Fargo publication, please contact Greg Giauque at 480-784-2363 or greg.p.giauque@wellsfargo.com
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National

The Wells Fargo Construction Optimism Quotient

The Construction Optimism Quotient (OQ) is this survey’s primary metric for assessing respondents’ sentiment of
local construction activity for the current calendar year compared to the previous year.

The OQ for calendar year 2013 is a decidedly positive 106. This is a slight dip in optimism from the 2012 score

of 114, but it is still a strong indication that construction executives believe 2013 will be a better year for the
construction industry than 2012. The score of 106 represents the third highest national optimism reading in the past

13 years with only 2012 and 2005 being higher.

In 2009, the OQ reached an all-time low score of 42, but had increased three years in a row prior to taking this small
step back in 2013.

U.S. National Optimism Quotient (OQ)
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In general, an OQ score of 100 or more represents high optimism for increased local construction activity relative
to the perceived level of activity for the prior calendar year. A score above 75 represents more cautious or measured
optimism. A score below 75 signals that fewer executives say local construction activity will increase than say it will
decrease — a more pessimistic point of view.
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What is your projection for local non-residential construction activity in 2013 compared

to 20127
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When do you expect local non-residential construction activity to begin improving?

3rd quarter or
beyond 2014

—— 2nd quarter 2013

2nd quarter 2014

r 3rd quarter 2013

Ist quarter 2014 — 4th quarter 2013

Base: 204 respondents who said local non-residential activity would decrease or remain the same in 2013.

Although 41.2% of construction executives said they anticipate an increase in local non-residential construction
activity, an even greater percentage (49.9%) believe non-residential activity levels will “remain the same” as the
levels experienced in 2012.

Of the 204 executives who said they expect similar or decreased activity in 2013, almost half (44.6%) said they
expect some improvement before the end of the year. However, more than one in four of these executives (28.9%)
said that an improvement wouldn’t come until Q3 of 2014 or later. More than half of the contractors (52.9%) and a
similar percentage of distributors (51.6%) who expect similar or decreased activity in 2013 expressed the opinion
that non-residential construction would not begin to see improvement until Q1 of 2014 or later.
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What is your projection for local residential construction activity in 2013 compared to 2012°?
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When do you expect local residential construction activity to begin improving?

2nd quarter 2014

3rd quarter or

beyond 2014 33.5% - 2nd quarter 2013

r 3rd quarter 2013

1st quarter 2014 ——— ’7 4th quarter 2013

Base: 185 respondents who said local residential construction activity would decrease or remain the same in 2013

The sentiment for residential construction activity in 2013 is slightly more optimistic than for non-residential
activity. While 45.5% of respondents said they expect similar levels of residential activity as in 2012, a slightly larger
percentage (46.7%) said they expect increased residential activity. This is particularly significant because in none of
our five most recent surveys has the percentage of those that expect an “increase” outpaced the percentage of those
that expect activity levels to “remain the same.” In 2012, more than half of respondents (60.2%) said they expected
similar levels of residential activity as in 2011. In 2011 the number was 55.2%.

Of the 185 executives who said they expect similar or decreased residential activity in 2013, 33.5% said improvement
would not come until Q3 of 2014 or later.
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What will happen to the number of construction contractors in your area in 2013?

L Increase

2010 2011 2012 2013
Decrease 73.4% 53.0% 41.7% 32.6%
Decrease
Remain o o o o
Remain the same 23.1% 41.1% 48.0% 55.9%
the same
Increase 3.6% 5.9% 10.4% 11.5%

In spite of a string of optimistic OQ readings over the last three surveys reflecting a belief that non-residential and
residential activity would improve over the prior year, sentiment still appears rather pessimistic that the current
state of the industry will sustain an increase in the number of construction contractors. Very few executives (11.5%)
anticipate an increase in the number of contractors in 2013, which is comparable to the 10.4% that expected an
increase in 2012. About three in ten (32.6%) said they foresee fewer numbers of contractors by the end of 2013,
compared to 41.7% who expected a decrease in 2012. However, this is an improvement over the 2011 and 2010
surveys when 53.0% and 73.4% of executives, respectively, said they expected fewer contractors by the end of the year.

U.S. National Optimism Quotient (13-year trend by group)
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The long-standing trend for construction equipment distributors to be more optimistic than construction contractors
holds true once again for 2013. In this case, distributors are much more optimistic about construction activity levels
than contractors. The 24-point gap between contractors and distributors for the 2013 survey is the third largest
disparity in our recent history of surveys behind the 28-point difference in 2012 and the 26-point difference in 20086.
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Contractors

What is your projection for local
non-residential construction activity in

2013 compared to 20127
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On average, contractors said they work with 3.7 different
equipment distributors which is comparable to how they
have answered in previous years — 3.8 different equipment
distributors in 2012 and 3.7 in 2011. Contractors continue
to spread their purchases among several providers
perhaps indicating that few equipment distributors are
able to meet all of a contractor’s needs or become its
exclusive equipment supplier.

How many equipment dealers do
you work with?

2011

1 dealer

2 dealers
3 dealers

4 dealers

5 or more
dealers

1 dealer

2 dealers
3 dealers
4 dealers

5 or more
dealers

1 dealer

2 dealers
3 dealers
4 dealers

5 or more
dealers

Base: 183 contractors who responded in 2013

wellsfargo.com/construction



http://www.wellsfargo.com/construction

Wells Fargo 2013 Construction Industry Forecast

What one thing can equipment dealers do to better meet your needs?

2011 2012 2013
Improve price 41.6% 36.0% 47.0%
Improve finance options 14.4% 17.7% 15.3%
Improve service 19.2% 14.8% 12.6%
Improve inventory 10.4% 16.7% 12.6%
Improve nothing 12.0% 9.9% 9.8%
Other 2.4% 4.9% 2.7%

Contractors once again identified
“price” as the most important item
for distributors to improve, and at
47.0%, this answer is up significantly
from the 2012 total of 36.0% and the
2011 total of 41.6%.

In a distant second place at 15.3%,
“improve finance options” was the next
most common option for the second
year in a row. “Improve service” and
“improve inventory” tied for the third
spot this year coming in at 12.6%.

Of note is that 9.8% of contractor
respondents said dealers need to
“improve nothing” This is comparable to
the 9.9% from 2012, but down from 12.0%
in 2011 and 17.0% in 2010. In the 2009
survey, 41.0% of contractors said dealers : :
didn’t need to improve on anything. .
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New and used construction equipment acquisition
In 2012, 87.4% of executives said their company acquired new or used equipment. For 2013, 80.9% indicated they
would purchase new equipment while 80.3% indicated they would acquire used equipment.

Do you think that your purchases of new construction

equipment in 2013, compared to 2012, will...?
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Remain
the same
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19.1%

My company will
not be acquiring
new construction
equipment in 2013

Do you think that your purchases of used construction

equipment in 2013, compared to 2012, will...?

100%
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19.7%

N

Decrease

44.3%

16.4% “

Remain
the same

Increase

19.7%

My company will
not be acquiring
used construction
equipment in 2013

Sentiment among U.S.
contractors is that purchases
of new construction equipment
in 2013 will remain similar to,
if not down slightly, compared
to the volume of equipment
they purchased in 2012. The
percentage of executives

who said they would increase
buying activity was more
than offset by the percentage
that expect to decrease new
equipment acquisition. About
three out of ten contractors
(30.1%) said their new
equipment purchases would
be similar to those in 2012.

Almost half of U.S.
contractors (44.3%) said

that purchases of used
construction equipment in
2013 will remain mostly
consistent with the volume
of used equipment purchased
in 2012. The percentage of
executives that said they
would increase buying
activity of used equipment
was offset by a slightly larger
percentage of executives
that expect to decrease used
equipment acquisition.

10
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Distributors

What is your projection for local non-residential construction activity in 2013 compared

to 20127
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Do you think that your sales of new equipment in 2013, compared to 2012, will...?

RO el
2012
80% I m 2013 73.3%
66.4%
60% 93 57.8%
63
40% - ., 3L2%
25.7% 26.7% ey
o L 36
A0S 11.0%
7.9%
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Decrease Remain the same Increase

Construction equipment distributors do not appear quite as optimistic about realizing another year-over-year
increase in sales of new equipment compared to a year ago. In 2012, three out of four executives (73.3%) said they
expected sales to increase, but for the coming year 57.8% said that they expected an increase in new equipment
sales. About one in ten distributors (11.0%) said they expect new equipment sales to decrease compared to 2012 —
a significant number since not a single distributor surveyed in 2012 said they expected to sell less new equipment
than in the previous year.

Do you think that your sales of used equipment in 2013, compared to 2012, will...?

100%" o 2011

2012
80% I m 2013

o 60.6%
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The overall composition of responses regarding year-over-year used equipment sales seems to indicate that used
equipment could be a bigger part of the sales mix for distributors in 2013. Only one distributor expressed the
opinion that used equipment sales would decrease compared to 2012. In addition, a larger percentage of respondents
said that used equipment sales would increase (3.6% improvement) or stay the same (4.4% improvement).
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Do you think that the size of your Rental Fleet in
2013, compared to 2012, will...?

100% [~
80% [~
60% -
50.5%
44.0%
40% -
Distributors do not see an end to the
growing trend of fleet rental in 2013.
20% I~ Only 5.5% of distributors said they expect
5.5% to decrease the size of their rental fleet
0% this year. More than half (50.5%) said
Decrease Remain the same Inerease they expect to increase the size of their

rental fleet in 2013.

What one thing can equipment manufacturers do to better meet your needs?

2011 2012 2013
Improve price 30.7% 26.7% 34.9%
Improve inventory and delivery 12.1% 14.1% 26.6%
Improve finance options 17.9% 25.2% 11.9%
Improve service 7.9% 9.6% 11.0%
Improve product quality 23.6% 17.0% 10.1%
Other 6.4% 3.7% 2.8%
Improve nothing 1.4% 3.7% 2.8%

For each of the last three years, when asked to identify the one thing manufacturers could do better, equipment
distributors have selected “price” as a point of improvement. The percentage of “price” respondents surged to 34.9%
for 2013 after having dipped to 26.7% in 2012 from 30.7% in 2011. Concerns about “inventory and delivery” (26.6%)
resurfaced and these are once again in the second spot after falling to the fourth spot in 2012. Notably, the “inancing
options” concern fell to the third spot at 11.9% from the second spot in 2012 (25.2%).
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Wells Fargo Equipment Finance, Inc.

Construction Group

Meet Wells Fargo’s dedicated team of construction equipment finance specialists. Visit with your
local Wells Fargo banker to learn how we can support all of your company’s banking needs.

John Crum
National Sales Manager
412-454-4629 Office
724-544-0992 Cell
John.D.Crum@wellsfargo.com

U.S. West Region

Kay Russell, Sales Manager
602-432-7240
Lyman.K.Russell@wellsfargo.com

Northwestern Washington, Alaska
CJ Markey

206-849-7937 | 866-359-0749 Fax
Clyde.J.Markey @wellsfargo.com

Western Oregon, Southwestern
Washington, Northern California
Ryan Murphy

503-887-5986 | 866-359-0757 Fax
Ryan.E.Murphy@wellsfargo.com

Southern and Central California,
Hawaii

Ralph Potter

619-540-2296 | 866-359-0761 Fax
Ralph.E.Potter@wellsfargo.com

Idaho, Montana, Eastern Washington,
Eastern Oregon, Northwestern WY
Karle Armitage

208-867-1623 | 866-359-0733 Fax
Karle.J.Armitage@wellsfargo.com

Utah, Southwestern Wyoming, Nevada
Steve Pratt

801-541-8699 | 866-359-0762 Fax
Steven.L.Pratt@wellsfargo.com

Arizona, New Mexico

Dana Pike

602-432-7234 | 866-359-0760 Fax
Dana.R.Pike@wellsfargo.com

Dallas, Northeast Texas, Arkansas,
Northwest Louisiana

Frank Gullo

972-342-3594 | 866-359-0745 Fax
Frank.J.Gullo@wellsfargo.com

San Antonio, South and West Texas
Jim Shewmaker

210-240-6774 | 866-359-0771 Fax
James.B.Shewmaker@wellsfargo.com

Houston, Gulf Coast Texas

Nick Webb

713-882-7727 | 866-359-1033 Fax
Nicholas.B. Webb@wellsfargo.com

Large Ticket BDO - West Coast
Scott Cleland

949-251-4108
Scott.Clelland@wellsfargo.com

[ e ]

U.S. Central Region

Steve Nenn, Sales Manager
312-316-9139
Steven.S.Nenn@wellsfargo.com

North Texas, Oklahoma, Kansas
(except Kansas City)

Patrick Miller

214-914-1378 | 866-347-5217 Fax
Patrick.L.Miller@wellsfargo.com

Tennessee, Southern Illinois,
Missouri (expect Kansas City),
Mike Range

312-316-9139 | 866-359-0776 Fax
Mike.Range@wellsfargo.com

Northern Illinois, Iowa

Tom Zubik

312-550-4789
Thomas.L.Zubik@wellsfargo.com

Louisiana, Mississippi,

Tim Bowling

985-807-3988 | 866-359-0735 Fax
Timothy.A.Bowling@wellsfargo.com

Indiana, Kentucky

Fred Sugg

317-435-0504 | 866-359-0776 Fax
Frederick.C.Sugg@wellsfargo.com

Ohio, Michigan

Kevin Watkins

440-787-7600 | 877-402-2261 Fax
Kevin.C.Watkins@wellsfargo.com

Colorado, Nebraska, Eastern
Wyoming, Greater Kansas City
Chris Benitez

719-591-7239 | 866-512-6974 Fax
Christopher.B.Benitez@wellsfargo.com

ta, North Dakota, South
Dakota, North Wisconsin

Mark Jangula

612-803-3369 | 866-739-3180 Fax
Mark.J.Jangula@wellsfargo.com

Canada Cross-Border Sales
Rob Linghorne

416-774-2025 Office
416-843-6996 Cell
Robert.Linghorne@wellsfargo.com

U.S. East Region

Tom Reilly, Sales Manager
201-452-7479
Thomas.R.Reilly@wellsfargo.com

Maine, New Hampshire, Vermont,
Rhode Island, M husett:

Tom Reilly

201-452-7479 | 866-359-0753 Fax
Thomas.R.Reilly@wellsfargo.com

New York Metro, Upstate New
York, Connecticut

Amy Majeskie

201-446-6835 | 877-401-7239 Fax
Amy.Majeskie@wellsfargo.com

Central/Northern New Jersey,
Northeastern Pennsylvania
Todd Yazujian

732-319-4576 | 866-359-1035 Fax
Todd.D.Yazujian@wellsfargo.com

Southern NJ, Southeastern PA, DE,
Maryland (except panhandle)

Tom Kassakatis

215-779-2981 | 866-493-4485 Fax
Thomas.G.Kassakatis@wellsfargo.com

Western Pennsylvania, Western New York
Gil Clements

412-721-0427 | 866-361-7667 Fax
Gilbert.A.Clements@wellsfargo.com

West Virginia, Maryland Panhandle,
Virginia (except Richmond)

Doug Snee

724-998-5941 | 866-359-0774 Fax
Douglas.E.Snee@wellsfargo.com

South Carolina, North Carolina,
Greater Richmond

Jack Kirk

803-463-9001 | 866-359-0750 Fax
Jack.R.Kirk@wellsfargo.com

Alabama, Georgia

Patricia Hollis

470-208-9549 | 866-648-0703 Fax
Patricia.Hollis@wellsfargo.com

Florida

Chuck Saxton

407-375-1054 | 877-806-6441 Fax
Chuck.Saxton@wellsfargo.com

Large Ticket BDO - East Coast
Peter Gregory
770-551-4638
Peter.D.Gregory@wellsfargo.com
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