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REGIONAL MUNICIPALITY B3J3A5 Canada

Halifax Regional Council
February 14, 2006

TO: Mayor Kelly and Members of Halifax Regional Council

SUBMITTED BY: __(Cla Qﬁff;
-~“Wayne Anstey, Acting Deputy Chief Administrative Officer

DATE: February 9, 2006

SUBJECT: Capital Projects Implementation
INFORMATION REPORT

ORIGIN

At the August 9, 2005 In Camera session Council raised two concerns: timely tendering of
approved capital projects and completion of tenders within budget. In response, the Deputy
Chief Administrative Officer indicated that staff would prepare the following report on
construction tenders (buildings, roads, sidewalks, underground services, parks, playgrounds,
etc.).

BACKGROUND AND DISCUSSION

Attached report outlines the progress of capital projects and the completion of tenders over the
last two budgets years. HRM staff have improved its handling of tenders for capital project
compared to the 2004/05 budget year but believe that the number of projects handled could
increase and be more timely if a number of specific initiatives and actions move forward,
namely:

[§) estimates based upon detailed design;
2) changes are made to the time when tenders are issued;
3) reduce the time period between tender closing and award,

4) dollar limits for authorization by regional council and CAQ;
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5) scheduling projects to stagger with other projects of a similar nature; and
6) additional staff resources.

Staff will review the above initiatives and implement those which are within staff’s authority and
seek direction of Council on those for which Council’s intervention is required.

BUDGET IMPLICATIONS

None.

FINANCIAL MANAGEMENT POLICIES / BUSINESS PLAN

This report complies with the Municipality’s Multi-Year Financial Strategy, the approved
Operating, Capital and Reserve budgets, policies and procedures regarding withdrawals from the
utilization of Capital and Operating reserves, as well as any relevant legislation.

ALTERNATIVES

Not Applicable

ATTACHMENTS

Attachment A - Report from Finance

A copy of this report can be obtained online at http://www.halifax.ca/council/agendasc/cagenda.html
then choose the appropriate meeting date, or by contacting the Office of the Municipal Clerk at 490-
4210, or Fax 490-4208.

Report Prepared &
Approved by: Wayne Anstey, Acting Deputy Chief Administrative Officer
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TO: Executive Management Team

SUBMITTED BY: L / W&Kﬂn\

/4 .
Dale MacLennan, Dlrec‘tor of Finance

DATE: February 8, 2006

SUBJECT: Capital Projects Implementation

INFORMATION REPORT

ORIGIN

At the August 9, 2005 In Camera session Council raised two concerns: timely tendering of
approved capital projects; and completion of tenders within budget. In response, the Deputy
Chief Administrative Officer indicated that staff would prepare the following report on
construction tenders (buildings, roads, sidewalks, underground services, parks, playgrounds,
etc.).

BACKGROUND

The capital budget represents a major portion of the total annual expenditures of the HRM and
has increased substantially over the last three years. The annual capital budget process begins
each September when staff commences preparation of the capital budget submission. Capital
projects are then proposed along with their estimated value. Through the fall and early winter
this list is prioritized, and projects can be added or removed. The final budget is usually approved
by Regional Council late in March. Once the capital program is approved by Regional Council,
the tendering process begins. Attachment I, outlines the standard process for tendering a capital
project.
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DISCUSSION

Progress of Capital Projects

Construction projects can vary in size and complexity. The majority of projects are completed
within one year. There are some projects which are completed over a number of years and all the
funds associated with it are not intended to be spent in one year such as Herring Cove, Beaver
Bank water and sewer, and Ellenvalle Run Drainage Improvements.

For the 2004/05 capital budget, approved in April 2004, $62 million (exclusive of Harbour
Solutions) was allocated for construction works. Of the total amount, approximately 40% was
unspent by March of 2005 when Council approved it’s 2005/06 capital budget. By November of
2005 only 15% was uncommitted. The bulk of these monies is accounted for in seven projects
(Attachment II).

For the present budget year, 2005/06, $70 million was approved for construction works
(exclusive of Harbour Solutions). As of the end of November only 34% of these funds have not
been spent or committed (contracted ). Of the remaining monies the bulk of the expenditures can
be accounted for in twenty projects (Attachment III).

The figures indicate that staff are further ahead on capital project spending than in the previous
year despite the capital budget increasing by 12.9%. This increase was achieved with the same

level of resources and staff addressing outstanding work from the 2004/05 budget year.

Completion of Tenders within Budget and on Time

Staff has reviewed a number of tenders issued over the last two years to compare the amount
tendered versus the estimate for the work. Some variance from the estimate is expected due to
most estimates being based upon preliminary designs. A variance of 30% +/- from the tender
price is considered a reasonable level of variance.

The results indicate that HRM staff were more accurate in their estimates in 2005 compared to
the previous year as outlined in Table A. In 2004, 65.3% of the tenders were within 30% of
budget. In 2005, the percentage of tenders within 30% of the budget increased to 74%.

Table A - Range of Pricing vs Estimate.

Tender Price vs. Budget 2004 2005
Within 10% +/- of budget 37.3% 35.6%
Within 20% +/- of budget 51.3% 59.6%
Within 30% +/- of budget 65.3% 74%

A major problem for staff in estimating tender prices is the rising costs of construction. Staff has
held discussions with a number of contractors and they generally conclude that costs have
increased for the following reasons: increase in fuel and steel, safety regulations, and adoption of
Provincial requirements to compensate for overtime. Some of these factors are volatile and
difficult to estimate.
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Despite more projects being within 30%+/- of budget in 2005, HRM staff believe that the
variance between the budget cost and the actual tendered price can be reduced and the overall bid
price would be lower if a number of specific initiatives and actions move forward, namely:

1) Estimates Based upon Detailed Design:

To improve the accuracy of the estimate, ideally, detailed design should be completed before the
estimate is finalized and presented to Regional Council. However the cycle that has been
established in some business units provides for preliminary review in the fall, followed by
development of the capital budget with detailed design occurring after budget approval. Detailed
design normally occurs during the spring and summer months. Staff are currently reviewing this
process with the intent of developing a true multi-year capital plan for Council apporval. This
proposed plan should enable the design team to focus more effectively on projects with the
ultimate goal of producing detailed designs and associated estimates prior to submission of the

capital program.

2) Changes Are Made to the Time When Tenders Are Issued:

Presently many of the HRM tenders are issued during the period April through September.
Through discussions with contractors, the contractors indicated that, although there are no
guarantees, HRM may experience more favourable tender prices if the tenders are issued earlier
in the year (January - March) than currently (see graph below). By doing this, it enables
contractors to plan appropriately for the upcoming season and commence construction earlier in
the year. In some cases additional work has a premium when contractor resources are at capacity
and additional workers, or equipment, are difficult to obtain. This is one of the reasons that staff,
have, in the past several years, brought Advance Capital Project approval reports to Council in
the mid and late winter months. Continuing and expanding this practise, would require more
Capital approval in the fall or earlier, with design and tendering through the winter months.
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3) Reduce the Time Period Between Tender Closing and Award:

The contractors also indicate that the approval process, from tender closing to Regional Council
awards, is too long and if streamlined, may produce lower tender prices. This is related to
scheduling. If contractors know that the award will be in close proximity of the tender close they
may take a chance on a lower price to fill a window in scheduling. They bid multiple jobs with
different firms in the hope of getting some of the work. Any delay increases their risk and they
submit a price accordingly. The graph below shows the distribution of the percent of tender
awards by time period. Note that the award time for the majority of the tenders has increased
between 2004 and 2005. One factor in this increase is the growing capital program and
unchanged staff resources.

Tender Close to Award

2004
2005

Percent of Tenders

1-10 21-30 41-50 61-70
11-20 31-40 51-60

Days from Tender Close

4) Dollar Limits for Authorization by Regional Council and CAQ:

As was outlined in a report to Council last fall, the lower the level of CAO authorization for the
award of tenders, the higher the volume of awards which must be approved by Council, thus
increasing the time between tender close and award. Council could revisit this authorization
level.

S5 Scheduling Projects to Stagger with Other Projects of a Similar Nature:

The HRM also competes with the private sector and other governments in this market.
Contractors have suggested that HRM take into account other projects in the market. For some
types of work there are a limited number of contractors or subcontractors. Timing our projects to
stagger with other projects of a similar nature would mean more competition, lower pricing and a
longer construction season for those firms. Similarly, there is an issue related to large capital
works projects (like Harbour Solutions) using up contractor capacity in HRM, resulting in higher
tender prices. As well certain companies with a basic monopoly on supplies and materials can
result in higher prices.

6) Additional Staff Resources:

Human resources levels are a factor. As outlined earlier in the report the capital budget has
increased in recent years with little or no increase to staff levels in areas supporting and
managing the design, management and tendering of project work. Certain HRM business units
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have gone through some restructuring or have had difficulty in hiring or retaining trained staff for
specialized jobs. As only one example, more resources, such as design and environment
engineers would be a benefit, and is being proposed in the EMS budget.

BUDGET IMPLICATIONS

None.

FINANCIAL MANAGEMENT POLICIES / BUSINESS PLAN

This report complies with the Municipality’s Multi-Year Financial Strategy, the approved
Operating, Capital and Reserve budgets, policies and procedures regarding withdrawals from the
utilization of Capital and Operating reserves, as well as any relevant legislation.

ALTERNATIVES

Not Applicable

ATTACHMENTS

Attachment I - HRM Tendering Process
Attachment II - Capital Analysis 2004/2005
Attachment III - Capital Analysis 2005/2006

A copy of this report can be obtained online at http://www.halifax.ca/council/agendasc/cagenda.html
then choose the appropriate meeting date, or by contacting the Office of the Municipal Clerk at 490-
4210, or Fax 490-4208.

Report Prepared by: Peter Ross, Finance
Dave Hubley, Transportation and Public Works
John Sheppard, Environmental Management Services
Phil Townsend, Real Property and Asset Management
Jennifer Church, Governance

Report Approved by: %Y)

Dale MacLennan, Director of Finance
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Attachment I

HRM Tendering Process

Once the capital program is approved by Regional Council, the tendering of capital items proceeds
as follows:

D

2)

3)

4)

5)

Tender Estimate: Prior to approval, a project typically undergoes a preliminary review
process which includes: upfront scoping, site investigations, coordination with other
departments and/or outside agencies such as utilities, sampling and analysis of materials,
review of existing infrastructure components and surveying. Generally speaking the estimate
that is produced for the Capital Budget submission is based on this preliminary assessment.

Creation of Tender Document: Once the detailed specifications and drawings are completed
they are used to create a tender document. This document is typically prepared by the
business unit (unless the project is being completed by a consultant) and sent to Procurement.

Procurement Process: Procurement advertises and issues the tenders. The contractors
normally have two weeks to submit a tender (more time is allocated for larger or more
complex projects). This time may be extended if the tender is amended. The tenders are
received and opened as per HRM’s procurement policies, reviewed for the statutory
requirements and sent to the relevant business unit for final documentation.

Approval of Tenders: If acceptable, a report is prepared for approval by the C.A.O. or
Regional Council. Internal control checks are then completed. There can be 5-6 persons
approving the report before the tender is put forward for award. Tenders under $100,000 can
be approved by the C.A.O. but tenders exceeding $100,000 must be approved by Regional
Council.

Execution of Tender: Once approved, the contractor provides the required documentation
(bonds, insurance, safety plans, etc.). Staff then conducts a preconstruction meeting to
discuss the scope of the work, procedures for payment, schedules, etc. After the
preconstruction meeting has been held, the work can proceed.

The completion of capital projects on time can be delayed for a variety of reasons such as:

Pre Construction Process (Predesign, design, tendering)

1)
2)
3)
4)
5)
6)
7

amount budgeted for the project is exceeded and/or the scope of work is modified;
complicated land issues;

long regulatory approval process;

community consultation;

public hearing process;

demand to add capital and non-capital projects during the year (ie. sewer collapses); and
existing staff levels limit the number of projects that can be worked on at the same time.
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Construction Process:

1) Time sensitivity
of projects: - asphalt plants do not open until mid May and close by Oct 31;
- work done near schools (starts after July 1 and ends by Aug. 31); and
- work adjacent to watercourses (starts after June 1 and ends by Sept 31).
2) Availability of contractors;
3) Weather; and
4) Unforseen Geological Conditions; and
5) Changes in scope of work
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