Update to the
Interim Budget
Committee

RUSS KATHERMAN
ADMINISTRATOR

406-444-3332
rkatherman@mt.gov
architecture.mt.gov

June 15, 2022



Inflation & Supply Chain Issues

e

i DEPARTMENT OF ADMINISTRATION | ARCHITECTURE & ENGINEERING DIVISION



COVID-19, the Market & Inflation

* Engineering News Record Cost Indices

Inflation’s Pulse vear-to-year and monthly percent changes for ENR's cost indexes
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Historical Construction Price Escalation _"U(e
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COVID-19, the Market & Inflation-cont'd (.

 HOWEVER:
* L RBP projects are experiencing much higher h’é .\S\a’{\ﬂe
* Frequently 30%+ higher than pre-bid. = 67“‘ \ce

» Some instances of 100% nr"ma{\oﬂ t estimates
esC

» Causes: 4 PY

* Very bt ’ an Zglors and subcontractors
M Fep,u supply chain timelines and material costs
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Current Market & Inflation

* Q2 results and Q3 projections due next month

* Don’t anticipate anything other than continued upward trends

* Materials Costs follow Producer Price Index (tracks input costs)

« Manufactured Materials and Products are per commodity and availability of
raw materials, cost of production, transportation, demand, etc.

o Construction Labor costs differ per sector, but are up substantially
» Shortage of skilled trades is not new; demand has increased
» Wages are up ~8% and climbing
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Materials

MATERIAL IMPACTS March 2022
ENR Average Cost Indices (YTD)

Engineering News
Record (ENR) 400
Average Cost Indices )

(YTD)

Engineering News-Record (ENR) publishes
monthly 20 city averages for cost indices,
wages and material prices. “o b

The cost indices averages continued to rise 200
from December to February and represent

a significant overall increase in the Year To 15.0
Date (YTD) costs for construction.

14.9% ‘t 35.2% o Feb
YOY Yoy 2o

. . _ - * ENR Construction Confidence Index | Source: ENR, CBRE Cost Consultancy
Cenfidontial & Propritary | & 2022 CERE. Inc
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Materials (cont’d)

PPIs for construction bid prices and selected inputs
cumulative change in PPIs, April 2020-April 2022 (not seasonally adjusted)

AGC

THE CONSTRUCTION

ASSOCIATION
% change Anticipating
Apr 2020- ;
Apr 2022: diesel fuel to be
140% >300% in AGC
0% Q8 report
Steel mill products 107%
100%
Lumber and plywood 89%
80% Copper & brass mill shapes 77%
' Aluminum mill shapes 72%
60%
Plastic construction products 49%
40% Truck transportation of freight 41%
Gypsum products 32%
20% ‘Bid price’ (new nonres
building construction) 23%
0%
-20%

Apr  Jun  Aug Oct  Dec Feb  Apr Jun  Aug  Oct  Dec Feb  Apr
2020 2020 2020 2020 2020 2021 2021 2020 2021 2021 2021 2022 2022

7| Source: Bureau of Labor Statistics, producer price indexes, www.bls.gov/ppi 22022 The Associated General Contractors of America, Inc.
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Materials (cont’d)

MATERIAL IMPACTS March 2022

D iViS ion al INAL COMMODITY PRICE MOVEMENT | 2020 Mar | 2020 Jun l 2020 Sep 20 Dac I 2021 Mar | 2021 Jun 2021 Sop | 2
Quarterly (%) 0.69% 3.82% 2.09% 10.97% 35.09% 28.90% 21.86% 7.05%
C d s Steel Mill Products
ommodit y Annual (%) -12.48%  -12.02% -9.75% 5.23% 41.18% 89.20% 135.49%  127.16%
Quarterly (%) 1.59% 3.37% 0.84% 12.43% 26.66% 21.46% 14.30% 6.45%
anges fron and Steel
1 1 Annual G -11.74% -8.54% -3.34% 11.29% 38.75% 74.40% 97.69% 87.18%
Quarterly anc Metals
D Fabricated Structural Metal  Cuarterly %) 0.19% 0.23% 0.19% 0.37% 11.37% 21.25% 13.64% 2.56%
Annually Bar dolsts & Reinforcing Annual G 0.75% 0.42% 0.33% 0.51% 11.73% 35.80% 54.03% 57.39%
Fabricated Structural lon & Quarterly G -0.08% -0.25% 0.08% 0.49% 10.82% 25.07% 14.31% 2.44%
Stael Annual (%) 0.50% 0.17% 0.00% 0.25% 11.18% 39.41% 59.22% 62.30%
) Quarterly (%) 8.43% 5.20% 53.48% -11.65% 40.08% 56.97% -57.04% 15.20%
Softwood Veneer and
Woods, Plastics, | 7o Annual (%) -8.00% 5.08% 75.84% 54.68% 99.83%  198.15%  -16.55% 8.81%
& Composites Quarterly (%) 4.87% 3.08% 32.08% -8.44% 28.22% 44.26% 44.57% 10.51%
Plywood
Annual (%) -3.86% 3.33% 43.75% 30.73% 59.83% 123.68% -6.13% 13.30%
Thormal & Thermoplastic Resins & Quarterly (%) 1.26% -8.86% 6.92% 8.63% 21.65% 14.64% 4.85% -4.51%
Moisture Plastics Materials Annual GO -3.42% -10.85% 4.63% 7.18% 28.76% 61.96% 58.84% 39.63%
GViEE Copper & Copper Alloy Sheet, Quarterly (0 -4.64% 1.61% 13.81% 8.96% 8.18% 6.19% 0.39% -0.17%
Mechapical Stip& Mlate Annual (%) -7.47% -0.86% 12.89% 20.15% 36.30% 42.46% 25.66% 15.13%
Plastic Sewer. Storm Drain & Quarterly %) -0.71% -1.33% 10.98% 7.28% 6.44% 35.81% 12.01% 13.17%
Utilities Esal .
Water Main Pipe Annual () -3.46% 2.62% 7.75% 16.65% 25.05% 72.12% 73.71% 83.25%
Confidential & Propriatary | © 2022 CERE, Inc * Annual changes are measured month to month * Source: Bureau of Labor Statistics, CBRE Cost Consultancy 2
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Materials (cont’d)

« Recommendations and what State A&E is pursuing:

« Award projects as quickly as possible, when in budget
* Be creative with material and product substitutions

« Quick, timely decision-making throughout the submittal and approval
processes
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Labor

State construction employment change, Feb. 2020-Apr. 2022
32 states up, 1flat, 17 states and DC down (U.S.: 0.1%)

AGC

THE CONSTRUCTION
ASSOCIATION

Top 5

Utah 14.3%

~ Montana 13.3%
" South Dakota 12.5%
Idaho 10.3%
Tennessee 10.0%

Bottom 5
New York -6.8%
Kentucky -6.2%
Pennsylvania -5.8%
North Dakota -5.7%
Hawaii -3.7%
4] Note: Shading based on unrounded numbers Source: BLS state and area employment, wwww bls gov/sae

€©2022 The Associated General Contractors of America, Inc.
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Labor (cont’d)

Job openings Mar 2022: 415,000 Two Key Takeaways from job openings exceeding hires:
change from Mar 2021: 20% 1) Labor shortage which delays projects; and,

2) Demand for skilled labor drives wage increases

Anticipating this
to be >8% in
: AGC Q8 report

Craft wages are rising at the fastestrate since 1982
Average hourly earnings of production & nonsupervisory emplo
Year-over-year, March 1982-March 2022, scasonally adjusted

i : 9%
New hires Mar 2022: 388,000 o S —
change from Mar 2021: -8.1% 6.2%
6%
2011 2013 2015 2017 2019 2021
3%
0%
1982 1987 1992 1997 2002 2007 2012 2017 2022

Sourzes Earningc and houre from 3LS v,
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Supply Chain & Delays

Steel Beams/Metal Decking
Open Web Joists
Roofing Membranes
Roofing Insulation
Doors & Hardware

HM Door Frames
Aluminum & Storefront
Drywall & Metal Studs
Flooring (imported)
Granite

Paint

Metal Panels

HVAC Equipment

Electrical, Lighting & Controls

Generators

16-22 weeks
32-36 weeks
32-34 weeks
40-50 weeks
18-20 weeks
16-18 weeks
20-26 weeks
6-8 weeks
14-18 weeks
8-10 weeks
6-8 weeks
18-20 weeks
20-24 weeks
14-16 weeks
40-45 weeks

ource: ENR, A

g3regated Multiple General Contractors’ Reports

Trade Item

Steel Beams & Decking

Roofing Membranes
Roofing Insulation
Doors / Hardware

HM Door Frames

Aluminum Panels / Glazing

Drywall/Metal Studs
Paint

Plumbing and HVAC
Switchgear

Lighting and Controls

— AN

lead time

Jiple Ganeral Contractors 04 R

‘ @: ) DEPARTMENT OF ADMINISTRATION | ARCHITECTURE & ENGINEERIN S 5N utele coneca Contractrs' 04 Reports, ©

March 2022

Lead Time
Increase

+167%
+750%
+667%
+233%
350%
+333%
+200%
+600%
+100%

+150%

+100%




Supply Chain & Delays (cont’d)

« Recommendations and what State A&E is pursuing:

* Focus on securing supply rather than minimizing cost

|dentify critical components; modify procurement practices

Adjust away from “just in time” methodology

Engage in stored materials and pre-pay practices

Be creative with material and product substitutions

Extending contract performance dates
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Impacts to Contractors/Subcontractors

Change in prices forinputs to new nonresidential construction

Year-over-year change in PPis, Sep 2020-Feb 2022, not seasonally adjusted

12 months to:
25% Sep  Feb
2020 2022
Inputs PPI:  1.8% 21%
20%
Bid price PPI: 1.8% 17%
15%
Key Takeaway:
10% Substantial cost differences may exist
petween awarded contracts and what
5% contractors/subcontractors are having to
pay to fulfill those contracts.
0% Sep Nov Jan Mar May Jul Sep Nov Jan
2020 2020 2021 2021 2021 2021 2021 2021 2022
Source Bureau of Labor SLatistics, producer prke inderes, wwew bis oovi/ool

March 2022
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What State A&E is Doing Within LRBP

* Projects in Construction:
* Requests for Increased Costs

* Requests for Timeline Extensions/Delays

* Projects in Planning/Design:
 Evaluating projects for potential scope cuts or phasing or both
» Re-prioritizing and adjusting order of projects
 Utilizing funding adjustment authorization in Major Repair
» Seeking deferred maintenance funding help from agency operating funds
» Researching/implementing LRBP budget amendments, 17-7-211 MCA
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Potential Options Next Session?

* Additional avenues that might be work exploring:
 Adjustments and flexibility within construction procurement statutes
« Scope-gap funding requests for projects already authorized

* Greater flexibility within future Major Repair and/or Capital Development
appropriations to adjust funding among projects

¢ Flexible funding dedicated to inflation, delay, or supply issues
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Domestic Preference
& Buy American Act

« 2CFR 200.322
 Executive Order 14005
« OMB Memo M-22-11
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Domestic Preference & BABA

§ 200.322 Domestic preferences for procurements.

@) As appropriate and to the extent consistent with law, the non-Federal entity should, to the
greatest extent practicable under a Federal award, provide a preference for the purchase,
acquisition, or use of goods, products, or materials produced in the United States (including but
not limited to iron, aluminum, steel, cement, and other manufactured products). The
requirements of this section must be included in all subawards including all contracts and
purchase orders for work or products under this award.

YW
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Domestic Preference & BA (cont’d)

Buy American preference:

(1) All iron and steel used in the project are produced in the United States. This means all manufacturing
processes, from the initial melting stage through the application of coatings, occurred in the United
States.

(2) All manufactured products used in the project are produced in the United States. This means the
manufactured product was manufactured in the United States, and the cost of the components of the
manufactured product that are mined, produced, or manufactured in the United States is greater than
55 percent of the total cost of all components of the manufactured product, unless another standard
for determining the minimum amount of domestic content of the manufactured product has been
established under applicable law or regulation.

(3) All construction materials are manufactured in the United States. This means that all manufacturing
processes for the construction material occurred in the United States.
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Domestic Preference & BA (cont’d)

N EXECUTIVE OFFICE OF THE PRESIDENT
-/ OFFICE OF M ENT AND BUDGET
WASHINGTON, D C 20503

April 18, 2022

M-22-11
MEMORANDUNM FOR HEADS OF EXECUTIVE DEPARTMENTS AND AGENCIES

FROM: Shalanda D. Young

Director (:M’*‘au/‘ ’D [%W&)

SUBJECT:  Imitial Implementation Guidanes on Application of Buy America Preference in
Federal Financial Assistance Programs for Infrastiueture

On November 13, 2021, President Biden signed into law the Infirastiucture Investment
and Jobs Act (“IJA™), Pub. L. No. 117 which includes the Build America, Buy America Act
("the Aet™). Pub, L. No. 117-38, §§ The Act strengthens Made in America Laws®
and will bolster America’s industrial base, protect national seewity. and support high-paying
Jobs, The Act requires that no later that 4, 20221380 days after the enactiment of the
IDA—the head of each covered Federal o shall ensure that “nene of the funds made
available for o Federal financial assistance program for infrastructure, including each deficient
prozuam. may be obligated for a project unless all of the iron. steel. manutactured products. and
constiuction matertals used in the project are produced in the United States.™*

o
I

The Act atfinus, consistent with Executive Otder 14005, Enswing the Future Is Made in
All of America by All of America’s Workers (“the Exesutive Order™), this Administration’s
prionity to "use tenns and conditions of Federal financial assistance awards to maximize the use
of zoods, products. and materials produced in. and services offered in, the United States,™

The Act provides statwtory authorities for the Made in America Office (“MIAO") in the
Office of Management and Budzet (*OMB™) to maximize and enforce compliance with Made in

. tudes. 20 Executive Ovdens telating o Fedetal Gaicis
a wencan” ot tequae. of provide 3 prefrenc

e tens “Federal agency” aad “3pency” tem xuy uthon
“tated States Code). cther Uian an wsdependent repulatery ag

e United States that 1s a1 “apency” (33
(23 defiad i thst secticn) A §

Exes Ovder N 14005 (e foctnte 1)

OMB Memo M-22-11

(1) 17 pages of direction to other instructions and references
(2) Comply with all “Made in America Laws”

(3) For Manufacturing Processes, Awaiting OMB Standards

“For construction materials, the Act requires that, not later than 180 days
after November 15, 2021, OMB must issue standards that define the term
“all manufacturing processes” in the case of construction materials. These
standards must require that each manufacturing process required for the
manufacture of the construction material and the inputs of the construction
material occurs in the United States.”
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Domestic Preference & BA (cont’d)

Implications:

(1) Products incorporated in a project must be made, manufactured, or processed in
the US

a) Products manufactured in foreign countries by US-owned companies do not comply
b) Products manufactured in US by foreign-owned companies do comply
c) Some products manufactured under trade/treaty agreements with US comply, some do not

(2)Incidental items (typically <5% of a product) are allowed

(3) Exceptions — nonavailability, unreasonable cost, public interest (OMB waiver req’d)
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Domestic Preference & BA (cont’d)

* Anticipated Cost and Supply Chain Impacts:
* Increases Cost?
* Guidance appears to acknowledge increases are very likely
* Specific material cost differentials are difficult to quantify over an entire project

 No waiver granted unless unavailable, total aggregate project cost is impacted
by >25%, or other public interest; difficult to document and prove

e Supply Chain Impacts?

* Nearly everything is delayed; reasonable to assume this will continue and
preferences are likely to exacerbate the situation into 2023 and 2024
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Update on Fundraising
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Update on Fundraising Progress

67th Session -

Projects: Authorization: Status:
HB5 DOA State Health Lab Renovation $ 6,000,000 Federal Grants
HB5 DOA Commodities Warehouse Expansion $ 1,779,230 Federal Grants
HB5 DOC Food Factory Expansion $ 500,000 Proprietary Account
HB5 FWP MT Wild Avian Rehab Building $ 600,000 Pending Agency Fund-Raising
HB5 DPHHS SWMTVH 6th Cottage $ 4,000,000 Pending Agency Fund-Raising
HB5 UM Music Building Renovations $ 6,000,000 $3M & Two Phases Completed
HB5 UM Rankin Hall Building Renovations $ 6,000,000 $50K for Planning
HB5 um Mansfield Library Renovations $ 6,000,000 $150K for Planning
HB5 MSU Instructional Space Upgrades $ 2,000,000 Unknown
HB5 MSU Renne Library Renovations $ 5,000,000 Unknown
HB5 UM Additional MT Musuem for Art & Culture $ 2,000,000 $14.72M; Under Construction
HB5 MUS General Spending Authority $ 20,000,000 Multiple Projects (Allocated via MUS/OCHE)
HB14 MUS UM Forestry Conservation & Lab $ 20,000,000 Pending Agency Fund-Raising
HB14 MUS MAES Research & Wool Lab $ 1,300,000 Pending Agency Fund-Raising

$ 81,179,230
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THANK YOU






