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Nonresidential Construction Industry Update
We Expect Nonresidential Construction Will Slow in 2020-2021, Affecting Most Companies
Associated With New Construction Builds
Company Name
AAON, Inc.
Comfort Systems USA, Inc.
CSW Industrials, Inc.
EMCOR Group, Inc.
•
•
•

Ticker
AAON
FIX
CSWI
EME

Current Price
$49.37
$51.10
$73.83
$88.93

Rating
NEUTRAL
NEUTRAL
NEUTRAL
NEUTRAL

Price Target
$52
$49
$64
$89

After a strong 2016-2019, we expect the U.S. nonresidential construction market will slow in 2020-2021 and may
even decline by 2H:20.
Leading indicators such as Dodge Data & Analytics’ nonresidential construction starts data and the AIA’s
Architectural Billings Index, support an outlook for much slower activity in the next 12 months.
Due to the cautious outlook we have on the U.S. nonresidential construction end-market, we maintain NEUTRAL
ratings on AAON, FIX, EME and CSWI, which all have significant exposure to this market.

We think the U.S. nonresidential construction market slows in 2020-2021. According Dodge Data & Analytics, a
construction industry provider of analytics, total U.S. construction starts (which include residential, nonresidential and nonbuilding
starts) grew 11%-14% annually in the 2012-2015 ,period 7% per annum in 2016-2017 and 3% in 2018. Dodge estimates total
starts will be down 1% in 2019 and down 4% in 2020. In the nonresidential construction segment of the market, starts have been
much more volatile; however, similar to the overall industry, they have slowed recently. In Exhibit 1, we illustrate the year-overyear growth of nonresidential construction starts (in dollars) from 2012 to 2018, as well as Dodge’s estimated growth rates for
2019 and 2020. By end-market, Dodge anticipates starts of commercial buildings to decline 6%, of institutional buildings to
remain flat, of manufacturing buildings to decline 2% and of multi-family buildings to decline 13%. Considering the trends in
starts, Dodge estimated nonresidential construction spending would grow 3.4% in 2019; in July, this was updated this to 3.8%.
According to the Census Bureau, nonresidential construction spending is up 3.6% through October. In the July report, Dodge
estimated2019 nonresidential construction spending growth at 2.4%. Considering the trend in starts, we think this estimate could
be reduced.

Exhibit 1: Year-Over-Year Growth of Nonresidential Construction Starts
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In addition to Dodge, we follow the American Institute of Architect’s Architectural Billings Index (ABI), which is a nine to 12 month
leading indicator to nonresidential construction spending. Earlier this year, the trailing three-month average of the ABI fell below
50.0 (indicating a contraction in architectural billings) for seven straight months (April through October), which was the longest
period of sub-50.0 since 2011. The index never fell below 48.8 in a single month; so it never indicated a severe decline. That
said, it still suggests that construction will slow. After the index fell below 50.0 in April-November 2011, nonresidential
construction spending started contracting by mid-2012, according to the Census Burea. Given the ABI did not fall below 50.0 to
the degree as we witnessed in 2011, we do not think construction spending declined over a 12 month period; but we do think this
also suggests minimal growth in 2020.
Most of the stocks we cover in our universe that are associated with the nonresidential sector are fairly valued, in our
view. The four names we highlight are AAON, EME, FIX and CSWI. The first three have about 30%-50% of their revenues
associated with new construction; CSWI has about 25% of its revenue associated with the sector. Due to the slowing of these
parts of their businesses, we expect a signficant slowdown in growth for these companies in 2020, except for AAON, which had a
challenging 2019 due to some internal factors. For EME, we estimate earnings growth declines from an estimated 15% in 2019
to 9% in 2020. For FIX, we estimate earnings are flat in 2020 after growing an estimated 4% in 2019. For CSWI, we estimate
earnings will slow from growing an estimated 36% in 2019 to 14% in 2020. Again, AAON has a unique situation in that we
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estimate earnings growth accelerates to 35% in 2020, from an estimated 19% in 2019. As far as valuations, all four stocks are
trading above their own historical averages.
EME and FIX. These two companies are two of the largest mechanical and electrical sub-contractors in the industry. Roughly,
about 30% and 40% of these companies’ respective revenues are associated with the nonresidential construction market. Both
companies have realized signficant slowing in their backlog. At the end of 3Q:19, EMCOR’s backlog was up 2% year-over-year
and Comfort Systems’ was up organically 6%; this reflects slowing from double digit growth a year ago. The positive for both
companies is that retrofit work and services make up a majority of their businesses, so we continue to expect modest growth.
Furthermore, both companies have recently made sizeable acquisitions, which will contribute to EBITDA and FCF growth.
Although we like both companies, valuation keeps us NEUTRAL rated on each. For EME, our $89 price target is based on 14x
our 2020 EPS estimate of $6.18; this equates to 9.8x our 2020 EBITDA estimate of $529 million. For FIX, our $49 price target
continues to be based on 16x our 2020 EPS estimate (of $3.04); this equates to 9.6x our 2020 EBITDA estimate of $211 million.
AAON. AAON is a manufacturer of customized HVAC rooftop units, as well as other HVAC equipment for nonresidential
buildings. About half the company’s sales are associated with new construction; the other half is driven by planned replacement
demand. AAON is unique, in that while the end-market can effect the company’s performance, we think there are long-term
secular trends that will help drive above-market growth. Poor execution weighed on growth in 2018-2019. Now, with many of
these issues behind AAON, easy comparisons will result in an acceleration of year-over-year growth in 2020. See our note dated
December 11th (in which we raised our price target and estimates following a non-deal road show we hosted) for more detail on
our updated thoughts on AAON. However, despite our positive outlook on AAON’s prospects, we continue to maintain a
NEUTRAL rating based on valaution. Our $52 price target is based on 30x our 2021 EPS estimate of $1.71.
CSWI. CSW Industrials is an industrial conglomerate with several businesses and exposure to many different end-markets. The
nonresidential construction market makes up about 26% of total sales; the rest is made up of residential HVAC (36%), general
industrial (12%), nonresidential and residential plumbing (10%), energy (8%), rail (5%) and mining (3%). CSW’s buildings
products business, which makes up the 26% of sales that is associated with nonresidential construction, sells various different
products, including indoor and outdoor balcony and walkway railings and smokeguard films installed in elevators in case of a fire.
Most of the demand of its building products is driven by new construction. The rest of the business is mixed, in our view. The
HVAC business, which we view as its most valuable asset, is trending well as consumers continue to retrofit their homes. The
plumbing business also seems to trend well as GDP continues to expand. The rest of the business (30% of revenue) is much
more cyclical; we estimate this business will weigh on growth in 2020. We also note, that 2020 will be a tough comparison for the
overall company as we estimate 35% earnings growth in 2019. Over the past 12 months, shares of CSWI are up 60%; thus, the
earnings growth is certainly being reflected. The multiple also reflected the company’s performance, expanding 30% over this
time (from an EV/EBITDA multiple of 10x to 13x). In our view, as earnings growth slows signficantly in 2020 (by our estimate),
the multiple will not realize much expansion, limiting upside in the stock. Our $64 price target based on 19x our F2021 EPS
estimate (of $3.35, down from $3.37); this equates to 11.3x our F2021 EBITDA estimate of $86.8 million.
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AAON, Inc. (AAON - NEUTRAL)
Action
PT
PT
PT
PT
PT
PT

Date
5/4/17
8/3/17
4/3/18
5/30/19
7/19/19
12/11/19

Px Rating PT
37.2
37
33.8
35
37.2
33
46.6
37
50.6
40
48.6
52

CSW Industrials, Inc. (CSWI - NEUTRAL)
Action
Initiation
PT
PT
PT
PT

Date
12/20/17
11/7/18
2/5/19
5/22/19
8/8/19

Px Rating PT
47 Neutral 50
51.2
52
53.8
54
64.1
58
71.5
64

Comfort Systems USA, Inc. (FIX - NEUTRAL)
Action
PT
PT
PT
PT
Rating
PT
Rating
PT
Rating
PT
PT
PT

Date
2/24/17
5/2/17
10/27/17
12/8/17
6/7/18
7/27/18
1/2/19
2/20/19
3/12/19
7/26/19
8/7/19
10/25/19

Px
32.8
37
40.5
42.6
48.2
49.1
43.7
51
53.2
52.4
39.6
47.1

Rating PT
46
43
50
52
Neutral 52
55
Buy
55
57
Neutral 57
53
47
49

EMCOR Group, Inc. (EME - NEUTRAL)
Action
PT
PT
PT
PT
PT
PT
PT
Rating
Initiation
PT

Date
3/15/17
4/27/17
10/26/17
10/30/17
12/8/17
4/27/18
7/9/18
10/4/18
6/24/19
10/4/19

Px Rating
62.2
68
70.3
78.9
80.2
72.5
77.6
0
Suspended
81 Neutral
83.1
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The Sidoti & Company, LLC (Sidoti) Equity Research rating system consists of BUY and NEUTRAL recommendations. For most
stocks under coverage, BUY suggests capital appreciation of at least 25% from initiation of coverage over the next 12 months.
A BUY rating for a utility company suggests total return of at least 15% with at least 75% of operations derived from regulated
state and federal businesses. NEUTRAL denotes that a stock is not likely to provide similar gains over a 12-month period. As of
12/20/19, Sidoti provides research on 188 companies, of which 103 (54%) are rated BUY and 69 (46%) are rated NEUTRAL. Of
the NEUTRALS, 31 trade above our price targets. As of 12/20/19, Sidoti provides research on 188 companies, of which 103
(54%) are rated BUY and 69 (46%) are rated NEUTRAL. Of the NEUTRALS, 31 trade above our price targets. As of 12/20/19,
Sidoti provides research on 188 companies, of which 103 (54%) are rated BUY and 69 (46%) are rated NEUTRAL. Of the
NEUTRALS, 31 trade above our price targets. A risk to our price target is that the analyst’s estimates or forecasts may not be
met. This report contains forward-looking statements, which involve risks and uncertainties. Actual results may differ significantly
from such forward-looking statements. Factors that may cause such a difference include, but are not limited to, those discussed
in the “Risk Factors” section in the SEC filings available in electronic format through SEC Edgar filings at www.sec.gov. Joseph
Mondillo certifies that this report accurately reflects his/her personal views about the subject securities and issuers and that none
of the research analyst's compensation was, is or will be directly or indirectly related to the analyst's specific recommendations
or views contained in this research report. Sidoti research analysts seek to have management of their covered companies meet
with investors during non-deal road shows. Analysts’ compensation may be related to their success in scheduling non-deal road
shows. At any point in time a Sidoti covered Company may make a commitment to pay for corporate access, including
attendance at a Sidoti conference or for the provision of Non-Deal Roadshows days with institutional or other investors. The
Firm may occasionally be paid, usually on a non-binding basis, for providing Non-Deal Roadshow services. Sidoti research
analysts generally do not cover (or continue to cover) those companies that limit access to their senior executives by not
participating in Sidoti-sponsored conferences and non-deal roadshows. A possible effect of this view may be that continued
coverage decisions are made, in part, based on the willingness of management of covered companies to participate in such
meetings. This approach could be viewed as presenting potential conflicts of interest. Sidoti does NOT own securities of the
issues described herein. Sidoti policy does not allow an analyst or a member of their household to own shares in any company
that he/she covers. Sidoti policy does not allow employees or household members to serve as an officer or director of a covered
company. Sidoti does not make a market in any securities. Sidoti has non-research employees that will seek compensation for
investment banking services from this company and trading revenue in connection with trading the securities of this company.
Investment banking services, as defined under FINRA Rule 2241, includes, among other things, acting as an underwriter in or
as a member of the selling group in a securities underwriting. Sidoti’s role in any investment banking transaction can be viewed
on this company’s filings at www.sec.gov. Sidoti employees, including research analysts, receive compensation that is based in
part upon the overall performance of the firm, including revenues generated by Sidoti’s investment banking and brokerage
activities, but compensation is not directly related to investment banking or brokerage revenues. Sidoti also provides an
additional research product called Company Sponsored Research. The analysts providing Company Sponsored Research will
be the same Sidoti analysts covering the relevant sector and some or all analysts will work on both products.
Other Disclosures
This report is for information purposes only and is not intended as an offer to sell or a solicitation to buy securities. Sidoti does
not maintain a predetermined schedule for publication of research and will not necessarily update this report. The stock rating on
this report reflects the analyst’s recommendation based on a 12 month period. Information contained herein is based on sources
we believe to be reliable but we do not guarantee their accuracy. Prices and opinions concerning the composition of market
sectors included in this report reflect the judgments as of this date and are subject to change without notice. It should be
presumed that the analyst who authored this report has had discussions with the subject company to ensure factual accuracy
prior to publication. This report was prepared for market professionals and institutional investor customers. Market professionals
and institutional investors should consider this report as only a single factor in making their investment decisions. This research
report is not a substitute for the exercise of your independent judgment. At times, Sidoti may be in possession of material nonpublic information, none of which is used in the preparation of our research. Sidoti maintains and enforces written policies and
procedures reasonably designed to prevent any controlling persons, officers (or persons performing similar functions), or
employees of Sidoti from influencing the activities of research analysts and the content of research reports prepared by the
research analyst. Reprints of Sidoti & Company, LLC reports are prohibited without permission. Additional information is
available upon request.

Company Sponsored Research Disclosures
Sidoti & Company. Sidoti & Company, LLC is a licensed broker/dealer, and publishes research reports about some of
the securities it follows. All research published by Sidoti & Company, LLC is based on public information, or on
information from the company discussed in the report that that company is required to promptly make public. This report
was prepared for market professionals and institutional investor customers. Market professionals and institutional

Si d o t i & C o m p a n y , L L C
4

Appendix
Required Disclosures
investors should consider this report as only one factor in making their investment decisions. This report is for information
purposes only and is not intended as an offer to sell or a solicitation to buy securities. This research report is not a
substitute for the exercise of your independent judgment. Information contained herein is based on sources we believe to
be reliable but we do not guarantee their accuracy. The stock rating on this report reflects the analyst’s recommendation
based on a 12-month period. It should be presumed that the analyst who authored this report has had discussions with
the subject company to ensure factual accuracy prior to publication.
Sidoti does NOT own securities of the issuers described herein, and Sidoti does not make a market in any securities.
Sidoti does not engage in, or receive compensation from, any investment banking or corporate finance-related activities
with the company discussed in the report. Sidoti’s contracts with issuers protect Sidoti’s full editorial control of all
research, timing of release of reports, and release from liability for negative reports. To ensure further independence, the
company discussed in the report has agreed to a minimum coverage term of one Initiation Report and three Update
Reports, which that company cannot unilaterally terminate earlier. Sidoti & Company, LLC takes steps to ensure analyst
independence including setting fees in advance and utilizing analysts who must abide by the CFA Institute Code of Ethics
and Standards of Professional Conduct. Each Sidoti & Company, LLC analyst has full discretion on the rating and
revenue target based on his or her own due diligence. Analysts are paid in part based on overall profitability of Sidoti &
Company, LLC. Such profitability is derived from a variety of sources and includes payments received from issuers of
securities covered by Sidoti & Company, LLC for services described below. No part of analyst compensation was, or will
be, directly or indirectly, related to the specific recommendations or views expressed in any report or article. All issuers to
be considered for research obtain the approval of a stock selection committee comprised of the Director of Research, the
Chief Compliance Officer, and an independent outside person for screening applicants.
Sidoti Company Sponsored Research Rating System The Sidoti & Company, LLC Company Sponsored Research
rating system consists of “Moderately Risky” (M) and “Highly Risky” (H) ratings. “Moderately Risky” suggests companies,
that while still subject to relatively high price volatility, are characterized by more stable and predictable cash flow, a more
established operating history, and an operating environment that is somewhat less competitive with a potential for loss of
principal. “Highly Risky” suggests high risk equities of companies with a short or unprofitable operating history, limited or
less predictable revenues, very high risk associated with success, significant financial or legal issues, or a substantial
risk/loss of principal. As of 12/20/19, Company Sponsored Research provides research on 16 companies, of which 13
(81%) are rated Moderately Risky and 3 (18%) are rated Highly Risky. Earnings targets and opinions concerning the
composition of market sectors included in this report reflect analyst judgments as of this date and are subject to change
without notice. A risk to our earnings targets is that the analyst’s estimates or forecasts may not be met. This report
contains forward-looking statements, which involve risks and uncertainties. Actual results may differ significantly from
such forward-looking statements. Factors that may cause such differences include, but are not limited to, those discussed
in the “Risk Factors” section in the issuer’s SEC filings available in electronic format through SEC Edgar filings at
www.sec.gov.
Every company in the Microcap sector bears certain inherent risks and Sidoti & Company, LLC will not provide any
company subject to those risks with a rating below moderate because stock in the Microcap segment of the market have
many risks that are not as prevalent in Large-Cap, Blue Chips, or even Small-Cap stocks. Often it is these risks that
cause Microcap stocks to trade at discounts to their peers. The most common of these risks is liquidity risk, which is
typically caused by small trading floats and very low trading volume which can lead to large spreads and high volatility in
stock price. In addition, Microcaps tend to have significant company specific risks that contribute to lower valuations.
Investors need to be aware of the higher probability of financial default and higher degree of financial distress inherent in
the Microcap segment of the market.
Sidoti & Company policy is to update research reports as and when the Research Analyst and Research Management
deem appropriate, based on developments with the issuer, the sector, or the market that may have a material impact on
the research views or opinions stated therein. In addition, certain Research publications are intended to be updated on a
regular periodic basis (weekly/monthly/quarterly/annual) and will ordinarily be updated with that frequency, unless the
Research Analyst and Research Management determine that a different publication schedule is appropriate based on
current conditions.
Sidoti & Company Research does not provide individually tailored investment advice. Sidoti & Company Research has
been prepared without regard to the circumstances and objectives of those who receive it. Sidoti & Company
recommends that investors independently evaluate particular investments and strategies, and encourages investors to
seek the advice of a financial adviser. The appropriateness of an investment or strategy will depend on an investor's
circumstances and objectives. The securities, instruments, or strategies discussed in Sidoti & Company Research may
not be suitable for all investors, and certain investors may not be eligible to purchase or participate in some or all of them.
Sidoti & Company Research is not an offer to buy or sell or the solicitation of an offer to buy or sell any security/instrument
or to participate in any particular trading strategy. The value of and income from your investments may vary because of
changes in interest rates, foreign exchange rates, default rates, prepayment rates, securities/instruments prices, market
indexes, operational or financial conditions of companies or other factors. There may be time limitations on the exercise of
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options or other rights in securities/instruments transactions. Past performance is not necessarily a guide to future
performance. Estimates of future performance are based on assumptions that may not be realized. If provided, and unless
otherwise stated, the closing price on the cover page is that of the primary exchange for the subject company's
securities/instruments.
These opinions may not fit to your financial status, risk and return preferences. For this reason, to make an investment
decision by relying solely to this information stated here may not bring about outcomes that fit your expectations. The
trademarks and service marks contained in Sidoti & Company Research are the property of their respective owners.
Third-party data providers make no warranties or representations relating to the accuracy, completeness, or timeliness of
the data they provide and shall not have liability for any damages relating to such data.
Investors should consider Sidoti & Company Research as only a single factor in making their investment decision. For
valuation methodology and risks associated with any recommendation, rating or price target referenced in this research
report, please contact the Client Support Team as follows: US/Canada +1 212-453-7000. Alternatively you may contact
your investment representative or Sidoti & Company Research at 1212 Avenue of the Americas, (Attention: Director of
Research), New York, NY 10036 USA.
Compensation. Sidoti & Company, LLC received a flat fee of $40,000, renewable annually from the company discussed
in this report for the creation and dissemination of an Initiation Report and three Update Reports, including this report.
The purpose of the fee is to subsidize the high costs of research and monitoring. Sidoti holds a conference twice a year
and charges a fee of $5,000 per conference for presenting companies. Sidoti does not currently have a current investment
banking services relationship with the company discussed in this report, or contemporaneously with any other companies
discussed in other (Sidoti) Company Sponsored Research reports. Sidoti has not received investment banking income
from the company discussed in the report in the past 12 months, and does not expect to receive investment banking
income from the company discussed in the report in the next 12 months. Of securities rated in other Sidoti Company
Sponsored Research reports, Sidoti has received investment banking income from 0 companies (0%) in the past 12
months. Investment banking services, as defined under FINRA Rule 2241, include, among other things, acting as an
underwriter in, or as a member of the selling group in, a securities underwriting. Sidoti’s role in any issuer’s investment
banking transaction can be viewed in that issuer’s filings at www.sec.gov.
Sidoti has non-research employees who will seek compensation for brokerage commission revenue in connection with
market trading the securities of this company. Sidoti & Company, LLC has received compensation for non-investment
banking services on the Small-Cap Universe, and expects to receive additional compensation for non-investment banking
services on the Small-Cap Universe, paid by issuers of securities covered by Sidoti & Company, LLC analysts. These
non-investment banking services include investor relations services and software, financial database analysis, advertising
services, brokerage services, advisory services, investment research, investment management, non-deal road shows,
and attendance fees for conferences sponsored or co-sponsored by Sidoti & Company, LLC.
Sidoti Analysts. Joseph Mondillo certifies that this report accurately reflects his/her personal views about the subject
securities and issuers and that none of the research analyst's compensation was, is or will be, directly or indirectly, related
to the analyst's specific recommendations or views contained in this research report. Sidoti policy does not allow an
analyst or a member of their household (i) to own, trade, or have any beneficial interest in any securities of any company
that analyst covers, or (ii) serve as an officer or director of a covered company. Sidoti employees, including research
analysts, receive compensation that is based in part upon the overall performance of the firm, including revenues
generated by Sidoti’s investment banking and brokerage activities, but compensation is not directly related to investment
banking or brokerage revenues.
Sidoti maintains and enforces written policies and procedures reasonably designed to prevent any controlling persons,
officers (or persons performing similar functions), or employees of Sidoti from influencing the activities of research
analysts and the content of research reports prepared by the research analyst. Sidoti research analysts seek to have
management of their covered companies meet with investors during non-deal road shows. Analysts’ compensation may
be related to their success in scheduling non-deal road shows. This approach could be viewed as presenting potential
conflicts of interest.
Reprints of Sidoti & Company, LLC reports are prohibited without permission. Additional information is available upon
request. For any further questions, please contact the Chief Compliance Officer at Sidoti.
Special Disclosures

AAON
FIX

This company has paid a fee to Sidoti & Company, LLC to present at the September 2019 Sidoti Fall
Conference & the March 2019 Sidoti Spring Conference.
This company has paid a fee to Sidoti & Company, LLC to present at the September 2019 Sidoti Fall
Conference & the March 2019 Sidoti Spring Conference.
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CSWI
EME

This company has paid a fee to Sidoti & Company, LLC to present at the September 2019 Sidoti Fall
Conference & the March 2019 Sidoti Spring Conference.
This company has paid a fee to Sidoti & Company, LLC to present at the September 2019 Sidoti Fall
Conference & the March 2019 Sidoti Spring Conference.

Source
Key Statistics data is sourced from FactSet Research Systems
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