FINANCIAL ANALYSIS

One of the requirements of the SAFETEA-LU is that Long Range Transportation Plans be fiscally constrained. That
is, the plan must demonstrate that the funding necessary to implement the projects in the plan can be reasonably
expected to be available. In order to fulfill this requirement, project costs must be estimated and federal, state, and
local funding revenues must be forecasted. In addition, project costs must take into account inflation forecasts.

In order to perform such an analysis, LCATS reviewed various funding sources and trends to develop reasonable
forecasts for federal, state and local transportation revenues.While theses estimates were developed based on a
variety of assumptions, it is a reasonable approach to demonstrating fiscal constraint.

With the requirement to consider future costs and
future revenues into long range transportation planning,
the impact of inflation becomes a significant factor. For
many years construction inflation was steady or rose at
nominal rates. Moderate revenues increases, primarily
from increase in gas tax revenues, were able to keep
pace with inflation. During the early 2000s, overall
construction costs increased nominally. Beginning in
2004, construction inflation began to increase rapidly.
From February 2004 to February 2008, (four years)
projects have increased an average of 42%.

This increase has been felt on all levels of government,
from the world marketplace to local governments.The
costs have been driven up for a variety of reasons. Many

IMPACT OF INFLATION

months of completion, ODOT began the arduous task of
inflation forecasting. LCATS supports these efforts and
recognizes these forecasts as the best available
information available to forecast costs. ODOT bases
their projections on future market analysis and ties
estimates to producer price indices (PPI) for a wide
range of construction related products. They also utilize
a “market basket” approach that prorates the various
product types to calculate overall expected inflation
rates. LCATS has adopted ODOT’s most likely scenario
for construction inflation from FY 2009-FY 2012 and a
rate of 4% inflation for other non-construction phases to
a project.
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Figure LXVIII: LCATS Adopted Predicted Cost Inflation FY 2008-12 and
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