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Item1.  FINANCIAL STATEMENTS (unaudited)
Granite Construction I ncor por ated

CONDENSED CONSOLIDATED BALANCE SHEETS
(Unaudited - in thousands, except share and per share data)

March 31, December 31, March 31,
2007 2006 2006
Assets
Current assets
Cash and cash equivalents $ 207,647 $ 204,893 $ 225,495
Short-term marketable securities 93,313 141,037 57,613
Accounts receivable, net 413,267 492,229 439,400
Costs and estimated earnings in excess of billings 25,666 15,797 28,812
Inventories 47,337 41,529 35,412
Real estate held for sale 58,192 55,888 50,189
Deferred income taxes 36,552 36,776 22,586
Equity in construction joint ventures 37,422 31,912 26,359
Other current assets 65,930 63,144 65,087
Total current assets 985,326 1,083,205 950,953
Property and equipment, net 444,570 429,966 393,312
Long-term marketable securities 49,882 48,948 42,932
Investmentsin affiliates 23,585 21,471 15,365
Other assets 43,341 49,248 46,879
Total assets $ 1,546,704 $ 1,632,838 $ 1,449,441
Liabilitiesand Shareholders Equity
Current ligbilities
Current maturities of long-term debt $ 29,962 $ 28,660 $ 29,041
Accounts payable 214,395 257,612 220,284
Billingsin excess of costs and estimated earnings 270,641 287,843 231,475
Accrued expenses and other current liabilities 170,042 189,328 121,325
Total current liabilities 685,040 763,443 602,125
Long-term debt 70,530 78,576 110,903
Other long-term liabilities 64,315 58,419 53,670
Deferred income taxes 19,798 22,324 37,325
Commitments and contingencies
Minority interest in consolidated subsidiaries 18,227 15,532 30,822
Shareholders’ equity
Preferred stock, $0.01 par value, authorized 3,000,000 shares, none outstanding = - -
Common stock, $0.01 par value, authorized 150,000,000 shares as of March 31, 2007 and
December 31, 2006 and 100,000,000 shares as of March 31, 2006; issued and outstanding
41,942,130 shares as of March 31, 2007, 41,833,559 shares as of December 31, 2006 and
41,845,631 shares as of March 31, 2006 419 418 418
Additional paid-in capital 79,597 78,620 68,477
Retained earnings 605,797 612,875 543,495
Accumul ated other comprehensive income 2,981 2,631 2,206
Total shareholders’ equity 688,794 694,544 614,596
Total liabilities and shareholders’ equity $ 1,546,704 $ 1,632,838 $ 1,449,441

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Granite Construction Incorporated
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited - in thousands, except per share data)

ThreeMonths Ended March 31, 2007 2006
Revenue
Construction $ 421,549 $ 434,338
Material sales 66,111 61,630
Total revenue 487,660 495,968
Cost of revenue
Construction 385,516 403,960
Material sales 54,108 51,773
Total cost of revenue 439,624 455,733
Gross profit 48,036 40,235
General and administrative expenses 54,337 48,256
Gain on sales of property and equipment 713 4,238
Operating loss (5,588) (3,783)
Other income (expense)
Interest income 6,843 4,733
Interest expense (1,086) (1,395)
Equity in income (loss) of affiliates 351 (77)
Other, net (233) (606)
Total other income (expense) 5,875 2,655
Income (loss) before provision for (benefit from) income taxes and minority inter est 287 (1,128)
Provision for (benefit from) income taxes 89 (773)
Income (loss) before minority inter est 198 (355)
Minority interest in consolidated subsidiaries (2,447) (1,067)
Net loss $ (2,249) $ (1,422
Basic and diluted net loss per share $ (0.05) $ (0.03)
Basic and diluted weighted aver age shar es of common stock 40,992 40,739
Dividends per share $ 0.10 $ 0.10

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Granite Construction I ncor por ated

CONDENSED CONSOLIDATED STATEMENTSOF CASH FLOWS

(Unaudited - in thousands)

Three Months Ended March 31, 2007 2006
Operating Activities
Net loss $ (2,249) (1,422)
Adjustments to reconcile net loss to net cash provided by operating activities:
Depreciation, depletion and amortization 17,825 16,811
Provision for (benefit from) doubtful accounts 1,238 (215)
Gain on sales of property and equipment (713) (4,238)
Stock-based compensation 1,763 1,695
Excess tax benefit on stock-based compensation (2,700) -
Minority interest in consolidated subsidiaries 2,447 1,067
Equity in (income) loss of affiliates (351) 7
Changesin assets and liabilities:
Accountsreceivable, net 87,512 33,802
Inventories (5,808) (2,251)
Real estate held for sale (2,562) (3,300)
Equity in construction joint ventures (5,510 1,049
Other assets (4,163) (8,083)
Accounts payable (43,217) (12,523)
Billings in excess of costs and estimated earnings, net (27,071) 37,440
Accrued expenses and other liabilities (12,553) (19,860)
Net cash provided by operating activities 3,888 40,049
Investing Activities
Purchases of marketable securities (32,883) (20,060)
Maturities of marketable securities 68,925 26,500
Additionsto property and equipment (33,691) (24,309)
Proceeds from sales of property and equipment 1,386 14,846
Contributions to affiliates (2,313 -
Distributions from affiliates - 413
I ssuance of notes receivable - (500)
Collection of notes receivable 3,682 2,911
Net cash provided by (used in) investing activities 5,106 (199)
Financing Activities
Additions to long-term debt 260 2,154
Repayments of long-term debt (6,746) (13,513)
Dividends paid (4,184) (4,169)
Repurchases of common stock (4,644) (4,030)
Contributions from minority partners 12,324 5,416
Distributions to minority partners (5,975) (467)
Excess tax benefit on stock-based compensation 2,700 -
Other financing activities 25 373
Net cash used in financing activities (6,240) (14,236)
Increase in cash and cash equivalents 2,754 25,614
Cash and cash equivalents at beginning of period 204,893 199,881
Cash and cash equivalents at end of period $ 207,647 225,495
Supplementary Information
Cash paid during the period for:
Interest $ 499 837
Income taxes 6 10,331
Non-cash investing and financing activity:
Restricted stock issued for services 11,607 9,629
Dividends accrued but not paid 4,194 4,185
Financed acquisition of assets 612 -
Debt repayments from sale of assets 870 =

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Granite Construction I ncor porated
NOTESTO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

1. Basis of Presentation:

The condensed consolidated financial statementsincluded herein have been prepared by Granite Construction Incorporated (“we’, “us”, “our” or “ Granite”)
without audit, pursuant to the rules and regulations of the Securities and Exchange Commission and should be read in conjunction with our Annual Report on
Form 10-K for the year ended December 31, 2006. Certain information and footnote disclosures normally included in financial statements prepared in accordance
with accounting principles generally accepted in the United States of America have been condensed or omitted, although we believe the disclosures which are
made are adequate to make the information presented not misleading. Further, the condensed consolidated financial statements reflect, in the opinion of
management, all normal recurring adjustments necessary to present fairly our financial position at March 31, 2007 and 2006 and the results of our operations and
cash flows for the periods presented. The December 31, 2006 condensed consolidated balance sheet data was derived from audited consolidated financial
statements, but does not include all disclosures required by accounting principles generally accepted in the United States of America.

Interim results are subject to significant seasonal variations and the results of operationsfor the three months ended March 31, 2007 are not necessarily
indicative of the resultsto be expected for the full year.

2. Recently I ssued Accounting Pronouncements:

In September 2006, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting Standard No. 157, “Fair Vaue
Measurements” (“ SFAS 157"). SFAS 157 defines fair value, establishes aframework for measuring fair value and expands disclosures about fair value
measurements, but does not change existing guidance as to whether or not an instrument is carried at fair value. SFAS 157 is effective for fiscal years beginning
after November 15, 2007. We are currently evaluating the impact of implementing SFAS 157 on our consolidated financial statements.

In February 2007, the FASB issued Statement of Financial Accounting Standard No. 159, “ The Fair Value Option for Financial Assets and Financial

Liabilities” (“SFAS159”). SFAS 159 permits entities to choose to measure many financial instruments and certain other items at fair value. Unrealized gains and
losses on items for which the fair value option has been elected are reported in earnings. SFAS 159 is effective for fiscal years beginning after November 15,
2007. We are currently evaluating the impact of implementing SFAS 159 on our consolidated financial statements.

3. Changein Accounting Estimate:

Our gross profit in the three months ended March 31, 2007 and 2006 includes the effects of significant changesin the estimates of the profitability of certain of
our Heavy Construction Division (“HCD”) projects. The net effect of these estimate changes decreased gross profit in each period.

Heavy Construction Division Changein Accounting Estimate Three Months Ended March 31,
(dollarsin millions) 2007 2006
Reduction in gross profit $ (25.0) $ (21.0
Increasein gross profit 9.5 7.5
Net reduction in gross profit $ (15.5) $ (13.5)
Number of projects with significant downward estimate changes* 4 6
Range of reduction to gross profit from each project $ 20-100 $ 11-31
Number of projects with significant upward estimate changes* 1 3
Range of increase to gross profit from each project $ 5.0 $ 11-28

* Sgnificant is defined as a change with a net gross margin impact of $1.0 million or greater

During the three months ended March 31, 2007, the changes that reduced gross profit resulted from changes in productivity and quantity estimates based on
experience gained in the quarter, costs from design issues and owner-directed changes. The four HCD projects with significant downward changes during
the period were at various stages of completion at March 31, 2007 ranging from 57.0% to 89.0%. All four projects also had significant downward estimate
changes in 2006.

The impact of these downward changes on gross profit during the three months ended March 31, 2007 was partially offset by an increase in estimated
profitability from one other project, due primarily to better than expected productivity experienced in the quarter.
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Granite Construction I ncor porated
NOTESTO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

Thefollowing table presents additional information about the four projects with significant downward estimate changes for the three months ended March 31,
2007 (dollarsin millions):

Per cent of Total

2007 Gross Backlog HCD Backlog
Number of Total Contract Profit Reduction at March 31, at March 31,
Projects Value Impact 2007 2007
Proj ects between 85% and 90% compl ete 2 3 320 $ 100 $ 48.0 2.8%
Project at 57% complete 1 720 20 310 1.8%
Highway project in California - 89% complete 1 447.0 10.0 48.0 2.8%
Total for projects with significant downward
changes 4 $ 911.0 $ 22.0 $ 127.0 7.4%
All other projects with backlog greater than $5.0
million 20 $ 1,589.0 91.4%

We recorded minority interest related to these estimate changes of approximately $1.4 million and $0.6 million for three months ended March 31, 2007 and

2006 respectively. Three of our joint venture projects are currently forecast at aloss and will require additional capital contributions from our minority partnersif
the forecasts do not improve. Our joint venture agreements require that such capital contributions be made if needed. Based on our most recent assessment of
our partners’ financial condition, we currently believe that one of our partners does not have the ability to contribute all of the additional capital that will

be needed if the project forecast does not improve. Included in minority interest in our condensed consolidated statement of operations for the three months
ended March 31, 2007 is expense rel ated to the potentially uncollectible partner balance of approximately $2.6 million. The remaining minority interest balance
related to these loss projects of $8.5 million at March 31, 2007 has been included in other long-term assets in our condensed consolidated bal ance sheet.

At December 31, 2006, afourth joint venture project was forecasted at aloss and would have required additional contributions from our minority partner if the
forecast did not improve. Based on our assessment at December 31, 2006, we did not believe that our partner would have the ability to contribute the required
capital and therefore we recorded expense of approximately $4.1 million during the year ended December 31, 2006 related to the potentially uncollectible partner
balance. In March 2007, the joint venture agreement related to this project was amended to effectively relieve our partner of its obligation to fund thejoint
venture for its capital deficit to ensure that our partner would be able to contribute to the successful completion of thisjoint venture project and other
considerations. This amendment did not have a material impact on our operating results for the three months ended March 31, 2007, as the potentially
uncollectible minority interest was expensed during the year ended December 31, 2006.

We currently have a highway project that involves construction of seven miles of highway in western Oregon. It includes construction of at least eight new
structures over creeks, rivers and arailroad, aswell as construction of several retaining walls, culverts and drainage improvements. While clearing and
excavating the site, numerous and massive landslides throughout the seven-mile project site were discovered. Some of these ancient landslides are at critical
locations of the project, including under bridge abutments. At December 31, 2006 we had forecast this project at aloss of approximately $20.0 million, largely due
to very preliminary designs and estimates of cost associated with these geotechnical issues. During the quarter ended March 31, 2007 the geotechnical design
was completed along with our analysis of the impact of these landslides on the project. It has been determined that the potential cost would be significantly
higher than our earlier estimates and that the project would take approximately two years longer to complete than originally anticipated. After conferring with the
Oregon Department of Transportation (“ODOT”) on the most cost effective way to deal with these differing site conditions, we requested that ODOT terminate
the original contract. ODOT hasindicated that it iswilling to consider anegotiated contract termination and will discuss the proposal with usin the coming
weeks to determineif termination would be in the best interests of the Project and the Oregon taxpayers. Because of the uncertainty surrounding the ultimate
resolution of these issues and the ongoing termination discussions, we have not recorded any adjustments to our project forecast during the quarter ended
March 31, 2007. Should we reach agreement with ODOT to terminate the contract we will adjust the forecast to reflect the estimated cost associated with the
settlement, which is currently not determinable. If ODOT elects not to terminate the contract we would reflect additional costs associated with the geotechnical
and/or other changes when they are definitive and quantifiable. Such additional costs could be significant. We would pursue additional compensation related to
these issues from ODOT, but would not recognize any revenue until achange order was signed in accordance with our palicy.

We believe we are entitled to additional compensation related to some of our downward estimate changes and are actively pursuing these issues with the
contract owners. However, the amount and timing of any future recovery is highly uncertain. While we recognize the impact of estimated costsimmediately
when known, under our accounting policies we do not recognize revenue from contract changes until we have a signed change order or executed claim
settlement. We believe that our current estimates of gross profit are achievable. However, it is possible that the actual cost to complete will vary from our current
estimate and any future estimate changes could be significant.

Additionally, during the three months ended March 31, 2007 our Branch Division recognized the effects of changes in the estimates of the profitability of certain
projects. The net impact of these estimate changes was an increase in gross profit of approximately $4.9 million due primarily to the settlement of outstanding
issues with the contract owners and increased productivity on several projects. The net impact of such estimate changesin the Branch Division for the three
months ended March 31, 2006 was an increase in gross profit of approximately $7.8 million due primarily to the settlement of outstanding issues on two projects
with no associated cost.
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Granite Construction I ncor porated
NOTESTO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

Inventories:
Inventories consist primarily of quarry products valued at the lower of average cost or market.

Property and Equipment:

March 31, December 31, March 31,

(in thousands) 2007 2006 2006
Land $ 66,593 $ 56,797 $ 52,969
Quarry property 118,149 112,654 104,568
Buildings and |easehold improvements 71,390 72,975 68,583
Equipment and vehicles 814,057 804,370 764,845
Office furniture and equipment 27,915 26,006 21,969

Gross property and equipment 1,098,104 1,072,802 1,012,934
L ess: accumul ated depreciation, depletion and amortization 653,534 642,836 619,622

Net property and equipment $ 444,570 $ 429,966 $ 393,312

Intangible Assets:

The following table indicates the all ocation of goodwill by reportable segment which isincluded in other assets on our condensed consolidated balance sheets:

March 31, December 31, March 31,
(in thousands) 2007 2006 2006
Goodwill by segment:
Heavy Construction Division $ - $ - $ 18,011
Branch Division 9,900 9,900 9,900
Total goodwill $ 9,900 $ 9,900 $ 27,911

Alsoincluded in other assets on our condensed consolidated bal ance sheets are other intangible assets with a net book value of $2.2 million, $2.4 million and
$2.8 million at March 31, 2007, December 31, 2006 and March 31, 2006, respectively. Amortization expense related to intangible assets was approximately
$142,000 and $100,000 for the three months ended March 31, 2007 and 2006, respectively. Amortization expense expected to be recorded in the futureis as
follows: $416,000 for the balance of 2007, $554,000 in 2008, $269,000 in 2009, $230,000 in 2010, $170,000 in 2011 and $577,000 thereafter.

Construction Joint Ventures:

We participate in various construction joint venture partnerships. Generally, each construction joint venture is formed to accomplish a specific project and is
jointly controlled by the joint venture partners. The joint venture agreements typically provide that our interest in any profits and assets, and our respective
sharein any losses and liabilities that may result from the performance of the contract are limited to our stated percentage interest in the project. Although each
venture's contract with the project owner typically requiresjoint and several liability among the joint venture partners, our agreements with our joint venture
partners provide that each partner will assume and pay its full proportionate share of any losses resulting from a project.

We have determined that certain of these joint ventures are variable interest entities as defined by FASB Interpretation No. 46 (revised December 2003),
“Consolidation of Variable Interest Entities.” Accordingly, we have consolidated those joint ventures where we have determined that we are the primary
beneficiary. At March 31, 2007, the joint ventures we have consolidated were engaged in construction projects with total individual contract values ranging from
$123.8 million to $463.9 million. Our proportionate share of the consolidated joint ventures ranges from 52.0% to 99.0%.

Consistent with Emerging I ssues Task Force I ssue 00-01, “Investor Balance Sheet and Income Statement Display under the Equity Method for Investmentsin
Certain Partnerships and Other Ventures,” we account for our share of the operations of construction joint venturesin which we have determined we are not the
primary beneficiary on apro ratabasis in the consolidated statements of operations and as asingle lineitem in the consolidated balance sheets. At March 31,
2007, thejoint ventures in which we hold a significant interest but are not the primary beneficiary were engaged in construction projects with total individual
contract values ranging from $36.9 million to $347.9 million. Our proportionate share of these joint ventures ranges from 20.0% to 40.0%.
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Granite Construction I ncor porated
NOTESTO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

We also participatein various “lineitem” joint venture agreements under which each partner is responsible for performing certain discrete items of the total
scope of contracted work. The revenue for these discrete itemsis defined in the contract with the project owner and each venture partner bears the profitability
risk associated with its own work. All partnersin alineitem joint venture arejointly and severally liable for completion of the total project under the terms of the
contract with the project owner. Thereis not asingle set of books and records for aline item joint venture. Each partner accounts for itsitems of work
individually asit would for any self-performed contract. We account for our portion of these contracts as a project in our accounting system and include
receivables and payables associated with our work on our consolidated balance sheet.

Although our agreements with our joint venture partners for both construction joint ventures and line item joint ventures provide that each party will assume
and pay its share of any losses resulting from a project, if one of our partnersis unableto pay its share, we would be fully liable under our contract with the
project owner. Circumstances that could lead to aloss under our joint venture arrangements beyond our proportionate share include a partner’sinability to
contribute additional fundsto the venturein the event the project incurs aloss, or additional costs that we could incur should a partner fail to provide the
services and resources toward project completion that had been committed to in the joint venture agreement. At March 31, 2007, approximately $455.3 million of
work representing our partners’ share of unconsolidated and line item joint venture contracts in progress had yet to be compl eted.

8. Real Estate Partner ships:

We participate in real estate partnerships through our Granite Land Company. Generally, each partnership is formed to accomplish aspecific real estate
development project. We have determined that certain of these partnerships are variable interest entities as defined by FASB Interpretation No. 46 (revised
December 2003), “ Consolidation of Variable Interest Entities.” Accordingly, we have consolidated those partnerships for which we have determined that we are
the primary beneficiary. At March 31, 2007, the partnerships we have consolidated were engaged in devel opment projects with total assets ranging from
approximately $0.2 million to $24.8 million. At March 31, 2007, approximately $58.2 million was classified as real estate held for sale on our condensed
consolidated balance sheet and of that balance approximately $55.6 million was pledged as collateral for the obligations of consolidated real estate partnerships.
Our proportionate share of the results of these partnerships varies depending on the ultimate profitability of the partnerships.

We account for our share of the operations of real estate partnershipsin which we have determined we are not the primary beneficiary in “investmentsin
affiliates’ in our consolidated balance sheets and in “ other income (expense)” in our consolidated statements of operations. At March 31, 2007, the partnerships
in which we hold a significant interest but are not the primary beneficiary were engaged in development projects with total assets ranging from approximately
$3.5 million to $56.9 million. Total liabilities of real estate partnershipsin which we are not the primary beneficiary were approximately $85.0 million at March 31,
2007. Our proportionate share of the results of these partnerships varies depending on the ultimate profitability of the partnerships.

9. Weighted Average Shares Outstanding:

A reconciliation of the weighted average shares outstanding used in cal culating basic and diluted net loss per share in the accompanying condensed
consolidated statements of operationsis as follows:

ThreeMonths Ended March 31,

(in thousands) 2007 2006

Basic and diluted weighted average shares outstanding
Weighted average common stock outstanding 41,841 41,689
Less: weighted average restricted stock outstanding 849 950
Total weighted average shares outstanding 40,992 40,739

Sinceweincurred alossin each of the quarters ended March 31, 2007 and 2006, the effect of dilutive securities totaling 497,000 and 550,000 equivalent shares,
respectively, have been excluded from the calculation of diluted net loss per share because their impact would be anti-dilutive. Dilutive securities consist of
restricted stock, common stock options and common stock units.
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Granite Construction I ncor porated
NOTESTO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

Comprehensive L oss:

The components of comprehensive loss, net of tax, are asfollows:

Three Months Ended March 31,

(in thousands) 2007 2006
Net loss $ (2249) $ (1422
Other comprehensive income:
Changes in net unrealized gains on investments 350 604
Total comprehensive loss $ (1899) $ (818)
Income T axes:

Uncertain tax positions: We adopted the provisions of FASB Interpretation No. 48, “ Accounting for Uncertainty in Income Taxes - an Interpretation of FASB
Statement 109” (“FIN 48"), on January 1, 2007. Asaresult of the implementation of FIN 48, we recognized an increase in the liability for uncertain tax positions of
approximately $4.8 million, of which approximately $0.6 million is accounted for as a decrease in the beginning balance of retained earnings. Including the
cumulative increase at the beginning of 2007, we had approximately $5.2 million of total gross unrecognized tax benefits at March 31, 2007. There were

no unrecognized tax benefits that would affect the effective tax rate in any future period at either January 1, 2007 or March 31, 2007.

Wefileincometax returnsin the U.S. federal and various state and local jurisdictions. We are not currently under examination by federal, state or local taxing
authorities for any open tax years. The tax years 2002 through 2006 remain open to examination by the major taxing authorities to which we are subject. We
record interest related to uncertain tax positions as interest and any penalties are recorded as other expensein our statement of operations. As of January 1, 2007
we estimated interest of approximately $3.0 million which wasincluded in our liability for uncertain tax positions.

Provision for incometaxes: Our effective tax rate decreased to 31.0% for the three month period ended March 31, 2007 from 68.5% for the corresponding period
in 2006. The higher effective tax rate in the three months of 2006 was due to the recognition of a change in our assessment of certain tax exposures of
approximately $0.4 million.

Legal Proceedings:
Silica Litigation

Our wholly owned subsidiary Granite Construction Company (“GCCQ") is one of approximately 100 to 300 defendantsin ten active California Superior Court
lawsuits. Of the ten lawsuits, five were filed against GCCO in 2005 and five were filed against GCCO in 2006, in Alameda County (Riley vs. A-1 Aggregates, et al.;
Molina vs. A-1 Aggregates, et al.; Dominguez vs. A-1 Aggregates, et al.; Cleveland vs. A. Teichert & Son.; Guido vs. A. Teichert & Son, Inc.; Williamsvs. A.
Teichert & Son, Inc.; Hornevs. Teichert & Son, Inc.; Harrisvs. A-1 Aggregates, et al.; Kammer vs.A-1 Aggregates, et al.; and Solisvs. The 3M Company et
al.). Each lawsuit was brought by a single plaintiff who is seeking money damages by way of various causes of action, including strict product and market share
liability, and alleges personal injuries caused by exposure to silica products and related materials during the plaintiffs' use or association with sand blasting or
grinding concrete. The plaintiff in each lawsuit has categorized the defendants as equipment defendants, respirator defendants, premises defendants and sand
defendants. We have been identified as a sand defendant, meaning a party that manufactured, supplied or distributed silica-containing products. Our preliminary
investigation reveal ed that we have not knowingly sold or distributed abrasive silica sand for sandblasting, and therefore, we believe the probability of these
lawsuits resulting in an incurrence of amaterial liability is remote. We have been dismissed from fourteen other similar lawsuits. In addition, we have been
apprised of three complaints that are based on similar allegations of exposure to silica containing products being filed, but not served, against GCCO and more
than 100 other defendantsin California Superior Court.

11




Table of Contents

13.

Granite Construction I ncor porated
NOTESTO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

Hiawatha Project DBE |ssues

The Hiawatha Light Rail Transit (“HLRT") project was performed by Minnesota Transit Constructors (“MnTC"), ajoint venture that consisted of GCCO, and
other unrelated companies. GCCO was the managing partner of the joint venture, with a 56.5% interest. The Minnesota Department of Transportation
(“MnDOT") isthe contracting agency for this federally funded project. The MnDOT and the U.S. Department of Transportation Office of Inspector General
(“OIG") each conducted areview of the Disadvantaged Business Enterprise (“DBE") program maintained by MnTC for the HLRT project. In addition, the U.S.
Department of Justice (“USDOJ"), is conducting an investigation into compliance issues with respect to MnTC's DBE Program for the HLRT project. The
MnDOT and the OIG (collectively, the “ Agencies’) haveinitially identified certain compliance issues in connection with MnTC’s DBE program, and as aresult,
have determined that MnTC failed to meet the DBE utilization criteria as represented by MnTC. There has been no formal administrative subpoenaissued, nor
has acivil complaint been filed in connection with the administrative reviews or the investigation. The MnTC is fully cooperating with all of the agencies
involved and will be provided an opportunity to informally present its response to the initial determinations of the Agencies aswell asthe investigation by the
USDOJ.

Other Legal Proceedings

We are aparty to anumber of other legal proceedings arising in the normal course of business which, from time to time, include inquiries from public agencies
seeking information concerning our compliance with government construction contracting requirements and related laws and regulations. We believe that the
nature and number of these proceedings and compliance inquiries are typical for aconstruction firm of our size and scope. Our litigation typically involves
claimsregarding public liability or contract related issues. While management currently believes, after consultation with counsel, that the ultimate outcome

of such proceedings and compliance inquiries which are currently pending, individually and in the aggregate, will not have amaterial adverse effect on our
financial position or overall trendsin results of operations or cash flows, litigation is subject to inherent uncertainties. Were an unfavorable ruling to occur, there
exists the possibility of amaterial adverseimpact on the results of operations, cash flows and/or financial position for the period in which the ruling occurs.
While any one of our pending legal proceedings is subject to early resolution as aresult of our ongoing efforts to settle, whether or when any legal proceeding
will resolve through settlement is neither predictable nor guaranteed.

Business Segments:

We have two reportable segments: the Branch Division and HCD. The Branch Division is comprised of branch offices, including our majority owned subsidiary,
Wilder Construction Company, that serve local markets, while HCD pursues major infrastructure projects throughout the nation. HCD focuses on building larger
heavy civil projects with contract durations that are frequently greater than two years, while the Branch Division projects are typically smaller in size and shorter
in duration. HCD has been the primary participant in our construction joint ventures. Substantially all of our revenue from the sales of materialsisfrom the
Branch Division. On February 14, 2007 we announced an organizational realignment of our business operations which will involve reorganizing our operating
divisions geographically into “ Granite West” and “ Granite East” and is expected to take approximately twelve months to complete. Upon completion of this
reorgani zation, the composition of our reportable segments will likely change.

The accounting policies of the segments are the same as those described in the Summary of Significant Accounting Policies contained in our 2006 Annual
Report on Form 10-K. We evaluate performance based on operating profit or loss (excluding gain on sales of property and equipment), and do not include
income taxes, interest income, interest expense or other income (expense). Unallocated other corporate expenses principally comprise corporate general and
administrative expenses.

During the three months ended March 31 2007, we a so recorded revenue and operating income of $4.9 million and $2.9 million, respectively, primarily related to
sales of certain real estate development assets by our Granite Land Company subsidiary that are not included in either the Branch Division or HCD. There were
no comparable sales during the three months ended March 31, 2006. Of the $2.9 million of operating incomein Granite Land Company for the three months ended
March 31, 2007 our partners' share was approximately $1.9 million.
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Granite Construction I ncor porated
NOTESTO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

Summarized segment information is asfollows:

ThreeMonths Ended March 31,

(in thousands) HCD Branch Total

2007
Revenue from external customers $ 207,992 $ 274,751 $ 482,743
Inter-segment revenue transfer (6,691) 6,691 -
Net revenue 201,301 281,442 482,743
Depreciation, depletion and amortization 3,189 13,925 17,114
Operating (loss) income (15,679) 19,396 3,717
Property and equipment 41,236 378,958 420,194

2006
Revenue from external customers $ 251,354 $ 244,584 $ 495,938
Inter-segment revenue transfer (6,514) 6,514 -
Net revenue 244,840 251,098 495,938
Depreciation, depletion and amortization 3,577 11,991 15,568
Operating (loss) income (12,094) 18,832 6,738
Property and equipment 47,830 321,425 369,255

A reconciliation of segment operating |osses to consolidated totalsis as follows:

Three Months Ended March 31,

(in thousands) 2007 2006
Total operating income for reportable segments $ 3,717 $ 6,738
Other income, net 5,875 2,655
Gain on sales of property and equipment 713 4,238
Unallocated other corporate expense (12,919) (13,581)
Granite Land Company operating income (loss) excluding gain on sales of property and equipment 2,901 (1,178)
Income (loss) before provision for (benefit from) income taxes and minority interest $ 287 $ (1,128)

14.  Subsequent Event:

In April 2007, the Company acquired certain assets of the Superior Group of Companies, a Pacific Northwest-based construction materials producer and asphalt
paving company for approximately $56.8 million in cash with an additional $3.0 million payable upon the resol ution of certain contingencies. The purchased
assetsinclude 16 asphalt plants, more than 50 million tons of permitted reserves (owned and leased), construction equipment and rolling stock and all associated
shops and buildings. The acquisition will be accounted for in accordance with Statement of Financial Accounting Standards No. 141, “Business Combinations.”
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Item 2. MANAGEMENT’SDISCUSSION AND ANALYSISOF FINANCIAL CONDITION AND RESULTSOF OPERATIONS

Forward-L ooking Disclosure

Fromtimeto time, Granite makes certain comments and disclosuresin reports and statements, including in this Quarterly Report on Form 10-Q, or
statements made by its officers or directorsthat are not based on historical facts and which may be forward-looking in nature. Under the Private Securities
Litigation Reform Act of 1995, a “ safe harbor” may be provided to us for certain of these forward-looking statements. We wish to caution readers that
forward-looking statements are subject to risks regarding future events and the future results of Granite that are based on current expectations, estimates,
forecasts, and projections as well as the beliefs and assumptions of Granite’s management. Words such as “ outlook,” “ believes,” “ expects,” “ appears,”
“may,” “will,” “should,” “anticipates” or the negative thereof or comparable terminology, are intended to identify such forward-looking statements. In
addition, other written or oral statements which constitute forward-looking statements have been made and may in the future be made by or on behalf of
Granite. These forward-looking statements ar e estimates reflecting the best judgment of senior management that rely on a number of assumptions
concerning future events, many of which are outside of our control, and involve a number of risks and uncertainties that could cause actual results to differ
materially from those suggested by the forward-looking statements. Factors that might cause or contribute to such differencesinclude, but are not limited
to, those mor e specifically described in our Annual Report on Form 10-K under “ Item 1A. Risk Factors.” Granite undertakes no obligation to publicly
revise or update any forward-looking statements for any reason. As a result, the reader is cautioned not to rely on these forward-looking statements, which
speak only as of the date of this Quarterly Report on Form 10-Q.

"o n o

Overview

We are one of thelargest heavy civil contractorsin the United States and are engaged in the construction of highways, dams, airport infrastructure, mass
transit facilities and other infrastructure-related projects. We have officesin Alaska, Arizona, California, Florida, Minnesota, Nevada, New Y ork, Texas, Utah
and Washington. Our business involves two operating segments: the Branch Division and the Heavy Construction Division (“HCD").

On February 14, 2007 we announced an organi zational realignment of our business operations which is designed to accommodate growth of our vertically
integrated Branch businessin the West and improve profitability of our large, complex projects. Thisrealignment will involve realigning our operating
divisions geographically into “ Granite West” and “Granite East” and is expected to take approximately to the end of 2007 to complete.

Granite West will include the operations of our current Branch Division aswell as the western portion of our large project businessthat is currently included
in HCD. Granite West will retain our successful decentralized operating structure, with each of its branch locations aligning under one of three operating
groups: Northwest, Northern California and Southwest. Each of these newly formed operating groups will report to a Granite West Group Vice President who
will oversee three to six branches and will have the responsibility to stimulate strategic thinking and growth in their geographic territory. Among other key
benefits, this structure will allow Granite West to utilize its resources and market knowledge to take advantage of the larger projects we expect to belet asa
result of healthy funding in the West as well as the recently passed infrastructure funding propositionsin California.

Granite East will include the eastern portion of our large project businessthat is currently included in HCD and will be aligned to focus on enhancing project
management oversight and discipline from estimating through execution. Granite East will leverage its resources and core capabilitiesin areas whereit has
local knowledge, local relationships and local resources. It will be operated out of three regional offices: the Central Region, based in Dallas, Texas; the
Southeast Region, based in Tampa, Florida; and the Northeast Region, based in Tarrytown, New Y ork.

In addition to our two current operating segments, we purchase, develop and sell real estate through our Granite Land Company subsidiary (“GLC")

which also providesreal estate services for other Granite operations. GLC's portfolio of projectsincludes both commercial and residential development and is
geographically diversified throughout the West and Texas. The amount invested by GLC in each project istypically less than $5.0 million and the revenues
and operating income of Granite Land Company are not included in either the Branch Division or HCD operating segments.

Our construction contracts are obtained primarily through competitive bidding in response to advertisements by federal, state and local agencies and private
parties and to alesser extent through negotiation with private parties. Our bidding activity is affected by such factors as backlog, current utilization of
equipment and other resources, our ability to obtain necessary surety bonds and competitive considerations. Bidding activity, backlog and revenue resulting
from the award of new contracts may vary significantly from period to period.

The two primary economic drivers of our business are (1) federal, state and local public funding levels and (2) the overall health of the economy, both
nationally and locally. Thelevel of demand for our serviceswill generally have adirect correlation to these drivers. For example, aweak economy will generally
result in areduced demand for construction in the private sector. This reduced demand increases competition for fewer private sector projects and will
ultimately also increase competition in the public sector as companies migrate from bidding on scarce private sector work to projects in the public sector.
Greater competition can reduce revenue growth and/or increase pressure on gross profit margins. A weak economy also tends to produce less tax revenue,
thereby decreasing the funds available for spending on public infrastructure improvements. There are funding sources that have been specifically earmarked
for infrastructure spending, such as gasoline taxes, which are not necessarily directly impacted by aweak economy. However, even these funds can be
temporarily at risk as state and local governments struggle to balance their budgets. Conversely, higher public funding and/or arobust economy will generally
increase demand for our services and provide opportunities for revenue growth and margin improvement.
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Our general and administrative costs include salaries and related expenses, incentive compensation, discretionary profit sharing and other variable
compensation, as well as other overhead costs to support our overall business. In general, these costs will increase in response to the growth and the related
increased complexity of our business. These costs may also vary depending on the number of projectsin processin a particular area and the corresponding
level of estimating activity. For example, aslarge projects are completed or if the level of work slows down in aparticular area, we will often re-assign project
employees to estimating and bidding activities until another project gets underway, temporarily moving their salaries and related costs from cost of revenue to
general and administrative expense. Additionally, our compensation strategy for selected management personnel isto rely heavily on avariable cash and
restricted stock performance-based incentive element. The cash portion of these incentives is expensed when earned while the restricted stock portionis
expensed over the vesting period of the stock (generally five years). Depending on the mix of cash and restricted stock, these incentives can have the effect of
increasing general and administrative expensesin very profitable years and decreasing expensesin less profitable years.

Results of Operations

Compar ative Financial Summary Three Months Ended March 31,
(in thousands) 2007 2006
Revenue $ 487,660 $ 495,968
Gross profit 48,036 40,235
General and administrative expenses 54,337 48,256
Gain on sales of property and equipment 713 4,238
Operating loss (5,588) (3,783)
Net loss (2,249) (1,422)

Our results of operations for the three months ended March 31, 2007 reflect operating income from our Branch Division that was comparable to the
corresponding period in 2006. The Branch Division results were offset by alarger operating lossin our Heavy Construction Division during the first three
months of 2007 due primarily to the impact of increased project cost estimates on four projects. Operating results for the three months ended March 31, 2007
include a positive contribution from our Granite Land Company subsidiary. Additionally, the results for the first three months of 2007 reflect decreased gains
on sales of property and equipment.

Total Revenue Three Months Ended March 31,
2007 2006
(in thousands) Amount Per cent Amount Per cent
Revenue by Division:
Branch Division $ 281,442 57.7 $ 251,098 50.6
Heavy Construction Division 201,301 41.3 244,840 494
Other 4917 1.0 30 -
Total $ 487,660 100.0 $ 495,968 100.0
Branch Division Revenue ThreeMonths Ended March 31,
2007 2006
(in thousands) Amount Per cent Amount Per cent
California:
Public sector $ 93,661 51.9 $ 72,273 452
Private sector 41,757 231 47,079 294
Material sales 45,141 25.0 40,604 254
Total $ 180,559 100.0 $ 159,956 100.0
West (excluding California):
Public sector $ 47,449 47.0 $ 40,924 449
Private sector 32,464 322 29,292 321
Material sales 20,970 20.8 20,926 23.0
Total $ 100,883 100.0 $ 91,142 100.0
Total Branch Division Revenue:
Public sector $ 141,110 50.1 $ 113,197 451
Private sector 74,221 26.4 76,371 304
Material sales 66,111 235 61,530 24.5
Total $ 281,442 100.0 $ 251,098 100.0
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Branch Division Revenue: Revenue from our Branch Division increased $30.3 million, or 12.1%, for the three months ended March 31, 2007 compared with the
three months ended March 31, 2006. The increase reflected higher revenue at many of the division’s Californialocations, duein part to higher backlog in

the public sector at the beginning of 2007 from higher state funding and mild weather in the quarter. The healthy public sector construction market in
California also contributed to higher revenue from the sale of construction materials which was reflected in both increased volumes and increased average
selling pricesin the 2007 period compared with the 2006 period. These increases were partially offset by aslowing in the residential development opportunities

in California.
HCD Revenue Three Months Ended March 31,
2007 2006
(in thousands) Amount Per cent Amount Per cent
Revenue by Geographic Area:
Midwest $ 18,289 9.1 $ 12,910 5.3
Northeast 46,556 231 69,442 284
South 36,469 18.1 49,087 20.0
Southeast 70,965 353 47,730 195
West 29,022 144 65,671 26.8
Total $ 201,301 100.0 $ 244,840 100.0
Revenue by Market Sector:
Public sector $ 197,719 98.2 $ 239,764 97.9
Private sector 3,582 18 4,976 20
Material sales = - 100 0.1
Total $ 201,301 100.0 $ 244,840 100.0
Revenue by Contract Type:
Fixed unit price $ 33,367 16.6 $ 68,430 279
Fixed price, including design/build 167,934 834 176,291 720
Other - - 119 0.1
Total $ 201,301 100.0 $ 244,840 100.0

HCD Revenue: Revenue from our Heavy Construction Division decreased $43.5 million, or 17.8%, for the three months ended March 31, 2007 compared with
the three months ended March 31, 2006. The decrease was mainly due to areduction in volume from lower backlog at the beginning of 2007 compared with the
beginning of 2006. Geographically, the largest decreases were experienced in the West, where alarge design/build project in Californiais nearing completion
and in the Northeast due primarily to certain large design/build projectsin New Y ork nearing compl etion. Increasesin the Southeast resulted from revenue
contributions from alarge design/build project in Mississippi that was awarded in February 2006. Revenue from fixed price contracts increased from 72.0% of
HCD revenue in the three months ended March 31, 2006 to 83.4% of HCD revenue in the three months ended March 31, 2007 due primarily to the growth in
design/build projectsin our backlog.

Total Backlog March 31, 2007 December 31, 2006 March 31, 2006
(in thousands) Amount Per cent Amount Per cent Amount Per cent
Backlog by Division:
Branch Division $ 760,240 304 $ 807,648 35.8 $ 877,455 345
Heavy Construction Division 1,738,230 69.6 1,448,939 64.2 1,669,280 65.5
Total $ 2498470 100.0 $ 2,256,587 100.0 $ 2,546,735 100.0
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Branch Division Backlog March 31, 2007 December 31, 2006 March 31, 2006
(in thousands) Amount Per cent Amount Per cent Amount Per cent
Cdlifornia:
Public sector $ 377,289 81.9 $ 423542 84.2 $ 304,714 61.3
Private sector 83,642 18.1 79,718 15.8 192,704 38.7
Total $ 460,931 100.0 $ 503260 100.0 $ 497,418 100.0
West (excluding California):
Public sector $ 227919 76.1 $ 230,230 75.6 $ 298,820 78.6
Private sector 71,390 239 74,158 244 81,217 214
Total $ 299,309 100.0 $ 304,388 100.0 $ 380,037 100.0
Total Branch Division Backlog:
Public sector $ 605208 79.6 $ 653772 80.9 $ 603,534 68.8
Private sector 155,032 204 153,876 19.1 273,921 312
Total $ 760,240 100.0 $ 807,648 100.0 $ 877,455 100.0

Branch Division Backlog: Branch Division backlog of $760.2 million at March 31, 2007 was $47.4 million, or 5.9%, lower than at December 31, 2006 and $117.2
million, or 13.4% lower than at March 31, 2006. The decreaseis primarily due to aslowing in the residential development opportunitiesin Californiaand an
increase in the number of bidders on public work as competitorsin private residential work transition to bidding on public work (see “Outlook™). Additionally,
during the three months ended March 31, 2006 the Branch Division was awarded four large projects with combined revenue of approximately $140.0

million. During the three months ended March 31, 2007 there were no such large individual awards.

HCD Backlog March 31, 2007 December 31, 2006 March 31, 2006
(in thousands) Amount Per cent Amount Per cent Amount Per cent
Backlog by Geographic Area:
Midwest $ 425836 245 $ 443909 30.6 $ 65,111 39
Northeast 683,323 39.3 248,605 17.2 428,112 25.6
South 181,136 104 214,809 14.8 300,303 18.0
Southeast 204,324 11.8 272,881 18.8 452,019 27.1
West 243,611 14.0 268,735 18.6 423,735 254
Total $ 1,738,230 100.0 $ 1,448,939 100.0 $ 1,669,280 100.0
Backlog by Market Sector:
Public sector $ 1,706,514 98.2 $ 1413778 97.6 $ 1,615,908 96.8
Private sector 31,716 18 35,161 24 53,372 3.2
Total $ 1,738,230 100.0 $ 1,448,939 100.0 $ 1,669,280 100.0
Backlog by Contract Type:
Fixed unit price $ 144,031 8.3 $ 171,239 11.8 $ 329,772 19.8
Fixed price including design/build 1,594,199 91.7 1,277,700 88.2 1,339,508 80.2
Total $ 1,738,230 100.0 $ 1,448,939 100.0 $ 1,669,280 100.0

HCD Backlog: Heavy Construction Division backlog of $1.7 billion at March 31, 2007 was $289.3 million, or 20.0%, higher than at December 31, 2006, and
$69.0 million, or 4.1%, higher than at March 31, 2006. Additions to HCD backlog in the first three months of 2007 included a $463.9 million joint venture
highway construction project in Maryland. Additionally, HCD backlog includes approximately $31.0 million related to our 20% share of ajoint venture project
to construct atransportation hub at the World Trade Center in New Y ork. We currently expect that the total revenue on this contract could exceed $1.5

billion of which our share could exceed $300.0 million. Included in HCD Backlog at March 31, 2007 is approximately $19.1 million from afederal government
project for which the funding has not yet been fully allocated.

Approximately 18.4%, 26.2% and 15.0% of the HCD backlog at March 31, 2007, December 31, 2006 and March 31, 2006, respectively, related to projects that
have forecasted aloss. The forecasted |osses were recognized in the period in which they wereidentified. Assuming no further changesin the forecasted
results for these projects, this backlog will earn no profit or loss in future periods.
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GrossProfit Three Months Ended March 31,
(in thousands) 2007 2006
Branch Division $ 50,751 $ 43,609
Percent of division revenue 18.0% 17.4%
Heavy Construction Division $ (6,430) $ (2,958)
Percent of division revenue (3.2% (1.2)%
Other $ 3715 $ (416)
Total gross profit $ 48,036 $ 40,235
Percent of total revenue 9.9% 8.1%

Gross Profit: We recognize revenue only equal to cost, deferring profit recognition, until a project reaches 25% completion. In certain cases, such aslarge,
complex design/build projects, we may continue to defer profit recognition beyond the point of 25% completion until such time as we believe we have enough
information to make areasonably dependable estimate of contract revenue and cost. Because we have alarge number of projects at various stages of
completion in our Branch Division, this policy generally has very little impact on the Branch Division’s gross profit on aquarterly or annual basis. However,
HCD has fewer projectsin process at any given time and those projects tend to be much larger than Branch Division projects. Asaresult, HCD gross profit as
apercent of revenue can vary significantly in periods where one or several very large projects reach our completion threshold and the deferred profit is
recognized or conversely, in periods where backlog is growing rapidly and a higher percentage of projects arein their early stages with no associated gross
margin recognition. Revenue from projects that had not reached our completion threshold, and for which no margin had been recognized, was as follows:

Revenue from Contractswith Deferred Profit Three Months Ended March 31,
(in thousands) 2007 2006
Branch Division $ 20,713 $ 28,648
Heavy Construction Division 26,462 34,792
Total revenue from contracts with deferred profit $ 47,175 $ 63,440

Additionally, we do not recognize revenue from contract claims until we have a signed agreement and payment is assured and we do not recognize revenue
from contract change orders until the contract owner has agreed to the change order in writing. However, we do recognize the costs rel ated to any contract
claims or pending change ordersin our forecasts when we are contractually obligated to incur them. Asaresult, our gross profit as a percent of revenue can
vary during periods where alarge volume of change orders or contract claims are pending resolution (reducing gross profit percent) or, conversely, during
periods where large change orders or contract claims are agreed or settled (increasing gross profit percent). Although this variability can occur in both our
Branch Division and HCD, it can be much more pronounced in HCD because of the larger size of its projects.

Branch Division gross profit as a percent of revenue increased to 18.0% in the first three months of 2007 compared with 17.4% in the first three months of 2006
due to higher gross profit margins realized on the sale of construction materials driven by higher average selling prices. Branch Division construction gross
profit as a percent of revenue for the three months ended March 31, 2007 increased slightly to 18.0% from 17.9% from the same period in 2006.

Branch Division gross profit for the three months ended March 31, 2007 includes the effects of changesin the estimates of the profitability of certain projects.
The net impact of these estimate changes for 2007 was an increase in gross profit of approximately $4.9 million due primarily to the settlement of outstanding
issues and increased productivity on several projects. The net impact of such estimate changes for the three months ended March 31, 2006 was an increasein
gross profit of approximately $7.8 million due primarily to the settlement of outstanding issues on two projects with no associated cost.

HCD gross profit as a percent of revenue in thefirst three months of 2007 decreased compared to the first three months of 2006. The reductionin

gross margin was primarily due to additional estimated project costs that had the effect of reducing gross profit by approximately $15.5 million in the three
months ended March 31, 2007. This compares with reduced gross margin from reductions in estimated project profitability of approximately $13.5 million in the
same period of 2006 (See Note 3 of the “Notes to the Condensed Consolidated Financial Statements”).

Other gross profit for the three months ended March 31, 2007 was primarily related to sales of certain real estate development projects by consolidated
subsidiaries. Our minority partners’ share of the gross profit was approximately $2.4 million.

Cost of revenue consists of direct costs on contracts, including labor and materials, subcontractor costs, direct overhead costs and equi pment expense
(primarily depreciation, maintenance and repairs and fuel).
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General and Administrative Expenses Three Months Ended March 31,
(in thousands) 2007 2006
Salaries and related expenses $ 34,158 $ 29,893
Incentive compensation, discretionary profit sharing and other variable compensation 4,046 2,947
Other general and administrative expenses 16,133 15,416
Tota $ 54,337 $ 48,256
11.1% 9.7%

Percent of revenue

General and Administrative Expenses: Salaries and related expenses in the three months ended March 31, 2007 increased $4.3 million, or 14.3%, over the
comparable period in 2006 due primarily to increased personnel to support our growth strategy - particularly in our Branch Division, aswell as higher payroll
related benefits, normal salary increases and other compensation related expenses. Other general and administrative expenses for the three months ended
March 31, 2007 reflects an increase rel ated to higher reserves for doubtful accounts of approximately $1.5 million compared with the 2006 quarter. Other general
and administrative expensesinclude information technology, occupancy, office equipment and supplies, depreciation, travel and entertainment, outside
services, marketing, training and other miscellaneous expenses, none of which individually exceeded 10% of total general and administrative expenses.

Gain on Sales of Property and Equipment Three Months Ended March 31,
2007 2006

$ 713 $ 4,238

(in thousands)
Gain on sales of property and equipment

Gain on Sales of Property and Equipment: Gain on sales of property and equipment in the three months ended March 31, 2007 is comprised of gains
from sales of construction equipment. Gain on sales of property and equipment in the three months ended March 31, 2006 included $2.3 million in again from

the sale of arental property and $1.3 million of gainsfrom the sale of construction equipment.

Other Income (Expense) Three Months Ended March 31,
(in thousands) 2007 2006
Interest income $ 6,843 $ 4,733
Interest expense (1,086) (1,395)
Equity in loss of affiliates 351 (77)
Other, net (233) (606)
Total $ 5,875 $ 2,655

Other Income (Expense): Interest incomeincreased in the first three months of 2007 compared with the first three months of 2006 due primarily to higher
yields on higher average invested balances in the first three months of 2007.

Three Months Ended March 31,
2007 2006

Provision for (Benefit from) Income Taxes
(in thousands)

Provision for (benefit from) income taxes $ 89 $ (773)
Effective tax rate 31.0% 68.5%

Provision for (Benefit from) Income Taxes: The higher effective tax rate in the first three months of 2006 was due to the discrete period recognition of a
changein our assessment of certain tax exposures of approximately $0.4 million.

Three Months Ended March 31,
2007 2006
(1,067)

Minority Interest in Consolidated Subsidiaries
(in thousands)
Minority interest in consolidated subsidiaries $ (2,447) $

Minority I nterest in Consolidated Subsidiaries: Our minority interest in consolidated subsidiaries represents the minority owners' share of theincome or
loss of our consolidated subsidiaries, primarily Wilder Construction Company, certain real estate development entities and various consolidated construction
joint ventures. Theincrease in minority interest in the 2007 quarter compared with the 2006 quarter is primarily related to the minority share of our Granite Land
Company’s consolidated entities of approximately $2.0 million and higher profitability on certain other entities. Thisincrease was partially offset by our
minority partners' share of |osses on certain construction joint ventures.

19




Table of Contents

Three of our joint venture projects are currently forecast at aloss and will require additional capital contributions from our minority partnersif the forecasts do
not improve. Our joint venture agreements require that such capital contributions be made if needed. Based on our most recent assessment of our partners’
financial condition, we currently believe that one of our partners does not have the ability to contribute all of the additional capital that will be needed if the
project forecast does not improve. Included in minority interest in our condensed consolidated statement of operations for the three months ended March 31,
2007 is expenserelated to the potentially uncollectible partner balance of approximately $2.6 million. The remaining minority interest balance related to these
loss projects of $8.5 million at March 31, 2007 has been included in other long-term assets in our condensed consolidated balance sheet.

At December 31, 2006, afourth joint venture project was forecasted at aloss and would have required additional contributions from our minority partner if the
forecast did not improve. Based on our assessment at December 31, 2006, we did not believe that our partner would have the ability to contribute the required
capital and therefore we recorded expense of approximately $4.1 million during the year ended December 31, 2006 related to the potentially uncollectible partner
balance. In March 2007, thejoint venture agreement related to this project was amended to effectively relieve our partner of its obligation to fund the joint
venturefor its capital deficit to ensure that our partner would be able to contribute to the successful completion of thisjoint venture project and other
considerations. Thisamendment did not have amaterial impact on the operating results for the three months ended March 31, 2007, as the potentially
uncollectible minority interest was expensed during the year ended December 31, 2006.

Outlook

Our branches started the year with excellent results and our outlook for the remainder of the year is positive. Whileit isstill too early in our construction
season to predict how the Branch Division will fare compared to last year’' srecord financials results, we are optimistic that 2007 will be another excellent year
for our businessin the West.

Aswas expected, some of our markets are beginning to see an increase in competition for public sector work as aresult of the slowdown in the residential
market. In thistype of market, our strategy isto be patient and cautiousin our bidding strategy so that we do not utilize our capacity on lower margin work
because we believe better opportunities are going to be available later in the year. Although we are seeing less demand for our construction services from the
private/residential sector, the public funding pipelinein most of our marketsisvery healthy. We are excited about the opportunities ahead, particularly in
Californiaas aresult of the transportation-related Propositions passed |ast year. While some of those projects may impact our backlog in 2007, they are not
expected to significantly affect the division’s bottom line results until 2008.

In our large projects business, we continue to have underperforming projects to compl ete before we are able to fully realize the benefits of both our new
organizational realignment aswell as the newer, more profitable work in our backlog. We anticipate that most of the underperforming projects that have
negatively impacted uswill be complete thisyear. In many cases, those projects are being replaced with projects that were bid more conservatively, with
higher gross margins. Thereisthe potential that operating incomein HCD could be breakeven in 2007 and our expectation isthat our large project business
will post increasingly positive returnsin 2008 and beyond.

With regard to raw materials costs, we are subject to energy and petroleum related price volatility asit relatesto our use of diesel fuel for our rolling stock
equipment, natural gas, propane and diesel fuel to heat our hot plants, aswell asliquid asphalt for production of asphaltic concrete. We manage our exposure
to these price changes by monitoring the escalation of these commaodities and pricing them into our projects and contracts accordingly. Some of our contracts
include clauses for liquid asphalt and fuel escalation and de-escalation that provide protection in the event that oil product prices change significantly.
Although we are exposed to price spikesin projects that do not include such clauses, this potential impact can be reversed when prices come down.

A continuing challenge for not only Granite but our industry is the shortage of labor, particularly the shortage of craft workers. To ensure Granite remains the
employer of choicein the industry, we have developed ateam of people who are devoted to the task of craft recruiting and development. In addition, we are
also working to develop closer relationships at the local level with industry associations and craft work force leadersin an effort to continue to build the
highest quality and safest workforce available.

Asafollow up to our announcement in February, the implementation of our strategic and organizational realignment iswell underway. We are making
considerable progressin our development of the new operating structure, Granite West and Granite East, and are confident that most of the transition will be
complete by year-end.
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Liquidity and Capital Resources

Three Months Ended March 31,

(in thousands) 2007 2006
Cash and cash equivalents excluding consolidated joint ventures $ 102,714 $ 134,384
Consolidated joint venture cash and cash equivalents 104,933 91,111
Total consolidated cash and cash equivalents $ 207,647 $ 225,495
Net cash provided by (used in):

Operating activities $ 3,888 $ 40,049

Investing activities 5,106 (199)

Financing activities (6,240) (14,236)
Capital expenditures 33,691 24,309
Working capital 300,286 348,828

Our primary sources of liquidity are cash flows from operations and borrowings under our credit facilities. We expect the principal use of fundsfor the
foreseeable future will be for acquisitions, capital expenditures, working capital, debt service and other investments. We have budgeted approximately $110.0
million for capital expendituresin 2007, which includes amounts for construction equipment, aggregate and asphalt plants, buildings, leasehold improvements
and the purchase of land and aggregate reserves.

Our cash and cash equivalents and short-term and long-term marketabl e securities totaled $350.8 million at March 31, 2007 and included $104.9 million of cash
from our consolidated joint ventures (see Note 7 of the “Notes to the Condensed Consolidated Financial Statements”). Thisjoint venture cashisfor the
working capital needs of each joint venture's project. The decision to distribute cash must generally be made jointly by all of the partners. We believe that our
current cash and cash equival ents, short-term investments, cash generated from operations and amounts available under our existing credit facilitieswill be
sufficient to meet our expected working capital needs, capital expenditures, financial commitments and other liquidity requirements associated with our existing
operations through the next twelve months and beyond. If we experience a significant change in our business such as the execution of a significant
acquisition, we would likely need to acquire additional sources of financing, which may be limited by the terms of our existing debt covenants, or may require
the amendment of our existing debt agreements.

Cash provided by operating activities of $3.9 million for the three months ended March 31, 2007 represents a decrease of $36.2 million from the amount
provided by operating activities during same period in 2006. Contributing to this decrease was adecrease in net billings in excess of costs and estimated
earnings during the 2007 period due primarily to progress on the projects that had received large mobilization paymentsin the prior year.

Cash provided by investing activities of $5.1 million for the three months ended March 31, 2007 represents an increase of approximately $5.3 million from the
amount used in the same period of 2006 due primarily to an increase in net maturities of marketable securities partially offset by increased net additionsto
property and equipment in the 2007 period.

Cash used in financing activities was $6.2 million for the three months ended March 31, 2007, representing a decrease of $8.0 million from the amount used in
the same period of 2006. The decrease was due primarily to decreasesin net repayments of long-term debt and increases in net contributions from minority
partnersin the 2007 period.

We had standby letters of credit totaling approximately $4.7 million outstanding at March 31, 2007, which will expire between May 2007 and March 2008. We
are generally required by the beneficiaries of these letters of credit to replace them upon expiration. Additionally, wetypically are required to provide various
types of surety bonds that provide an additional measure of security under certain public and private sector contracts. At March 31, 2007, approximately $2.4
billion of our backlog was bonded and performance bonds totaling approximately $8.9 billion were outstanding. Performance bonds do not have stated
expiration dates; rather, we are generally released from the bonds when each contract is accepted by the owner. The ability to maintain bonding capacity to
support our current and future level of contracting requires that we maintain cash and working capital balances satisfactory to our sureties.

We have a $150.0 million bank revolving line of credit, which allows for unsecured borrowings through June 24, 2011, with interest rate options. Interest on
outstanding borrowings under the revolving line of credit is at our choice of selected LIBOR rates plusamargin that is recalculated quarterly. The margin was
0.60% at March 31, 2007. The unused and available portion of thisline of credit was $145.6 million at March 31, 2007. In April 2007, the Company acquired
certain assets of the Superior Group of Companies, a Pacific Northwest-based construction materials producer and asphalt paving company for approximately
$56.8 million in cash which was funded by a borrowing under thisline of credit. Additionally, our Wilder subsidiary has a bank revolving line of credit of $10.0
million that expiresin June 2008. The unused and available portion of thisline of credit was $9.8 million at March 31, 2007.

Restrictive covenants under the terms of our debt agreements require the maintenance of certain financial ratios and the maintenance of tangible net worth (as
defined). We were in compliance with these covenants at March 31, 2007. Additionally, our Wilder subsidiary has certain restrictive covenants (on a Wilder
stand-alone basis) under the terms of its debt agreements. Wilder wasin compliance with these covenants at March 31, 2007. Failure to comply with these
covenants could cause the amounts due under the debt agreements to become currently payable.
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Item 3.

Item 4.

Website Access

Our website address is www.graniteconstruction.com. On our website we make available, free of charge, our annual report on Form 10-K, quarterly reportson
Form 10-Q, current reports on Form 8-K, and all amendments to those reports as soon as reasonably practicable after such material is electronically filed with
or furnished to the Securities and Exchange Commission. The information on our website is not incorporated into, and is not part of, this report. These reports,
and any amendments to them, are also available at the website of the Securities and Exchange Commission, www.sec.gov.

QUANTITATIVE AND QUALITATIVE DISCLOSURESABOUT MARKET RISK
There was no significant change in our exposure to market risk during the three months ended March 31, 2007.

CONTROLSAND PROCEDURES

We carried out an evaluation, under the supervision of and with the participation of management, including our Chief Executive Officer and our Chief Financial
Officer, of the effectiveness of our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(€) under the Securities Exchange Act of 1934,
as amended). Based on this evaluation, our Chief Executive Officer and Chief Financial Officer concluded that, as of March 31, 2007, our disclosure controls
and procedures were effective.

During the first quarter of 2007, there were no changes in our internal controls over financial reporting that have materially affected, or are reasonably likely to
materially affect, our internal control over financial reporting.
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PART II. OTHER INFORMATION
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Item 1. LEGAL PROCEEDINGS

Item 1A.

Silica Litigation

Our wholly owned subsidiary Granite Construction Company (“GCCQO") is one of approximately 100 to 300 defendantsin ten active California Superior Court
lawsuits. Of the ten lawsuits, five were filed against GCCO in 2005 and five were filed against GCCO in 2006, in Alameda County (Riley vs. A-1 Aggregates, et
al.; Molinavs. A-1 Aggregates, et al.; Dominguez vs. A-1 Aggregates, et al.; Cleveland vs. A. Teichert & Son.; Guido vs. A. Teichert & Son, Inc.; Williamsvs.
A. Teichert & Son, Inc.; Hornevs. Teichert & Son, Inc.; Harrisvs. A-1 Aggregates, et al.; Kammer vs.A-1 Aggregates, et al.; and Solisvs. The 3M Company
et al.). Each lawsuit was brought by a single plaintiff who is seeking money damages by way of various causes of action, including strict product and market
shareliability, and alleges personal injuries caused by exposure to silica products and related materials during the plaintiffs’ use or association with sand
blasting or grinding concrete. The plaintiff in each lawsuit has categorized the defendants as equipment defendants, respirator defendants, premises
defendants and sand defendants. We have been identified as a sand defendant, meaning a party that manufactured, supplied or distributed silica-containing
products. Our preliminary investigation reveal ed that we have not knowingly sold or distributed abrasive silica sand for sandblasting, and therefore, we
believe the probability of these lawsuits resulting in an incurrence of amaterial liability is remote. We have been dismissed from fourteen other similar lawsuits.
In addition, we have been apprised of three complaints that are based on similar allegations of exposure to silica containing products being filed, but not
served, against GCCO and more than 100 other defendantsin California Superior Court.

Hiawatha Project DBE | ssues

The Hiawatha Light Rail Transit (“HLRT") project was performed by Minnesota Transit Constructors (“MnTC"), ajoint venture that consisted of GCCO, and
other unrelated companies. GCCO was the managing partner of the joint venture, with a’56.5% interest. The Minnesota Department of Transportation
(“MnDOT") isthe contracting agency for this federally funded project. The MnDOT and the U.S. Department of Transportation Office of Inspector General
(“OIG") each conducted areview of the Disadvantaged Business Enterprise (“DBE") program maintained by MnTC for the HLRT project. In addition, the U.S.
Department of Justice (“USDOJ"), is conducting an investigation into compliance issues with respect to MnTC’s DBE Program for the HLRT project. The
MnDOT and the OIG (collectively, the “ Agencies”) haveinitially identified certain compliance issues in connection with MnTC’s DBE program, and asa
result, have determined that MnTC failed to meet the DBE utilization criteria as represented by MnTC. There has been no formal administrative subpoena
issued, nor hasacivil complaint been filed in connection with the administrative reviews or the investigation. The MnTC isfully cooperating with all of the
agenciesinvolved and will be provided an opportunity to informally present its response to the initial determinations of the Agencies aswell asthe
investigation by the USDOJ.

Other Legal Proceedings

We are aparty to anumber of other legal proceedings arising in the normal course of business which, from time to time, include inquiries from public agencies
seeking information concerning our compliance with government construction contracting requirements and related laws and regulations. We believe that the
nature and number of these proceedings and compliance inquiries are typical for a construction firm of our size and scope. Our litigation typically involves
claimsregarding public liability or contract related issues. While management currently believes, after consultation with counsel, that the ultimate outcome

of such proceedings and compliance inquiries which are currently pending, individually and in the aggregate, will not have amaterial adverse effect on our
financial position or overall trendsin results of operations or cash flows, litigation is subject to inherent uncertainties. Were an unfavorable ruling to occur,
there exists the possibility of amaterial adverse impact on the results of operations, cash flows and/or financial position for the period in which the ruling
occurs. While any one of our pending legal proceedingsis subject to early resolution as aresult of our ongoing efforts to settle, whether or when any legal
proceeding will resolve through settlement is neither predictable nor guaranteed.

RISK FACTORS

Information regarding risk factors appearsin “Item 1A. Risk Factors’ in our Annual Report on Form 10-K for thefiscal year ended December 31, 2006.
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Item 2. UNREGISTERED SALESOF EQUITY SECURITIESAND USE OF PROCEEDS

Item 3.

Item 4.

Item 5.

Item 6.

During the three months ended March 31, 2007, we did not sell any of our equity securities that were not registered under the Securities Act of 1933, as
amended. The following table setsforth information regarding the repurchase of shares of our common stock during the three months ended March 31, 2007:

Approximate dollar
Total number of value of sharesthat

shares purchased may yet be
aspart of publicly pur chased under
Total number of Averagepricepaid announced plansor theplansor
Period shares pur chased® per share programs> programs’
January 1, 2007 through January 31, 2007 950 $ 50.32 - $ 22,787,537
February 1, 2007 through February 28, 2007 - - - 3% 22,787,537
March 1, 2007 through March 31, 2007 71,102 58.33 - $ 22,787,537

72052 % 58.22

Thetotal number of shares purchased includes shares purchased in connection with employee tax withholding for shares granted under our 1999
Equity Incentive Plan.

On October 16, 2002, we publicly announced that our Board of Directors had authorized us to repurchase up to $25.0 million worth of shares of our
common stock, exclusive of repurchases related to employee benefit plans, at management’s discretion.

DEFAULTSUPON SENIOR SECURITIES
None
SUBMISSION OF MATTERSTO A VOTE OF SECURITY HOLDERS
None
OTHER INFORMATION
None
EXHIBITS
311 T Certification of Principa Executive Officer

31.2 T Certification of Principa Financia Officer
32  ftCertification of Chief Executive Officer and Chief Financial Officer Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

T Filed herewith
TtFurnished herewith
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behal f by the undersigned
thereunto duly authorized.

GRANITE CONSTRUCTION INCORPORATED

Date: April 27, 2007 By: /9 William E. Barton

William E. Barton
Senior Vice President and Chief Financial Officer
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