Agenda # 10
Commission Meeting Date April 21, 2015
CITY OF GREAT FALLS
CoOMMISSION AGENDA REPORT

Item: Repeal of Street Project Bidding Policy
From: Public Works Department

Initiated By: Public Works Department

Presented By: Jim Rearden, Public Works Director

Action Requested:  Repeal Street Project Bidding Policy

Suggested Motion:
1. Commissioner moves:

“I move the City Commission (repeal/maintain) the Street Project Bidding Policy established in
1999.

2. Mayor calls for a second, discussion, public comment, and calls for the vote.

Staff Recommendation: Staff recommends that the City Commission repeal the Street Project
Bidding Policy so that the bidding process for public contracts may be impartial, with equal
opportunity given to all those participating in the public bidding, so that the City may procure
quality materials and workmanship which are in the City’s best interests, financially or
otherwise.

Background: On June 3, 1998, a meeting between the City of Great Falls, Montana Contractor's
Association representatives and the League of Cities and Towns was held to discuss evaluation
of Public Works projects proposed to be done by City personnel. A committee of local
contractors and City staff was appointed to "develop a systematic means to compare Capital
Projects proposed to be done by the City to a general contractor's bid." After several meetings,
the committee drafted a project report and advanced it to the City Commission for approval. On
August 17, 1999, the City Commission accepted the project report and authorized the City
Manager to issue a policy letter.

The essence of the report stated the following:
1) Capital Projects were defined as any expenditure “that extends the life of
the project five years or longer and has a cost greater than the State specified
statute bid limit which is currently $25,000” (now $80,000).
2) The ‘break point” was determined to be 360 tons, whereas larger projects could
be done less expensively by a contractor.
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3) It (the agreement) would not, however, restrict the City from doing any project
by any means it sees fit, if over-riding public benefit warrants it.

Occasional inquiries from one contractor in the City about compliance with the policy are raised.
The City Commission was briefed on the policy at the December 16, 2014 work session.

In the ensuing 16 years since the policy was adopted, factors have changed that make the policy
outdated and unduly restrictive:

1) City crews rarely do reconstruction or new construction of roadways. They are
restricted to “maintenance activities” which are primarily chip seals or mill and overlays.

2) City crews are much more efficient now with better equipment and experienced,
motivated staff.

3) City crews’ average production has increased to over 300 tons per day. At this
production rate, City crews would need to move every day to a new location, given the
Bidding Policy 360 ton “break point”.

4) Using city crews to perform only smaller projects is inefficient, is not a good use
of public staff and resources, and incurs additional mobilization/demobilization costs of
around $500/day.

5) The question of "What constitutes a Capital Project?" is problematic. Is it
anything in a specific area, or per day, or on the same street?

6) Historic bid data does not indicate an advantage utilizing the private sector for
projects over or under 360 tons:
1) Unit Cost Comparisons for mill and overlay
a) City cost per square yard overlay is $9.71 / SY. (2013/14 COSTS)
- $13,400 per block, approximately 6 blocks for $80,000

b) Recent Contracted Projects:
1) 2013 9™ St. NW — 2004 tons - $10.60 SY plus Eng. cost @ $.68/SY
2) 2012 overlays - 3631 tons -$11.00 SY plus Eng. cost @ $.27/SY
3) 2010 overlays - 696 tons - $10.90 SY plus Eng. cost @ $.25/SY

7) Other Montana Cities were queried and none of them have any similar agreements or
restrictive limitations.

The bidding process for public contracts should be impartial, with equal opportunity given to all
those participating in the public bidding, to avoid corruption, and to procure for the City quality
materials and workmanship at the most reasonable cost. Montana law requires that an award of a
public contract for construction, repair or public works must be made to the lowest responsible
bidder. Mont. Code Ann. § 18-1-102(1)(a). The City has broad discretion in awarding public
contracts. By application, it should follow that the City may use its discretion by not awarding to
an outside entity when work can be done more cost-effectively “in-house”, assuming all other
statutory provisions are complied with.
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The current Bidding Policy is not necessarily consistent with these concepts. For example, one
aspect of the Bidding Policy indicates under the materials and supplies section that a lower bid price
for asphalt may be used by the contractor in a comparison bid with a city bid. This not only skews
the actual costs to do a project, but it also provides an advantage to a contractor that is also an asphalt
supplier. Non-supplier contractors are not provided the same lower bid price, conceivably
eliminating the non-supplier contractors from the competitive bid process.

The Bidding Policy sets forth guidelines to compare work done by the City as General
Contractor, versus a private entity. It sets forth specific requirements of the City’s evaluation as
to whether to perform the work which, are not required under the law. Since the City
Commission adopted the Bidding Policy, it requires Commission action to rescind or amend the

policy.

Fiscal Impact:

Considering the scope and scale of work performed by street crews, City crews are more efficient
when compared to contractors. Street department efficiencies equate to more maintenance work
performed for less financial impact to the taxpayer. Additionally, of the street work completed over
the past five years, 47% ($12,424,346) of the total street budget was contracted out to private
contractors and suppliers.

Retaining the policy puts severe limitations on City crews, affecting the efficiency of their
operations. Based on historical data, this would raise the cost of street maintenance efforts reducing
the impact of tax payer dollars.

Attachments/Exhibits:
1999 Project Report
August 17, 1999 City Commission Agenda Report
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CITY OF GREAT FALLS, MONTANA AGENDA #

AGENDA REPORT DATE _Ausust 17. 1959

ITEM: REPORT ON PROJECT EVALUATION

INITIATED BY: JOINT COMMITTEE OF CITY STAFF AND MONTANA
CONTRACTORS ASSOCIATION

ACTION REQUESTED: ___ ACCEPT REPORT AND.AUTHORIZE CITY MANAGER TO
ISSUE POLICY LETTER )

PRESENTED BY: __JIM REARDEN. PUBLIC WORKS DIRECTOR

RECOMMENDATION:

The Joint Committes recomriends that the City Comimission accept its report and authorize
the City Manager to issue a policy letter adopting the methodology contained in the report.

/’

MOTION:

“I move that the City Commission accept the repert of the Joint Committee appointed to
evaluate public work projeets and authorize the City Manager fo issue a policy letter
incorporating the contents of the report.”

SYNOPSIS:

On June 3, 1998 a meeting between the City of Great Falls, Montana Contractor’s
Association and the League of Cities and Towns was held to discuss a cooperative way 1o
evaluate public work projects proposed to be done by City forces. A commitiee consisting
of local contractors and City staff was appointed to develop a systematic means to compare
Capital Pro_gects proposed to be done by the City to a general contracior’s bid. After several
extensive meetings the committee drafted the attached report and is réecommending its

adoption by the City Commission.

BACKGROUND:

Historically there has been controversy concerning who could do Capital Projects more cost
effectively, the public or private sector. The methodology contained in the report provides
a means 1o make that determination on a case by case basis. It would not, however, restrict
the City from doing any project by any means it sees fit, if over-riding public benefit
warrants. it.




To: Mayor Joan Bennett, Commissioners Bill Beecher, Bili Downer,
Randy Gray, John Rosenbaum, and City Manager John Lawton

Subject: Project Evaluation

-As thie result of a meeting betweari the City of Great Fails, Montana Contractors’
Association and the League of Cities and Towns, held to discuss a cooperative

: way to evaluate public work projects proposed to be done by City forces, a group
of local coritractors and city staff were requested to develop a model by which

~Capital projects done bythe City could be consistently evaluated in comparison -
to a general contractors bid.

After extensive meetings, the committee drafted the attached report and
rewr‘nmends that the City Commission adeopt the methodology in the report as
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As a result of a meeting between the City of Great Falls. Montana Contractor’s
Association, and League of Cities and Towns held to discuss a cooperative way to evaluate .
public work projects proposed to be done by City forces. a group of local contractors and city
staff were requiested to develop a model by which capital projects done by the City could be .
consistently evaluated in comparison to-a general contractor’s bid. For the purpose of this effort,
capital projects are defined as “Any expenditure for the construction, reconstruction, or
improvement of City infrastructure that extends the life of the asser five vears or longer, and has
a cost greater than the State specified statute bid limit f-ﬁ;é.tms’-tr_ucﬁnn_ projects which is currently
$£25.000.00". 0ccﬁ_sieﬁa;ﬂy the City may want to act as the general coriracior for a capital
project. Areas of discussion which are presented in further detail in the rest of this paper
included the following:

1. What are the project costs, direct and indirect, that need 1o be evalugied in the bidding
process?

bt

Any model established for bidding shoutd be easy to understand and to apply.

Are there circumstances that would necessitate the City acting 4§ a general contractor?

3

4. Conclusion and recotimendation,

1. PRGJECT COSTS
The group agreed that the format for bid analysis would encompass the following areas:

Labor & Fringes

Equipment {Internal and External)
Materials ard Supplies
Subcontracior Costs

Risk

Profit

Overhead




Labor & Fringes: The group agreed that labor costs for contractors, who are reguired fo
Wse'the Montana Prevailing Wage, will be different from-{abor-costs used by the City on-those
projects which ate not contracted out. This-oceurs because the City is not required by law to pay
Montanan Prevailing Wage. For this sample bid it was agreed to use a rate 0£$26.01 per hour
for d'contractor’s paver operator and a rate of $19.27 per héur for the City’s paver operator..

Equipment (Internal and External): The Street Department used. the Blue Book monthly rate to

determine equipment costs. Actual ¢osts may be less since the Blue Book rates are regionally
based. The cost basis includes cost of owrership (depreciation. indirect cost [insurance, property
taxes. storage. l'i.ﬁeqses', record Keeping cost}, costef tal:;hues major overhaul and eperating
costs such as maintenance labor and parts dnd operating expendables. The contractor’s
equipment costs were based on their historically developed rates. For this sample bid a rate of
$96.00 per hour was used for the contractor's paving maching and & rate 0£$103.05 per hour
was used for the Cify.

The costs of operating heavy equiprient trucks vary depending on the size of the truck that is
used by the City and the Contractor. For instance. larger contractor’s trucks are capable of
hauling 32 tons each. City trucks are only capable of hauling 13.5 to 14 toms in each track. On
larger jobs. there is a cost savings to using larger trucks. Similarly. there is a cost savings
favoring the City or smaller contractors on smaller jobs which better accommodate the hauling
capacity of the smaller trucks.

Materials and Supplies: The group agreed the ¢osts of materials might vary for the contractor and

the City. Currently the City has a contrdct 1o purchase asphalt plant mix at a price of $25.20 per
ton. and this was the price of material used for the Citv in the sample bid. A material price of

$21.30 per ton was used for the contractor.




Subcontractors: No subcontractors were utilized in any of the sample bids for either the City or

the contractor. “If subcontractors are required. their cost to the project needs to be entered into the

subcontractor column of the project summary sheet.

Rigk: The samiple bid on the larger paving project used a contingency risk figure of $500.00 for
both the City and the confractor. This figure isused to prévide an amount in the bid 1o cover
unknown situations or conditions.

Profit; The City does not underiake construction projects forthe purpose of operating a
construction busifiess. Constiuction projects are undertaken to. provide a needed improvement
necessary for the ongoing operation of City services. ‘-fl'{é_'r_e.ﬁgm in-house construction projects
do not inchude a profit margin.

Natlonal and regional information relaling to average gross profit and net earnings from the 1997

al Managers Association svrvey results for Heavy and Hishway Contractors

indicates average profit marging (a5 percentage of revenue) are between 1% and 3% nationally
and fegionally. As a part of this studv a profit margin of 5% was used for the contractor bid and
0% was used for the City bid,

Overhiead: The group agreed on Contractor and City overhead rates of 13% and 11.5%
respectively for the sample bid. It should be noted thar actual contractor bid overhead rates from
prior projects are consistent with the sample bid overhead rate.

City ovethiead cost allocation was an area that received a great deai of discussion. Contractors
are acctistomed to full cost accounting practices, where il costs of an organization are included
in determining the costs of production. Therefore. if a particular unit is not producing a product
it becomes an indirect cost o be included in the production of other itemns. Although

governmental accounting does not use the same method of accounting for its services. the




following mode! was developed for evalnating and determining a City depariment’s overhead

cost,

In order 1o de;gnnine General Administrative Overhead costs. divisions in the General Fund were
classified as Adrministrative (see list for details) or Operations Units. Budgers of the

“Administration Units (divisions) were allocated among the Opetations units such as Police, Fite,
Street. Water, Saditary Sewer, ei¢. This cost allocation was based on the number of emplovess
in 2ach of the Opération Units,

- ey

General Fund Divisions considered o be Administrative

City Commission

Neighborhood Coineil

City Manager

Ciy Clerk

Citv Attormey

Legal Services

Human Resources Administation

Personne] Recruitment

internal Service Chargé tor Support Services (Portion)

A review of the Operation Units buidgeted expenses were broken out into direct and indirect
costs. Indirect costs included Department Head. Division Manager. and office staff salaries,
general office supplies. building mairtenance, building wilities. internal service charges.
Equipment replacement reserves were also inciuded when the operating division is actually
accumulating replacement reserves for equipment that is general in nature.

NOTE: The City does not routinely set aside reserves for facility replacement. Facility

replacement might be tinanced through a number of different methods. Some of the more




cotmon methods are debt issnance. federal grant funding or fee increases. Replacement of
public facilities is often the divect costs of future constuction projects. We therefore o not
inéi'udé a portionof the cost of replacing those facilities into 6ur overhead costs, .~ .
Overhead Rates based on the parameters noted above resuited in an overhead rate of 11.46% for

the-Street Departasent projects and 11.62% for the Golf Coutse irrigation projett - thers are

" different-costs for an internally executed project compared to an external {contract management)

The somple bid forms are shown as an aitsthment to this mpﬂrt The production rates utilized in
this saffipié were agreed upon based on the listorical production capability of both the City and
the conmacit,

Any furure bids for any type of capital project should include the sure general formarof a
worksheet for gagh item of work showing quantities, ptoduction rates, labor rates, egiipment
rates. and material prices. Using this data. a unit price should be established for each item of

work on the projeet.

These individual wotksheets for each item should then be summarized on 2 project Summary
sheet to determine the total cost of the project. This summary sheet will include markups for
overhead. special contingencies and project mobilization costs as shown ini the example.

3. CITY AS GENERAL CONTRACTOR

There are projects that the City can do at less cost thar a contractor becauise of economies of
scale or differenit labor rates,
Example 1: The City Street Department is responsible for city streéts. Staff must have the

capability to mobilize 10 make repairs. respond to emergencies. and perform small volume-




paving or patching projects. The equipment necessary to maintain this preparedness is available
at times to also do street overlaying projects. A portion of this studv was to analyze the

economic viability of the City doing these tvpe of projects.

- Two street paving projects were evaluated by the group based on the agreed upon parameters. .

* The general contractor was the lowest bidder on the larger paving project {2,100 tons of plant

miix) while the CJ.W was-lowest on the smaller paving project {174 tons). Theresuits of the bids
as prepared by the committee are as follows:
Bid différences:
1. Standard overlay - 2,100 tons
Private bid - $75.973.00
Citybid - 8836800
$12,395 difference - 16.3%
2. Small paving - 174 tons
Private bid - § 7.515.00
Citybid - Z7.138.00
-$  327.00 difference - 4.5%
Using these figiires as a basis, it was further caloulated thdt the point where the conttactor’s bid
and the City’s bid would be idenﬁcai in total cost would b on 4 project containing 360 tons of
plant mix. Or stated differently, on projects of 360 tons or less there would be an ecopomie
advantage to utilize City forces. On projects over 360 tons. there would be an economic
advantage 10 utilize the privare sector.

4. CONCLUSION AND RECOMMENDATION:

The main consideration in determining how any capital project is to be done shouid be the cost of

that project to the taxpayer. Other factors such as quality of workmanship and response time




should also be evaluated in.any final decision as to how a specific project should be handled.
It was agreed that the genéral practice has been that the Ciry did not want to compete with the
private sector on any majot items of work or capital improvements.
1f the City wishes forany special reason 16 do a capital project the Ciry Department desiring to
do the work should prepare a bid irl the same manner and format as presented in this report. That
bid should then be submittéd-to the City manager and City Commission for review and:
comparison with an engineer’s estimate (not divulged to the bidding Department umii after their
bid is submitted). [fthe engineer’s estimate is prepared internally. it should be done independent
from the City bid process. The e_z"lg_i'n&:ﬁ&fsfesfimatie should reflect whar the City’s cost would be
from the private sec;fo.r based or historieal data for Sﬁniiar work.
These prices -@si-imate's(ﬁ-itg bid and engifieer’s estimate) should then be used along with ather
pertinent factors in making the final detision as to how the particalar project should be done.
A public notice of the date of any presentation w the City Commission should be issued by the
Citv. The intens of this notice is 1w allow outside input into the final éeci’siien as. to how the

project is done,
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