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/é./ Valley Water MEMORANDUM

FC 14 (08-21-19)

TO: Luz Penilla FROM: Jessica Collins

Assistant Officer Unit Manager

Office of Integrated Water Management Business Planning and Analysis Unit
SUBJECT: Capital Improvement Program (CIP) DATE: November 15, 2023

FY25-FY39 Recommendation for
Construction Cost Escalation Rate

This memorandum presents the annual review of the Construction Cost Escalation Rate (CCER)
applicable to the Capital Improvement Program and makes recommendations for adjustment.

Staff has commissioned O’Connor Construction Management, Inc. (OCMI) to conduct a San Jose
Market Study (Attachment 1) and to compile a CCER for FY25-FY39 and the findings are summarized
as follows:

1.

The global COVID-19 pandemic continues to have an impact on supply chain, labor and
inflation, which all impact the cost of construction. Therefore, the average escalation conditions
for the next five years are forecast above average, with 2025 expected to see 7% before
trending down to 5.5% for the next three years thereafter. (See Attachment, page 2)

By a number of metrics, the historical average annual construction cost escalation rate is
approximately 3.2% per year. Counter to this trend, the years 2021 and 2022 registered
construction cost escalation rates of 5.2% and 19.9%, respectively. (See Attachment, page 4)

Overall, the Santa Clara County construction market is and will remain very tight in terms of the
balance between volume and laborers’ ability to support. Reductions in the near term in the
vertical construction market will help to ease some aspects of the construction labor shortage,
but the large amount of public infrastructure investment slated for the next five years will
continue to put steady pressure on local labor suppliers to keep up with demand, particularly in
trades that infrastructure utilizes heavily like concrete workers, pipe fitter and equipment
operators. While material pricing continues to recover across most categories, certain materials,
such as concrete and piping, remain at elevated levels of consumption. (See Attachment, page
19)

The worst of the unprecedented price spikes due to supply chain system shocks are likely over,
but monetary inflation has left the predicted price floor to which prices will settle less clear. At
present, the temporary stasis appears to rough out to an anecdotal formula of: PreCOVIDPrices
+ 30%. (See Attachment, page 4)
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These findings will be used to provide the CIP Evaluation Team with a recommended annual CCER for
future CIP construction costs. It is recommended that an annual CCER of 7.0% be applied for projects

with planned construction in FY25 before trending down to 5.5% for the three years thereafter and then
to 4.8% for FY30-39.

FY25 FY26 FY27 FY28 FY29 FY30-39

CCER 7.0% 5.5% 5.5% 5.5% 5.0% 4.8%

If you have questions, please contact Jessica Collins JCollins@valleywater.org.

Recommended by:

DocuSigned by:
@c,ssim (ollins

60EB38F8FBOC4BA...

Jessica Collins
Unit Manager
Business Planning and Analysis Unit

Accepted by:

DocuSigned by:

569326E851AB42A....
Luz Penilia
Assistant Officer

Office of Integrated Water Management

Attachment: Santa Clara Valley Water District Market Study

cc: CIP Evaluation Team, Finance, CIP Team, and CPMPC
sb:jc
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