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DISCLAIMER & LIMITATIONS

PB has conducted research and employed analytical methodologies it deems appropriate to develop
underlying assumptions and to prepare this report. This report contains certain forecasts concerning
anticipated future events and such projections reflect various assumptions which are based on the
best information available at the time of writing, but represent estimates of future conditions that are
subject to change as economic and world conditions change. Many of these issues are beyond our
ability to control or predict and the realization of any of them could have a material adverse effect on
outcomes; however, we believe forward-looking statements contained in this report are reasonable
given the information available. Note that, the majority of research and analysis was conducted in
November and December of 2008. Updates have been conducted throughout the spring of 2009, but
have in most cases focused on areas of significant change or volatility between November 2008 and
March 2009.
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In developed nations such as the United States, Japan, and Western Europe, cement sales increases will
likely lag behind the global average, although improvement over the 2002-2007 period is expected. In
the US, for example, the market could benefit from a potential recovery in residential building activity, as
well as government spending on highway and road construction. In Western Europe, a rebound in
construction activity may benefit cement markets in countries such as Germany and Portugal. A pickup in
construction spending in Japan following an extended period of decline could help bolster overall cement
market growth.*

In 2007 China accounted for nearly half of global cement demand; however, India (currently the second
largest market for cement) is forecast to grow at 22 percent in 2009-2010 from 2007-2008. Smaller
markets such as Indonesia, Malaysia, Nigeria and Vietnam are also expected to record gains of 7 percent
per year or more.>*

On O‘ahu it is likely that concrete will be somewhat more constrained that other construction

components. The component commodities (cement, aggregate, and sand) which make up concrete have
experienced varying degrees of scarcity in Hawaii. Cement has not been particularly scarce in the recent
past, but is imported to the island by a sole importer (Hawaiian Cement). Given the efficiencies achieved by
a sole supplier, barriers of entry for a competing supplier would likely be high. Additionally, these
efficiencies would make it difficult for a contractor or concrete plant to vertically integrate to import their
own cement. The absence of any real competition for cement importation would increase the ability of
Hawaiian Cement to pass cost increases (including shipping costs) on to customers or exact higher profit
on materials.

Aggregate supplies on the island have proven sufficient in the past, but some concerns were raised by
members of the construction industry that supplies may be limited in the future. Looking forward some
quarries may be limited by permitting issues, but most industry members interviewed agreed that
aggregate will remain sufficient to meet the demands of the proposed transit project and other
construction activities on the island.

Industry members cited the supply of sand as an issue in recent years. Much of the sand used in
concrete production on O’ahu has been recently imported from Maui and British Columbia. Continued
requirements for importation and rising demand will likely lead to higher growth rates for the cost of
finished concrete.

It is not anticipated that concrete production will be an issue going forward as sufficient production
capacities are available from various batching plants on O’ahu. Ameron, a major concrete supplier, alone
has the capacity to produce approximately 400 cubic yards of concrete per hour at its on-island plants.
Similar capacity is available from Hawaiian Cement.> Short-term concrete forecasts are based on short-
term outlook information provided by a key local materials supplier. Supplier estimates approximate
concrete price escalation of 7 percent in 2008 and 3 percent in 2009.

Labor

The retirement of the baby boomer (born 1946-1961) generation from the workforce, and a lack of
Generation Ys (born 1976-1991) to replace them, has already resulted in the contraction of the labor
pool in the US.*® However, recent data showed that unemployment continues to fall, driven by continued
decreases in employment in the construction, manufacturing, and retail trade industries. A high
unemployment rate combined with the downward trend in the number of new jobs added could result in
an increase in labor supply in the near term, particularly in the construction industry.

» http://cementamericas.com/mag/global_cement_demand_0708/

# http://www.researchandmarkets.com/research/d76f02/indian%5fcement%5findu

= Industry interviews, 5-6 November 2008.

% http://fwww.kpmg.com/global/pressroom/pressreleases/pages/Labor-crunch-in-developed-world.aspx
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Exhibit 13: Single Family Home Price Growth Rates

12.7%
Central O'ahu 15.7%
‘Ewa 14.8%
Entire Island 12.3%
State of Hawai'i (Existing) 13.6%
National (Existing) 7.5%

Exhibit 14: Condominium Price Growth Rates

PUC 15.7%
Central O'ahu 19.3%
‘Ewa 20.4%
Entire Island 15.1%
National (Existing)* 4.5%

In the past several years, Hawaii has experienced high price growth in comparison to the US national
average; however, as a result of the burst of the housing bubble and general economic downturn,
median home prices have fallen in Honolulu since 2007 for new homes and 2008 for existing homes.
Based on forecasts which are publically-available from UHERO, median home and condominium prices are
expected to in CY 2009 through CY 2011.

Right of way prices and price escalation will be highly dependent on the area of construction and will vary
along the project alignment. This variability has not been factored into the escalation forecasts presented
here. These are based on overall property values on O'ahu using median home prices and median
condominium prices for Honolulu as the primary proxy for property values.

Contractor Availability

It is anticipated that contractor availability will increase in-line with economic downturns and slowed
construction activity. This trend will, however, be much more pronounced with local contractors than
large national or international firms who would most likely be a prime contractor on a project of this size.
Large construction firms will likely view a transit project in Honolulu as only one part of an international
strategy including the West Coast US, Guam, and possibly Asia. This reduces the chance that a contractor
would “buy” a bid with an inexpensive, but risky bid and therefore reduce the opportunities for the
project to receive the benefits from downturns in the local market. Conversely, smaller contractors and
suppliers may reduce the costs of downstream products or give prime contractors more favorable pricing
which could benefit the project as a whole.

Precast Concrete

Based on interviews with contractors, it appears likely that contractors will establish their own precasting
plant and bypass existing precast suppliers in order to control both quality and schedule of the product.

%0 Median national condo price CAGR based on best available data (2004-2007).
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Additionally, the current global economy is experiencing unprecedented shifts due to global economic
downturns and credit tightness. As a result of the points stated above, historical cost trends cannot be
assumed to provide a sound basis for forecasting future cost movements and relevant trends on the
mainland US may not be applicable to Hawaii. In essence, standard forecasting methodologies, which
rely largely on a statistical extrapolation of trends and causal relationships, cannot be uncritically
employed for today's Hawaii construction market.

As such, this report employs a forecasting methodology, which relies on its analysis of a number of third
party resources (both publically available and subscription services) to derive an overall view of the
construction economy. These sources contain both quantitative and qualitative analyses of the
construction and general economy. These sources include, but are not limited to:

= ENR’s 2009 Construction Outlook

= Moody’s Economy.com

= PB’s Economic Forecasting Review (EFR), Volume 2, Issue 2

= Commodity forecast data from Global Insight and Moody’s Economy.com
= Historical commodity and labor data From the Bureau of Labor Statistics
= Labor rates available from the State of Hawaii Department of Labor

= Energy forecast information from the Energy Information Administration

= Published construction economy analysis and information from the Associated General
Contractors

In addition, PB conducted a number of interviews with local industry members including labor union
representatives, materials suppliers, and contractors. A list of interviews and interview notes can be seen
in Appendix A. These interviews helped PB to understand the local construction market and to expand the
forecast beyond simply analyzing commodity pricing.

As forecast numbers are shown in fiscal years, there is some apparent distortion of the FY 2009 values,
particularly in the cost of steel. Values are based on year-over-year growth of annually averaged
quarterly indices. Thus FY 2009 forecasts combine already experienced changes from the third quarter of
CY 2008, as well as anticipated growth or declines in the fourth quarter CY 2008 and the first and second
quarters of CY 2009. In some cases this phenomenon masks falling prices in late CY 2008 and early CY
2009.

For steel in particular the high FY 2009 growth rate is driven by strong growth in the third quarter of CY
2008, as compared to price declines in the third and fourth quarter of CY 2007. This results in a large
year-over-year change (approximately 8%) when average index values for FY 2009 are compared to FY
2008.

Based on all the information gathered, PB created a set of individual component forecasts. PB worked
with the local project team to come up with a set of components which made up the preliminary
construction cost estimate.

= Labor — Labor rates will follow prevailing wage rates published by the State of Hawaii
Department of Labor in the early years, and then forecast based on information gathered in
industry interviews, contracts are anticipated to be somewhat front loaded when they are
renegotiated in FY 2013 and FY 2018. These escalation rates may be somewhat different if a
project labor agreement (PLA) is signed for the project.

= Steel — Steel prices are anticipated to continue to fall through the end of Q1 2009, and begin
to recover in the second quarter of CY 2009. This will result in negative growth from FY 2009
to FY 2010. Somewhat higher rates are anticipated in FY 2011 in response to some increased
demand from stimulus packages in the US and China. Major increases as a result of stimulus,
however, are not anticipated until FY 2012 and FY 2013.
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Appendix A: Industry Interview Notes

Note that all notes are aggregated as interviewees were told that no statement would be
specifically attributed to them.
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