OFFICE OF THE CIiTY MANAGER

January 31, 2005

TO: City Council
FROM: City Manager

SUBJECT: Follow-up Issues Relating to the Funding of the City Hall Project

On Monday, January 24, 2004, the City Council discussed the award of a $79
million contract to Clark Construction Group for the seismic upgrade and
rehabilitation of Pasadena City Hall and the recommended funding plan to cover
an additional $24.3 million estimated construction cost. The City Council
requested staff to return with additional information. This report is intended to
respond to Council’s request.

Item 1: Examine alternative measures to fund the General Fund portion of
the project. Specifically, what would it mean to tap the Charter Capital
Fund in the amount of $6.9 million to $7 million?

Response: The Charter Capital Fund has a current balance of approximately
$12.3 million. Per City Council policy, principal is preserved and interest earned
on these funds is transferred to the General Fund to cover a portion of general
fund debt service. Over the past three fiscal years, the Charter Capital Fund has
earned approximately $350,000 per year. Reducing the cash balance in the
Charter Capital Fund by roughly $7 million would reduce annual interest earnings
to an estimated $150,000, thus reducing annual revenues to the General Fund
by $200,000.

Item 2: Present the most recent General Fund Five Year Financial Plan

Response: Staff will present the most recent General Fund Five Year Financial
Plan at the January 31% City Council meeting.
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Item 3: What is the current General Fund debt service commitment?

Response: Attachments 1 and 2 represent respectively the total outstanding
General Fund debt and the corresponding annual debt service. Please note that
a significant portion of the outstanding debt service presented on the
attachments are supported by non-General Fund sources. Accordingly, both
gross and net numbers appear on both schedules.

Item 4: Should the City Council approve the financing alternative
recommended by the City Manager, what would be the last opportunity for
the City Council to make changes to the funding plan?

Response: The $24.3 million of additional funds being requested will not be
needed for the project until sometime in fiscal year 2007. As such, the City
Council could approve staff's funding recommendation and then decide to
replace one funding source with another. The Council would have up to 18
months to change or alter funding sources.

Item 5: What financial resources are required to begin/complete a possible
Phase | group of improvements to the electrical distribution system?

Response: Over the past several years, the Water and Power Department has
added approximately $10 million per year to the capital improvement budget to
fund various capital needs for the Electric Utility. These funds have been added
each year within the Utilities’ current rate structure. Given past staffing levels,
approximately 50% to 60% of these funds have been spent each year. In fiscal
year 2005, the City Council authorized staff to supplement current staff with the
use of outside contractors in order to complete a larger portion of the capital
improvement program. For fiscal year 2006 the Department is proposing to
increase the level of planned expenditures to approximately $21 million. The
majority of this increase is associated with what could be termed Phase 1 of the
Distribution Master Plan, with emphasis on repair and replacement of
transformers, cable, switches, circuit breakers and vaults; substation upgrades
and construction of a system for containing any oil spills which might occur at the
T.M. Goodrich receiving station.

Given the current and available cash balance (“working capital”) in the Light and
Power Fund, which as of June 30, 2004 totaled $38.2 million, it is possible to
fund this increased level of expenditure and make the additional $8.6 million
contribution to the City Hall retrofit project staff is proposing. Nevertheless, in
future years as the Department increases the amount of capital improvements
being performed annually the portion of utility rates associated with the
distribution system will need to be adjusted to account for the financing of such



improvements. This would occur regardless of the financing proposed for City
Hall.

Item 6: What would be the impact to the Light and Power Fund if in
addition to the proposed $8.6 million transfer an additional $8.6 million
were to be transferred in fiscal 20067

Response: Staff is recommending that $8.6 million be transferred from the
Light and Power Fund to the seismic retrofit project. Based on the $38.2 million
working capital figure mentioned above, this action would leave the Light and
Power Fund with a balance of $29.6 million. Stated another way, the proposed
action would reduce the working capital from its current 3.1 months to 2.4
months. It is important to note that the current working capital balance has
accumulated over numerous years and that the Light and Power Fund does not
generate $8.6 million in “profit” each year. Were the City Council to transfer an
additional $8.6 million in funds from the Light and Power fund in fiscal 2006, the
affect would be to reduce working capital to a level equivalent to approximately
1.7 months. The precise impact would be based upon the actual financial
performance of the electric utility for fiscal year 2005. Given staff’s intent to
recommend an increase in the amount of funds budgeted for capital projects in
fiscal year 2006, as discussed in item 5 above, transferring an additional $8.6
million from the Light and Power fund to the General Fund for the City Hall
project would leave sufficient cash to perform Phase 1 of the Distribution Master
Plan, but would reduce the Light and Power fund’'s working capital level below
the City Council's Reserve Policy.

Item 7: Could the proposed additional transfer from the Light and Power
Fund be in the form of financed debt in order to maintain a level of working
capital closer to the current amount?

Response: Should the City Council wish to leave cash in the Light and Power
Fund, but accept staff's recommendation that approximately $9 million of the
incremental cost of the City Hall project should come from the Light and Power
Fund, the City Council could decide to include the $9 million as part of any
supplemental financing and charge the electric utility for a prorated share of the
debt service. Based upon the current revenue generated, the General Fund
transfer would have to be increased by .63% to generate approximately
$709,000 annually. Currently, the general fund transfer for City Hall is at 2.5%.
The increase would bring the transfer to 3.13% annually for the next 26 years.



Item 8: Can the City re-bid the City Hall project and structure the bid as a
cost plus proposal?

Response: There is no single definition for a "cost plus” contract in public
contracting law, and “cost plus” contracts have traditionally been used in a
federal contract setting where the scope of the project is uncertain to the point
that formulating bids is unrealistic, for example cutting edge military equipment,
as opposed to a construction project which has a defined scope.

City Charter Section 1002 requires that the contract for the City Hall project be
awarded to the "lowest and best bidder" after competitive bidding. A process
based upon the award of a contract to the fixed dollar bid of the "lowest and best
bidder" does not lend itself well to a "cost plus" contract.

Nevertheless, there is no absolute prohibition in the Public Contract Code or the
City charter/purchasing ordinance against a cost plus contract; in fact, the term or
concept is not mentioned in either body of law. A cost plus contract, or a
contract with cost plus provisions would be allowable to the extent it were
awarded on the basis of the fixed price or fixed bid formula of the lowest and best
bidder. By way of example, the City bids long-term contracts for supply of
electrical distribution system cable with provisions that allow for the price to
adjust based upon changes in the price of metal as specified by a quantifiable
index, in this case, the American Metals Index. As part of the bid, bidders
indicate how much their price will be above or below on a percentage basis, the
index. City fuel oil is also procured in a similar fashion.

This system works well for the purchase of a single product or commodity.
Developing a structure for a “cost plus” for a construction project as complex as
the seismic retrofit of City Hall would be an extremely challenging and lengthy
process with no guarantee that the structure would function well in the
marketplace. Moreover, a “cost plus” contract for construction would have many
potential risks: it would be difficult to audit; contractors would have incentives to
inflate costs in order to increase profits; there may be uncontrolled overtime shifts
and pay necessary to "meet the schedule" and, material prices would not be
fixed.

Item 9: Are current prices an anomaly and if we delay the project for one or
more years may we see a decline in costs?

Response: Based on staff's analysis and analysis performed by other
organizations, the current cost of construction is expected to increase from
current levels for at least the next 2 to 3 years.



As outlined in Attachment 3 (California Construction Industry Market Escalation
Report 2004 mid-year update, prepared by Davis Langdon Adamson),
construction and cost escalations related to labor, material and equipment over
the next two years locally show no signs of abating. Staff's research indicates
that the factors contributing to continued cost escalations include: demand for
construction, material costs, equipment costs and labor costs. Other factors
such as a weakening of the U.S. dollar and higher than normal energy costs are
also impacting the industry, albeit to a lesser extent, and are not expected to last
as long.

In addition to the article cited above, staff has prepared a list of other articles,
which have been reviewed by the Oversight Committee, relating to the
construction and bid climate (Attachment 4).

Iitem 10: What does the funding plan for the City Hall project look like at
$93 million and what would it look like under the proposed alternative?

Response: Attachment 5 outlines the funding plan for the City Hall project at
both the $93 million level and the proposed alternative and then combines this
information into a separate chart.

Item 11: What information do we have as to the past exploration of
alternative projects, especially the demolition and reconstruction of City
Hall option?

Response: Over the past 10 years, staff has explored numerous project
alternatives. As outlined in Attachment 6, the following alternatives have been
considered:

Seismic retrofit via base isolation (four alternatives)

Seismic retrofit main dome and build two new office wings (two
alternatives)

Seismic retrofit via structural shear walls (two alternatives)
New off-site office building construction (three alternatives)

item 12: Staff is currently showing a 10% construction contingency. What
is staff experience on similar projects and will 10% be adequate to carry the
project through to completion?

Response: While contingencies on similar projects are running 15% to 20%,
staff believes that the proposed 10% is sufficient. Over the past year, building
investigations conducted by staff have explored numerous underground and
existing conditions that have resulted in redesign and changes to the plan



specifications. These changes have been included in the bid documents.
Additionally, after all building tenants were relocated to off-site temporary
facilities, acoustical dropped ceilings were removed and asbestos containing
materials were exposed clearly identifying to bidding contractors existing
conditions which may be encountered during construction. It is normal practice
to limit the amount of site visits during the bidding phase of a project, however,
staff on this project determined early on that it was in the City’s best interest to
allow unlimited access to the building up until the time bids were due. The
refinement of the project specifications coupled with the additional access
afforded to bidders works to reduce the uncertainly that typically gives rise to
change orders. While staff has worked hard to limit the amount of unknowns in
the project construction, City Hall is nearly 80 years old and there is no
guarantee that some unforeseen condition may yet arise.

Iitem 13: If the City Council does not award the bid on Monday evening,
what is the alternate plan?

Response: At the time of bid opening staff developed an alternative that would
have lengthened the scope of the project into several phases. The first phase
would have involved the construction of base isolators to complete the structural
retrofit of the building. The approximate cost of this element of the work was
estimated at $53 million. This would have left approximately $7 million for the
City to begin work on the building code upgrades for mechanical, electrical,
plumbing, and fire/life safety. This would have allowed us to build the backbone
of these systems. At the completion of $60 million, City Hall would be protected
from seismic events, but could not be occupied due to building code
requirements. In subsequent years, depending upon available funding, the City
would have incrementally completed portions of the work in the hope of getting
floors of the building certified for occupancy. This alternative would have
resulted in a more expensive project because of the incremental nature of the
work. In addition, the City would have been required to make lease payments for
a longer period of time until the building achieved code compliance. This
process could have stretched the project out an additional 5 to 7 years
depending upon the amount of funding allocated to the project annually.

Staff will be present to discuss this information in greater detail at Monday’s City
Council meeting.

Respectfully submitted,

/ City Mane;ger
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ATTACHMENT 5

FUNDING SOURCES
Segregated by Funding Stages
Total
Appropriations %
Existing Funding/Appropriation Sources
1 Building Preventive Maintenance Fund 1,000,000 1.07%
2 California Heritage Fund Grant 100,000 0.11%
3 Federal Emergency Mgmt Agency 6,634,311 7.11%
4 Civic Center Parking Fund 119,000 0.13%
5 Information Technology Services Fund 800,000 0.86%
6 General Fund Portion - COP 26,590,056 28.51%
7 General Fund 3,336,767 3.58%
8 Power Fund 8,341,116 8.94%
9 Public Benefit Charge (Power Fund) 6,466,667 6.93%
10 Light & Power Fund Portion - COP 39,885,083 42.76%
Subtotal 93,273,000 100.00%
Proposed Additional Funding/Appropriation Sources
1 General Fund 9,321,083 38.33%
2 Light & Power Fund 8,600,000 35.36%
3 Interest Income on Light & Power Portion 400,000 1.64%
4 Fundraising, Donations, and Grants 6,000,000 24.67%
Subtotal 24,321,083 100.00%
Total Funding/Appropriations 117,594,083
FUNDING SOURCES
Combined for Entire Project
Total
Appropriations %
Existing Funding/. ropriation Sources
1  Building Preventive Maintenance Fund 1,000,000 0.85%
2 California Heritage Fund Grant 100,000 0.09%
3 General Fund Portion of COPs 26,590,056 22.61%
4 General Fund - Cash 12,657,850 10.76%
5 Light & Power Portion of COPs 39,885,083 33.92%
6 Light & Power Fund - Cash 17,341,116 14.75%
7 Light & Power Fund - PBC 6,466,667 5.50%
8 Federal Emergency Mgmt Agency 6,634,311 5.64%
9 Civic Center Parking Fund 119,000 0.10%
10 Information Technology Services Fund 800,000 0.68%
11 Fundraising, Donations, and Grants 6,000,000 5.10%
Total Funding/Appropriations 117,594,083 100.00%




Attachment 6

- CITY HALL SEISMIC RETROFIT PROJECT

AIternate PI'OjeCtS Studled

'Project Description

Construction
Cost

Total Project
Costs

Recommended Pro;e_ct January, 2005

0

Full Seismic Retrofit (base lsolatlon)
Rehabilitation of Systems, Rebuild Arcade
& Full Historical Restoration

79,899,000

117,594,083

Alternate
0

11

|Restoration

Pro;ects April, 2002 -

Full Seismic Retrofit (base lsolatlon)
Rehabilitation, New Habitable
Basement/Arcade & Full Historical

57,215,000 |

88,795,000

Retain Dome and Fountain, Build New
Office Wings (structural steel frame)

1.2

Retam Dome and Fountain, Build New

51,643,000

92,415,000 |

56,394,000

99,024,000

21

INew Building Off-Slte (low-end

constructlon)

New Building Off-Slte (mid-range
constructlon)

10 2.3

25,794,000

42,203,000

28,823,000

46,401,000 |

New Building Off—Slte (hlgh end
constructlon)

33,364,000

52,724,000

1

I

12

Alternate PrOJects October 2001

13

No Seismic Retrofit, Rehabilitation of
Systems & Historical Restoration

16,835,000

29,253,000

14

'Seismic Retrofit (shear wall),

Rehabilitation of Systems & Historical
Restoration

15

16

17

Full Seismic Retrofit (shear waII)
Rehabilitation of Systems, Historical
Restoration, & New Office/Basement
_Wing

31,094,000 |

52,145,000

5,332,434

79,368,000

Full Seismic Retrofit (base lSOlatIOI’l)
Rehabilitation of Systems, Historical
'Restoration, & New Office/Basement

Wlnq

Full Seismic Retrofit (base |solat|on)
i Partial Rehabilitation of Systems,
Historical Restoration, & New

Basement/Arcade Wing

47,345,000

163,433,000 | 100,777,000

73,042,000

Prior Years - Alternate Projects 1-28-05

1/28/2005

Page I of 2



Attachment 6

- CITY HALL SEISMIC RETROFIT PROJECT
| Alternate Projects Studied -
Construction | Total Project
- Project Description Cost Costs
18 E* Full Seismic Retrofit (base isolation), ) -
Rehabilitation of Systems, Historical
Restoration, & New Basement/Arcade
Wing 51,563,000 78,646,000
19
20 |Alternate Projects - June, 1995 - - S
21|A. _ |NoAlterations - g
22 |B. Seismic Retrofit (shear wall),
Rehabilitation of Systems & Rebuild
|Arcade N | 40,000,000 | 41,400,000
23 |C. Full Seismic Retrofit (shear wall),
Rehabilitation of System & New Office
Wing o - 51,300,000 52,800,000 |
24 |D. Full Seismic Retrofit (base isolation),
Rehabilitation of System & New Office
L ‘Wing 54,500,000 57,400,000
25 :
27 | 1 |Excludes new parking and land acquisition costs

Prior Years - Alternate Projects 1-28-05

1/28/2005

Page 2 of 2
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