























Housing continues to be the key driver in the Irish
Construction Industry. In 2006 housing accounted for
68% of the total of new construction.

Therefore any change in the housing market has a
profound effect on the total volume of construction.

Housing output peaked in 2006 with 88,000 units
completed that year. The figures for actual
completions for 2007 are not yet to hand but
estimates vary from 65,000 to 80,000. On the basis
of the evidence available we would consider 75,000
completions to be a reasonable estimate for 2007.

At the beginning of the year, projections for 2008 are
pure guess work but the various commentators have
had their say — estimates range from a pessimistic
45,000 by the Construction Industry Federation (CIF)
to a somewhat optimistic 65,000 from the Economic
& Social Research Institute (ESRI). We will join in the
fray and suggest that 50,000 to 55,000 completions
may be achieved in 2008.

This needs to be put in the context of 57,700
completions in 2002 or 42,000 completions in 1998
or 21,000 in 1993.

Apart from the expected slow down in private
housing in 2008, the government has committed
itself to an increase of almost 10% in their
investment in social housing. The problem in recent
years has been the Local Authorities inability to
deliver a major social housing programme with only
one or two notable exceptions. If social and
affordable housing is to be developed we may need
to look at significantly expanding models such as
Housing Associations or Co-operatives which are so
successful on the continent of Europe particularly in
countries like the Netherlands.
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Pictured opposite
Memorial Court,
South Circular Road,
Dublin




Pictured above
Point Depot, Dublin

General Construction

For the past two years General Construction has
been the star performer in the Irish Construction
Industry.

As housing slowed and civil engineering showed a
steady but unspectacular increase the general
building part of the industry continued to shine.

Investment in public buildings in health, education
and the Office of Public Works showed a 30%
increase in volume in 2007 with a total investment of
over €2 billion.

The private sector was equally buoyant with
commercial building, retail and industrial building
growing by 25% with a total expenditure of over €4
billion.

We expect general construction to continue to be
the star performer in 2008 albeit at a slower rate of
growth.

The recent budget projected an overall increase of
2% in volume in public building. Education was the
winner with an 8% increase while the Office of Public
Works budget was reduced by 14% in volume partly
replaced by PPP projects.

We expect the private sector to continue to grow
with commmercial offices leading the way to show a
further 5% increase in volume in 2008.

In 2007 general construction totalled over €6 billion
and accounted for 22% of the total construction
market. The growth expected in 2008, although
welcome, will only partly compensate for the
expected decline in the housing market.
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Civil
Engineering

Civil Engineering which now accounts for 15% of
total construction output will become an increasingly
important sector of the industry. The government’s
commitment to prioritise investment in the National
Development Plan was under pinned by a major
increase in infrastructural expenditure in the Budget.

Investment in infrastructural investment has been
growing year by year. In recent years agencies such
as the National Roads Authority have developed the
expertise to get major complex projects planned and
tendered and then delivered on time and on budget. Pictured top
In the last number of years there has been a ?;‘;Lii’; :I‘i;'””
significant underspend in the budgeted targets but,

hopefully, as more major projects get underway we Pictured above
will be able to deliver the whole Development Plan 222252?;:3
within programme.

In 2007, over €4 billion was invested in roads,
transport and water and sanitary services. This will
be increased by over 5% in volume in 2008.

This investment although necessary and welcome
from a national point of view will only go part of the
way to replace the expected decline in the housing
market.
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Mdum Term Outldok

> Published Projections for Construction The good news is that everyone believes that once
\Volume the adjustment in the housing market has worked

through the system we can return to a growth
pattern in 2009 and beyond with DKM/DOE leading

Pictured above 2007 2008 2009 the way with a very optimistic +6.2% forecast albeit
New Engineering . L
Building NUI Davis Langdon PKS 25% -7.0% +2.0% made some time ago. The OECD supports this view
Galway DKM/DOE 15% -6.2% +6.2% in projecting that Irish GNP will grow by +3% in 2008
ESRI -38% -7.6% +2.9% and by +4.5% in 2009 “as housing construction
Central Bank 2.4% -3% levels out at a sustainable level”. The ESRI in their

Medium Term Outlook suggested +2.9%. We would
This time last year all the forecasters and economists ~ suggest a slightly more modest +2% growth in 2009.
were projecting growth for the construction industry
in 2007. The forecasts ranged from +5.1% by ESRI
and +4.75% by the Central Bank to the most
pessimistic which was ours at +3%. We all expected
a slow down in the housing market but did not
anticipate how quickly and how dramatically the
market would slow.

The nett effect of the decline in the housing market is
that the 13 years of growth in the Irish Construction
Industry has halted. The extent of the reduction is
small in the overall context.

The projections for 2008 are similarly driven by the
outlook for the housing market. ESRI, DKM and

DLPKS are projecting -7.6%, -7% and -6.2%. The
Central Bank are slightly less pessimistic with -3%.




Prices

In a very unsettled market tender prices have been
very erratic.

The Society of Chartered Surveyors Construction
Cost Index which records the input costs of labour
and materials recorded an increase of 4% between
October 2006 and October 2007.

Apart from labour increases under the National
Agreement, a major part of this increase has been
the dramatic increase in the price of raw materials
such as copper, steel and, of course, oil.

However, tender prices — the prices contractors bid
for new work — have been much more competitive.
Tender prices have varied considerably between
regions and for different types of projects but on
average the Davis Langdon PKS Tender Index has
recorded a decline of -1.0% in 2007. In a year when
construction costs have risen by 4% this shows a
very competitive market in which contractors appear
to believe that fewer attractive projects will be
available in the year ahead.

This competitive market is likely to continue into
2008 with particularly keen competition for private
sector projects using the traditional Conditions of
Contract. The introduction of new Conditions of
Contract for public sector projects which transfer
additional risks to the contractor may make public
sector work less attractive to contractors and a dual
pricing market may emerge. In general we expect
the Davis Langdon PKS Tender Price Index to record
a further average decrease of - 3% in 2008.
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Regional Construction Output

It is estimated that the construction industry
decreased by -2.5% in volume terms in 2007. This
decrease has been experienced throughout the
regions and the distribution of construction output in
monetary terms broadly matches the population
spread across the regions. The chart illustrates the
distribution of the output across the regions as
outlined in the DKM Review and Outlook 2007-2009.

Outlook for 2008

We would anticipate a moderate decline in output in
2008 arising from the reduction in forecasted house
completions. As expected in the national picture, the
general building and civil engineering sectors in the
regions are likely to have another strong year with
growth between 5% and 10%.

Tender Prices

In line with the national trend the regions experienced
tender price inflation in the order of -1% during 2007.
However it should be noted that there have been
isolated examples of below cost tendering by
Contractors buying projects to maintain turnover.
This practice obviously records significantly larger
reductions in tender prices.

In 2008 we would anticipate tender prices remaining
competitive and on average remaining at similar
levels or slightly down (-3%) on 2007 .
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> New Contracts

The new government forms of contract have been
slow to be introduced due to the number of projects
already in the well advanced design stage and hence
being brought to tender under the old contracts plus
the time lag of new projects being brought through
to design and tender.

Because of this gradual introduction it is too early to
assess the impact they will have on tender inflation
however it is likely that any potential inflationary effect
will be partially masked by the current downward
trend in tender prices.

The Department of Finance will argue that any
increase in tender levels may be offset by a reduction
in final accounts due to reduction in the size and
scope for contractors claims. This remains to be
proven.

One possible fall out from the combination of the
very competitive pricing and the introduction of the
new contracts, (which pass more risk onto the
contractor), may be an increase in conciliation or
litigation in 2008 and beyond.

Pictured opposite
University College
Cork




Cork Office
Andrew Langmaid,
Regional Director
David Johnston,
Associate

Contact Details
Hibernian House
80A South Mall
Cork

T 021 4222800
F 021 4222802

alangmaid@dipks.ie

> Southern Region

>

Construction activity continued to grow in the
Southern region in 2007, however, with the
completion of a number of large projects growth
seemed to slow during Q4 2007. Throughout the
later half of the year, all eyes were on Cork South
Docks and the potential multi-billion Euro
developments outlined in the draft Local Area Plan
(LAP).

The combination of public and private non-residential
sector investment maintained activity close to that
experienced in 2006 despite the slowdown in the
residential sector in the second half of the year.

The latest figures available for the region are for the
year 2006 which shows an output of €6.5billion in
value terms and the figures for 2007 are anticipated
to turn out slightly below this.

Private Sector Investment

Whilst general housing continues to dominate the
construction sector as a percentage, some of the
focus is being transferred to other sectors such as
retail, education, health and industrial.

Whilst ‘on-site’ residential schemes are completing
(Elsysian Summer 2008) or have recently been
completed (Lancaster Quay) the number of major
residential schemes commencing has declined
considerably in the second half of 2007 thus the
impact of this will inevitably be felt in the completion
and overall output figures in 2008 and 2009. The
apartment market in Cork City remains on the
agenda for Developers. They recognise that they
need to provide a high quality product, in the right
location, with local amenities and infrastructure to
encourage the owner-occupier as opposed to pure
investor-purchasers.

The retail sector continues to show growth with the
Academy St scheme in Cork City currently on site
and due for completion in 2008. The established
retail centre remains in and around Patrick St despite
the best efforts of out of town developments to lure
customers with their ease of access and parking.

> Private Sector Investment contd.

The hotel and leisure sector continues to be an
important area in the region and we would expect
continued, albeit reduced, activity in 2008. Currently
under construction is the proposed 6 star Dunboy
Hotel near Castletownbere, West Cork and a number
of operators are still considering sites in Cork City

Investment in the Private Healthcare Sector is
expected to continue in the region in 2008. With
announcements being made as to co-located
hospitals in both Cork and Waterford. These
schemes are progressing towards planning.

Whilst a number of large office developments have
been delivered in Cork over the last few years
(Airport Business Park, Estagate, Blackpool, etc),
these have primarily been out-of-town business
parks. Developers seem to be turning their attention
to more City Centre thinking with key sites already
identified on Albert Quay, Andersons Quay, Sullivans
Quay and the South Docklands. Some significant
relocations have already taken place with companies
such as Google and Bank of New York taking quality
space in Cork and it is hoped that this trend will
continue.

The big shock to the Construction industry, at least
in the private sector, in 2007 was Amgen’s decision
to halt their high profile investment of over
€800million just outside Cork City. Despite this blow
to the sector there continues to be steady activity
across the industrial sector, especially amongst
existing established pharmaceutical companies.

The industry, however, certainly took heart from the
progress made by Cork City Council on the Draft
LAP for the South Docklands which has being going
through the public consultation process and is
expected to be formally adopted and issued by
March 2008. The draft LAP includes major
infrastructure investment in the form of additional
swing-bridges across the River Lee, a landmark 30-
storey tower, a new 500-seater public indoor Arena
as well as the creation of new parkland, schools,
transport hubs and other public amenities on what is
currently brown-field industrial land. The scale of the
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proposed developments have never been considered
in Cork before. However, we are confident that the
land-owners are going to make significant Planning
submissions on a number of sites in 2008.

> Public Sector Investment
As with many other regions significant infrastructure
investment has continued to bring on stream new
improvements in the road network with new roads.
Current schemes under construction include the N25
Waterford City Bypass, N8 Cashel to Mitchelstown
and M8 \ N8 Cullahill to Cashel projects. The
Mitchelstown to Cahir stretch of the M8 from Cork to
Dublin is also currently under construction due for
completion in 2008.

In the public health sector, the major new maternity
facility at Cork University Hospital opened and the
new BreastCheck facility in Cork also opened on
time and on budget. Together with the private
hospital investment discussed above, the South
Infirmary and Mercy Hospital have announced plans
to potentially merge and relocate to a single site in
the City. They are considering joint-ventures with
developers if the right site can be identified and
secured.

Pictured above
Cork City Council
Offices

2007 saw further substantial developments
completed at University College Cork. The new IT
Building will open for students early next year and
the new Post-Graduate Library opened for students
in 2007.

In addition to third level investment, there have been
a large number of primary and secondary schools
progressing through the design stage and a number
will reach site in 2008.

The new extension to Cork City Council’s offices
opened to great acclaim early in 2007. Although a
PPP scheme it won a number of design awards for
its architects ABK.

Split of Output - Southern Region

Public - 5%

Civils - 15%

Residential - 67%
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Limerick Office
Cathal Barry,
Regional Director
Andrew Thompson,
Associate

Contact Details
Mezzanine Suite
Riverpoint

Lower Mallow Street
Limerick

T 061 318870
F 061 318871

cbarry@dipks.ie

Mid-West Region

In line with the national trend, 2007 was generally a
good year for Construction activity in the Mid-West
region, although the level of growth was not as high
as recent years. The combination of public and
private sector investment has maintained a strong
performance across most sectors of the industry
with the housing sector experiencing a slow down.

Private Sector Investment

The Mid-West Region continues to develop and
grow and there are a number of very significant new
developments planned across the various sectors for
2008 and beyond.

The Housing Sector consistent with the national
trend began to slow down in 2007 after over a
decade of constant growth. Recent years have seen
significant development not just in the city suburbs
but also many surrounding towns and villages on the
outskirts of Limerick which have now also become
the focus of significant new housing developments.

The Hotel sector delivered a significant number of
new beds to the Mid-West region during 2006 and
2007. However this trend is set to slow down

somewhat in 2008. Hotels that have been completed >

in 2007 include the Marriot Hotel and the Limerick
Hilton Hotel.

Following the trend of recent investment in private
funded Hospitals in other regions around the country
on facilities such as Beacon Hospital in South Dublin,
Blackrock Clinic, Galway Clinic, Dundalk Clinic and
Whitfield Clinic in Waterford there is planned to be
significant investment in the Private Healthcare
Sector with new private Hospitals being planned in
Mid-West region.

2006 and 2007 saw significant investment in the
Retail sector in the mid-west region and this trend
looks set to continue with the recent announcement
of the new developments such as the 250,000 sq ft
“Opera Centre” Limerick city centre shopping centre.
The project has been dubbed the largest shopping
centre in Munster.

> Public Sector Investment

The third level education sector also continues to
invest with a wide range of projects under
construction and in planning: University of Limerick
continues to expand with facilities which include
Sports Arena and swimming pool expansion, Irish
Chamber Orchestra Building, Irish World Academy of
Music and Dance, Cappavilla Student
Accommodation phase 2, Kemmy Business School
and the proposed new Indoor Pitch Arena among
others.

Similar to other regions Infrastructure Investment in
the region has continued to bring on stream new
improvements in the road network.

The primary section of the Ennis Bypass was
completed in early 2007 and all other sections are
now nearing completion.

The bypass forms part of the Atlantic Corridor
Letterkenny to Waterford improvements.

Work is ongoing on part of the phase 2 Southern
ring road to Limerick City which will incorporate a
900 metre tunnel under the river Shannon.

2020 Limerick

Plans for a new Limerick city, with a population of
150,000, making it a 24 hour living city, were
unveiled this year including radical proposals to
demolish one of the city's first pedestrianised
shopping areas - Cruises Street.

The plan, presented by Director Michael Landers,
identified specific sites for regeneration and
development that would give Limerick:

B A new Civic and Cultural Centre.

B A dynamic Riverside life with a floating concert
arena, swimming baths, waterways centre,
pedestrian bridge and water features.

B A Business District at Bishop's Quay that would
feature high-rise buildings to complement
Riverpoint.

B A new City Village with imaginative redevelopment
of the Watergate flats, a Milk Market redesign,
and mixed-use development.

B A Retail District.

B Georgian City Regeneration

B An Urban Stroll Way from Colbert Train station
down to the Riverside Business District.




Pictured above
ICO Building,
University of Limerick

> The Fitzgerald Report / Regeneration
Also published in 2007 was The Fitzgerald Report,
which is a report prepared for the Government into
anti-social behaviour in certain parts of Limerick and
the regeneration of the area. In total, the number of
houses which would need to be demolished in
Moyross and Southill is in excess of 1,000.
The areas would then be redeveloped to include
mixed uses including private homes, social housing,
and commercial areas.
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Pictured left

Riverpoint Building,
which will house Davis
Langon PKS’ new
offices in Limerick

> New Davis Langdon PKS Offices
Our Limerick office will be moving offices in mid-
January from The Crescent to the mezzanine floor of
the new state-of-the-art Riverpoint building adjacent
to Shannon Bridge at Lower Mallow Street. Our
telephone/fax and email addresses will remain
unchanged.

Split of Output - Mid-West Region

Public - 6%

Civils - 16%

Residential - 67%
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Connaught and North West Region

The Connaught and North West region has
experienced another strong year of construction
activity. Similar to the other regions the housing sector
has slowed down after a period of unprecedented
growth. The private housing sector has seen a decline
in completions in 2007 and notably a sharp decline in
commencements in the second half of the year which
should follow through to a decline of circa 25% in 2008
throughout the region.

The latest overall output figures for the region are for
the year 2006, and these show an output of circa
€7.5 billion. It is anticipated that the figures for 2007
will show a similar level of output in value terms.

Private Sector

A key driver of construction in the private sector has
been the retail market. Last month saw the opening
of the Athlone Town Centre development on a 2.9
hectare site with 60 retail units, residential and 11
storey hotel tower. In addition there have been a
series of smaller retail developments throughout the
region and planning permission granted for further
schemes, including a major Sligo Town Centre
development, which will contribute to activity in 2008
and the coming years.

2007 has seen a tailing off of construction activity in
the hotel sector in line with the phasing out of the tax
incentives, however not all investment in this sector is
tax driven and we would expect continued activity in
this sector albeit at a reduced level. The sports sector
saw the completion of the new Killanin Grandstand at
Galway Racecourse.

The commercial sector is likely to show strong
demand in the coming years as there is currently a
lack of quality modern office space in the key cities in
the region, particularly in city centre locations like
Galway.

One of the largest developments proposed in the
region is the development of the Ceannt Station
Quarter in Galway. To cater for new and enhanced
bus and rail services and growth in demand, it is
proposed that Ceannt Station will be developed into a
world-class transport interchange for the West of
Ireland in the heart of Galway city.

In conjunction with this a vibrant, mixed-use quarter is
envisaged to be developed on the 6 hectare site.
In addition a new Cultural Quarter is planned for Sligo

through a similar Public Private Partnership approach.

The industrial sector likewise has experienced a
strong year and there has been a trend of space
being provided in smaller towns on the outskirts of
the cities and larger towns. A prime example would
be Oranmore where the IDA have put in place
Infrastructure works for their proposed 27 hectare
Science and Technology Park.

Public Sector

The public sector capital programme is a major driver
of construction output in the region. Thus looking
forward the general economic outlook and in
particular the government policy with respect to
borrowing for capital expenditure is going to be key to
output in the region.

In this regard Budget 2008 includes the government’s
continuation of funding for the delivery of the NDP
Infrastructure programme which is key to the
economy and maintaining competitveness. In the
Civils sector 2008 will see the N6 dual carriageway
link from Dublin to Galway being extended as far as
Athlone and all the way to Galway by 2010 with an
Outer City By-pass also proposed.

2007 saw work begin on the re-opening of the
Western Rail corridor forming a line from Limerick to
Sligo. Towns along the WRC include Ennis, Gort,
Athenry, Tuam and Claremorris. The route crosses the
Dublin — Galway line at Athenry, the Dublin —
Westport/Ballina line at Claremorris, and the Dublin —
Sligo line at Collooney. The reopening of the Ennis -
Athenry and the Athenry -Tuam sections has been
included in the Transport 21 infrastructural plan, and
the National Development Plan 2007-2013.

Split of Output - Connaught & North-West Region

Public - 4%

Civils - 16%

Private - 12%

Residential - 68%
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Galway Office
John O’Regan,
Director
Tomas Kelly,
Associate

Contact Details
Heritage Hall
Kirwan’s Lane
Galway

T 091 530199
F 091 530198

joregan@dlpks.ie

Pictured opposite
Kilanin Stand,
Galway Racecourse
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> |ntroduction

Northern Ireland is on the brink of unprecedented
opportunity driven by economic growth, net
immigration and the beginnings of significant capital
spending on public infrastructure. Political
development, optimism and hope for the future are
having a positive effect on economic performance.

After three decades of underinvestment, the
government has opted for a strategic investment
policy linked to priorities in key sectors. Never before
has a better set of pro-business policies been in
place to establish NI as a dynamic, innovative
market.

NI is beginning to attract considerable investment
from private sector companies who are recognising
the region as key to their strategic growth plans e.g.
Fujitsu-Siemens, Microsoft, HCL Technologies,
Seagate Technology, DuPont, Bombardier
Aerospace, Caterpillar, Allstate, Liberty Mutual,
Abbey, Nortel Networks and Halifax.

Increased investment, rising tourism and buoyant
incomes will sustain economic growth into 2008.

>

>

Outlook

The draft investment strategy 2008-2018 is a
framework for a public sector spend of some £18
billion on key infrastructure over a 10 year period,
including a £5.7bn spend during 2008-2011.

Finance Minister (NI) Peter Robinson has announced
that the Government is seeking to encourage private
sector development. It is expected that the private
sector construction spend will be at least a further
£18bn over the same period while others maintain
that the public expenditure of £18bn will achieve a
leverage of investment by others of over 1:5. leading
to a potential total construction spend of £75bn over
the next 10 years.

Public Sector Capital Investment Spend
- £18bn, 2008-2018.

Networks- £3.967 billion

Comprising new roads, rail services and rapid transit
lines.

Skills- £ 4.145 billion

Taking forward major works at over 100 schools
across the regions in the period 2008 — 2011,
together with further large scale modernisation
programmes in the years from 2012.




Health- £3.501 billion
Comprising new health centres and hospital
redevelopments.

Social- £2.593 billion

Comprising regeneration schemes across the
province, including new social and affordable
housing schemes, reorganisation of government
offices etc.

Environment- £3.101 billion

Upgrading water treatment and distribution
infrastructure in a phased manner, to comply with
existing water quality regulations across the region
by 2014. Improvement of waste management
infrastructure by 2011.

Productive- £1.356 billion

A major review of surplus public sector owned sites
by 2008, and with a view to identifying significant
sites with industrial development potential across the
region.

Evidence of Economic Growth in
Northern Ireland

The population of NI stood at 1.7m in 2006, an
increase of 1.0% on the year, driven largely by 9900
net immigrants; this was the highest figure ever
recorded and for the first time exceeded the natural

growth (8300). Positive population growth is a further
sign of renewed confidence and vitality.

Construction jobs have increased by 5.9% over the
past year in NI following the annual public sector
spend increase from £0.6bn to £1.2bn in 2005/
2006.

Gross Value Added per capita (GVA) is the most
commonly recognised measure of regional prosperity.
While N.I. remains at 80% of the UK level, the NI
Construction industry was the fastest growing sector
(8.2%) accounting for 7.7% of GVA in 2004. Levels
employed in N.I. have reached the highest on record
at 786,000 in the summer of 2007 (DETI labour
market stats). A comparison of current and projected
GDP growths provides further evidence of a growing
economy in N.I.

Real Growth 2006 2007 2008
N.I. * 2.5% (forecast) 3% 3%
R.O.l. ** 5.7% 4.6% 3%

N.I. lags someway behind ROl in terms of
construction output (ref table below). This is clear
evidence that there is scope for development of the
construction industry output in N.1.

Pictured above
Titanic Quarter,
Belfast

Sources:

* First Trust Economic
Outlook and Review
Nov Dec 07

**IMF World Outlook
Oct 07



Pictured opposite
Glebe House,
Kilternan

> Summary of Key Construction

Information
Indicator (2006)
Value of construction
output

(current prices)

Overall construction
sector growth

Construction as a
% of GDP N.I.

Direct employment
in construction

% of total employment

Direct and indirect
employment

Housing starts

Population

Northern Ireland

£3.5 bn (projected)

9%

7.7% (2004)

44,000

5.6%

70,000

14,000

1.75m

> Challenges Ahead

The implementation of the projected construction
spend is, in the first instance critically dependant
upon effective leadership from politicians and senior
public servants.

Government have committed to delivering a
fundamental overhaul of the planning system by
2011. It is vital that this happens.

Procurement systems are heavily regulated and
inflexible. Procurement also needs to be improved
so that broader social and economic aims can be
achieved for NI within the European and Global
context.

Summary

The outlook for NI construction industry remains
strong despite a slowing in the growth of the national
economy. The economic fundamentals are strong in
NI, with employment, incomes and consumer
confidence all buoyant.

The public sector spend in construction has now
reached £1.2bn per year and is targeted to reached
£1.7bn per year over the coming two years. Coupled
with increasing private sector investment this will
sustain growth in the construction industry in the
short to medium term.

James Sammon
Sammon Chartered Surveyors
Northern Ireland Associate of Davis Langdon PKS










Overview of the global economy

Led by surging Chinese and Indian economies and
supported by solid performance in most industrial
and emerging-market countries, world GDP growth
accelerated to over 5% in 2007. However, with a
significant slowdown now apparent in the US
economy and with most of the rest of the world
operating at near, or somewhat above potential,
some slackening (down to about 4%) in the pace of
global economic growth is now virtually certain for
2008.

What does this mean for the construction industry on
a global scale?

Construction market overview

World construction spending grew by just 3% in
2007, to reach $4.7 trillion, compared to aimost 5%
growth in 2006. The source of the weakness is the
US construction market, particularly the residential
sector. The rest of the world saw growth of almost
4%, down only slightly from the previous year,
although how far the US slowdown and associated
credit crisis will cool the world market in 2008
remains to be seen.

Despite the slowdown there were large regional
differences throughout the year. Demand was
particularly buoyant in the markets of Eastern
Europe, the Middle East and Asia, while other
regional markets were somewhat subdued.

The US market still dominates the global scene as
the largest national construction market. Japan
remains second, in terms of construction spending in
2007, but its growth prospects are poor compared
to the rest of Asia, particularly China and India.
Indeed, in terms of construction spending, China is
expected to overtake Japan by 2009 to become the
second largest market in the world.

Our review of world construction in 2007 and outlook
for 2008 concentrates on the five main trading
blocks, namely Africa; the Americas, Asia Pacific,
Australasia, and Europe and the Middle East.

> Europe

Growth in the European construction market is
expected to be relatively low over the coming years,
but the size and stability of the markets makes them
attractive.

Growth in the European construction market is likely
to be slower than any other region apart from North
America over the next five years. By and large this is
to be expected given the region’s slow population
growth and well established commercial, industrial
and infrastructure bases.
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However, with a projected size of over US $1trillion in
2007, the region is on a par with the North American
and Asian construction markets. Perhaps the
greatest improvement in construction fundamentals
can be seen in Germany, after a decade long slump
the construction sector is finally recovering.

The European construction industry exhibited
somewhat weaker growth (+2%) in 2007 compared
to the relative boom conditions of 2006. Growth in
the construction sector is set to slow further in 2008
(+1.4%) with a slight recovery expected in 2009.
Demand for construction is falling, especially in
Western Europe, whilst in Eastern Europe the sector
is enjoying increasing levels of growth.

In Central and Eastern Europe construction
investment is set to strengthen through 2008. Poland
is exhibiting the fastest growth, with double-digit
rates expected, Slovakia and Hungary also show
relatively high levels of growth.

At a sectoral level the main focus has switched from
residential construction to non-residential
construction. In Western Europe the non-residential
construction sector is driving the market. In Eastern
Europe the civil engineering/infrastructure sector is
growing above trend driven largely by subsidies from
EU structural funds. In addition, residential
construction is picking up in Eastern and Central
Europe, as there is a significant catch-up
requirement in these countries.




World Construction 2007/8 continued

> The UK

Despite recent concerns in the global financial
markets, the underlying economic indicators in the
UK remain encouraging. A stronger than previously
anticipated performance is expected for the UK
construction industry in 2007, following relatively
modest growth in 2006. New work activity is
expected to drive the market through 2008 with little
if no change likely in repair and maintenance activity.

The housing market in the UK is already beginning to
slow and a further slowdown in growth is expected
as the recent events in the US have an impact.
Tougher market conditions are expected to constrain
private house-building activity over the next two
years before output stabilises in 2009. However,
higher levels of funding for public housing are likely to
offset any dramatic declines in overall output.

After a prolonged period of stagnation the
infrastructure sector is finally beginning to turn the
corner. 2007 is likely to exhibit significant increases in
infrastructure output and this is forecast to continue
for sometime with some major projects coming
through the pipeline: East London Line; CrossRail;
Thameslink; and Shellhaven. Furthermore, increased
spending on the Olympic Games is likely to start
coming on stream in 2008 as Games related
construction activity really starts to gather pace.

The commercial sector is expected to suffer from the
liquidity problems in the financial markets. Progress
on any office schemes in the pipeline and new
construction in the retail sector are particularly
susceptible to investor retrenchment.

In addition, there remains concerns about public
finances, publicly funded construction activity
accounted for almost 30% of total industry activity in
2007, meaning any potential fall in the amount the
public sector invests is a real concern for the industry
as a whole.

Geographically, demand in Scotland saw the fastest
expansion while demand in London and the South
East saw the slowest workload growth of all UK
regions.




> The Middle East
The high price of oil and various countries efforts to
diversify from a single source of income continues
to boost construction activity in the Middle East.
The Middle East construction market will be worth
approximately US $66 billion in 2007, an increase of
almost +10% since 2006.

However, construction growth is starting to slow from
the levels seen in the recent past, although it is still
expected to expand at +7% per annum for the next
few years. While construction spending growth is
slowing overall, the infrastructure sector, particularly
transportation projects, is expected to drive much of
the market in future. Indeed, infrastructure
investment is likely to be a key driver in the next
phase of the Middle East’s economic development
towards more service-oriented economies.

Geographically, the UAE has attracted the most
attention with many spectacular construction
projects, however growth throughout the region is
not uniform, Israel lags the regional average while the
UAE and Kuwait currently lead the region in levels of
construction spending growth.

Although, in the UAE there are some problems to be
overcome, land is becoming harder to acquire and
the recent “strike” by construction site workers
suggests that there are some workforce issues that
need to be addressed. In addition, there is a
shortage of materials and equipment and it is taking
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longer to source both, although local suppliers are
attempting to bridge the gap.

Furthermore, the real estate sector in Dubai is likely
to slow through 2008 after the rapid growth seen in
the last few years, although the markets in Abu
Dhabi and Sharjah are expected to take up some of
the slack.

> Asia Pacific

The rapid development of the Asia Pacific region is
providing a huge boost to the infrastructure and non-
residential construction markets. However, it is a
disparate region, with a lot of variation in market
maturity. The regional economy is exhibiting its
strongest growth for over a decade, fuelled by strong
external demand, low real interest rates, and raising
productivity levels. Growth is centred on the region’s
two giants, China and India, which accounted for 70%
of the region’s expansion in 2007 (excluding Japan).

The Asian construction market is likely to reach US
$1.4 trilion in 2007. Non-residential construction
accounts for nearly 40% of the region’s construction
spending and was the fastest growing sector in 2007.

Infrastructure investment is also high in Asia,
accounting for over 40% of construction spending.
The forecast is for continued improvement in Japan,
augmenting the robust outlook for China, India and
other rapidly expanding economies. Particularly
strong growth is forecast in the markets of China,
India and Vietnam.
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> China

China is the world’s third largest market construction
market behind the USA and Japan and with a
forecast of over 9% annual growth over the next five
years it is expected to overtake Japan by 2009.
Indeed, China currently has the fastest growing
construction market of any major country.

By any standard China offers outstanding potential
for the construction industry. Last year, it used 40%
of the world’s output of cement. It also accounted for
one third of the growth in global oil consumption and
90% of the growth in steel demand. China needs
construction investment across all sectors.
Residential, non-residential and infrastructure sectors
are all expected to exhibit strong growth for the
foreseeable future.

The growth in construction spending is highly
variable within China. Shanghai Beijing and Yunnan
and other major or coastal provinces have seen the
highest growth rates so far. However, as these
provinces become more developed, and more
expensive to develop, not only will the cost of
construction rise, but so will the costs of the labour
force. Consequently while there is no question that
these areas will continue to see attractive
opportunities (particularly Shanghai with the hosting
of the World Fair in 2010), we expect that structural
investment growth will see even more potential in
lesser developed provinces such as Hunan,
Shandong, and Guangxi.

> India

Rapid growth over the last five years has made India
a more and more attractive construction market. A
projected slowdown and bureaucratic restraints may
mean it is not quite “the next China” but there are still
opportunities in key sectors.

Construction spending in India will approach US
$60billion in 2007, roughly the size of the entire
Middle East market.

Furthermore, large scale civil engineering projects, to
improve India’s infrastructure, are expected to be key
drivers of construction industry growth going
forward. A large part of this growth is expected to
come from private investment. To facilitate foreign
investment in infrastructure the Indian government
permits 100% foreign direct investment for
development of townships, housing and
infrastructure.

Much of the infrastructure development in the North
of India is being put in place to serve the upcoming
2010 Commonwealth Games in Delhi.




> Australasia

Construction spending in Australia continues to
grow apace, although recent interest rate increases
are starting to have an effect. Indeed, interest rates
are now at an 11 year high and this is likely to feed
through into more subdued construction activity in
2008.

Despite this, the value of construction activity in
Australia is forecast to rise by close to +10% in
2008. The main driver of growth in the industry is
infrastructure work (particularly transport
infrastructure), with non-residential construction
also relatively strong. However, the residential
sector is particularly weak, with declining levels of
activity expected through 2008. Overall, growth is
likely to moderate further through 2009 as some
major projects reach completion.

In New Zealand construction activity is starting to
look more robust, with activity beginning to pick-up
in all major sectors apart for the residential sector.

The Americas

Despite being the largest construction market in the
world the North American construction market is a
tale of two sectors, with a relatively strong non-
residential market but falling house building.

The near term outlook for the North American
market, both Canada and the USA, is dominated by
a downward correction in their housing markets.

Canadian economic growth will slow in tandem with
the USA in 2007, due to their close ties.

Mexico on the other hand will remain relatively
robust, although to some extent is likely to be
effected by the performance of its economically
larger neighbours.

Construction spending growth in South America, as
a whole, has slowed in 2007 and is likely to slow
further through 2008. The slowdown is largely
related to the secondary effects of a weaker US
economy rather than any fundamental problems in
the region as a whole.

Infrastructure construction continues to drive much
of the market in South America. At the same time
South America’s manufacturing base has expanded
and become more competitive, emphasising the
need for better transportation. While the region is
susceptible to a downturn in the USA, individual
countries have developed trading relationships with
China and Russia to insulate them from any
recessionary pressures.

The countries expected to exhibit the fastest
growth are Venezuela, Peru and Colombia. Brazil
has the largest construction market in South
America, however its growth prospects are relatively
poor, largely as a result of declining public
investment.
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> The US

The US residential market has already declined
significantly from its cyclical peak, due largely to
escalating house prices that eroded affordability and
led to supply outstripping demand. The problem has
been compounded by increasing defaults in the sub-
prime mortgage market. The housing market is not
expected to recover significantly until well into 2008.
The credit crisis is also causing severe disruption of
liquidity in the financial markets, both in the US and
in other countries around the world. This is likely to
have a negative impact on investment levels and is
expected to depress the construction industry
though 2008.

In contrast, public sector construction is taking up
some of the slack, indeed both public residential and
non-residential (particularly education and health
construction) activity is significantly up since 2006
and this trend is expected to continue for the
foreseeable future.

It remains to be seen whether growth in these
sectors is able to offset the decline in the housing
market and how the Federal Reserve responds to
the situation. Politics may also play a part, with the
US presidential elections less than a year away some
sort of pre-election intervention to boost construction
spending cannot be ruled out.

Geographically, demand in the Western states is
relatively high compared to most other areas.

> Africa

Africa is often overlooked as a construction market.
It lacks the size of the North American and Western
European markets and offers less robust growth
than the rapidly expanding Asian and Latin
American markets. Add to this a relatively high
political and economic risk and it’s not surprising
that the region fails to attract significant levels of
investment. However, maybe this is about to
change.

China in particular is investing substantial sums in
several African countries. By and large China is
investing in Africa as a means of taking advantage
of commodity assets (the region’s abundant
mineral/energy reserves). The rationale for this
behaviour is the desire to remove its economy from
the international commodity markets. By acquiring
commodity assets at source, negotiating prices
with the recipient government and securing long-
term supply contracts, China aims to establish
parallel markets that are removed from international
commodity markets where prices are set in London
or New York.

South Africa’s construction market is booming.
Most sectors are experiencing substantial growth,
the residential sector is being driven by demand
from an up and coming black middle class.
Demand for non-residential construction continues
apace driven by infrastructure provision for the
soccer World Cup in 2010.




> General outlook
In summary, we expect global economic
performance to remain reasonably healthy through
2008, although growth rates are set to ease from
the levels seen in recent years. However, there are
some risks to our forecast, specifically the impact of
the credit crisis and a further sharp depreciation of
the US dollar. In addition, there is a danger of a
marked slowdown and possibly recession if the
housing market slump in the US were to intensify.
At the same time Yen and Euro appreciation carry
the risk of curbing expansion in Japan and the
Eurozone. Furthermore, as a major exporter to
these economies, the UK would also experience
weaker growth than currently forecast.

In terms of global construction activity our forecast
is for a broad based slowdown during 2008, with
the prospect of a worsening trend if the credit crisis
deepens throughout the year. Over the medium
term average global construction growth is likely to
slow to around 3% annually through to 2010.

However, there are still likely to be some bright
spots in the construction market in 2008-10, most
being in Asia. China’s spectacular growth is set to
continue at just over 10% and Vietnam, while small
in size, is expected to see levels of growth
approaching 9% with India not far behind with
growth levels of around 8%. South Korea has the
best growth prospects of any industrialised nation
at 5%. Other countries promising relatively high
growth rates are Venezuela, Egypt, the UAE and
Poland.

David Crosthwaite
Davis Langdon LLP

Note: Throughout this review/outlook, figures for construction growth in 2007 are provisional; firm figures will not be available until well into 2008.
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€ per sq. metre

Warehouse/Factory Shell 700 — 900
Factory Basic 800 - 1,200
High Spec Factory Shell & Core 1,200 - 1,650
Fit-Out 1,000 - 1,750
Offices Shell & Core 1,850 - 2,500
Owner Occupier 2,000 - 3,500
School Primary 1,230 - 1,400
Secondary 1,230 - 1,400
Third Level 1,650 - 2,800
Apartments 1,800 - 2,400
High Spec Apartments 2,400 - 3,000
Social Housing 1,400 - 1,650
Sheltered Housing 1,400 - 2,000
Hotels 3-4 Star 1,800 - 2,800
5 Star 3,000 - 4,000
Hospitals 2,400 - 3,400
Office Fit-Out Basic 500 - 650
Medium 700 - 1,000
High 1,050 - 1,400
Top 1,600 - 2,000
Swimming Pools (60% wet/40% dry) 2,500 - 3,000
Shopping Centres Shell & Core 900 - 1,500
Mall 2,000 - 3,500
Fit Out 1,200 - 1,800

Car Park Single basement
Multi-Storey

Double Basement

€17,000 — €24,000 (per car space)
€10,000 - €15,000 (per car space)
€35,000 - €55,000 (per car space)

The figures quoted are for mid range buildings in the B Fit Out
Dublin area at January 2008 prices. B Furniture
B Planning Levies, Fees and Charges
When considering building costs you should check if B Demolition
costs include: B Abnormal Ground Conditions

B Value Added Tax
B Professional Fees
m Inflation

The DLPKS indicative Building Costs should NOT be
used for fire insurance valuations.

If you require a valuation for fire insurance or more specific information please contact DLPKS.




> The Sustainable Agenda

For many years sustainability in the construction
industry has been seen a minority sport. The main
players have been a select list of conscientious
public sector clients with the occasional private client
coming on at half time. Many construction
professionals and contractors, whilst having all of the
buzz words, have paid little more than lip service to
the sustainable agenda. This left an underfunded
public sector to charge the way and experiment with
new technologies propped up by occasional grant
aid funding.

In the past 12 to 18 months however there has been
a dramatic sea change on the topic and now every
serious player in the industry is adopting a
sustainable agenda and setting serious objectives
going forward.

Why the sudden change?

The primary drivers for change are obviously climate
change and oil prices however there are a number of
secondary drivers that have brought about such a
sudden impact on the Irish Construction industry.
These include:

Regulatory Changes

B Building Regulations — Conservation of Fuel &
Energy Part L was introduced in May 2006 and is
due to be updated in 2008 increasing standards
even higher

B Local Authority Requirements — Both Dun
Laoghaire Rathdown and Fingal Co. Councils
have recently introduced requirements that go far
beyond the Building Regulations with regard to
energy efficient design in particular with regard to
renewables. It is expected that a number of other
Local Authorities will follow suit in 2008.

B Building Energy Rating — Mandatory on residential
developments since January 2007 and expected
to be applied to non residential buildings in 2008.

B Grant Aid Funding - SEI have had a number of
Grant Aid programmes available including:

B House of Tomorrow (Currently on hold)

B Renewable Energy Development Programme

CHP Development Programme

Change in End User Demand

B Purchasers of residential property are far more
aware of energy costs and will expect good
Energy Ratings in the future

B Commercial office tenants, particularly the large
corporates, have developed comprehensive
sustainability polices and are increasingly
demanding high standards including BREEAM
excellent offices.

B Many of the large retail multiples have raised the Martin Andews,
Director

bar considerably with regard to sustainably and
are setting very high standards in their approach
to sustainable construction.

B Public sector end users who have been at the
forefront of driving the demand for sustainable
construction are now receiving the political
support they require to help them deliver.

Change In Investor Demand

B Investors are becoming increasingly aware of the
long term value that good sustainable design
adds to their property investment.

Impact on Design

Many of the trends that came out of the Public
sector revolved around passive, naturally ventilated
buildings with large thermal mass. This involved the
use of exposed concrete with embedded pipework
in the slab and ensuring that the form and orientation
of the building supported natural ventilation taking
advantage of free night time cooling etc. This model
has worked well for many local authority offices and
third level education facilities and there have been a
number of high quality, low energy buildings built with
good environmental conditions and within reasonable
capital budgets.

These design principles have not transferred across
to the commercial office, residential, health care or
retail sectors mainly because the brief requirements
are very different in these sectors with regard to floor
plate size, cellularisation, flexibility, environmental
conditions etc.

In addition to this there has been a trend towards
increasing the extent of glazing in commercial office
and residential developments This can result in
increased heat gains and heat losses from a building.
The engineering solution for this is either to increase
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* compared with
electricity

+ compared with gas
(P) Power

(H) Heating

Renewable Technology
Tower mounted Wind

Generators

Building mounted
micro-wind

Photovoltaic roof or panels

Photovoltaic rain screen
or glass

Solar water heating

Ground source heat
pump

Borehole cooling

Biomass boilers

Biomass CHP

Candidate buildings

Industrial, distribution
centres

Most types of buildings

Most types of buildings

Prestige offices or retail

Residential & commercial,
hotels and leisure

Most types of building

Offices, hotels, leisure

Most types of building

Industrial, hotel, leisure,
hospital

Prerequisites
Average site wind speed

minimum 7m/s

Average site wind speed
minimum 3.5m/s

Roughly south facing

un-shaded

Roughly south facing
un-shaded

Roughly south facing
un-shaded, Requirement

for hot water

Feasible ground conditions

Feasible ground conditions

Space and convenient
source of fuel

Space and convenient
source of fuel

Certain actions, including the introduction of on-site renewables such

as photovoltaic and ground-water borehole cooling systems are

relatively costly and often have long payback periods. Table 1 sets out

approximate annual savings in kWh and kg/CC? per €100,000

investment across most of the common forms of renewable energy

technology.

Potential barriers
Environmental impact,
Roof Space for large
turbines
Environmental impact,
Roof Space for large

turbines

Available roof space

None

None

Site space for pipes

Site space for pipes

Environmental impact
and space

Environmental impact
and space

Annual saving per €100,000

of investment
kWh

65,000

26,000

8,000

6,000

32,000

26,000

8,000

65,000

(P) 18,000
(H) 40,000

Kg/CO?

28,000"

11,000*

3,500"

2,500"

6,000

5,000

3,000

12,000

(P) 8,000
(H) 8,000




the air conditioning and heating to the space or
introduce sophisticated active facades with complex
BMS controls. The former is likely to result in
increased CO2 emissions and the latter results in
expensive designs that, depending on location, may
cost more than the market value of the end product.

In many of the large mixed use developments there
is a trend towards large central heat sources utilising
Biomass boilers and CHP to minimise the extent of
CO2 emissions used in heating the overall
development. The heat is then distributed though
district heating systems around the development and
heat meters are used to measure the energy
consumed by each user.

There are also a wide range of energy efficient
technologies that can be incorporated into buildings
such as solar panels, wind turbines, CHPs,
photovoltaics etc. have been incorporated into
developments as stand alone or bolt on measures to
reduce the energy consumption and CO2 emissions.

Impact on cost

The move towards sustainable development has
undoubtedly added to the cost of construction.
Measures such as improved thermal insulation
properties, lighting control, heat recovery on Air
Handling units, improved BMS, CHPs, Biomass
boilers etc. all add to the capital cost of construction.
Advances in technology on the other hand have
helped to minimise these increases in costs.

In order to achieve the best return for any investment
in such technologies it is important to carry out a
comprehensive analysis of the cost and Co?
emissions over the life cycle of any particular option.

The Future of Sustainable Design

The whole concept of energy efficient sustainable
design is undoubtedly in it’s infancy in this country
and we have a long way to go. There are many
innovative design solutions and technologies
available that are in use both here and aboard that
can be developed further to add value to
developments going forward. If however we are to
harness the true potential of these new and exiting
developments we must get smarter in our approach.

Holistic Approach

In our experience factors such as shape, form and
orientation of the building together with a well
insulated and sealed envelope have a far more
dramatic impact on CO? emissions per ? spent than
many of the sophisticated bolt on technologies.
Many of the successful public sector building have
used simple design principles of reducing heat gains
and using thermal mass of the building to create
naturally ventilated high quality environments without
adding significantly to the capital cost of the
buildings.

Embodied Energy

Most of the debate to date has focused on energy
use during operation rather than the actual energy
required to build a building. Davis Langdon
Consultancy have conducted some research recently
that found the embodied energy and associated CO?
in modern buildings equates to between 15 and 30
years of the building-related operational energy. This
is very significant particularly for buildings with high
occupancy turnover where it is quite possible that
the embodied energy and associated CO? of these
buildings to exceed the operational energy over its
entire lifecycle. We look forward to using this
research to introduce a carbon rating service on
some of our projects which will help clients and
designers address this balance.

Tougher legislation

Whilst some of the local authorities have taken major
steps in setting higher standards we still lag far
behind many other countries in terms legislation.

Carrot & Stick

Whilst the carrot has been introduced in the form of
grant aid funding for some initiatives there is still a
reluctance to introduce the stick in the form of
carbon taxes. Some would argue that this has
happened naturally in the form of soaring oil prices.
This is hardly a controlled approach to the problem
and surely a carefully directed set of carbon taxes
penalising energy wastage that are used directly to
fund grants for energy conservation would
encourage more innovation and better behaviours.
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Sailing & Triathlon

> Sailing

Roger Craig continues his quest for Olympic
nomination. Having missed qualification by 2 places
in Portugal last July, the 2008 World Championships
in Sydney Australia will decide the qualification
process. Roger has been based in Sydney since
November preparing for the upcoming event which
starts on February 6th.

We wish Roger well in his final push for nomination
and his participation in the Beijing Olympics.

2007 was a good year for Team O'Connell Cooke.
They just missed out on Olympic Qualification by one
place at the world championships in July. 11 nations
qualified at this event and they finished in 12th nation
place. The result however, was good enough to
qualify they for membership of the Irish Olympic
Sailing Squad and thus receive Irish Sports Council
funding. To round off a good season, they were
selected for the "pre-Olympics” in August in China
and we finished 10th in this event. The two results
put them in a good position, heading into 2008.

The main focus of efforts in early 2008 will be in
getting into the best possible shape for the World
Championships in April in Miami. The final four
countries will qualify for the Olympics at this event
and obviously, we all want Ireland to be one of them!

> Triathlon

Davis Langdon PKS participated in the Focus Ireland
Triathlon at Ballymore Eustace to Blessington Co.
Wicklow in July of last year. Focus Ireland is a charity
that looks after the homeless providing shelter and
facilities for them. The race consisted of a 750m
swim, a 20km bike ride and a 5km run participants
could enter either as a team or an individual, DLPKS
entered 5 teams and 2 individuals. Conditions on the
day were challenging due to the less than dry
summer but all teams and individuals managed to
clock up some very good times and a lot of personal
bests. Everyone agreed the event was good fun and
decided that we should make this an annual event.
DLPKS managed to raise over €6k for the charity
which was a great result. Training for next year has
already began and we can see some serious
competition in the field already.
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Davis Langdon PKS — Evolution

The firm which is today Davis Langdon PKS was
founded in Dublin in 1860 by Benjamin Patterson.
Some years later he was joined in practice by John
Kempster and the firm became Patterson and
Kempster. And so it remained for over 100 years
until we were joined by the long established firm of
FD Shortall and so the firm became Patterson
Kempster and Shortall. This was later shortened
to PKS. When we formally joined the Davis
Langdon family the firm became Davis Langdon
PKS to demonstrate our participation in one of the
world’s largest construction management firms
with offices in every continent.

It is interesting to trace the recent evolution of the
brand as demonstrated in the covers of the Annual
Review. The Review was commenced in 1969
and today is widely read within the industry and
throughout Ireland and Worldwide.
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