Memorandum

To:
Frank Salvato

From:
David Simons

Date:
9/24/2004

Re:
Murphy Park Elevated Water Tank Options

At the last City Council meeting on 9/9/2004, several Council Members raised questions about the cost estimates for the maintenance work on the Murphy and Mallard elevated water tanks.  The main concern appeared to be that the cost estimates were higher than they had expected.  Dunham Engineering has resubmitted detailed cost estimates for both tanks and stands by the numbers that were presented most recently to City Council.  There appear to be a number of reasons that the estimates were higher than the Council Members expected:

· Casey Sledge provided a letter report to the Council in July that referenced a proposal from Dunham Engineering in November 2003 that put the construction costs for rehabilitating the Murphy Park Tank at $175,000 (plus $25,000 for design and inspection services).  The latest construction estimate is $225,000.  Mr. Dunham’s explanation was that the November 2003 proposal included an overcoat of the Murphy Tank, but the latest proposal includes a full removal and replacement of the tank’s coating systems.  He thinks the tank has deteriorated to the point where overcoating is no longer an option.

· Dunham Engineering’s construction cost estimate for the Mallard elevated tank is $250,000.  As far as I am aware, this is the first construction estimate we have received for this specific tank.  A rough guess for the Mallard Tank rehabilitation cost, $180,000, was presented in the CIP budget spreadsheet, but I do not think it was based on any hard numbers.  This is a case where a much more conservative guess should have been used in the CIP budget.

· The estimated cost for demolishing the Southwood Hills Ground Storage Tank, $20,000, was included in the proposal from Dunham Engineering.

· Dunham Engineering’s proposed fees, $45,000 for design and $20,000 for inspections, are probably higher than the Council Members expected.  

I am also not happy with the apparent inconsistencies between Dunham Engineering’s earlier proposals and the current ones.  It is troubling that Dunham’s latest proposed design fee is a direct percentage of the total estimated construction costs, especially when the construction costs appear to be higher than previous estimates.  We have the option to seek a proposal from another water tank consultant, but in doing that we must end our negotiations with Dunham Engineering for this project.  

Before we move on to another consultant, I recommend that we take Council’s concerns about the costs to rehabilitate the tanks as an opportunity to reexamine the City’s options for the Murphy Park Tank in light of the big picture of the Capital Improvements Program.  I discussed the estimated costs to rehabilitate the tanks with Charles Cunningham and he had some interesting suggestions:

Consider Rebuilding Murphy Park Tank Now

· The City is proposing to issue debt in the near future for the creation of a High Pressure Plane and the Mustang Creek Wastewater Interceptor.  Those two projects alone may require $9 million.

· Current interest rates are low. 

· With the sale of the water treatment plant, the City’s annual debt service has been reduced significantly.  There is a lot of room for issuing debt for the water system without increasing water rates.

· The addition of $1.5 million in debt (worst case) to rebuild the Murphy Tank may only add $50,000 to $60,000 annually to the City’s debt service.  If we rehabilitate the tank now for approximately $250,000, the cost to the City for the next 10 years is $25,000 per year and then the replacement costs for the tank will still be added onto that.

· The City of Hutto has indicated that they wish to substantially increase their base water delivery in the contract with Taylor, much more than had been anticipated.  They would like the base water delivery to be 2.675 million gallons per day by 2010.  They may be buying as much water as the City of Taylor uses in a few years.  Their rates include the City of Taylor’s debt service, so they could end up paying off a major portion of the City’s water debt and help relieve the burden on Taylor’s water customers.

· The City may be in the best position right now to issue debt to rebuild the Murphy Park Tank with minimal effect on the water rates.  Putting off the reconstruction of the tank may not help the City’s long-term finances and will obviously cost the City more.

· The design and reconstruction of the Murphy Park Tank could be combined with the contracts for the High Pressure Plane and constructed at the same time.  The replacement of the J-bolts on the Murphy Park Tank will still need to be done this winter.  The rehabilitation of the Mallard Tank could also occur this winter.

It will take some time to develop a detailed financial analysis for issuance of debt, wholesale water customers, and the effects these will have on the water and wastewater rates.  We would like to try to present the information to City Council at their October 14, 2004 meeting.  
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