MEMORANDUM

Date: October 17, 2012

To: Chairman and Members From: C.H. Huckelberry
Pima County Bond Advisory Committee County Adminis%f
Re: Update on Joint Justice/Municipal Courts Complex

Attached please find a letter and report from the Tucson City Manager dated October 15,
2012 regarding City of Tucson participation in the Joint Justice/Municipal Courts Complex
(JUMCC). The letter and accompanying materials are self-explanatory.

The City will participate in the JJMCC project with the condition that they not pay any
portion of the project shortfall for the tower, shell or tenant improvements for the City — an
expense to be borne by the County. This matter is on the City Council’s agenda for
October 23, 2012 for review and discussion.

| will place the matter on a meeting of the Board of Supervisors in November 2012 to
discuss the City’s proposal and receive direction from the Board as to how to proceed.

Since the Bond Advisory Committee specifically requested an update regarding the JJMCC
project, | am providing you with the latest information | received from the City of Tucson.

CHH/mijk
Attachment

c: The Honorable Chairman and Members, Pima County Board of Supervisors
The Honorable Sarah Simmons, Presiding Judge, Superior Courts
The Honorable Keith Bee, Presiding Judge, Consolidated Justice Courts
Kent Batty, Court Administrator, Superior Courts
Lisa Royal, Court Administrator, Consolidated Justice Courts
Reid Spaulding, Director, Facilities Management



October 15, 2012

Chuck H. Huckelberry
Pima County Administrator
130 W. Congress

Tucson, AZ 85701--1317

RE: Realistic Scenario for Joint Court Occupancy
Dear Mr. Huckelberry:

Discussions started more than 10 years ago about building a joint courts complex because both Pima
County Justice Court and Tucson City Court were in need of better facilities to serve the community.
The idea of building one complex that could house both functions seemed like an efficient solution for
the tax payers of our region. The project, termed the Joint Justice/Municipal Courts Complex
(JIMCC), was approved by the voters as part of the 2004 Pima County bond election.

History of the project. changes from original intent and capital shortfall

There have been many changes since 2004 that have affected that original intent. I have attached here
a list of actions and adjustments that have taken place over the years, affecting the scope and finances
of the project (Attachment A.) These have included several re-designs of the building and higher than
expected costs in some areas such as archeology. The $91 million budget approved by the voters has
proven insufficient. What is under construction now is a shell tower that will not include space for all
functions originally intended to be in the building. All bond funds will have been expended prior to
completion of the shell and build out of the interior [i.c. walls, ceilings, lights, cabling etc. — these are
termed by the County as Tenant Improvements (TI).] You have communicated to us that if the City
intends to occupy the complex, we must plan to contribute money to cover the shortfall in capital costs
to complete what is under construction and certain additional costs such as water main replacement
and undergrounding of overhead electrical facilities.

The proportionate share for division of project costs has now been set at 54% City and 46% County
based on the amount of space each entity is to occupy in the building under the current design
(exclusive of common areas.)

As a tenant of the County-owned building, the City had anticipated paying Operation & Maintenance
(O&M) costs and contributing to moving and Furniture/Fixture/Equipment (FF&E) costs. However,
sharing in the shortfall in capital costs was not contemplated nor was the need to pay for alternative
space for the City Prosecutor and City Public Defender, critical functions connected to City Court that
are no longer programmed in the complex.

City Financial Issues
We have communicated to you that several factors affect our ability to allocate funds towards the

JIMCC capital expense shortfall. These include:

¢ The severe budget cuts we have been forced to take as a result of the financial crisis of the
past few years, resulting in the loss of close to 1000 City jobs and eliminating $27 million
from the general fund budget without a decrease in demand for core services.

*  The multiple commitments we must fulfill in FY2014 and 2015, including but not limited to
the start of operational costs for the modern streetcar; covering the costs for what are now
grant-funded police salaries; and public safety retirement payouts that will hit in large
numbers during these same years. We also intend to incrementally address compensation
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issues for City staff who have endured furloughs, increased benefit costs and no pay increases
for five years prior to FY13.

¢  The fact that we are unable to borrow funds in the market for this capital expenditure because
we are not owners of the building but rather tenants.

* The City’s need to pay to relocate/house the Public Defender and City Prosecutor offices even
if we move City Court operations into JJMCC,

City staff members have had multiple discussions in the past year both internally and with County
staff, looking at proportionate space needs and costs and funding alternatives as well as location
alternatives for City Court and the City Prosecutor and City Public Defender. While at one point we
thought that funding from the next County bond election could result in a lesser amount of bridge
financing to be paid for building completion (per your memo of November 8, 2011), in your February
2, 2012 memo and August 24, 2012 memo you stated that the City and the County should make plans
to pay for the capital costs through annual payments since an election would not be likely until
November 2014.

Alternatives Developed in summer 2012

We have reiterated on several occasions that the City has not yet committed to moving into the joint
Courts Complex and you have acknowledged that our use of the facility for City Court is fully at our
discretion and subject to entering into an appropriate operating and maintenance agreement and
finding a mechanism to cover capital costs.

Three months ago we provided you with alternatives we prepared for our elected officials based on the
joint City-County staff work and additional internal analysis (see attachment B.) In your memo of
August 24, 2012 and in our in-person discussion on August 27, 2012, we spoke of some possible
downward adjustments to the numbers we developed, including the interest rate to be charged to the
City for advancing Pima County funds to cover what you determined to be our share of the capital
shortfall; the length of time the City would have to pay back the Pima County general fund for the
capital costs advancement loan; and a possible reduction in the Court security cost estimate.

We inquired of Reid Spaulding this past week about any other changes or lower costs we could use in
our planning, and he responded that any construction savings have been offset by increased water and
sewer utility costs; that tenant improvement (interior build-out) costs will not be known until the
County is in a position to actually contract for the work and to determine if the improvements will be
for County as well as City functions; he reiterated that security costs could be lower but that getting to
a number would involve Judges and Court Administrators conferring on that issue; and he stated that
higher electric utility rates (+15%) are being anticipated.

Updated options and one realistic scenario for joint occupancy

Based on all of the discussions and data exchanges described above, we have revisited our cash
demand forecasts for the upcoming fiscal years and re-worked our Court financial scenarios once
more. (See attachment C.)

Note Option 4, which we have concluded is the option that will realistically allow City Court to move
in to the joint courts complex and thus fulfill the original intent of the project. Elements of this option
are as follows:

* The City pays its share of O&M costs as determined by City and County staff in detailed
discussions and analysis over the last 6 months, although a lower cost for security has been
factored in.

» The City pays for its FF&E and move-in costs, and retains a factor for future City FF&E
replacements.

¢ The City pays for lease costs for housing the City Prosecutor and Public Defender offices.
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* In order to cover the additional Q&M and moving and FF&E costs, the City will need
approval from the Mayor and City Council to raise the City Court case processing fee and to
divert other Court funds that would normally go to the City general fund.

* The above fee increase and diversion of funds will not be sufficient to pay for more than the
increased O&M and moving and FF&E costs, therefore this option does not include the City
paying any portion of the capital costs shortfall nor any interior build out (TT) costs. The
rationale is that if the County general fund will be used to pay for the shortfall, City tax
payers are also County tax payers and should not have to pay twice for the use of funds they
have paid for already through their property taxes.

Remaining in current City Court building as an alternative

We recognize that remaining in the current City Court building is not an ideal situation but we realize
it is an option we have available to us to avoid increased costs we cannot afford. The same is not true
of other City needs that will be competing for limited general fund dollars in 2014 and 2015 (we do
not have an alternative to paying for police salaries that are now covered with grant funds, for
example.)

Discussion this week

I am available to talk with you this week about this matter. We have scheduled a discussion of the
joint courts complex at the Mayor and City Council meeting on October 239, 1 urge you to give
serious consideration to the realistic scenario presented here (Option 4) which will allow us to move
forward jointly with this project for delivery to the public as indicated in the 2004 bond program.
Without the consideration of Option 4, the other options available are alternatives we cannot afford.

incere
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Richard Miranda
City Manager

LRM/RM

Attachments:

A. JIMCC 2004 Bond Project: List of Communications, Actions and Adjustments

B1 - BS5. Updated as of 6/19/12: Summary and Project Cost Analysis; O&M Estimates; Projected
Annual Cost for 1¥ Year of Operations; Financing Options-Cause and Effect; Options-Projected
Capital Costs & Cash Demands Comparison

C. Options-Projected Capital Costs & Cash Demands Comparison Chart, 10/15/12

c: Honerable Mayor and City Council Members
Liz R. Miller, Deputy City Manager
Kelly Gottschalk, Chief Financial Officer/Assistant City Manager
Albert Elias, Assistant City Manager
Honorable Tony Riojas, Chief Magistrate, Tucson City Court
Christopher Hale, City Court Administrator
Silvia Amparano, Finance Director
Ron Lewis, General Services Director
Mike Rankin, City Attorney
Tim Murphy and Hector Martinez, City Real Estate Division



Attachment A - Joint Justice/Municipal Courts Complex (JJMCC) 2004 bond project

Communications, actions and adjustments: November 2011 to present
* Inamemo dated November 8, 2011. the County Administrator presented his detailed
report with historical data about the Joint Justice Municipal Courts Complex {(JIMCC)
project since its inception as a 2004 voter-approved bond item. It included a delineation
of financial issues. I also put forth two options for proceeding with the project and
stated that there was no right or wrong answers regarding the alternatives. The two
options were:

1. Bridge. or temporary. financing t construct the building shell. physical plant and site
improvements (Phase 1) beginning in early January 2012. It was stated that action by
both the City and County was necessary by carly December 2011 in order to award a
Guaranteed Maximum Price Contract for the Phase I improvements.

Delayed implementation until a future. supplemental bond authorization, which
would not likely occur until 2014 at the earliest.

2

= City staff took the County Administrator’s proposals and accompanying
documentation 1o the Mayor and City Council for consideration at their December 13.
2011 meeting. The City Council did not reach a decision on either option. but instead
directed staff to continue conversations with Pima County for clarification of the
outstanding issues regarding the project.

o Inearly 2012, the Board of Supervisors issued a contract for construction of Phase | of
the JJMCC and work began in February 2012,

e On February 3. 2012 two memos were received fiom the County; “Financing of the
JJIMCC Shell and Tenant Improvements™ and “Joint Justice’Municipal Courts
Complex Financing.” These referenced:

o Monthly payment being made to Sundt Construction beginning February 1.
2012,

o Use of County General Fund dollars after bond funds are exhausted. and
accrual of capitalized interest for any money advanced either for the County
portion or the City portion.

¢ Itis unlikely that there will be a County bond issue by 2013. making any
money paid toward completion of the building less likely to be reimbursed bya
future bond authorization.

o Additional charges above and beyvond the Sundt Contract { including the
potential undergrounding of overhead electrical facilities along Toole) to be
paid proportionately by each occupying jurisdiction.

o The County’s repavment of $9.8 million of Joint Justice/Municipal Court
Complex bond funds previously used for Superior Court expansion and Pima
County adult probation relocation back into the fund accounting for the JIMCC
project. [It was also stated that the County was assuming that the County
would not transfer $4.4 million to the City for another joint bond project,

October 15,2012 Page 1



PCWIN as had been previously agreed. in order to have unitormity and
consistency with regard to bond funding: if the County was not to use bond
funds for Superior Court because that use was not contained in the bond
question. then the County should not advance money to be used for
improvements at the City’s Price Service Center to support City and County
PCWIN needs because that was not included in the PCWIN bond language.
The $4.4 million in PCWIN funds was subsequently transferred to the City.]

The County Administrator responded on February 24, 2012 acknow ledging that
construction had begun and stating the expectation that construction would be
completed with County funds advanced tor County Justice Court uses within the
facility. as well as possible future City Court uses.

Further. the statement was made the City *s use of the facility is fully at the City’s
discretion and subject to entering into an appropriate operating and maintenance
agreement regarding the use of space allocated 1o the Chy. as well as repayment of
tunds that may be advanced by the County on behalf of the City to complete
construction.

On April 6. 2012 a memo regarding ™~ ['taffic Flow on Stone Avenue and Alameda
Street” was received from the County Administrator, addressing how any change in
two-way traffic plans would affect the designed entrance to the parking garage for the
Court complex.

A July 24, 2012 memo from the County Administrator referenced additional expenses
incurred for JIMCC project associated with replacing Tucson Water's aging water
transmission line to achieve firefighting well requirements and notifving the City it
should be prepared to pay its share. Also stated was the County expected the
installation of the new water transmission mains by the County to be protected mains
with no other connections allowed with the County being reimbursed the excess costs
associated with this work. The estimated costs at that time were $230.000, subject to

change.

On July 30. 2012 the City Manager sent a memo to the Mayor and City Council
Members in anticipation of a discussion to reach a decision on the joint courts complex
at the first Council meeting in September. This included attachments presenting
different scenarios and costs models.

The same materials were sent as an attachment to a letter to the County Administrator
with a request for final review and a meeting prior to presentation at Study Session on
September 5",

On August 24, 2012 the County Administrator responded with a letter claritving
several points contained in the scenarios and cost models. including:
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¢ The fact that tenant improvement costs would not be determined until
approximately August 2013: possible downward adjustment to the security cost
estimate

o Recommendation that the capital reserve amount included in City estimates be
eliminated for $2.3 million in costs savings

¢ A possible lower interest rate to be charged the City for any money advanced to
pay a share of capital costs that remain after bond funds are exhausted

2> Reiteration that a 2013 bond clection’bond authorization is unlikely and that
November 2014 is the soonest dawe contemplated.

=  Also recommended was discussion of the benefits of the JJMCC in terms of
public convenience. reduced operating costs and increased etficiency
associated with joint court operations and management of services.

A meeting was held between the City Manager and County Administrator and City-
County staff members on August 27" to review the scenarios and cost models referenced
above and to discuss points included in the Augusi 24 memo from the County
Administrator. In addition to the elements delineated above. other points discussed were
possible lower costs for construction and ‘'or tenant improvements. per the County
Facilities Management Director: potential revenues to be raised by the City via
additional court fees {an idea advanced by Presiding City Court Magistrate Tony Rigjas):
and the possibility of applying future garage revenues to the building shefl capital cost
shortfalls (the garage is a separate project from the JJMCC, being constructed and
funded exclusively by Pima County.}

In order to have time 1o consider the additional ideas brought forward in the late August
discussions. the City Manager's office decided to postpone the discussion scheduled for
September 5. 2012 Study Session. This was communicated on August 28. 2012.

City staff from City Court. Real Estate. General Services. Finance and the City
Manager’s office has worked in the past two months to re-look at upcoming cash
demands and Court costs and alternatives. based on the information received in August
and as recently as the week of October 8. 2012, A new set of scenarios has been
developed including an Option 4. which we have concluded is the most realistic option
that will allow City Court to move into the joint courts complex. Elements of this option
are as follows:

o The City pays its share of O&M costs as deternuned by City and County staff in
detailed discussions and analysis over the last 6 months

o The City pays for its FF&F and move-in costs. and retains a factor for future City
FF&E replacements.

o The City pays for lease costs for housing the City Prosecutor and Public Defender
offices.

o In order to cover the additional 0&M and moving and FF&E costs. the City will
need approval from the Mayor and City Council to raise the City Courl case
processing fee and to divert other Court funds that would normally go 1o the City
general fund

P . . o — _— = EE————
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< The above fee increase and diversion of funds will not be sufficient to pay for
more than the increased O&M and moving and FF&E costs. therefore this option
does not include the City paying any portion of the capital costs shorfall nor any
interior build out (T1) costs. The rationale is that it the County general fund will
be used to pay for the shortfull. City tax payers are also County tax payers and
should not have to pay twice for the use of funds they have paid for already
through their property taxes

e New scenarios transmitted to the County Administrator on October15. 2012.

o Discussion of the City’s position with regard to the JJMCC is scheduled for the October
23, 2012 Mayor and Council Study Session.

Communications, actions and adjustments: August 2004 to October 2011
e May 2004: Pima County voters approved $76 million bond: cost estimate $91 million

before parking garage

¢ Anticipated City contributing revenue from sale of existing city court building to
the ncw project (S4 miltion.)

o Designated a Joint Management Commitiee for needs determination, space
definitions and planning. functionality. and operational and financial synergies
(Representing the City on this commiutee were Ron Lewis. Presiding Magistrate
Tony Riojas and then-Court Administrater Joan Harphant, Christopher Hale.
current Court Administrator. replaced Ms. Harphant when she retired in 2011.)

o Fall 2004: Joint Management Commitiee started meeting: Pima County Superior Court
Presiding Judge Leonardo was the chair. Committee responsibiliues clearly focused on
space and operational needs plus functionality. Developing joint operational
methodologies and policies was a continual commitee selt-chatlenge.

¢ Nov 9.2004: Judge Leonardo lenter to City Manager Jim Keene and County
Administrator Chuck Huckelberry requesting confirmation of proposed occupants for
new building.

e Nov 18.2004; County Administrator response was to inciude County Defenders and
others. Letter also states "If that requires a larger building and more funds. than that is a
task 1 am prepared to tackle.”

s Dec 3. 2004: City Manager response was to include City Prosecutor and City Public
Defender and “perhaps others...”

o Committee participated in Architecture & Engineering (A&F) selection process. All
actual decisions and contracting was clearly Pima County’s action. Overall project
management was clearly the responsibility of Pima County’s Facilities Management
(FM) . directly reporting 1o the County Administrator. Through the various discussions
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and activities, it was clear that both courts were going to be tenants of Pima County FM.
i.e. the landlord.

¢ The A & E work was under Pima FM direction. with FM and the consultant coming to
the Committee when necessary to show progress and receive planning and design

input/feedback.

e June 14, 2005: MOU signed by the City Manager. County Administrator and Judge
l.eonardo regarding the role of the Joint Courts Complex Management Team (JCCMT):

o “.provide guidance and direction to the design and construction of..”

o “...control and expenditure of County hond funds is under exclusive control of
the Pima County Board ol Supervisors..”
o ~...intent to enter into an Intergovernmental Agreement in the future...”

e Nov 27.2006: County Administrator Memo to county FM Director referencing City
desire to include City Prosecutors and Public Defenders in the building. He states that is
not financially feasible. but requests FM to consider allocating Public Works Building
space to that purpose on assumption much of that building would be vacated. (City-only
meeting 12/7/06 concluded it was possible it all other move scenarios played out.)

o Concept planning took the committee through both specitic space sizing and lay outs as
well as building configurations and massing on the site. There was much discussion on
potential costs and cost reduction alternatives. Two concept designs were considered
before the commitiee selected a single. preferred plan.

¢ As Pima FM and the A&E were proceeding from concept design to design development.
FM announced that the County Administrator and City Manager Mike Hein had directed
a new concept layout. After much discussion and expressions of concern. the commitiee
focused on the details of incorporating courts needs and wants into the new configuration.
If was apparent from the drastic concept change that costs would be higher than the
earlier design.

¢ The new concept was refined and design development launched. With more detail. the
Pima County’s estimators determined the costs were $140 million or more. Pima FM and
the A&E then entered the value engineering process.

s Archeological costs were escalating and building costs were being forced downward. It
was clear that the project as designed to that point could not be completed with the
remaining bond funds.

e At some point in 2008 the committee learned that $12 million of bond funds was
allocated to renovate existing Superior Courts areas.

e About this time the County s previous FM Director retired and current Director Reid
Spaulding was hired. Spaulding proposed a new concept to lower the costs that the

e O " e M

October 15, 2012

- .Pagei



County Administrator accepted: reduce building size to 2018 projected needs and plan
for a second phase of courtrooms for whenever the needs grew.

* Reid Spaulding approached Ron Lewis about the County building the project’s Energy
Plant early to take advantage of low construction costs. proposing that the City could use
the plant for its needs until moving into the new building. Conversations indicated the
County would expect the City to pay Plant O&M costs until the new courts tacility was
operational. thereby saving the City the costs of replacing faulty equipment until the
existing building was vacated. With no assurances ot timely building completion and
immediate need to improved sysiem performance the City said “no”™. and went ahead with
HVAC and elevator repairs‘replacements.

e County requested Bond Advisors Committee allocate more tunds (850 million) tn this
project, asking for voter approval at the next bond etection in 2012 or 2013: County Bond
Advisory Committee agreed

o In2010: Reid Spaulding started talking to the Management Committee about building a
shell to take advantage of the construction market. He indicated that if bonding could not
be obtained to complete the shell and interior finish furnishings. the tenants would be
charged a capital lease charge lo pay the debt service.

» Late 2010: County Administrator requested City help with the project financially. Per
Deputy City Manager Miranda letter of 12 2010, the City could not tinancially support
the project at that time.

o FEarly 2011: Counts pressed then-City Manager Mike Letcher to pay for the water line
improvements needed for fire sprinkler capacity to the new building. At meeting in the
City Manager's Office. County Administrator confirmed whatever costs could not be
covered by bonding would be recovered from tenants via capital rent charges.

e County FM continued moving forward on the design and construction contracting for the
two step approach: shell now. tenant fit-up later. Briefed Management Committee in
August 2011 that GMP was close and hoped to start construction by new calendar year

o Qctober 2011: County Administrator sent a report to the City. asking for City financial
help with project. This started extensive internal discussions.

¢ Joint Management Committee meeting held in November 2011, New Chair. Pima
County Superior Court Presiding Judge Kearny. asks for a Committee vote on the
proposed two step approach (build shel! first. build out later.) City reps indicated they
could not speak for the Mavor & Council so could not provide a City position on the
issue. Following discussion. including concern about going forward with construction of
a shell with no assurance of completion. a compromise committee statement was
developed by a county committee member and supporied by all members. (This did not
reflect City member’s abstaining from taking a binding position without Mayor and City
Council approval. but that was clarified after the fact in a letter from Judge Riojas.)

e = s = = e e . ]
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