ITEM NO. __________
CITY COUNCIL OF PEORIA, ILLINOIS, IN COUNCIL,

ASSEMBLED YOUR COMMITTEE OF THE WHOLE to Whom was Referred a POLICY/WORKSHOP SESSION Regarding POSSIBLE ACQUISITION of the WATER SYSTEM, Including DISCUSSION of POLICY GOVERNANCE; DISCUSSION of the QUALIFICATIONS of the FIRMS BEING SENT RFP’s and PROPOSED OPERATING STRUCTURE; DISCUSSION of the RFP; and PRESENTATION of the PROJECT SCHEDULE.

A Policy/Workshop Session was held on Tuesday, February 8, 2005, in the Council Chambers, Room 400, City Hall, 419 Fulton Street, Peoria, Illinois at 6:15 p.m., with Mayor David P. Ransburg presiding. 

ROLL CALL

Roll Call showed the following Council Members present:  Ardis (arrived at 6:24 P.M.), Grayeb, Gulley (arrived at 6:40 P.M.), Morris, Nichting, Sandberg, Spears, Teplitz, Thetford, Turner, Mayor Ransburg – 11; Absent:  None.

Others present:  City Manager Randy Oliver, Corporation Counsel Randy Ray, Terry Kohlbuss and Maggie Martino (Tri-County Planning Commission), Chuck Johnson and Charles Park (Engineers from Clark Dietz, Inc.), City Clerk Mary Haynes, Joan Schaumburg of the Clerk’s Office, interested citizens and members of the media. 

City Manager Oliver stated the purpose of this meeting was to update the City Council on the  recommendations made by the Water Selection Committee regarding the purchase of the Water System.  He introduced Terry Kohlbuss from Tri-County Planning Commission. 

Hearing no objections, Mayor Ransburg granted Privilege of the Floor to Mr. Terry Kohlbuss.

DISCUSSION of POLICY GOVERNANCE

Mr. Terry Kohlbuss referred to the draft analysis and recommendations related to governance of the water system serving the City of Peoria and surrounding areas that was included in the Council packets.  He said the draft was comprised of partial discussions of the proposal discussed in 1998 with several communities serviced by the Water System, as well as information from the City of Indianapolis regarding the purchase of their investor owned water utility that was brought into public ownership.  He said the recommendations were also influenced by the input of the Selection Committee and by the City Staff.

Mr. Kohlbuss outlined the following focal points the governance board would like to accomplish regarding the Water System purchase;

1.   The goals would provide for sound business management of the system, which 

       included monitoring the compliance of the contract and environmental protection 

       permits; establishing a relationship with neighboring communities being serviced by 

       the system; and maintaining public and customer confidence in the new 

       ownership/management team.

2.   The composition of the Board should include representation from unincorporated 

      areas of the system as well as areas within the City, along with appointments that 

      would be joint from the Village of Bartonville and West Peoria, and a third 

      appointment from an Advisory Committee.  Appointments would be staggered to 

      provide continuity based on different terms for the initial appointments. 

3.   The Advisory Committee membership body should consist of a large number of  

      citizens to allow for regular input regarding citizens’ concerns, and to convey 

      information to the community regarding Council approved policies.  Basic information

      would need to be supplied to the Management Board to assist them in making 

      decisions, and the Advisory Committee should be provided with quarterly updates      

      regarding capital improvements, service improvements and extensions that were 

      being considered.  
 

4.   The relationship of the Oversight Board and the City Council would be the a priority, 

      since the Council would have the ultimate responsibility of dealing with all issues 

      pertaining to the system.  An annual review of the budget would be provided which 

      would include the Capital Improvement Program, rate structure and various 

      expenditures.  Outside management expertise would give the Council ultimate 

      control, with the advantage of separating from the Council, the ability of making daily 

      decisions regarding the system, which was preferred by the Bond Counsel. 

5.   The issue of Timing would be a policy decision, and following the “Go/No Go” 

      decision, it would be beneficial for the Council to decide who should be selected for  

      the Oversight Board.

6.   Staffing would need to be arranged for the Oversight Board and would require the 

      preparation of a budget.  

Mayor Ransburg referred to the issue of Timing on page 6 of the Analysis Draft, third line from the bottom in paragraph 5, and he inquired if the phrase “selection committee” should be changed to “Oversight Board” or “Management Board”.  Mr. Kohlbuss clarified this was an error and should read “Oversight Board” or “Management Board”.

Mayor Ransburg stated the City Council was not committed to purchase the Water Company at this time.  However, because this process could move rapidly, he felt if the City was to move forward, it was important to get Council input regarding the issue of governance.

Council Member Sandberg inquired what were some of the governance alternatives.

Mr. Kohlbuss responded that one alternative would be to create this as a City Department.  He said this alternative would create a situation where the City would be responsible for service complaints from outside areas.  He said he felt this alternative would limit the City’s ability to maintain accountability for  outside communities, and he said it was important to establish representation in those outside areas.  Mr. Kohlbuss explained the second alternative was to establish a separate unit of government, which would separate it from the elected policymakers.  

In response to Council Member Turner, Mr. Kohlbuss said he was only familiar with policies established by the City of Indianapolis.  He explained their Council had set up an outside board, with representation only from Indianapolis and outside communities received representation from an Advisory Committee.  

Mayor Ransburg commented that the City of Indianapolis involved forty-one various entities.

Mr. Kohlbuss continued that in previous years, several surrounding communities had filed a lawsuit in an effort to obstruct the City’s purchase of the Water System.  He said in an effort to avoid similar lawsuits, meetings were held with these entities regarding the status of the purchase of the Water System to assure them if the City did take ownership of the system, the surrounding communities would be treated fairly, with respect to rates, service and capital improvements. 

Mayor Ransburg said the focal points of discussion would be the establishment of a management board that would operate the system, and an Advisory Board, which would be more consumer oriented which would allow customers an opportunity to express their concerns.   

In discussion with Mayor Ransburg and City Manager Randy Oliver, it was determined the Management Board would consist of eleven members – eight appointed to represent the City of Peoria, and three would represent unincorporated areas.  

DISCUSSION of the QUALIFICATIONS of the FIRMS BEING SENT RFP’s and the PROPOSED OPERATING STRUCTURE

A Final RFP, Phase 1 regarding the Operation and Maintenance of the Peoria Waterworks and documents pertaining to the presentation by Clark Dietz, Inc. were distributed to the City Council and Staff.

Manager Randy Oliver said the City had previously initiated an RFQ process, and based on those qualifications, Clark Dietz, Inc., DLZ and Malcolm Pirnie had been interviewed and selected.  Mr. Oliver then introduced Mr. Chuck Johnson and Mr. Charles Park, Engineers from Clark Dietz, Inc.

Mr. Chuck Johnson, Engineer from Clark Dietz, Inc., gave a brief history of the firm and he explained the types of services they provided.  He updated the Council regarding their involvement with DLZ and Malcolm Pirnie and the formation of the three teams.

Mr. Charles Park, Engineer from Clark Dietz, Inc., updated the Council regarding the task of assisting the City in selecting and evaluating firms to be considered for operating the Water System.  He said additional financial information was requested from all firms who had submitted qualifications; and after reviewing the qualification statements, a sixteen-page summary of information was provided to the Selection Committee.  He pointed out all seven firms had submitted qualifications showing a range of twenty years to over one-hundred years’ experience in the operation of water systems and they operated systems worldwide.  He added the number of employees for these firms varied from 650 to 44,500 that specialized in this particular area of work, and all had experience in operating systems with the same size and scope as the City of Peoria.  He continued that all of the firms were on sound financial foundation and had operations throughout the Mid-west, which allowed them to understand Peoria’s environment.  He said all firms demonstrated good quality and environmental concerns, as well as good safety records, and all seven firms were recommended for the next step in the RFP process.

Mr. Park referred to the schedule chart, and explained the first process steps that would bring the City to a scheduled date of April 26, 2005.  He said near the end of February, 2005, the City would receive three appraisals stating the dollar price for the system and then would have sixty days to make a “Go/No Go” decision.   He continued by stating the main goal in Phase 1 was for Clark Dietz to obtain and submit the necessary information to the City to allow them to make that “Go/No Go” decision.  He said the following factors were included:  1) The appraised price; 2) the cost of contract operations; 3) Capital needs; 4)  The City’s cost to manage the system; and  5)  The amount of revenue.  He said in reviewing these factors and the amortization of the cost over a twenty-year period, the City would then determine if they could afford to purchase the system and maintain their rates.   

Mr. Park explained the second phase of the process would begin following the City’s decision to purchase the Water System.  He said there would be a six-month time period from the initial date of the decision to purchase the system to determine what the City would actually be purchasing.  Mr. Park said one of the major steps during the six-month time period was for the Water Company to allow the City on the site to evaluate the condition of the facilities, in order to 

produce a detailed capital improvement plan.  He concluded the final step was to determine a definite cost for contract operations.  He said by October 26, 2005, which would be the end of the six-month period, the City would have another opportunity to decide whether or not they wanted to purchase the system, and would have a second “Go/No Go” decision at that point.  

Mr. Park stated the third phase of the process would be for the City to obtain a certified report from Malcolm Pirnie, the bond consultant, which informed the bond companies that the attached conditions were conducive for the City to purchase the Water System.  Following this step, Mr. Park stated the bond sale would occur, the contract operator’s agreement would be completed, and a transition plan would need to be finalized.  Mr. Park said they suggested a potential deadline date of December 31, 2005.  

City Manager Oliver explained that all Water Selection Committee meetings were open to the public.  He said with regard to the “Go/No Go” decision, the City’s agreement with PAAG provided that all information from the engineers would be submitted to the Water Selection Committee in two forms.  He explained the PAAG agreement numbers provided the City would purchase the water system over a twenty-six year period, if it were amortizable, at the rates in effect at the time the agreement was signed.  He further explained there had been some lapse involving the time the agreement was signed, and with the current rate structure, there could be a slight difference in results.  Mr. Oliver said the interest rate would be based on today’s current revenues.  He added that the bond market provided for a “hedge” regarding interest rates to ensure the exposure of caps within a large transaction.  

In response to Council Member Nichting, City Manager Oliver stated the requirement to repay PAAG would be based on the date of the bond closing.  

Council Member Sandberg said several Council Members had voted to include the identity of the owners who were multi-national foreign corporations in the Advisory Referendum, and he expressed concern that this information had been omitted.   He inquired how many of the seven operators were multi-national foreign-owned companies.  

Mr. Park said he was unsure of the exact amount, but there were probably four or five.  

Council Member Sandberg said the Council needed to discuss whether the multi-national foreign corporations needed to be eliminated from the selection and whether the citizens of Peoria should operate the Water System.

Council Member Grayeb said he felt the key issue was ownership, and he said he felt foreign corporations charged enormous rates and should be removed.  He said initially, the Illinois American Water Company had stated they were not for sale, but the company changed hands, which created this issue as a selling point.   He said he felt there was a difference in the system being owned by the citizens of Peoria and selecting a firm to operate on a daily basis. 

Mayor Ransburg inquired if any member of the City Council had concerns regarding the seven firms who had received RFP’s.  

Council Member Morris said the Water Company needed to be operated by a private company, and he opposed the idea of the City or City Department operating the Water Company.   He said water was a public commodity, and if affordable, should be owned by the City.  He clarified that he felt the Water Selection Committee had proceeded under the philosophy that the system would be operated by a private organization.  

Council Member Spears said he felt at some point in the future, the City Staff might develop the capability of operating the Water Company on a more economical basis, but for now, he felt the City needed to select the most experienced and professional people to operate the system because of the quick turn around process.  He said he felt Illinois American Water was in the driver’s seat regarding the operation of the Water System and created a great disadvantage for the remaining bidders.  He said he felt if the City purchased the Water System, they should stabilize their position and he felt this would produce more competitive bids.  

Mr. Park explained the process utilized in the first phase would reduce the selection to two or three firms that would be provided with more substantial information regarding the facility that was currently unavailable to them, because of confidentiality reasons.  He said following this process, the final firm would be selected.  

Council Member Thetford stated she agreed that the City might develop the capability of operating the Water System at a later time.  She said she did not feel the issue of the Water System being operated by a foreign corporation was a concern.  However, she added that local based firms would be a factor for consideration.      

Mr. Park explained regarding the issue of term, the first phase of the RFP would include that the operation contract would be ten years, with the City’s option to extend into five-year periods, which could extend the contract to a total of twenty years.  He said by law, at the end of that twenty years, the City would need to seek new proposals, which would prevent the City from being tied in to a company forever.

City Manager Oliver pointed out for informational purposes that the City, unlike private corporations, paid no Federal or State Income Tax or stockholder dividends.  He said from a borrowing perspective, this barred the tax-exempt interest rates versus taxable rates by their entities.

DISCUSSION of the RFP

Mr. Park stated that requests for proposals had been issued to seven firms as of February 7, 2005, with a request to return the proposals by March 7, 2005.  He said the RFP process was the best method in accomplishing the projected goals.  He said the RFP afforded an opportunity in receiving the best estimate cost of operating the Water System, which was the first goal.  He said the second goal was accumulating sufficient information from the perspective bidders resulting in reducing the number of firms from seven to two or three, and advancing those remaining two or three to the second phase of the process.  And the third goal, Mr. Park noted, was obtaining input from these experienced firms in determining the vital factors in producing a fair contract for operation that would benefit both the City and the operator.   
In response to Council Member Thetford, Mr. Park explained there several areas within the proposal that would be scored by the engineers, two of which were price estimate for operation and the firm’s performance ability. 

City Manager Oliver noted if the Council decided to move forward with purchasing the Water System, the City would reduce the firms to two, and would conduct simultaneous negotiations with those two firms.

In response to Council Member Thetford’s inquiry regarding scoring, Mr. Park responded that there were conditions covering this issue.  He said the employees were given the union contract currently in force, and information regarding the current employee’s benefits plans.  He added the bidding companies were informed that initially they must maintain the current employee 

contracts and renegotiate the contracts with those unions.  He said it had been strongly stated that the workers must be protected.  He added the companies were not given a choice and were requested to provide the City with a plan regarding how this would be handled, and he said this would be a scored issue.  

City Manager Oliver said the protection of the employees was a mandatory issue that was included in the RFP.

In response to Council Member Gulley’s request for clarification, Mr. Park restated that all potential bidders were advised they had to make every reasonable effort to retain the current employees and maintain the union contract. 

Following discussion with City Manager Oliver and Mr. Park and Council Member Sandberg, it was determined that information regarding the City’s EEO and Affirmative Action Requirements had been e-mailed to the Council and was also listed in the final draft of the RFP, Phase 1 document which had been distributed by Mr. Park.  Mr. Park said the RFP, Phase 1 document included a compact disk which contained additional information.  

City Manager Oliver stated, in the interest of full disclosure, the contract operator would be required to honor the union contract, but he added, there were some management employees that would not be covered by this provision.

Mr. Park said copies of the RFP, Phase 1 Final Draft were available to Water Selection Committee all members of the Council.

In response to Council Member Sandberg, City Manager Oliver said information regarding the City’s provision of payments in lieu of taxes to units of local government currently receiving tax proceeds for Illinois American Water Co., was listed on page ten of the RFP under Item E entitled “Property Taxes,” which stated:

“The City shall provide for the payment of all property taxes (or payment in lieu of taxes) 

related to the ownership and use of the Waterworks and retain the right to, with the 

cooperation and assistance of the Company, appeal or direct the appeal of any tax 

assessment, and to determine and approve the amount of any payment in lieu of taxes.” 

City Manager Oliver added this was referred to as a “pass through” cost that would prevent it from becoming an issue during the RFP process.

Council Member Sandberg further inquired what was the total dollar amount Real Estate Taxes Paid by Illinois American Water Co.for purchasing the Water System, and he requested this dollar amount be made public record.

City Manager Oliver said Mr. Kohlbuss had indicated an amount of $300,000, which would be confirmed by the City.

City Manager Oliver noted that both the appraisals and RFP’s needed to be submitted to the City so the engineers could review the information and make their decision.  He said it would take two weeks to resolve the numerical portion of the process.  

PRESENTATION of the PROJECT SCHEDULE

Mr. Chuck Johnson explained that the team of Clark Dietz, Inc., DLZ and Malcolm Pirnie would be the program manager performing the engineering portion of the project and would also be involved in the selection of a contract operator.  He said to assist with the large legal aspect of the contract, they had hired Mr. Eric Peterson, who represented the New York firm of Hawkins, Delafield & Wood, LLP.  He said they had met with Mr. Peterson and determined he was highly experienced in negotiating operation contracts. 

Mr. Johnson said the Water System would be providing service for thirteen areas, as well as the City of Peoria.  He commented that following the final decision to purchase the Water System, the involvement and cooperation of multiple entities; e.g., the City, the Water Selection Committee, the governance board, the bond consultant, financial advisor and representatives from Tri-County Planning Commission, would be required to achieve the goal of operating and managing the Water Company.  

Mayor Ransburg thanked Mr. Park and Mr. Johnson for their presentation and input.

ADJOURNMENT

Council Member Nichting moved to adjourn the Policy/Workshop Session regarding Possible Acquisition of the Water System; seconded by Council Member Turner.

Approved by roll call vote.

Yeas:  Ardis, Grayeb, Gulley, Morris, Nichting, Sandberg, Spears, Teplitz, Thetford,                  
           Turner, Mayor Ransburg – 11;

Nays:  None.

The Policy/Workshop Session closed at 7:20 P.M.

_________________________  

Mary L. Haynes, MMC





City Clerk, Peoria, IL
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