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RECOMMENDATIONS

COUNCIL DISTRICT: Citywide

a. Approve the First Amendment to the On-Airport Rental Car. Operations and Lease
Agreements with the current on-AirpOli rental car companies (Avis Budget Car Rental
(operating as Avis and Budget), DTG Operations, Inc. (operating as Dollar and Tluifty),
EAN, LLC (operating as Enterprise, Alamo and National), Fox Rent A Car, Inc., and The
Hertz Corporation) for on-Airport rental car operations at the Consolidated Rental Car
Garage to extend the maximum term for an additional five year period by providing for a
term of ten years from commencement of operations at the Consolidated Rental Car Garage,
and up to two ten-year renewal periods, subject to mutual agreement of the City and the
rental car companies, for a total maximum term of up to thirty years, to establish a Rent
Stabilization Fund to be funded from excess facility rent payments in an amount not to
exceed $1,000,000 and to provide that any unexpended Program Reserve on hand upon
completion of construction of the Consolidated Rental Car Garage will be credited to either
the Rent Stabilization Fund or the repayment of debt on the Consolidated Rental Car Garage.

b. Approve the Second Amendment to the Contract with Hensel Phelps Construction Co. for
design and construction of the Airport Terminal Area Improvement Program to increase the
maximum not-to-exceed contract compensation by $13 million, from $647,119,130 to
$660,119,130.

c. Adopt the following Appropriation Ordinance Amendments in the AirpOli Revenue Bond
Improvement Fund:

1. Increase the Consolidated Rental Car Facility appropriation by $22,900,000;

2. Increase the Public Parking Garage appropriation by $1,300,000;
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3. Decrease the Terminal Area Development, Phase I appropriation by $1,300,000;

4. Decrease the Ending Fund Balance by $22,900,000.

d. Approval of a City-controlled program reserve for potential additions to the scope of the
Consolidated Rental Car Garage, in an amount not to exceed $11,200,000.

e. Adoption of a resolution authorizing the City Manager to negotiate and execute contract
change orders for the City-controlled program reserve in an amount not to exceed
$11,200,000.

f. Authorize the City Manager to increase the estimated premium and estimated loss reserves in
the City's current Owner Controlled Insurance Program for the Airport's Master Plan
projects with American Intemational Group from $19,500,000 to a total amount not to
exceed $25,000,000.

CEQA: Resolutions No. 67380 and 71451, PP 08-015

SUMMARY

Staff recommends Council approval of amendments to agreements and related budget actions for
the financing, design, and construction of the Airport's Consolidated Rental Car Garage as part
of the Terminal Area Improvement Program (TAIP).

As a result of these actions, rental car companies operating at the Airport have agreed to increase
their share of funding for the garage by $22.9 million through the extension of their lease
agreements from a maximum term of up to 25 years to a maximum term of up to 30 years. This
will ensure the scope ofwork for the project will meet the projected needs of both the Airport
and the rental car companies.

Hensel Phelps Construction, the TAIP design-builder, has submitted a 30% Guaranteed
Maximum Price (GMP) for the Consolidated Rental Car Garage that exceeds the authorized
budget. The Airport and the rental car companies have mutually agreed to adjust the scope of the
project and extend the maximum term of the lease, which will increase the funding available for
the project. PaIt ofthis increased funding will pay for the higher GMP, and the balance will be
used to establish a program reserve to meet potential project scope alterations.

Staff recommends that Council take the following specific actions to approve and implement
these negotiations:

• Amend the On-Airport Rental Car Company Operations Agreements and Leases.
• Amend the TAIP Design-Build Contract.
• Establish a program reserve and authorize the City Manager to control it.
• Increase the authorized budget.
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• Increase the Owner Controlled Insurance Program to cover increased construction cost.

BACKGROUND

On October 2,2007, City Council approved a series of recommendations that increased the scope
and budget of the Consolidated Rental Car Garage included in the TAIP. This increase was
needed to provide enough space for all current on-Airport rental oar companies to occupy the
facility in a fair, competitive, efficient, and convenient environment and meet forecast demand
through 2017. The Consolidated Rental Car Garage is included in the design-build contract
with Hensel Phelps Construction for delivery ofPhase 1 of the TAIP.

The Council actions at that time:

• Increased the total project budget to $251 million, including $237.5 million for the rental
car areas and $13.5 million for ground floor public parking.

• Increased the scope of the project to include 3,000 rental car spaces, 350 public parking
spaces, rental car service and office areas, and customer service lobby.

• Authorized the collection of Customer Facility Charges (CFCs) for the purpose ofpaying
the costs of the financing, design, construction and operation of the new Consolidated
Rental Car Facility and the costs of an Airport-mandated common use transportation
system operated for the movement ofpassengers between the terminals and the existing
rental car center beginning on January 1, 2008.

• Authorized the City Manager to negotiate and execute lease agreements with current and
future On-Airport Rental Car Companies.

• Authorized the City Manager to negotiate and execute the First Amendment to the
Design Build Contract with Hensel Phelps Construction to add $105,273,314 to the
maximum not-to-exceed contract compensation and to increase the contract completion .
time by up to 18 months.

The Consolidated Rental Car Garage is financed by the commercial paper program approved by
, Council in January 2007. Three revenue streams service this debt: CFCs, facility rent to be paid

by the Rental Car Companies, and the Airport public parking appropriation. Based upon current
rental car transaction forecasts, it is anticipated the CFCs will not be sufficient to pay debt
service for the portion of the Consolidated Rental Car Garage to be used for rental car operations
and common use transportation costs during the term. Therefore, the Rental Car Operations
Agreements and Leases provide that the rental car companies will pay annual facility rent to the
City for the term. Rental Car facility rent will be equal to total annual debt service costs less
total annual rental CFCs collected. Rental Car facility rent will be apportioned among the
companies operating in the Consolidated Rental Car Garage according to the amount of
exclusive use space allocated to each company, as a percentage of the total exclusive use space
in the Consolidated Rental Car Garage. It is estimated the total facility rent will be
approximately $4.8 million per year; however, this figure will vary, depending on the CFCs
collected. In the event CFC collections are higher than estimated, the total facility rent will be
lower than the estimated $4.8 million per year. If the CFC collections are lower than estimated,
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the total facility rent will be higher than the estimated$4.8 million per year. Rental Car Facility
rent over a 25 year period would generate approximately $121 million.

The Design Build contract provides that the TAIP will be included in the City's Owner
Controlled Insurance Program (OCIP) for the Airport Master Plan Projects. In conjunction with
approval of the Design Build Contract, Council authorized the City Manager to negotiate and
execute agreements for up to $19.5 million in premium and loss reserves under the OCIP. The
OCIP includes Builders Risk for completed project value, Owners Protective Professional
Indemnity (OPPI), and other appropriate coverages.

ANALYSIS

Design of the Consolidated Rental Car Garage has progressed to the 30% milestone, and Hensel
Phelps submitted a 30% GMP proposal to staff on December 20, 2007, in accordance with its
contract. The 30% design GMP proposal submitted by Hensel Phelps for the Consolidated
Rental Car Facility included the total scope described in the On-Airport Rental Car Operations
and Lease Agreements, but resulted in the project cost exceeding the available budget by $16
million

On-Airport Rental Car Operations and Lease Agreements

The On-Airport Rental Car Operations and Lease Agreements provide that if the GMP exceeds
$237.5 million for the rental car portion of the garage or if the scope is materially different from
the scope described in the agreements, the City and the rental car companies will work to resolve
the issues. If a mutually acceptable agreement regarding the Consolidated Rental Car Garage
scope and GMP cannot be reached, the parties may terminate the rental car agreements. At that
time, the City can negotiate new agreements with the rental car companies for a reduced scope or
identify new uses and funding for the rental car facility.

In accordance with the Design Build Contract, the City and its cost consultants have been
reviewing, validating, and negotiating the value of the GMP for the Consolidated Rental Car
Garage. The City also has met with the rental car companies, and we have agreed on some
limited reductions for the scope of the Consolidated Rental Car Garage. Together the
negotiations and scope reductions have reduced the GMP overage to $13 million.

A portion of the first floor of the Consolidated Rental Car Garage will be used for Airport public
parking. When the total $13 million GMP overage is allocated between the rental car and public
parking portions of the Consolidated Rental Car Garage, the rental car operations share of this
overage is $12.3 million and the City's public parking share is $0.7 million.

In consideration of the agreement by the Rental Car Companies to the increase cost of the GMP
for the Consolidated Rental Car Garage, the terms of the recommended First Amendment to the
Rental Car Operations and Lease Agreements include:
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• Facility rent will be calculated based upon a 30-year debt repayment period, rather than a
25-year repayment period. By extending the facility rent payment period to 30 years, the
proposed First Amendment to the rental car agreements will increase the rental car
companies' contribution to the project by $22.9 million while keeping facility rents at the
amounts forecast during the origina11ease negotiations. Rental Car Facility rent over a
30 year period would generate approximately $145 million, which along with the CFCs
would be sufficient to repay the debt associated with the Consolidated Rental Car Garage

• Changing the term ofthe Agreement from ten years with one fifteen-year option with the
mutual agreement of the parties (25 years total) to ten years with two ten-year option
periods with mutual agreement of the parties (30 years total).

• Minor adjustments to the lease exhibit describing the scope of the Consolidated Rental
Car Garage.

• Establishing a Rent Stabilization Fund of up to $1 million, to be funded annually through
any overpayment of facility rent after application of CFC revenues. Once the rent
stabilization fund has been fully funded, the rental car companies' share of any excess
facility rent shall be applied as a credit to the facility rent for the following lease year.

• Provide that any unexpended program reserve attributable to the Consolidated Rental Car
Garage on hand upon completion of construction of the Consolidated Rental Car Garage
will be credited to either the Rent Stabilization Fund or the repayment of debt on the
Consolidated Rental Car Garage

Program Reserve

Staff recommends establishing a program reserve of $11 ,200,000 for the rental car facility. A
total of $10,600,000 is from new funding and $600,000 is from existing funding. The program
reserve would be used for alterations in the scope of work for the facility resulting from new or
restated needs of the rental car companies and the airport. Use of program reserve would be at
the discretion of the City Manager and would be restricted to the rental car facility. This
effectively increases the City Manager's total reserve fund authority for the TAIP from
$55,965,000 to $66,565,000. Any use of program reserve will be reported to the City Council in
the Airport's quarterly TAIP financial and progress reports.

In addition, a total of $200,000 was released from the previously authorized TAIP program
reserve and added to the Consolidated Rental Car Garage to study passenger transportation
infrastructure options between the facility and Terminal A.

Budget Actions
In order to increase the budget authorization for the Consolidated Rental Car Garage to meet the
new terms of the rental car lease, staff recommends that Council adopt the following
Appropriation Ordinance Amendments in the Airport Revenue Bond Improvement Fund:
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1. Increase the Consolidated Rental Car Garage appropriation by $22,900,000;

2. Increase the Public Parking Garage appropriation by $1,300,000;

3. Decrease the Tenninal Area Development, Phase I appropriation by $1,300,000;

4. Decrease the Ending Fund Balance by $22,900,000.

The following table summarizes the total budget requirements for the project:

Current Budget
Transportation Study
GMP Overage
Program Reserve
Revised Budget

Rental Car Companies
$ 237.5 M

.2M
$ 12.3 M
$ 10.6 M
$ 260.6 M

Public Parking
$ 13.5 M

O.OM
$ 0.7M
$ 0.6M
$14.8 M

Total
$ 251.0 M
$ 0.2M
$ 13.0 M
$ 11.2 M
$ 275.4 M

Desigll-Build COiltract Challge Orders

The amended design-build contract with Hensel Phelps currently includes $228,150,000 for the
consolidated rental car facility. The recommended $13 million increase results in an amount of
$241,150,000 for the facility. This amount includes program management, design, constmction,
Hensel Phelps profit, and City-controlled contingency.

The current total value of the design-build contract is $647,119,130. This amount includes the
First Amendment amount of$105,273,000 for the larger rental car facility and a total of
$29,074,130 in previous City Manager approved change orders to add program reserve releases
as authorized by City Council. The second amendment would increase the total value of the
Design Build Contract to $660,119,130, with no other change in the tenns and conditions ofthe
design-build contract.

OWller COiltrolled Illsurallce Program

The City Manager's authority for premium and loss reserves for its Owner Controlled Insurance
Program (OCIP) needs to be increased by an estimated $5.5 million from $19.5 million to $25
million to cover the increased value of constmction within the design-build contract. The OCIP
cost consists of premiums and a loss reserve. A loss reserve account is set up and any approved
claims are paid from the loss reserve account. Any remaining funds in the loss reserve account
are returned to the City based on the tenns of the policy. The loss reserve amount is estimated to
be $9.7 million. The increase from $19.5 million to $25 million would result in an estimated loss
reserve of$12.4 million, hereby increasing the current amount by $2.7 million. The remaining
$2.8 million would be increased premium costs. The OCIP policies are then subject to final audit
upon completion ofthe program. If payrolls and constmction costs increase, an additional
premium will be developed. If payrolls are less than projected a return premium would be
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developed. The increase also includes possible premium and loss reserves for the program
reserves and owner controlled contingency. Staff recommends this change to ensure the City's
and the public interest is protected with adequate insurance coverage.

EVALUATION AND FOLLOW UP

Status ofthe rental car facility, including performance measurement, is reported regularly to
Council in the Airport's Capital Improvement Program Quarterly Report.

Staff has identified other proj ects related to the TAlP that may be more effectively and
efficiently delivered under the design-build program. Staff is currently analyzing these
opportunities and may recommend other design-build contract amendments to the Council in the
future.

PUBLIC OUTREACH/INTEREST

Criterion 1: Requires Council action on the use of public funds equal to $1 million or
greater. (Required: Website posting)

o

o

Criterion 2: Adoption of a new or revised policy that may have implications for public
health, safety, quality oflife, or financial/economic vitality of the City. (Required: E
mail and website posting)

Cliterion 3: Consideration of proposed changes to service delivery, programs, staffing that
may have impacts to community services and have been identified by staff, Councilor a
community group that requires special outreach. (Required: E-mail, website posting,
community meetings, notice in appropriate newspapers)

Extensive public outreach was performed during the preparation of the design-build selection
process and during the development of the Airport Master Plan and TAIP. All public outreach
that took place during the preparation of the design-build RFP was conducted in public outreach
meetings that were open to all interested participants.

Since the contract was awarded the project has been presented to the Small Business
Development Commission, staff and Hensel Phelps have attended two procurement fairs for
subcontractors, and a subcontracting website has been developed. The TAIP opportunities
website is http://www.sjctaip-opportunities.com/.

COORDINATION

This memorandum has been coordinated with the Departments of Human Resources and City
Attorney's Office.
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FISCAL/POLICY ALIGNMENT

The San Jose Municipal Code requires that capital projects at the Airport be consistent with the
adopted Airport Master Plan. As the rental car facility is specifically identified in the Master
Plan (Project "T-14"), the proposed actions are consistent with the Airport Master Plan pursuant
to Municipal Code Section 25.04.210(B)(2).

This project is consistent with the Guiding Principals for Budget and Financial Management,
Mayor's 2006-2007 Revised June Budget Message, in that it supports economic recovery and job
creation.

COST SUMMARY/IMPLICATIONS

On October 17, 2006, Council approved a contract with Hensel Phelps Construction in the
amount of$512,771,000. The Consolidated Rental Car Garage component was $101,596,000.
Program reserve funds in the amount of$21,280,000 have been released under the City
Manager's authority, including $12,260,000 for public parking. On October 2,2007, Council
approved an increase of $105,274,000 for the facility including public parking, bringing the total
contract component for the facility to $228,150,000. The current recommended increase of
$13,000,000 will increase the total contract component for the facility to $241,150,000. Project
delivery costs of $23,050,000 and a program reserve of $11 ,200,000 brings the total project cost
to $275,400,000

The additional cost in this recommendation is $22,900,000, which consists of the contract
increase of$12,300,000 and $10,600,000 program reserve. This action will increase the total
budget in the Five-Year Capital Improvement Plan.

1. AMOUNT OF RECOMMENDATION/COST OF PROJECT:

Project Delivery
Program Reserve

Contingency
Master Agreement Amount
TOTAL PROJECT COSTS

Prior Year Expenditures
REMAINING PROJECT COSTS

Total Project
$ 23,050,000
$ 11,200,000

$ 0
$241,150,000
$275,400,000

$ 16,838,000
$ 258,562,000

2. COST ELEMENTS OF AGREEMENT/CONTRACT BY APPROPRIATION:

Consolidated Rental Car Garage (Fund 526(528))
Public Parking Garage (Fund 526(554))
Public Parking Garage (Fund 527)

$260,600,000
$ 14,450,000
$ 350,000
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TOTAL AGREEMENT AMENDMENT AMOUNT

3. SOURCE OF FUNDING:

$275,400,000

527 - Airport Renewal and Replacement Fund
526 - Airport Revenue Bond Improvement Fund
Commercial paper is being used as an interim source of funding, as approved by Council on
Januaty 9, 2007

4. FISCAL IMPACT: The project has been reviewed and it was determined that it will have
no significant adverse impact on the General Fund operating budget. Additional operating
costs will be paid for in the Airport Operating and Maintenance Fund.

BUDGET REFERENCE

The table below identifies the fund and appropriations proposed to fund the contract amendment
recommended as part of this memo and remaining project costs, including project delivery
construction and contingency costs. Services performed by Hensel Phelps under this agreement
will be authorized by task order. An appropriation is not required for execution of the design
build contract but is required for each task order authorized under this contract.

Fund # Appn# Appn. Name Total Appn Amount for 2007-2008 Last Budget
Contract Adopted Action (Date,

Budget Page Ord. No.)
Remaining Pro.iect Costs: $258,562,000
Current Funding Available:

526 4164 Consolidated $221,468,000 $221,468,000 V-983 10/16/07
(528) Rental Car Ord. No. 28143

Facility
526 5246 Public Parking $9,967,000 $9,687,000 V-985 10/02/07

(554) Garage Ord. No. 28142
Total Current Funding Available: $231,435,000 $231,155,000
Additional Funding Recommended:

526 8999 Ending Fund $36,638,490 $22,900,000 V-951 10/16/07
Balance Ord. No. 28143

526 5253 Terminal Area $445,839,000 $1,300,000 V-997 10/16/07
Improvement Ord. No. 28143
Phase I

526 5246 Public Parking $1,707,000 $207,000 V-985 10/02/07
(554) Garage* Ord. No. 28142

Total Additional Funding $484,184,490 $24,407,000
Recommended:
Funding in Future Years:
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526 4164 Consolidated $2,000,000 $2,000,000
(528) Rental Car

Facility
526 4164 Consolidated $1,000,000 $1,000,000

(528) Rental Car
Facility

Total Funding in Future Years: $3,000,000 $3,000,000
Total Funding for Pro.jeet: $258,562,000

* ThIS adjustment was recommended for CouncIl consIderatIOn as part of the 2007-2008 MId-Year Budget ReVIew
Report.

CEQA

Resolutions No. 67380 and 71451, PP 08-015

~~.~
KATY ALLEN
Director, Public Works Department

-~0.J2
YLISENBEE

Budget Director

~ WILLIAM F. SHERRY, A.A.E.
~ Director of Aviation

Airport Department

For more information or answers to questions, please contact Dave Maas, Deputy Director of
Aviation, at (408) 501-7704.




