Rising Gonstruction Costs: A Major Problem for the Look-Ahead

Construction costs for major civil projects have risen sharply here, across the
country and around the world.

For many months WSDOT has been tracking the world wide surge in construction
costs. Atthe request of Governor Gregoire, WSDOT first presented its information
on these trends to the
Governor’s council of Economic
Advisors during Spring 2006.
Subsequently, Governor Gregoire
has given close attention to
this issue in WSDOT’s periodic
GMAP reviews.  Legislators,
staff, the media and the public
have been continually advised
or developments as they are
learned both from WSDOT’s
own experience at bid openings
and through information from
industry sources. Much more
information on this topic is
included in the GMAP briefings.

The following components (weighted as shown) are used to
compute the CCl:

Hot Mix Asphalt (48.5%) Structural Concrete (17.4%)
Roadway Excavation (10.7%) Crushed Surfacing (7.9%)

WSDOT’s own Construction Cost Index (see below) is a long term look at
construction prices developed on a “market basket” sample. WSDOT tracks
its own results against similar information published by FHWA and by several
other states. The results (see below) show the significant difficulties to
be faced in delivering all the legislature’s project expectations against the
revenue expectations the legislature acted upon in 2003 and 2005.

The Governor’s proposed 2007-2009 Transportation Budget has suggested
anumber of approaches to continue making progress with the improvement
program for Washington’s state highway system, despite this difficult cost
environment.
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Fewer Bidders: Another Problem Arising From Current Conditions in the

Construction Industry.

WSDOQT’s goal is to have three or more bidders for each highway
construction project. However, large public and private construction
programs in Washington, as well as at the national level, are contributing
to a trend of fewer contractors submitting bids for WSDOT projects. This
reduction in bidding competition is a sign that contractors have a full load
of work ahead of them. Unfortunately, this reduction will tend to produce
higher prices for WSDOT projects.

The average number of contractors bidding on each WSDOT project
decreased 12% in 2006, from an average of 3.5 bidders in 2005 to an
average of 3.1 bidders in 2006. The reduction in bidders has been a trend
since 2002, with significant downward movement occurring since 2004.
WSDOT is attempting to influence the bidding climate by making the agency
a customer with whom contractors want to do business. WSDOT recently
implemented an asphalt escalation clause and is working on a fuel escalation
clause; both designed to transfer some of the cost escalation risk from the
contractor to the state, therefore reducing the effect of cost uncertainty on
contractors’ bids. There are two anticipated outcomes. First, WSDOT and
industry anticipate this will result in contractors submitting lower bids, and
ultimately lower overall project costs for the state, because contractors no
longer have to inflate their bids out of fear of underestimating future market

For more information on WSDOT Project Delivery:

prices. The second goal is to make contractors less vulnerable to losses due
to sudden increases in market prices of Hot Mix Asphalt and fuel.

Average Number of Bidders
By Size of Contract
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2000 | 2001 | 2002 | 2003 | 2004 | 2005 2006
1Bidder  7.7% | 12.3% | 126% | 85% | 13.4% | 92% | 103% |
2 Bidders 26.1% | 232%  222% | 17.6% : 204% & 22.0% | 37.6%
3Bidders 23.9% | 232% | 156% | 242% | 225% | 333% | 197% |
More than  42.3% © 41.22% @ 49.6% @ 49.7% : 437% & 355% @ 32.5%
3 Bidders : : : : : : :
Source: WSDOT Construction Office
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WSDOT’s Highway Gonstruction Projects

Governor Chris Gregoire, County Executive
Aaron Reardon and Mayor Ray Stephenson with
Doug MacDonald and construction workers at
dedication of new Broadway fly-over ramp in
Everett on June 26, 2006.

Sixty-three projects have been completed by December
31, 2007. Total project costs were less than 2% above

the legislative expectations drawn from the most recent
legislative budget. The timeliness of project completion is
very good; only one of those projects was not completed in
the year scheduled, and 90% were completed in or before
the quarter scheduled.

Twenty-nine more projects will be completed by June 30, 2007.
Excellent cost performance. Good schedule performance.

Thirty-one more projects are now in on-going construction.
Including such major projects as the North Spokane
Corridor and the I-5 improvements at the Tacoma Dome.

Between now and the end of June, 2007, forty-four more
projects will begin construction — we hope. The schedule
performance is respectable and the cost expectations

— even with recent price pressures — is acceptable.

In total, during the 2007 construction season, WSDOT’s
Nickel and Partnership projects in highway construction for
completion after June 30, 2007 will sum to a total project
value of almost $2.5 billion. This is on top of over $800
million in project value for projects already completed or

to be completed by the end of June. On top of all of this,
hundreds of millions of dollars of project are also being
conducted under WSDOT’s other highway construction
programs not part of the Nickel or Partnership programs.

January 10, 2007

How are we doing on the
Legislature’s “Nickel” Projects
from 2003 and “Partnership”
Projects from 2005?

As the legislature returns to Olympia early in January 2007, it is an
excellent time for the question, “How are we doing?”

The topic, of course, is project delivery. The to do list is the sum of the instructions
provided by the Legislature when it passed the so-called Nickel package in April,
2003, and the Transportation Partnership Package in June, 2005.

These enactments directed WSDOT to build approximately 400 highway
projects over the years from 2003 to 2021. The legislature not only
identified the projects, but it stipulated the dollar value of each project and
the timetable for the completion of each project.

The record to date is strong. Not perfect. But very strong. We are pleased
to share it for the confidence we hope it will build among legislators and
others that we have got our orders and we are on the march.

This summary can help focus legislative oversight and give everyone the
necessary information to build even stronger delivery tools.

Where have the problems been? Mostly in the area of rising costs outside
of anyone’s control that have affected the heavy civil construction industry
everywhere. Prices are up. Also, the number of firms appearing at bid
openings is trending downward. The worry this brings is that despite the
strong record on cost performance that the program has achieved to date,
things may not be so rosy as we go forward. Some of the recent contract
awards have been at higher prices than we earlier had hoped, and the
legislature is well aware that cost estimates are regularly being reviewed
and many have been revised to reflect the new realities.

Also, while the vast majority of projects have gone smoothly, now and then
we have hit a bump. Often this has occurred in the right of way acquisition
process, although we have also had a few glitches with environmental
issues and design problems that have had to be corrected to assure we get
the projects right! These matters have been exhaustively covered project-
by-project in the quarterly Gray Notebook reports.

We hope you will find this information helpful. We look forward to
answering questions and continuing to work with everyone to deliver
projects for the benefit of our taxpayers.

Sincerely,

B T B

Secretary of Transportation

PS. This report deals only with highway projects. Other Nickel and
Partnership projects for rail and for ferries and in other areas have been
reported on elsewhere and we can gladly provide information on those
projects to meet needs and interests.



In the next six months WSDOT will complete 29 more projects that are now

under construction in the Nickel and Partnership Programs.
The total budget for these projects was $ 318 million. The now-estimated total cost of these projects when completed is $324 million.
- The two largest of these projects are I-5/Pierce Co. Line to Tukwila I/C - HOV and SR 16/I-5 to Tacoma Narrows Bridge - HOV

- Some of the most important safety and capacity improvements these projects will achieve include guardrail upgrades and additional lanes for HOV.

(IN CONSTR UCTION)

Location
Near Auburn

Lynnwood, Everett
Gig Harbor

West of Paterson
Hanford Vicinity
East of Dayton
Lyon’s Ferry Vic
North of Mesa
Connell to Kahlotus
North of Dodge Jct
East of Pasco

South of Wallula
Clarkston Vicinity
West of Naches
Selah Vicinity
Parkland

S of Maple Valley
Fife to Tukwila
Moses Lake

East of Stanwood
Pasco Vicinity
Vantage at Col Rvr
Columbia River Gorge
East of Spokane
West Yakima County
West Yakima County
Belfair

Tacoma

East Yakima County

Program
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Project Title

SR 167/Ellingson Rd. I/C NB Off Ramp

I-5/52nd Ave. W. to SR 526 - SB Safety

SR 16/NW of Tacoma Narrows to SE of Burley/Olalla - Median Cross Over
Guardrail Upgrade - Benton, Franklin & Walla Walla Counties
SR24/Vernita Bridge Rail Retrofit

Guardrail Upgrade - Columbia, Garfield and Whitman Counties
Guardrail Update - Columbia, Garfield & Whitman Counties
Guardrail Upgrade - Benton, Franklin & Walla Walla Counties
Guardrail Upgrade - Benton, Franklin & Walla Walla Counties
Guardrail Upgrade - Columbia, Garfield and Whitman Counties
Guardrail Upgrade - Benton, Franklin and Walla Walla Counties
Guardrail Upgrade - Benton, Franklin & Walla Walla Counties
Guardrail Upgrade - Columbia, Garfield and Whitman Counties
Guardrail Upgrade - Yakima County

Guardrail Upgrade - Yakima County

SR 7/SR 507 to SR 512 - Safety

SR 516/208th and 209th Ave SE

I-5/Pierce Co. Line to Tukwila I/C - HOV

SR 17/Pioneer Way to Stratford Road - Widen to Four Lanes
1-5/SR 532 Northbound Interchange Ramps

SR 397/Bridge Rail Retrofit-Columbia River Bridge West of Kennewick
1-90/Columbia River Bridge - Bridge Rail Retrofit

SR 14/Columbia River Gorge Guardrail Upgrade

1-90/Harvard Road Pedestrian Overcrossing

US 12/Wildcat Creek to Naches River - Roadside Safety

SR 410/Morse Creek to US 12 - Roadside Safety

SR 3/SR 106 South Belfair Signal - Safety

SR 16/1-5 to Tacoma Narrows Bridge - HOV

SR 821/Selah to Ellensburg - Roadside Safety

Nickel Projects

TPA Projects
Total Nickel and TPA projects completed through June 2007

Construction
Complete Date

31-Jan-07
01-Mar-07
22-Mar-07
30-Mar-07
30-Mar-07
30-Mar-07
30-Mar-07
30-Mar-07
30-Mar-07
30-Mar-07
30-Mar-07
30-Mar-07
30-Mar-07
30-Mar-07
30-Mar-07
02-Apr-07
30-Apr-07
31-May-07
01-Jun-07
15-Jun-07
27-Jun-07
27-Jun-07
27-Jun-07
28-Jun-07
28-Jun-07
28-Jun-07
29-Jun-07
29-Jun-07
30-Jun-07
22

7
29

Current Legislative
Expectation

(Baseline) *
869
2,797*
924
320
402
303
273
114
642
281
494
91
68
331
25
19,829
1,424
141,125
16,112
8,106
1,081
447
765
332
507
692
1,059
118,201
175
297,986

19,799
317,785

Total Cost at
Completion
854
2,782
1,000
283
263
190
215
86
546
224
439
77
52
243
32
20,244
1,689
141,791
20,989
8,117
920
559
646
1,275
494
694
1,027
118,200
125
298,452

25,606
324,058

* Current Legislative Expectation (Baseline) was adjusted via the Section 603 Appropriation Transfer process for projects planned to be operationally complete by the end of the biennium at the

time of approval.

Currently 31 more projects are also in construction for future completion
(July 2007 and later)

(Dollars in Thousands)

Location

Hood Canal

West of North Bend
Spokane

Everett

City of Everett
Richland Vicinity
Kennewick Vicinity
Yakima Vicinity
Tacoma

Clearview Southerly
Clearview Southerly
Silverdale

Blaine Vicinity
Auburn

East of Pasco
Pullman Vicinity
Federal Way
Federal Way - SeaTac
Seattle to Bothell

Program Project Title
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SR 104/Hood Canal Bridge East Half

1-90/Eastbound Ramps to SR 18 - Signal

NSC-Francis Avenue to Farwell Road - Construct New Roadway
I-5/SR 526 to Marine View Drive - HOV Lanes

|-5/41st St Interchange Improvements

SR 240/1-182 to Richland Y - Add Lanes

SR 240/Richland Y to Columbia Center I/C - Add Lanes

SR 24/1-82 to Keys Road - Add Lanes

I-5/S 48th to Pacific Avenue - Core HOV

SR 9/SR 522 to 228th St. SE - Widening

SR 9/228th St. SE to 212th St. SE (SR 524) Widening, Stg 2

SR 3/SR 303 I/C (Waaga Way) - New Ramp

SR 543/I-5 to International Bndry.

SR 167/15th St SW to 15th St NW - HOV

US 12/Attalia Vic. - Add Lanes

SR 270/Pullman to Idaho State Line - Widen Roadway and Add Lanes
SR 99/S. 284th to S. 272nd St. - HOV

SR 509/1-5 Freight & Congestion Relief

SR 522/I-5 to |-405 Multi-modal Project

Ad Date
24-Feb-03
02-Sep-03
20-Jan-04
18-0ct-04
18-0ct-04
20-Dec-04
20-Dec-04
28-Feb-05
28-Mar-05
09-May-05
09-May-05
22-Aug-05
14-Nov-05
12-Dec-05
19-Dec-05
06-Mar-06
24-Apr-06
05-Jun-06
26-Jun-06

Operationally Current Legislative o4a Estimated

Complete
Date

08-Jun-09
31-0ct-07
25-Mar-09
29-Jun-08
29-Jun-08
17-0ct-07
17-0ct-07
26-Dec-07
25-Jun-08
30-Sep-07
30-Sep-07
01-0ct-07
01-0ct-08
03-Dec-07
03-Dec-07
28-0ct-07
31-Dec-07
29-Jun-09
29-Jun-09

Expectation
(Baseline) *
470,130
4,545*
128,481
219,236
43,103
23,140
43,194
50,234
103,754
20,802
25,526
22,204
46,261
40,360
15,022
30,604
15,393
30,000
21,199

Cost at
Gompletion

470,089
4,852
178,452
219,825
42,844
22,880
43,182
53,692
103,752
21,985
29,727
22,629
46,623
42,305
16,201
31,188
15,404
30,000
23,133

Location
Bellevue

Dryden

Bellevue

South Bellevue
Carbonado

West of Yakima
Anacortes

Black Diamond
Regionwide
Burlington Westerly
Fall City

North of Vancouver

Program Project Title
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1-405/NE 10th St Overcrossing

US 2/Dryden - Signal

1-405/112th Ave to 1-90

1-405/SE 8th to 1-90 (South Bellevue)

SR 165/SR 165 Guardrail Upgrade - Guard Rail

US 12/Yakima - 40th. Avenue Interchange Improvements

SR 20/Thompson Road

SR 169/SE 291st Street Vicinity (Formerly SE 288th Street)

State Highways in Pierce and Thurston Counties - Roadside Safety Imp.
SR 20/Fredonia to I-5 - Widening

SR 202/Preston-Fall City Road & SR 203

I-5/SR 502 Interchange

Nickel Projects

TPA Projects

Total Nickel and TPA projects under construction on December 31, 2006

Ad Date
18-Sep-06
16-0ct-06
16-0ct-06
16-0ct-06
30-0ct-06
30-0ct-06
30-0ct-06
13-Nov-06
20-Nov-06
20-Nov-06
26-Dec-06
26-Dec-06

21

10

31

Operationally Current Legislative 1o45) Estimated

Complete Expectation Cost at
Date (Baseline) * Completion
30-Dec-09 69,200 63,607
01-Sep-07 461 498
30-Dec-09 20,000 21,237
30-Dec-09 187,980 187,915
28-Sep-07 870 892
01-0ct-07 2,170 2,124
31-0ct-07 1,022 1,059
21-Dec-07 2,519 2,618
30-0ct-07 1,000 1,000
02-0ct-09 83,780 84,064
01-Nov-07 2,893 3,950
30-Jun-09 43,338 56,130
1,108,077 1,186,146
660,343 657,711
1,768,421 1,843,857

* Current Legislative Expectation (Baseline) was adjusted via the Section 603 Appropriation Transfer process for projects planned to be operationally complete by the end of the biennium at the

time of approval.

Another 44 projects will begin construction in the
next six months hefore June 30, 2007

(Dollars in Thousands)

Location

North of Oak Harbor
North Bend

North of Marysville

Franklin, Spokane, Whitman

North of Arlington
North of Arlington
Arlington

Gorst

Bothell

Redmond
Spokane, Whitman
Adams, Franklin
Naselle South
Renton

Renton

Tukwila

Seattle

Seattle

Renton

Renton

South of Chehalis
Pacific to Renton
Mt Walker

Mt Baker Highway
Burien

SeaTac, Tukwila
South of Anacortes
W of Arlington

W of Battle Ground
Sultan

Everett

N of Battle Ground
Gold Bar

Spokane

North of Davenport
Northport

West of Port Angeles
Port Hadlock

City of Bellingham
E of Monroe

E of Aberdeen
Amanda Park

East of Westport
East Yakima County
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Program Project Title

SR 20/Ducken Road to Rosario Road

1-90/EB Ramps to SR 202 - Roundabout

SR 9/108th Street NE (Lauck Road)

SR 260,263, & 278/Guardrail Improvements

SR 9/Schloman Road to 256th Street E.

SR 9/252nd St. NE Vic. - Rechannelize

SR 9/268th Street Intersection

SR 3/Imperial Way to Sunnyslope - Safety

SR 522/University of Washington/Bothell Cascadia CC Campus South Access
SR 520/W Lake Sammamish Pkwy. to SR 202 - HOV and Interchange Stg 3
State Highways in Whitman & South Spokane Co's Roadside Safety Improv.
State Highways in Adams & Franklin Counties Roadside Safety Improvements
SR 401/ US 101 to East of Megler Rest Area Vicinity-Guardrail Upgrade
SR 167/1-405 to SE 180th St

1-405/W Valley Highway to Maple Valley Highway

1-405/1-5 to SR 181

I-5/South Seattle Northbound Viaduct

I-5/Southbound Viaduct, South Seattle Vicinity-Special Bridge Repair
SR 515/SE 182nd St. to SE 176th St. Vic.

SR 169/140th Way SE to SR 900

I-5/ Rush Road to 13th Street - Add Additional Lanes

SR 167/HOT Lanes Pilot Project

US 101/Mt Walker NB & SB Pass/Truck Lane

SR 542/Boulder Cr. Br. - Replace Bridge

SR 518/Interchange

SR 518/SeaTac Airport to I-5/1-405 Interchange

SR 20/Quiet Cove Rd. Vic. to SR 20 Spur

SR 531/Lakewood Schools Sidewalks

SR 502/10th Ave. to 72nd Ave. - Safety

US 2/10th St /S Vic

US 2 and SR 92 Roadside Safety Improvement

SR 503/Gabriel Rd. Intersection

Pickle Farm Road/Gunn Road

1-90/Spokane-Bridge Rail Upgrade on Latah Cr. and Lindeke St. Bridges
SR 25/Spokane River Bridge - Thrie Beam Guardrail

SR 25/Columbia River Bridge - Thrie Beam Guardrail

SR 112/Hoko/Pysht Rivers - Erosion Control

SR 116/SR 19 to Indian Island - Bridge Rail

SR 542 - Woburn to McLeod - Widening to Four Lanes

US 2/Fern Bluff Road Vic to Sultan Startup Road Vic

US 12/Wynoochee River Bridge 12/25 Rail Retrofit

US 101/Quinault River Bridge 101/160 Rail Retrofit

SR 105/Johns River Bridge 105/108 Rail Retrofit

SR 241/Sunnyside to SR 24 - Roadside Safety

Nickel Projects

TPA Projects

Total Nickel and TPA projects planned to be advertised through June 2007

Ad Date
02-Jan-07
08-Jan-07
16-Jan-07
16-Jan-07
16-Jan-07
16-Jan-07
16-Jan-07
22-Jan-07
22-Jan-07
22-Jan-07
05-Feb-07
05-Feb-07
12-Feb-07
12-Feb-07
12-Feb-07
12-Feb-07
26-Feb-07
26-Feb-07
05-Mar-07
12-Mar-07
12-Mar-07
26-Mar-07
02-Apr-07
02-Apr-07
02-Apr-07
02-Apr-07
02-Apr-07
09-Apr-07
09-Apr-07
16-Apr-07
16-Apr-07
23-Apr-07
30-Apr-07
07-May-07
07-May-07
07-May-07
07-May-07
14-May-07
14-May-07
29-May-07
04-Jun-07
04-Jun-07
04-Jun-07
04-Jun-07
19
25

44

COMING SOON

Operationally Current Legislative 7o) Ectimated

Complete Expectation Cost at
Date (Baseline) Gompletion
23-May-08 6,427 8,219
05-Jan-09 940 1,815
01-Aug-07 1,393 1,816
20-Sep-07 1,025 1,054
30-0ct-08 15,084 15,233
30-0ct-08 808 1,731
30-0ct-08 2,303 2,985
28-Sep-07 2,893 2,984
19-Sep-08 30,120 38,111
31-Dec-11 102,300 102,300
25-Aug-07 1,000 1,000
01-Sep-07 1,000 1,000
20-Nov-08 130 317
30-Jun-10 50,000 27,532
30-Jun-10 137,440 161,230
30-Jun-10 30,000 17,897
31-Aug-08 11,646 14,360
31-Aug-08 3,991 1,108
16-Jul-08 1,080 1,082
29-Jul-08 2,818 2,818
23-Dec-09 41,400 52,756
30-Apr-08 15,384 16,905
30-0ct-07 2,500 2,482
30-Dec-08 6,054 7,264
21-Apr-09 10,618 6,751
21-Apr-09 35,589 38,649
30-0ct-09 16,920 25,753
31-Aug-07 660 693
01-Dec-08 1,215 1,015
17-Dec-07 453 534
03-Mar-08 1,200 1,200
05-Sep-08 877 1,382
14-Apr-08 972 1,322
07-Sep-07 737 770
08-Sep-07 354 369
08-Sep-07 448 468
30-0ct-07 250 253
29-Nov-07 154 475
30-Jan-08 1,000 1,000
10-Dec-08 862 1,012
31-Mar-08 220 257
31-Mar-08 230 268
31-Mar-08 287 338
01-Aug-08 1,665 1,700
192,131 218,247
350,314 349,963
542,445 568,210




