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uch ofthe economic focus in 2007

BY DARREN CONSTANTINO was on the residential-housing
market. There is no question that

the slump in housing had a nega-

tive effect on many aggregates producers, and

the residential sector is not expected to bounce

back soon. That slump is partly responsible for

the decrease in aggregates production in the first

crushed stone, sand and gravel dropped about
17 percent in the first half of the year compared
with the first half of 2006.

All is not gloom and doom, however.

The top aggregates producers continue to
announce record earnings, and federal funding
for transportation infrastructure continues to
be strong through SAFETEA-LU. A bridge col-
lapse in Minneapolis has focused increased at-
tention on the nation’s need for infrastructure
improvements, freeing moneys for projects in
certain states and locales.

Another boost for industry economics is the
appearance of two large industry trade shows in
2008. ConExpo-Con/Agg, held once every three

fedl

years, is the largest trade show in the Western
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half of 2007. Producers report that shipments of

The economy is sending mixed messages, but the overall outlook for
the aggregates industry in 2008 is mostly positive.

Hemisphere in terms of exhibit space. The event
attracts thousands to Las Vegas, and the 2008
event has already broken records for size.

MINExpo also takes place in 2008. This
show, held once every four years, is another in-
dustry gathering in Las Vegas, and brings with
it some of the largest mobile equipment in the
world.

The two shows have many equipment man-
ufacturers planning big things for 2008, and
global sales are expected to be strong for those
companies next year.

Aggregates production
An estimated 389 million metric tons (Mt) of
crushed stone were produced and shipped for
consumption in the United States in the second
quarter of 2007, a decrease of 14.9 percent com-
pared with that of the same period of 2006. The
estimated output of crushed stone produced for
consumption in the first six months of 2007 was
643 Mt, a 17.8 percent decrease compared with
that of the same period of 2006.

The estimated U.S. output of construction
sand and gravel produced and shipped for con-
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sumption in the second quarter of 2007
was 292 Mt, a decrease of 14.0 percent
compared with that of the same period
of 2006. The estimated output of con-
struction sand and gravel produced for
consumption in the first six months of
2007 was 471 Mt, a 15.9 percent decrease
compared with that of the same period
of 2006.

Anestimated 681 Mt of total aggregates
were produced and shipped for consump-
tion in the United States in the second
quarter of 2007, a decrease of 14.2 percent
compared with that of the same period of
2006. The estimated output of aggregates
produced for consumption in the first six
months of 2007 was 1.11 billion metric
tons, a 16.9 percent decrease compared
with that of the same period of 2006.

By regions

The estimated crushed stone sold or used
in the United States in the second quar-
ter of 2007 decreased in eight of the nine

geographic divisions. The largest de-
creases were recorded in the West South
Central (24.8 percent), South Atlantic
(24.2 percent), and West North Cen-
tral (20.4 percent) divisions. The only
increase in the production of crushed
stone was recorded in the Mountain (5.1
percent) division.

The leading geographic divisions in
the production of crushed stone sold or
used in the second quarter of 2007 were
the South Atlantic with 91.3 Mt, or 23.5
percent of the U.S. total, followed by the
East North Central with 72.4 Mt, or 18.6
percent, and the Middle Atlantic with
50.6 Mt, or 13.0 percent.

The estimated construction sand and
gravel sold or used in the United States
in the second quarter of 2007 decreased
in eight of nine geographic divisions.
The largest decreases were recorded in
West North Central (24.3 percent), the
South Atlantic (21.3 percent), and the
East North Central (19.5 percent) divi-

1-800-474-2357
209-874-2357 Fax 209-874-1174
P.O. Box 178 Hickman, CA 95323
www.saunco.com sales@saunco.com
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No Room To Grow?
Besides being easy to install and
easy to maintain, Noble Feeders don't

Don’t let space limit the potential

Noble Dual Flow Feeders.

No Problem.

need any extra space in order
to increase your aggregate flow.

of your business.
No Room To Grow?
Not A Problem.

sions. The only increase in the produc-
tion of construction sand and gravel
was recorded in the New England (7.8
percent) division.

The leading geographic divisions for
the total amount of construction sand
and gravel sold or used in the second
quarter of 2007 were the Mountain with
74,1 Mt, or 25.4 percent of the U.S. total,
followed by the Pacific with 53.0 Mt, or
18.2 percent, and the East North Central
with 50.3 Mt, or 17.2 percent.

The estimated U.S. output of aggre-
gates sold or used in the second quarter
of 2007 decreased in all of the nine geo-
graphic 2 divisions. The largest decreas-
es were recorded in the South Atlantic
(24.0 percent), the West South Central
23.3 percent), and the West North Cen-
tral (21.7 percent) divisions.

The leading geographic divisions for
the total amount of aggregates sold or
used in the second quarter of 2007 were
the East North Central with 124 Mt, or
18.2 percent of the U.S. total, followed by
the South Atlantic with 111 Mt or 16.3
percent, and the Mountain with 92.5
Mt, or 13.6 percent of the U.S. total.

The estimated totals by quarters for
the geographic divisions do not include
Alaska and Hawaii.

By states
The estimated production-for-con-
sumption of crushed stone in the second
quarter of 2007 decreased in 38 of the 47
states that were estimated, with the larg-
est percentage decreases occurring in
South Dakota (55.1 percent), Wyoming
(42.0 percent), Nebraska (40.5 percent),
South Carolina (32.4 percent),and North
Carolina (31.9 percent). The five leading
states, in descending order of produc-
tion, in the production-for-consumption
of crushed stone in the second quarter of
2007 were Pennsylvania, Texas, Florida,
Georgia, and [llinois. Their combined
total production-for-consumption rep-
resented 30.5 percent of the U.S. total.
The production-for-consumption of
construction sand and gravel decreased
in 35 of the 46 states that were estimated,
with the largest decreases occurring in
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Arkansas (68.7 percent), Nevada (47.6
percent), Minnesota (38.4 percent),
Florida (33.9 percent), and South Dakota
(33.2 percent). The five leading states, in
descending order of production, in the
production-for-consumption of con-
struction sand and gravel in the second
quarter of 2007 were California, Arizo-
na, Texas, Michigan, and Washington.
Their combined total production-for-
consumption represented 34.6 percent
of the U.S. total.

The production-for-consumption of
total aggregates in the second quarter
of 2007 decreased in 40 of the 46 states
that were estimated, with the largest
decreases occurring in South Dakota
(49.6 percent), Nebraska (38.5 percent),
Wyoming (35.6 percent), Nevada (33.0
percent), and North Carolina (30.8
percent). The five leading states, in de-
scending order of production, in the
production-for-consumption of aggre-
gates in the second quarter of 2007 were

California, Texas, Pennsylvania, Florida,
and Ohio. Their combined total produc-
tion-for-consumption represented 26.9
percent of the U.S. total.

Vulcan Materials

Vulcan Materials Co. announced record
third quarter earnings from continuing
operations of $144 million, or $1.47 per
diluted share. Earnings from continuing
operations in the third quarter of 2007
include expenses of $3 million, or $0.02
per diluted share, related to the pending
acquisition of Florida Rock Industries.
Earnings from continuing operations in
the third quarter of 2006 were $1.44 per
diluted share and included a gain of $0.03
per share resulting from an increase in
the carrying value of the ECU earn-out.
Net earnings, including a $0.09 per di-
luted share loss referable to discontinued
operations, were $1.38 per diluted share
compared to $1.39 per diluted share in

YES WE CAN!

FOR THE ANSWER TO ALL YOUR TRANSMISSION NEEDS CALL:

1-888S-EREVINI
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the prior year’s third quarter.

Don James, Vulcan’s chairman and
CEOQ, said, “Our aggregates-focused
business demonstrated remarkable re-
siliency in the face of a sharp downturn
in residential construction. We achieved
record earnings from continuing op-
erations for the third quarter and for
the year-to-date, and we are on track to
report record earnings for the full year
2007. Our cash generation continues to
be strong with record cash flows from
operations up 16 percent year-to-date.

“The attractive long-term attributes
of the aggregates business have added
value for our shareholders through
different economic cycles. Our strate-
gic geographic footprint and diverse
end-use markets, in conjunction with
the recognition of the increasing value
of permitted reserves in fast-growing
metropolitan markets, have enabled us
to grow earnings even as aggregates vol-
umes have declined due to reduced levels
of residential construction activity.”

Operating results
Gross profit and operating earnings
increased from the prior year owing to
higher earnings from aggregates and as-
phalt. Gross profit as a percentage of net
sales increased to 33 percent from 32 per-
cent in the prior year despite lower ship-
ments and production levels in all major
product lines. Third quarter net sales ap-
proximated the prior year’s third quarter
net sales as higher aggregates and asphalt
sales were offset by lower concrete sales.
Aggregates revenues and earnings in-
creased from the prior year's levels due
to higher pricing. Aggregates prices in-
creased 12 percent from the prior year’s
third quarter, more than offsetting the
earnings effects of an 8 percent decline
in aggregates shipments. In response to
lower demand, inventory levels in the
third quarter were reduced from the
previous quarter by lowering production
levels, Costs of sales during the quarter
were higher due mostly to the effects of
lower production levels and increased
costs for energy, parts and supplies.
The quarter’s results include ap-
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proximately $0.03 per diluted share in
charges associated with the closure of
two former production sites and pro-
visions for outstanding legal matters at
two facilities.

Discontinued operations posted a
loss of $9 million, or $0.09 per diluted
share in the third quarter, related to
the settlement of claims against the
company'’s former chloralkali chemi-
cals business unit which was divested in
June 2005. Discontinued operations in
the prior year’s third quarter recorded a
loss of $5 million, or $0.05 per diluted
share. During the third quarter of 2007,
the company received the final payment
under the ECU earn-out of $22 million,
bringing the cumulative cash receipts to
the $150 million cap.

Net cash provided by operating ac-
tivities increased $58 million to $421
million during the nine months ended
September 30, 2007. All results are un-
audited.

Outlook

Commenting on the outlook for the re-
mainder of 2007, James said, “We now
expect to close the pending merger with
Florida Rock Industries during the fourth
quarter of 2007. With respect to Vulcan’s
legacy business, pricing for our products
remains strong. We expect aggregates
prices will increase 12 to 13 percent for
the full year. Spending for private non-
residential and public infrastructure con-
struction continues to grow, somewhat
mitigating the steep decline in residential
construction. Predicting the timing of a
stable level for residential construction
activity continues to be a challenge. We
believe aggregates volumes in the fourth
quarter of 2007 will continue to be ham-
pered by weak residential construction

activity resulting in a full year decline of

approximately 9 to 10 percent as com-
pared with shipments in 2006.

“Our projected record earnings from
continuing operations in 2007 will cap

a remarkable year for Vulcan and our
shareholders, and the pending acquisi-
tion of Florida Rock Industries makes us
even more optimistic about the future
of our business. Although the weakness
in residential construction will con-
tinue to affect shipments into that end
use market, we believe that price trends
in aggregates will continue to be favor-
able. Moreover, the broad use of aggre-
gates throughout the nation’s economy
should continue to contribute to rela-
tively stable growth in demand over the
long term.

“We expect our fourth quarter fi-
nancial results to include Florida Rock
for the post-closing portion of the quar-
ter. However, to date, access to Florida
Rock’s financial and operational in-
formation has been limited and we are
unable to project the financial results
from Florida Rock for this stub period.
Accordingly, we are not issuing specific
earnings guidance for the remainder of

34th Annual Conference on
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BlastingTechnique

ANNUAL CONFERENCE ON

EXPLOSIVES
& BLASTING
TECHNIQUE

JANUARY 27-30, 2008
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FALK“‘ DRIVE ONEe the year. We expect to provide annual earnings guidance for

. 2008 for Vulcan, including Florida Rock, when we issue fourth
- I ’ '
NEW Quick-Change Replacements! quarter 2007 earnings in February 2008.”

Martin Marietta Materials

Martin Marietta Materials Inc. announced record net sales, net
earnings and earnings per share for the third quarter and nine
months ended September 30, 2007.

Stephen P. Zelnak Jr., chairman and CEO of Martin Mari-
etta Materials, said, “We are extremely pleased with our record
third quarter results, particularly given the current economic
environment. Heritage aggregates pricing increased 8.6 per-
cent, contributing to a 200-basis-point increase in our heri-
tage aggregates product line gross margin excluding freight

Replace troublesome, obsolete, and hard to get gear
drives with a Falk Quick-Change solution. Combined
with an adapter base, couplings, and accessories.

Quick-Change makes upgrading an easy and and delivery revenues and a 290-basis-point improvement in
economical alternative! consolidated operating margin excluding freight and delivery
Call for details USA: 414-342-3131, South America: revenues. Our record results were achieved despite a greater
56-2-231-5647, Europe: 44-1484-401842, than 4 percent decline in aggregates volume and an increase

Asia-Pacific: 65-6-444-0388, China: 86-21-6497-

in production costs resulting from operating leverage and in-
7890, Australia: 61-2-4962-8000

ventory control.

m “Pricing improvements continued to hold in the aggregates
e i d business. As expected, the rate of growth in aggregates pricing
slowed during the quarter in response to the effect of more limit-

ed 2007 mid-year price increases, which reflects reduced demand
over the past six quarters. However, even with weaker demand,
W ei h Th e A dv (II'II' aaes lhe‘ rate of pricing impx:ovement.c:)ntinues to bf: w?ll a?bove his-
9 g toric norms for the business, which reflects the intrinsic value of
well-located, zoned and permitted aggregates reserves.

“While weather continued to affect performance in the
West Group during the quarter, the group finished the quarter
with volumes up over 2 percent and showed significant earn-
ings improvement over the prior-year period. July 2007 was
the third wettest July in recorded weather history in Texas and
the historic rainfall affected both shipments and operations.
However, as dry, hot days began to outnumber wet days in
mid-August and September, volume for commercial and in-
frastructure projects began to return to normal levels.

“The Raleigh-Durham and Greensboro, N.C. areas, as well
as Virginia, had positive volume growth for the quarter. Vol-
umes declined in most other regions of the country, reflect-
ing the continued diminishment of residential construction
coupled with a slowing in the rate of growth of commercial
construction, notably office and retail space.

“Our profits also reflected strict adherence to our disci-
plined control of costs. For the quarter ended September 30,
2007, selling, general and administrative expenses was $36.4
million versus $35.3 million in the 2006 period and, as a per-
centage of net sales, declined slightly to 6.6 percent.

Belt Scales ® Processors ® Control Gates « Weigh Belt Feeders
Volumetric Feeders « Bulk Bag Unloaders

Tecnetics Industries is a leading designer ond manufacturer of
in-motion weighing and mefering products for dry material
handling applications in the mining, construction aggregates
food, chemical and plastics industries.

1811 Buerkle Road = St. Paul, MN Outlook
800-536-4880 » Fax 651-777-5582 F .3 &
T Zelnak said, “Based upon our strong year-to-date performance,
we continue to have a positive outlook for the remainder of

www.tecweigh.com
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the year. Aggregates product line pricing
is expected to increase 10 percent to 11
percent for the year; however, aggregates
shipments are becoming more difficult
to estimate. We currently expect aggre-
gates volume to decrease 6 percent to 8

percent for the year with the degree of

decline predicated on continued cor-
rection in the residential construction
market, in addition to slower growth in
commercial construction.

“We believe certain commercial con-
struction, notably office and retail space, is
exhibitinga cautionary pause in activity in
some areas as developers digest the impact
of the current credit markets on construc-
tion and development plans. Capacity-re-
lated, industrial and distribution-related
construction remains in a solid growth
pattern. Infrastructure spending is ex-
pected to remain positive, although rising
construction and materials prices have
made projects more costly.

“Against this backdrop, we currently

expect net earnings per diluted share for
the fourth quarter to range from $1.37 to
$1.72 and our range for the year is $6.10
to $6.45.7

The 2007 estimated earnings range

includes management’s assessment of

the likelihood of certain risk factors
that will affect performance within the
range. The level of aggregates demand in
the corporation’s end-use markets and
the management of production costs
will affect profitability in the aggregates
business.

Risks to the earnings range are pri-
marily volume-related and include a
greater-than-expected drop in demand
during the fourth quarter as a result
of the continued decline in residential
construction, a pause in commercial
construction as developers digest the
impact of the current credit markets on
construction and development plans,
delays in infrastructure projects, or
some combination thereof.

Financial highlights

Net sales for the quarter were $548.9 mil-
lion, a 4 percent increase over the $527.4
million recorded in the third quarter of
2006. Earnings from operations for the
third quarter of 2007 were $136.9 million
compared with $116.0 million in 2006.
Net earnings of $90.3 million, or $2.12
per diluted share, represented a quarterly
record and increased 19 percent versus
2006 third-quarter net earnings of $76.2
million, or $1.65 per diluted share.

Net sales for the first nine months of
2007 were $1.497 billion compared with
$1.467 billion for the year-earlier period.
Year-to-date earnings from operations
increased 15 percent to $331.5 million in
2007 versus $288.4 million in 2006. The
corporation posted an after-tax gain on
discontinued operations of $1.0 million
in 2007 and an after-tax loss of $0.2 mil-
lion in 2006. For the nine-month period
ended September 30, net earnings were
$206.2 million, or $4.73 per diluted

P&QuickNews, our e-newsletter, is delivered to the inbox of
thousands of subscribers who personally request it. It offers
aggregates industry news and links in an easy-to-read format.

Sign up on our home page at www.pitandquarry.com. The newsletter
is now weekly, to better keep you up-to-date on happenings in the

aggregates industry.

INDUSTRY NEWS 8& EVENTS

We keep you up-to-date on the most important industry developments
from NSSGA, MSHA, USGS, as well as the top producers and equipment
suppliers. Our home page also features a list of upcoming industry events.

EDITOR'S BLOG

Pit & Quarry is the only industry magazine with a business blog, located
at http://pitandquarry.blogspot.com or get there from our home page, The
Pit & QuarrY Editor’s Blog, updated most work days, is designed to keep
the industry up-to-date on news, rumors and items of peripheral interest,
all from the viewpoint of Managing Editor Mark S. Kuhar.

36 PIT&QUARRY December 2007

www. pitandquarry.com




The bottom line

ADVANTAGE

Visit us at

CON EXPO,
CON/AGG -
Booth # C-7573

Kraemer Mining & Materials —
Minneapolis, MN Area

Problem:

Every 2 to 4 months the Kraemer
Mining & Materials Quarry of
Burnsville, MN, had to change-out
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Results:

Screen wear-life doubled, change-
outs and overtime expense were
cut in half. Tufflex was then tried
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application. “We achieved double
the wear life”, said Mike Strom,
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about equal to oil-tempered, but
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were much greater."

For more information, call
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share, in 2007 compared with net earn-
ings of $183.0 million, or $3.93 per di-
luted share, in 2006.

Net sales for the aggregates busi-
ness for the third quarter were $509.7
million, a 4 percent increase over 2006
third-quarter sales of $491.5 million.
Aggregates pricing at heritage locations
was up 8.6 percent while volume de-
creased 4.1 percent. Including acquisi-
tions and divestitures, aggregates pric-
ing increased 8.5 percent and aggregates
volume declined 4.3 percent.

Earnings from operations for the
quarter were $134.2 million in 2007
versus $121.0 million in the year-earlier
period. Year-to-date net sales for the
aggregates business were $1.380 billion
versus $1.353 billion in 2006. Earnings
from operations on a year-to-date basis
were $333.6 million in 2007 compared
with $291.8 million in 2006. For the
nine-month period ended September
30, 2007, heritage aggregates pricing in-
creased 12.1 percent, while volume was
down 8.8 percent. Including acquisi-
tions and divestitures, aggregates aver-
age selling price increased 12.0 percent
while volume declined 9.0 percent.

Construction to weaken,
equipment sales to rise

McGraw-Hill Construction, part of The
McGraw-Hill Companies, released its
2008 Construction Outlook, which fore-
casts a drop in overall U.S. construction
spending for next year, fueled by tight-
er lending conditions and weaker job
growth. Against this backdrop, the level
of construction starts is expected to de-
cline 2 percent, to $614 billion, following
an 8 percent decline predicted for 2007.
“The credit crunch that emerged
at mid-2007 continues to be a major
concern for construction and the
overall economy,” said Robert A.
Murray, vice president, economic af-
fairs, McGraw-Hill Construction. “As
a result, we’re now predicting down-
turns in the previously resilient mul-
tifamily and commercial segments, as

well as continued weakness in single-
family home construction.”

There are some positives for the
market in 2008, Murray noted. Trans-
portation projects should continue to
see moderate growth amid a renewed
emphasis on infrastructure mainte-
nance and upgrades, particularly in the
aftermath of the I-35W bridge collapse
in Minneapolis, Financing from pub-
lic sources will stay generally support-
ive, and the growth of public-private
partnerships also offers the potential
for greater funding. Finally, growth in
“green” construction practices means
that the demand for sustainable build-
ing design and materials will continue
to rise.

Highlights of the 2008 Construction
Outlook include:

® Single-family housing will weaken
further, given the large inventory of
unsold homes and diminished loan
availability to homebuyers. A 3 percent
drop in dollar volume is expected, cor-
responding to another 6 percent decline
in the number of units.

® Multifamily housing will slide 8
percentin dollarsand 11 percentin units,
following steeper declines in 2007, Con-
dominium development is being damp-
ened by greater scrutiny from lenders as
well as reduced homebuyer demand.

® Commercial buildings will slip 6
percent in dollar volume and 11 percent
in square feet. Tighter lending standards
and the slower absorption of space will
contribute to a measured downturn for
stores, warehouses, offices, and hotels.

® [nstitutional buildings will rise 4
percent in dollar volume, while square
footage edges up 1 percent. School con-
struction is expected to strengthen again
after its 2007 pause, and transportation
terminals are also expected to grow.
The other institutional structure types,
including healthcare facilities, will see a
modest loss of momentum.

® Manufacturing buildings will re-
treat 11 percent in dollar volume, after
a 40 percent surge in 2007 that featured
the start of several unusually costly
projects plus a large number of ethanol
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plants. Square footage for manufactur-
ing buildings in 2008 is expected to ad-
vance 5 percent.

® Public works construction will
move up 3 percent, following the 5 per-
cent gain in 2007. Highways and bridges
arelikely to receive greater funding when
fiscal 2008 appropriations are approved.
The environmental project types should
be up slightly next year, but site work
connected to single-family development
will settle back.

m Electric utilities will see another
modest decline in percentage terms, but
essentially this project type is holding at
the enhanced level achieved in 2006.

Growth led by global sales

The construction equipment manufac-
turing industry expects overall U.S. and
Canadian business to remain flat through
the end of 2007 but rebound in 2008,
while sales to worldwide markets should

continue strong through 2007 and into
the next year, according to the annual
forecast of the Association of Equipment
Manufacturers (AEM).

Each year, AEM surveys its construc-
tion equipment manufacturer members
about expected sales of the machines
that build, repair and maintain Ameri-
ca’sand the world’s roads, bridges, dams,
houses, offices, schools and other public
and private infrastructure.

In the latest AEM Qutlook survey,
overall construction equipment de-
mand by year-end 2007 is predicted to
decline 1.9 percent in the United States
and remain flat in Canada at minus 0.1
percent, while worldwide business is an-
ticipated to increase 9.9 percent.

In 2008, growthis expected in the Unit-
ed States, Canada and worldwide, with the
biggest gains in global markets — an in-
crease of 2.8 percent for the United States
and 2.9 percent for Canada, and growth in
worldwide markets of 8.0 percent.

Commentary on survey

The AEM Outlook survey asked respon-
dents to rank the influence of several fac-
tors on future construction equipment
sales. As expected, the impact of the hous-
ing slump was a key factor, as well as the
state of the general economy, including
interest rates and credit availability. Ad-
equate transportation funding will also
have a major impact on the business of
many, according to the survey, as will
rental company demand. Construction
machinery manufacturing is export inten-
sive, and the strength of the dollar against
other currencies is also expected to affect
business growth. Machinery makers also
cited commodity shortages and prices,
including steel and energy. 5

Infarmation for this article courtesy of U.S.
Geological Survey, McGraw-Hill Construction,
Association of Equipment Manufacturers,
Vulcan Materials and Martin Marietta
Materials.
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