Cost Estimating Symposium
Montgomery County, MD

September 15, 2008
Bob Hixon PE, CCM, FCMAA, LEED AP

1

The Global Leader in Managing Construction Risk ™




The issue

*Project costs at both
construction award
and completion exceed
the funds allocated!!
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What has changed recently?

*The significant recent impacts
are:

smaterial cost escalation
»limited competition

«fuel costs
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What are the same old issues?

*Design Scope
*Procurement

o Construction
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Scope

*Scope is settled before design starts
*Scope is controlled during design

e Scope creep is avoided during
construction
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Procurement

e Market interest is stimulated prior to
procurement

e Owner has positive image with
contractors

e Contractor selection involves past
performance

* Delivery method results in at least three
contractors
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Construction

* Differing conditions

e Usually due to inadequate site investigation
* Change Orders

e Design clarification

e Scope creep
* Delay

e Change orders

* Slow decision making by the owner
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What are the keys to success?

* Leadership by experienced knowledgeable
project managers

* Reconciliation of the various budget
estimates by each element, not by dollars
alone.

» Avoiding delay - “Cost without any benefit”
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* Use the Construction Industry Institutes — Project
Definition Rating Index (PDRI) (Used by GSA since
2003)

* Select a designer with a great past performance

* Manage the design to ensure each A/E design
submission is on time and within the established
budget.

* Require that scope changes (not corrections) be
approved at a higher level than the team to avoid
delays.
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—
~ What to do differently? (cont.)

* Include current escalation rates in projects

* Know which materials in the local area are too expensive
for the budget.

* Market project to ensure adequate competition—a USACE
study revealed that less than three contractors results in
added cost.

* Ensure you are not viewed as an undesirable client:
e Non-collaborative with contractors
e Difficult to work with
e Unreasonable in expectations
e Late paying for completed work and changes

“After all if the contractor fails you fail”

10

The Global Leader in Managing Construction Risk ™




What to do differently? (cont.)

* Resolve issues promptly—Biggest reason for delays
and the associated added cost.

* Manage the schedule and request for time extensions
monthly (not at the end of the job) to avoid
unreasonable delays and added delay costs.

e Utilize Risk Management during project delivery.
(Utilized on the US Capitol Visitor Center in 2006)
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“Contingencies

e Design contingencies: 15% at the beginning of design
and reduce to 0% at the completion of design
documents. Not a straight line reduction, depends on
quality and complexity of the documents.

e Construction contingencies: 10% for new construction
and 15% for repair and alteration.

» Contingencies spending lags construction, so if you
have used half the contingency at 50% you are in
trouble.

e Scope increases require bringing their own new
funding to the project for direct and indirect
(delay) costs, DO NOT use existing design or
construction contingencies for new scope.
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Escalations

* Ensure you are using the correct geographic
escalation rate, (not a national rate) for your area. Six
percent currently for the DC area?

* These “guesstimates” for escalation go to the
projected midpoint of construction. Delays to the
project during design or construction increase this
number.

* The contract needs to address the issue of
unreasonable escalation (that no one anticipated) if
you want to place the risk of escalation on the

contractor and still get reasonable prices.
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il Project Definition Rating Index

Weighted score sheet that evaluates the development of a project in the
following areas:

Basis of Project Decision
e Business strategy (8) - including economic analysis
e Owner philosophies (4) - maintenance philosophy
* Project requirements (6) - Project design criteria

Basis of Design
e Site information (8) - environmental assessment
e Building programming (13) - room data sheets
e Building/Project Design Parameters (8) - electrical design
e Equipment (3) - equipment list

Execution Approach
e Procurement strategy (2) - identify log lead critical equipment & materials
e Deliverables (2) - CADD/Model requirements
e Project control (5) - risk management
* Project Execution Plan (5) - project delivery method
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EIements of Risk Management

Ongoing Review and Monitoring

A A
Y A 4

Risk Analysis Feedback

* Any warning
signs?

e Document
what
approach
was taken

e Effects on
cost,
schedule,
and quality

* Qutcome
satisfactory?

A A
\'4

Risk Register

Hill International

Courtesy of Michael Dell'Isola
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List for Weekly Risk Management Meeting
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Questions?
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