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SPECIAL COUNCIL MINUTES

The City Council of the City of Raleigh met in joint session with the Wake County Board of Commissioners at 8:30 a.m. on Monday, December 18, 2006 in the Atrium of the Progress Energy Center for the Performing Arts with the following present.


City Council




Wake County Board of Commissioners

Mayor Charles Meeker


Chairman Tony Gurley


Mayor Pro Tem James T. West

Vice Chair Paul Coble


Thomas Craven



Lindy Brown


Thomas G. Crowder



Joe Bryan


Phillip R. Isley



Kenn Gardner


Joyce Kekas




Betty Lou Ward


Russ Stephenson



Harold Webb


Jessie Taliaferro

Mayor Meeker called the meeting to order pointing out the purpose of the meeting is to receive an update on the Convention Center construction and consideration of amending the interlocal agreement.  Mayor Meeker pointed out since this project started there has been 15 different City Council members and 10 different county commissioners.

County Manager David Cooke welcomed Susan Banks, the new Wake County Clerk.

CONVENTION CENTER CONSTRUCTION – INFORMATION RECEIVED; INTERLOCAL AGREEMENT AND BUDGET AMENDED

County Manager David Cooke welcomed the group pointing out no one wants to be meeting today talking about needing more money.  The group met jointly last February and was hoping it would be the last joint meeting to consider this item until the opening date of the new convention center.  He stated however in adopting the interlocal agreement the group correctly added language that pointed out if we needed to change the scope or needed additional money. a joint meeting would be convened.  He talked about the desire not to have to increase the capital improvement budget and the work that had been done, the magnificent asset being developed for the area and the need to be very careful and build a facility as needed.  He talked about problems in past capital improvement projects that were caused by reducing the scope of the project in the beginning.

City Manager Allen talked about the history of the project, the fact that this project has always been treated as a partnership, efforts to keep the public informed, the fact that land for the entire project plus an addition was secured early on at very good prices, choosing the right design in coordination with the underground exhibition hall, securing financing at a good time, conservative estimates on the income stream, using the guaranteed maximum packages which helped avoid significant increases due to unprecedented construction cost increases, coordination of the opening of the convention center, underground parking deck and hotels, pre-marketing, work of the project team, value engineering, things that need to be included in the buy back and the fact that this will be the most significant building in Wake County.

The group viewed two marketing videos.

Dudley Lacy, O’Brien Atkins, pointed out last February the focus of this project shifted from design to construction and pointed out John Muter, Vice-President of Barnhill Contracting and Roger Krupa, Director of the Convention Center will review the current project status.

John Muter utilizing a video talked about the safety record, MWBE participation, local participation, cost reductions, project delivery strategy, various amount of concrete and steel that has already been put in place, brick and limestone is already made and timelines over the past year.

Roger Krupa talked about the marketing success pointing out the new convention center is on a path toward exceeding the event and room night projections.  The year to date definite and tentative room nights are double the projections of the first partial year of operation and for the first full year of operations in 2009, room nights are already 86% of projections.  He stated for the first five years of operations they have 41% of the expected room nights on the books and pointed out Tom Hazinski, Marketing Director of HVS International, stated this is one of the best sets of advanced bookings he had seen prior to a convention center opening.  Mr. Krupa talked about the marketing strategies and partners.

John Muter touched on market conditions including construction cost escalation, effects of natural disaster and local market conditions highlighting all of the construction that is taking place in the area and how that affects local construction cost increases.  Mr. Muter presented a chart showing local construction cost increases, gave a comparison of local construction cost budget versus as bid on various projects, highlighted project delivery strategies which includes multiple GMP packages, post bid GMP pricing, early document releases, establishing allowances and risk allocations.  He gave information on procurement strategy successes and gave information on the February 2006 joint meeting action which included approving the design, approving GMP, and approving the budget adjustment.  He outlined the concerns and unknowns that were before the group in February 2006 relating to regulatory agency approvals, peer reviews, early document releases, allowances/contingency and the unknowns relative to subsurface conditions.  He talked about the use of owner contingency which included $2,105,733 for unforeseen conditions related to contaminated soil, water and incompetent rock.  The scope and permitting cost which came out of owner contingency was $996,504.  He talked about the current budget status.

City Manager Russell Allen talked about the risks remaining in the project as follows:

[image: image1.jpg]OWNER

= $94 Million Cost of Work Remaining
* Unknown & Uncharted Conditions

* Natural Disasters

= Scope / Changes

« Coordination of Adjacent Projects

< OCIP

* Regulatory / Code / Inspections

= Contingency

CMAR

= Subcontractor Scope Gaps

« Schedule Impacts Due to Production
= Subcontractor Default

« Public & Project Safety

= Non-conforming Work / Quality

« CMAR Staffing

+ Two Year Warranty Period




Steve Schuster talked about the following buy back items.

BUY BACK ITEMS

· Skylights (Entry)
$185,760

· Canopies (Cabarrus)
$158,400

· Stone Flooring (Lobby)
$936,000

· Moveable Partition (Exhibit Hall)
$288,000

· Kitchen Equipment
$1,814,976

Current Buy-Back Estimate
$3,383.136

Mr. Schuster presented photographs of the facility with and without the skylights, canopy, stone flooring, etc.  He stated as far as the movable partition is concerned the present budget includes one of the two tracks but not the actual partition.

Wake County Manager David Cooke went over the proposed budget as follows:
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City of Raleigh Chief Financial Officer Perry James went over the objectives of the Convention Center financing model which he indicated is to insure that long term funding is done within the dedicated interlocal tax revenues designated for financing cost of the Convention Center and hotel contribution, annual other expenses to include required operating support, capital maintenance reserve and special marketing cost and an estimated expansion financing after ten years.  Other objectives are to maintain fund balance in the financing fund equal to no less than the highest year of debt service.  The assumptions are based on 3% group in occupancy tax; 5% growth in prepared food and beverage tax and 3% earnings on cash balances.  He went over the original funding model dated December 11, 2003, and presented the following updated model for December 18, 2006.

Updated Model Results – December 18, 2006

· Model has continued to improve due to positive growth in interlocal taxes and investment income

· Model reflects actual results through fiscal year ended 6/30/06 and county’s projections of future funds committed to the project

· Model reflects previously approved use of $10 million of fund balance in FY 2007 and proposed use of $6.4 million in FY 2008

· After full debt service is in effect after 2014, lowest fund balance projected = $41.7 million vs. highest annual debt service amount of $20.4 million

He went through the revised funding model, indicators of model improvements and pointed out the funding model is stronger than when initially developed.  The historical growth of interlocal tax has been food and beverage – 8.1% with the occupancy tax at 7.3%.  The same economic factors that contributed to the cost increases also caused positive revenue impacts that allow funding of cost adjustments without new debt.  He stated the model is in excellent shape and remains conservative.

City Manager Allen talked about the revised funding summary which includes additional funding of $6,383,000, pointing out the interlocal funding model has the capacity, includes no debt – paid from cash and pointed out all goals of the funding model are maintained.  Council members and Commissioners received a draft amendment to their interlocal agreement in their agenda packet and the various funding models as talked about.

Commissioner Lenny Brown pointed out there seems to be variance in the landscaping on the rendering presented referring to the skylight and canopy renderings with it being pointed out that is an evolution of the design.

Mr. Isley questioned what the contingencies were spent on and what else is out there that would call for replenishing the contingencies at this point.  City Manager Allen pointed out there is about $94 million of construction work to be completed.  He stated in the presentation they talked about the risks that are left and pointed out 3% of the remaining construction cost would be the $3 million.  He stated we know there will probably be additional costs that we do not know at this point.  In response to questioning from Mr. Isley, Mr. Allen pointed out the City has spent the $3.7 million contingency that was first appropriated.  Mayor Meeker questioned if the contingency is not spent if it would come back to the project for the Board of Commissioners and the Council to disperse. 

Ms. Taliaferro pointed out the group has seem some value engineering that has been done to this point and questioned if the Council doesn’t replenish the contingency what kinds of value engineering can be done.  Steve Schuster pointed out the size and the exterior shell is fixed.  He stated we would have to start removing some of the things inside such as finishes, etc. pointing out if something is valued engineered out at this point we would not get back dollar for dollar.  Ms. Taliaferro talked about adding back the $3 million for the things that have been valued engineered out.  She stated she supports the buy back of those as they are very important.  She questioned however why the Council would have to put replenish the contingency at this point and questioned why additional meetings could not be scheduled.  City Manager Allen pointed out he did not feel there are many valued engineering opportunities left.  We would continue working on that but would not be spending the contingency.  Why the group could not reconvene and address the contingency at another meeting, if needed, was talked about.  City Manager Allen pointed out that would mean that the group would have to reconvene every time they needed some of the contingency money for approved items or overruns.  He stated they cannot spend over the budget.

Commissioner Ward pointed out the group does not want to be short sighted.  She stated the things being talked about today, the stone, the skylights, etc. seem very important in making this a quality project and she does not feel the group should have to apologize for trying to make this a first class facility.  She questioned if the partition could be added at a later date.  Mr. Dudley pointed out the partition could be added at any time the tract is already included.  He stated however at some point if the partition is not added, it could compromise the marketing people’s ability to bring in certain shows that would have the facility partitioned off, etc.  Ms. Ward asked about the kitchen equipment pointing out she knows that most caters bring in a lot of their own equipment.  Mr. Krupa talked about amortization periods and contracts and it is a matter of whether it is paid up front or over the period of the contract.  Ms. Ward asked about the status of the water feature with Mr. Schuster pointing out the basic container for the water feature is in the budget but the computer, lights, etc. are not funded and that would be a naming opportunity pointing out the staff will be looking for funding and/or a sponsor.

Mr. Muter talked about Ms. Taliaferro’s questions relative to not replenishing contingency at this time.  He talked about the time lines and the things on which we need to start shop drawings, orders, and etc.  He talked about the things that could be valued engineered from this point forward pointing out if we have to start taking things out of the project to replenish contingency we are at a point it would be noticeable things such as highlights, finishes, etc.  Ms. Taliaferro pointed out it sounds like Administration is already thinking of things that the contingency could be used for.  It concerns her that we do not have the list of things that could be left out and the $34 million list of things that could be considered.  Why the contingency needs to be replenished was talked about with City Manager Allen pointing out he listed the risks which remain.  Right now we have 0 in the contingency.  Without the contingency we would have not choice but to stay strictly in budget and if these is a cost overrun, the group would have to reconvene.

Commissioner Coble asked about the money being given to the hotel pointing out that money could have been used and questioning and if there will be additional cost there.  City Manager Allen pointed out we have been very firm with the hotel, the City’s $20 million commitment will not change.  The agreement has been approved.  Mr. Coble questioned if we have contingencies for possible lawsuits with the City Manager questioning if Mr. Coble know something he didn’t.  He stated there is no money included for any possible litigation.

Mr. Crowder had questions concerning the listing of possible risks as it relates to Inspections/Code pointing out he is trying to understand that projection.  Mr. Muter talked about the fact that they have a fully permitted set of documents.  The problem is that you do not always see things that have been permitted being approved by the inspectors, sometimes things are added or taken away as it relates to the final inspections.  Mr. Crowder commended the team for doing a good job pointing out everyone understands that construction cost has escalated.  Mr. Stephenson commended the elected officials of the past for making good decisions and expressed appreciation to the team, city/county staff, etc.  He questioned the list of risks as it relates to natural disaster and questioned if there is insurance to cover that risk.  He stated a 3% contingency makes a lot of sense early in a project and talked about most of the risk factors are behind us.  He talked about value engineering verses going to contingency and pointed out he feels any changes should come back to the group.  City Manager Allen talked about the amount of contingencies, the fact that this is a very complicated project, reasonable contingency amounts.  Commissioner Bryan expressed concern that the project has gone from $182 million to $192 million and now we are looking at $215 million.  He stated no one is happy about having to be at the meeting because of the cost and he feels it would be most appropriate to set a budget, having enough contingency and be through once and for all.  He would like to see the group set a budget that would finish the project, not have to come back.  He stated he really didn’t realize some of the things we are talking about today were taken out during the February meeting.  He questioned what other items would have to be taken out.  He again suggested setting a budget and getting it right so that the project can be finished.

Other discussion took place relative to the kitchen equipment with it being pointed out it is a pay now or pay later.  The mechanism for paying later was talked about with Convention Center Director Krupa again talking about amortization by the vendors.  Mr. Gurley questioned if there are other items or shifts of operation budget to capital budget or any other things that could be contracted to the vendors.

Mayor Meeker pointed out we are very fortunate that we started with a conservative funding model.  The construction is well underway and it looks like we are going to end up with an excellent facility.  He feels the construction team is doing an outstanding job and are dealing with a difficult situation but still coming very close to budget.  He suggested taking the buy back and the contingency items separately.  Mr. West talked about the project and philosophies in projects such as this.  Mr. West moved approval of the budget amendment, amendment to the interlocal agreement, and approval of the buy back items as listed totaling $3,383,136 for buy back items.  His motion was seconded by Ms. Taliaferro and roll call vote resulted in all members voting in the affirmative except Mr. Stephenson, Mr. Craven, and Mr. Isley who voted in the negative.  The Mayor ruled the motion adopted on a 5-3 vote.  See Ordinance 153 TF 59.

Mr. West moved that the Council take action to approve a budget amendment to replenish the $3 million in contingency.  His motion was seconded by Mr. Taliaferro.  Ms. Taliaferro asked to amend the motion to indicate replenish the $3 million for contingency but ask Administration to not make any value engineering decisions without coming back to the two boards.  Mr. West accepted the amendment.  The motion as amended was put to a roll call vote which resulted in all members voting in the affirmative except Mr. Stephenson, Mr. Isley and Mr. Craven.  The Mayor ruled the motion adopted on a 5-3 vote.  See Ordinance 153 TF 59.  

Mr. Crowder was excused from the meeting.

Mr. Webb moved approval of items A thru E or the buy back of the $3,383,000 and approval of the budget amendment and interlocal agreement amendment.  His motion was seconded by Ms. Brown and a roll call vote resulted in all members voting in the affirmative except Mr. Coble and Mr. Gurley who voted in the negative.  Mr. Gurley ruled the motion adopted on a 5-2 vote.

Ms. Ward moved approval of the replenishing contingency in the amount of $3,000, 000 as it was approved by the City.  Her motion was seconded by Mr. West.  Mr. Bryant pointed out he would vote for the motion but he really feels that we should up the budget at a point that the project could be finished then we could come in under budget.  He stated he would like to see a budget approved that would bring the project to completion but he fears with the motion on the floor the groups will be reconvening.  The motion as stated was put to a roll call vote which resulted in all members voting in the affirmative except Mr. Coble and Mr. Gurley who voted in the negative.  Mr. Gurley moved the motion adopted on a 5-2 vote.  

Mr. Isley pointed out a lot of information has come forth in the last 3 to 4 weeks.  He kept seeing and reading in the media that the project was $8 million to $12 million over budget.  He stated it agitated him very much that the information was made available to the news media but not to the elected officials.  He would hope that the elected officials would get the numbers well in advance of any meeting and it just ticks him off that the news media had the information before the elected officials.

Mayor Meeker expressed appreciation to everyone involved for their hard work and stated he hoped that this is the last joint meeting the group would have to have on this project.

Adjournment.  Mayor Meeker announced the meeting adjourned at 10:00 a.m.

Gail G. Smith

City Clerk
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