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EXECUTIVE SUMMARY

The Hawaii Department of Public Safety (PSD) operates the Oahu Community Correctional
Center (OCCC), which acts as the local detention center for the First Circuit Court on Oahu.
With increasingly aged and obsolete correctional facilities, the State of Hawaii is proposing to
improve PSD’s corrections infrastructure through modernization of existing facilities when
possible and construction of new institutions to replace others when necessary. Among its
priority projects is the replacement of OCCC.

Louis Berger U.S., Inc. (Louis Berger) was engaged to conduct a Value for Money (VfM) analysis
of the proposed OCCC. The objective of the analysis is to evaluate the suitability of various
OCCC project delivery options in terms of total lifecycle cost, risk transfer, and qualitative
considerations. Based on the OCCC construction cost estimates provided by Cumming
Corporation (the consultant providing cost estimation services) Louis Berger utilized an
analytical tool to evaluate the traditional Design-Bid-Build project delivery option, also known
as the public sector comparator, the Design-Build option, and two Public Private Partnership
(P3) options that are well suited for social infrastructure and may be feasible alternatives for this
project. The evaluation focused on the following:

o Project Overview: Description of proposed OCCC project, including project baseline
design and construction costs as estimated by Cumming in April 2018.

e Overview of the Procurement Options Evaluated: The evaluation analyzed the following
four project delivery options:

(1) Design-Bid-Build, or traditional public sector comparator option where the public
sector procures the design and construction separately and does not fully transfer any
risk;

(2) Design-Build, where design and construction are procured together and the public-
sector transfers some of the risk related to this aspect of the project;

(3) Design-Build-Finance with Long-Term Maintenance (DBFM - Availability Payments),
where the private sector takes on the risk for all aspects of the project except operations
which are retained by the State of Hawaii (i.e., PSD) and is compensated through
availability payments made by the State contingent on construction completion and
maintenance performance measures; and

(4) Non-Profit Design-Build-Finance with Long-Term Maintenance (DBFM 63-20 — Lease),
where the private sector takes on all risks and is compensated through yearly lease
payments and payment for the remainder of the balance of the value of the asset at the
end of 30 years of operation.

The attributes, including risk allocation, of each of these options was assessed and
documented.

e Project Proposed Schedules: Description of assumptions on schedule and construction
completion timeline for each of the delivery options. These assumptions frame the Net
Present Value analysis.

¢ Net Present Value Evaluation: Net Present Value (NPV) is the present value of cash flows
over a time period. All cash flows were discounted at a rate of 5% based on State of
Hawaii precedents.

Value for Money Analysis iii
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e Table E-1 and Figure E-1 provide the Capital Expenditures (CapEx), Lifecycle, and NPV
Calculations of the NPV analysis. All costs for CapEx and Lifecycle are in Year of
Expenditure (YOE) dollars. The risk-adjusted CapEx and Lifecycle costs are higher for the
DBB and DBF+M options compared to the engineering cost estimates, and lowest for the
DB option. The Lifecycle costs for the DBF+M delivery options are slightly higher than the
DBB and DB CapEx costs. The NPV results, which incorporate considerations for financing
and timeline of design and construction indicate that the DBB option has the highest
cost, followed by the DB option and the DBFM 63-20 option. The DBF+M (AP) delivery
option is the least costly once all quantitative aspects of the analysis are considered.
Compared to the DBB option, the DB option is 8% lower, the DBF+M 63-20 is 9% lower, and

the DBF+M (AP) option is 16% lower.

Table E-1: Results of NPV Analysis (r = 5%)

. DBF+M 63-20
Option DBB DB DBF+M (AP) | | case / Purchase
CapEx (YoE $) $516,846,000 | $485,477,000 $582,129,000 $582,129,000

Lifecycle (YoE $)

$1,454,254,000

$1,420,370,000

$1,509,145,000

$1,509,145,000

NPV (r =

5%) (2018 $)

$1,295,471,000

$1,197,058,000

$1,091,247,000

$1,175,266,000

Figure E-1: Results of NPV Analysis
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In addition to the quantitative results, there are qualitative considerations to consider when
selecting a project delivery method. These are summarized as follows:

e The DBFM options are attractive from a cost perspective assuming that the procuring
agency receives the necessary support and assistance to guide it through the

Value for Money Analysis
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negotiating process in a timely fashion along with the project management and
oversight skills and resources to overcome the lack of experience with this procurement
method.

e In addition to being the most expensive option in NPV terms, the DBB option may not be
the best alternative for the OCCC project for the following reasons: (1) delays in
schedule and associated cost increases as well as a longer period of time between
procurement and construction completion; (2) the limited experience in procuring and
delivering the construction of an entirely new facility, particularly one as large, complex,
and costly as OCCC; and (3) the option provides little to no risk transfer and therefore
virtually any issue comes at the full cost to the State of Hawaii.

e The DB option is less expensive than the DBB option after adjusting for risk and offers the
following advantages: (1) the risk of cost overruns for design and construction is reduced
once the two procurements are combined; (2) the procurement process is less complex
than the DBFM procurements and only slightly more intricate than the DBB procurement;
and (3) the DB option has lower financing costs than the DBFM option and higher risk
transfer than the DBB option.

Based on a comprehensive Value for Money assessment, which considers quantitative and
qualitative considerations, the DB option may be the most efficient alternative procurement for
delivery of the OCCC project. However, with the proper support, technical assistance and
resources, the DBFM options are attractive.

This Value for Money analysis is considered the first step in the process of evaluating the many
complex aspects associated with delivering this important facility in a manner that benefits the
people of Hawaii. The work to date represents a high-level analysis of a number of possible
options for consideration by the State’s financial, legal, and procurement specialists. This report
does not offer a recommendation for a specific method of financing or delivery of the OCCC
project. Each option presented requires further in-depth study that goes far beyond the
limitations of this report and ultimately leads to the definitive solution.

Value for Money Analysis \%
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1.0 INTRODUCTION

The Hawaii Department of Public Safety (PSD) operates the Oahu Community Correctional
Center (OCCC) located at 2199 Kamehameha Highway in Honolulu. The State of Hawaii is
proposing to replace the current OCCC with a new facility as part of a broader effort to
improve PSD’s corrections infrastructure through modernization of existing facilities and
construction of new replacement institutions where necessary. Four sites located on the island
of Oahu were identified as potential locations for the proposed OCCC facility, with the Animal
Quarantine Station site in Halawa selected as the preferred location for new OCCC
development.

With assistance from the Hawaii Department of Accounting and General Services (DAGS), the
State of Hawaii is preparing for the eventual design and construction of a new OCCC and
recognizes the substantial effort and investment required to bring the project to fruition.
Therefore, it is appropriate that the State evaluate options available to deliver and finance
construction of a new OCCC.

Louis Berger U.S., Inc. (Louis Berger) was engaged to develop a Value for Money (VM) analysis
of the OCCC project. The objective of the analysis is to evaluate the suitability of various
project delivery options in terms of total lifecycle cost, risk transfer, and qualitative
considerations. Based on construction cost estimates provided by Cumming Corporation (April
2018), Louis Berger utilized an analytical tool to evaluate the traditional Design-Bid-Build project
delivery option, also known as the public sector comparator, the Design-Build option, and two
Public Private Partnership (P3) options that are well suited for social infrastructure and may be
feasible alternatives for this project.

The sections that follow summarize the components of the VfM analysis, as follows:

e OCCC Project Overview

¢ Value for Money Analysis Objectives

e Base Project Design and Construction Costs
e Overview of Procurement Options Evaluated
e Summary of Procurement Option Attributes
¢ Risk Analysis and Allocation

e Proposed Project Schedules

e Net Present Value Evaluation

¢ Key Qualitative Considerations for OCCC

e Conclusion

e Next Steps

This Value for Money analysis is considered the first step in the process of evaluating the many
complex aspects associated with delivering this important facility in a manner that benefits the
people of Hawaii. The work to date represents a high-level analysis of a number of possible
options for consideration by the State’s financial, legal, and procurement specialists. This report

Value for Money Analysis 1
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does not offer a recommendation for a specific method of financing or delivery of the OCCC
project. Each option presented requires further in-depth study that goes far beyond the
limitations of this report and ultimately leads to the definitive solution.

Value for Money Analysis 2
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2.0 OCCC PROJECT OVERVIEW

The State of Hawaii, via PSD, operates OCCC which houses sentenced (i.e., felons, probation,
and misdemeanor), pretrial offenders (i.e., felons and misdemeanor), other jurisdiction, and
probation/parole violators. OCCC provides the customary county jail function of managing
both pre-trial detainees and locally-sentenced misdemeanant offenders and others with a
sentence of one year or less. OCCC also provides an important pre-release
preparation/transition function for prison system inmates when they reach less than a year until
their scheduled release.

With increasingly aged and obsolete correctional facilities, the State is proposing to improve
Hawaii’s corrections infrastructure through modernization of existing facilities and construction
of new institutions to replace others when necessary. Among the State’s priority projects is the
replacement of OCCC. OCCC is currently the largest county jail facility in the Hawaii system
and can be expected to remain so as it serves the Honolulu/Oahu population.

Developing new correctional facilities are time-consuming, complex, and costly undertakings.
The State of Hawaii is anticipating the need to make substantial investments in many of its
correctional facilities to accommodate future inmate populations and meet state and national
standards. Therefore, it is appropriate that the State evaluate options available for financing
construction of a new OCCC, recognizing that the investments needed now and, in the future,
could have a major impact on budgeting cycles.

Value for Money Analysis 3
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3.0 VALUE FOR MONEY ANALYSIS OBJECTIVES

The VM analysis compares the total costs of delivering an infrastructure project using different
forms of procurement. Its purpose is to identify which procurement approach for a given
project delivers the greatest value for the public sector. VIM is an effective practice to
evaluate the traditional Design-Bid-Build (DBB) project delivery approach against Design-Build
(DB); Public Private Partnership (P3) delivery options including private financing and/or transfer
of responsibility for long-term operations, maintenance, and rehabilitation, such as Design-Build-
Finance (DBF); or Design-Build-Finance-Operate-Maintain (DBFOM) approaches.

The assessment considers the estimated risk-adjusted costs of delivering the OCCC project
using different procurement options that result in distinct financing, ownership, and
implementation approaches, and varying levels of private involvement. The procurement
approach that results in the lowest cost - lifecycle costs and risks considered — would deliver the
most “value for money” and therefore, the most benefit to the public sector (in this case the
State of Hawaii). This report does not offer the State a definitive solution but is meant to serve as
a first step in the process of evaluating these options. The options favored by the State will
require further in-depth study.

Performing a VfM analysis is a critical step when evaluating procurement options, and it has
already become the standard in several countries where project delivery, through P3 delivery
and project finance arrangements, are common. The United Kingdom, Australia, Ireland, New
Zealand, South Africa and China have VfM practices that have been developed for at least a
decade. In the State of Virginia, the Department of Transportation (DOT) undertakes VM
analyses for all proposed concessions. In Canada, once a Public Private Partnership has been
identified as a potential procurement method for further consideration through the P3 screen,
VM is the determining factor for selecting the preferred method. The decision whether to
proceed with a Public Private Partnership is based on the results of the VM analysis together
with the analysis of program requirements, strategic considerations, and project-specific
qualitative, quantitative, and risk factors.

Value for Money Analysis 4
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4.0 BASE PROJECT DESIGN AND CONSTRUCTION
COSTS

In April 2018, Cumming, a consultant providing capital cost estimates for the OCCC project,
prepared an updated estimate of project costs for the new OCCC facility, replacing earlier
versions developed during project planning. The estimates included construction costs, design
costs, and soft costs, and incorporated values for project management, permitting fees, and
contingency. The construction costs used pricing data from Cumming’s database for Honolulu
County construction to estimate the cost of materials and cost escalation over the duration of
the construction period. The estimates were based on a four-year design and construction
schedule, two years for each activity. Table 4-1 presents a summary of the project cost
estimates.

In preparing a VfM analysis, it is important to utilize the best available information on capital
costs prepared by the project sponsor together with any appropriate adjustments for risk and
uncertainty that may not have been factored into the sponsor estimate. Uncertainty in total
project cost and schedule duration are common before a project enters the design and
construction phase. Review of historical cost variation in facility building capital costs is £25% to
+30% in the pre-design estimate stage.! In the State of Hawaii in particular, the Honolulu rail
project has increased in cost from the initial $5.26 billion estimate in 2014 to $8.3 billion in 2018 -
a 58% increase in capital costs.

Cumming developed the project capital cost estimate and associated contingency
allowances under the assumption that the project delivery option would be Design-Bid-Build. At
this stage of project development, however, a full project risk assessment has not been
undertaken by the sponsor and it is possible that increases in project cost and schedule
duration could affect the project as it advances through the design, procurement, and
construction phases. For the purposes of the VM analysis the costs in Table 4-1 are used,
therefore, as a base and further adjustments are made, as appropriate, for each delivery
option to reflect the risks retained by the State of Hawaii during project delivery.

Under the DBB option, the State of Hawaii bears the full risk of any changes to cost and
schedule during the design process, the risk that bids will come in higher than the engineer’s
estimate, and the risk of cost overruns during construction itself. Historically DBB project delivery
has been associated with increased risk of schedule delays and cost overruns especially in
comparison to DB and P3 delivery options where the private partner provides cost and
schedule guarantees.

The risk-adjusted cost used in in the Net Present Value quantitative analysis, and the basis for
those adjustments, are outlined in Section 9.0 of this report.

1 Canadian Construction Association, Guide to Cost Predictability in Construction: An Analysis of Issues Affecting the
Accuracy of Construction Cost Estimates, November 2012.
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Table 4-1: OCCC Design and Construction Cost Summary
Item Description D.S;i?ﬁ't?,n Pr?:';:?:ﬁ;se Site Work Imp(r);]:/-esrlrgints Subtotal Group Total
Building Permits
Permit Fee Allowance $4,301,483 $894,560 $288,368 $114,071 $5,598,482
Construction Cost
Detention Facility $286,765,519 $286,765,519
Pre-Release Facility $59,637,353 $59,637,353
Site work $28,836,841 $28,836,841
Off-Site Improvements $11,407,095 $11,407,095
Total Construction Cost $286,765,519 $59,637,353 | $28,836,841 $11,407,095 $386,646,808
New Animal Quarantine Station Facility
Cost to rebuild Animal Quarantine Station Excluded
Construction Phasing
Phasing allowance and interim swing space cost $200,000 $200,000 $400,000
$200,000 $200,000 $0 $0 $400,000
FF&E Costs
Allowance $5,000,000 w/main bldg. $5,000,000
$5,000,000 $0 $0 $0 $5,000,000
Exterior Signage $35,000 $0 $0 $0 $35,000
Support Equipment
Kitchen, Laundry, and Departmental equipment Included
Systems
Computer and security system software Excluded
Telephone system $150,000 $75,000 $225,000
Security system Included
$150,000 $75,000 $0 $0 $225,000
Community Partnering TBD
Inventory (Consumables/ Admin Supplies) Excluded
Value for Money Analysis 6
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Item Description

Design & PM Costs

Detention

Pre-Release

Site Work

Off-Site

Subtotal

Group Total

Faciliti Faciliti Imirovements

Design Costs

Allow 7% of construction, FF&E, and equipment costs $20,423,586 $4,174,615 $0 $24,598,201
Allow 4% of construction costs $1,153,474 $456,284 $1,609,758
Reimbursable expenses $2,042,359 $417,461 $115,347 $45,628 $2,620,795
Subtotal Design Costs $22,465,945 $4,592,076 | $1,268,821 $501,912 $28,828,754

Project Management
Allow 4% of construction, FF&E and equipment costs $11,670,621 $2,385,494 | $1,153,474 $456,284 $15,665,873
Reimbursable expenses $1,167,062 $238,549 $115,347 $45,628 $1,566,586
Sub Total PM Costs $12,837,683 $2,624,043 | $1,268,821 $501,912 $17,232,459

Total Desiin and PM Costs $35,303,628 $7,216,119 $2,537,642 $1,003,824 $46,061,213

Working Capital/Financing Excluded
Financial, Taxes & Legal (Legal, OCIP, Property
Taxes) Excluded
Capitalized Interest Excluded
Contingency

Contingency on construction @ 10% $28,676,552 $5,963,735 | $2,883,684 $1,140,709 $38,664,680

Contingency on soft costs @ 5% $2,239,506 $409,284 $141,301 $55,895 $2,845,986

$30,916,058 $6,373,019 | $3,024,985 $1,196,604 $41,510,666

Land Cost Excluded
Total Project Costs $362,671,688 $74,396,051 | $34,687,836 $13,721,594 $485,477,169

Source: OCCC - Animal Quarantine Station Site, Oahu, HI, Cumming, April 26, 2018.
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5.0 OVERVIEW OF PROCUREMENT OPTIONS
EVALUATED

The first stage of a VfM analysis involves identifying which financing and project delivery options
are applicable, given the various legal, financial, and political factors, such as the nature and
scale of the project and the fiscal health of the public entity sponsoring its construction and
operation. In October 2017, Louis Berger developed an analysis of financing plan options for
developing a new OCCC. The analysis, summarized in Appendix | to the Draft Environmental
Impact Statement, identified and described options ranging from conventional public
financing (“pay as you go,” different types of bonds) to alternative financing and public
private partnerships. Of the options identified in that document, four were considered valid
alternatives for the OCCC project. In addition to the traditional Design-Bid-Build and the
Design-Build project delivery options, the performance-based P3 Concession and the
Lease/Purchase Concession selected are two of the most commonly used project delivery
alternatives for social infrastructure. These two alternatives are well suited to provide both the
necessary incentives for private sector participation and the highest benefits to the State in
terms of efficiency, innovation, cost savings, and risk allocation. The following describes and
compares these four options as a first step to identifying which option provides the highest
Value for Money to the State of Hawaii.

Of importance underlying this analysis is the assumption that the State of Hawaii, via PSD, will
retain responsibility for OCCC operations, and therefore the outsourcing of operations is not
included in any of the alternative procurement options considered.

5.1 Design-Bid-Build (DBB)

The traditional and most common type of procurement in the United States is Design-Bid-Build
(DBB), which considers design and construction as sequential phases that are procured
separately, with two contracts and two contractors. The DBB method is divided into three
phases: Design Phase, Bidding Phase, and Construction Phase.

In the first phase, the contracting authority commissions an architecture/engineering firm for
the design of the project and the development of the bid (or tender) documents, which will
serve as a basis for the bidders’ proposals in the second phase and will guide the execution of
construction work in the third and last phase. The architecture/engineering firm is required to
work closely with the client (PSD) to ensure they can meet their needs, develop a detailed
project plan, and, finally, develop an appropriate list of required activities.

In the second phase, the bidding or tender phase, the tender may be "open" to the
participation of any firm believed to be adequately qualified to perform the work, or "closed", if
the contracting authority arranges to pre-select a limited number of contractors to participate
in the tender. Admitted competitors are required to examine the tender documents and, if the
project includes a series of tasks concerning specific activities, disclose them to potential
subcontractors who will be called upon to submit an offer for their contribution.

The last phase, the construction phase, begins after award of the construction contract. The
design plans, possibly finalized by the designer alone or according to variants introduced in the
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agreement with the contractor, are finalized and the winning bidder can request all the
authorizations required by law to start construction.

This project delivery method has the advantage of giving the contracting authority complete
control over the design phase and the construction phase. The appointed designer acts as an
impaurtial controller of the offers presented by the contractors and, therefore, the designer’s
interests coincide perfectly with those of the client (PSD). Moreover, this method discourages
the tendency to decrease quotes for pricing, which, below a certain threshold, undermine the
quality of the work to be carried out. As the design plans are provided by an impartial entity,
competitors will not be able to exclude certain elements from their scope of work if these are
deemed necessary for project execution, for the purpose of providing the lowest quote, and
winning the contract award. Conversely, any lower offers lacking the necessary characteristics
mentioned in the design plans will be penalized. Further advantages of this method are the
transparency of tender operations and the ability to select - potentially - the competitor who
best achieves the tradeoff between a solid professional qualification and an appropriate cost
management.

On the other hand, any technical and qualitative inaccuracies of the design plan (generally
imputable to incorrect evaluations by the designer) are likely to affect the subsequent
execution phase. Once the project design is greenlighted, bidders will be "forced" to adapt
their proposals to the approved design. Therefore, if the project eventually becomes infeasible
(even if only partially) within the costs estimated by the contracting authority, there is the risk
that the entire tender may be abandoned (with an inevitable waste of time and resources) or
that it becomes necessary to extend the time required to complete construction in order to
allow the project to be revised in accordance with the economic and performance needs of
the contracting authority. This method tends to reduce the possibility of changing plans during
construction, unless these are expressly agreed between the designer, whose interests, in the
construction phase, coincide with those of the client, (PSD) and the contractor.

In most cases the public entity issues bonds to finance the project and is responsible for
maintenance for the useful life of the investment (i.e. facility), and assumes most of the financial
risks, depending on the terms and conditions of the design and construction contracts.

DBB, also known as public sector comparator, is the most common project delivery approach
in use in the United States, and the primarily means for public sector development in the State
of Hawaii. This approach does not provide for risk transfer to the private sector and, therefore,
any delays in design or construction timelines or cost overruns will have a financial impact on
the public sector party. On the other hand, the procurement process for DBB is simple and
straight forward and allows the project sponsor to retain full control over design elements,
construction timelines, and other key measures. In addition, the DBB uses traditional municipal
finance to cover the construction and other costs of the facilities, and therefore any bond(s)
issued for this purpose counts toward the limit of the State’s debt capacity.

5.2 Design-Build (DB)

In contrast to the traditional DBB procurement commonly used by public entities throughout the
United States, the Design-Build (DB) method involves a single process for awarding the design
and execution of the work. The awarded contractor takes the name of design-builder (or
design-contractor) and is expected to carry out the entire project, from preliminary design to
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actual implementation. Under the Design-Build method, the design activity falls within the
general project implementation and is carried out more so in the interest of the contractor and
not the client (PSD). It is common for architecture/engineering firms to compete directly for the
award of the contract, and then "subcontract" the execution of the works to specialized
companies associated with them. At the same time, if, in general, competitors outsource the
design or construction activity, it is also possible for contractors to present professional
architects or engineers in their own staff (in-house) to carry out the design activity, so that the
selection of proposals becomes easier for the contracting authority.

The main characteristic of the Design-Build method is the potential to achieve greater
efficiency in the management of the various project phases: design, construction (or
execution), and release of the necessary legal authorizations (from obtaining building and
other permits, to utilities certification, to final testing and commissioning). This last aspect is
formally unrelated to the procurement option, however, thanks to the coordination of the
planning phase with the construction phase, the requests for legal permits may be anticipated
to reduce the actual wait times for the necessary administrative checks.

The advantages derived from the adoption of the DB method are due specifically to the
efficiencies afforded by the combination of the design and construction responsibilities in the
same contract and the commitments to project cost and schedule that the DB contractor
makes to the project sponsor. DB project delivery provides the following benefits.

¢ Alignment of incentives for efficient production of the design to minimize total cost for
both design and construction.

¢ Continuity benefits with one entity responsible for the entire process through delivery of
the completed facility.

¢ Incentive for incorporating innovations in design and in means and methods during
construction to minimize total cost.

e Efficiencies in schedule allowed by the ability for certain materials procurement and
construction activities to take place during the design period.

e Certainty in cost and schedule afforded to the owner by the commitments made by the
Design Builder. Risks to cost and schedule related to project execution are borne by the
Design Builder and the Design Builder is totally accountable for cost, schedule, and
quality.

Given the benefits noted above, DB project delivery has been found to provide substantial cost
and schedule savings compared to traditional DBB processes. Overall costs have been found
to be approximately 6% to 10% lower with savings in unit costs and schedule certainty.?

Comparing the two methods, DBB and DB, it is possible to see how the different role of the
designer in Design-Build positively influences the quality of the work. This is because the designer
is obliged - by contract - to represent the interests of the client (PSD) in the phases of awarding
and carrying out the contract. Therefore, the risks of selecting inadequate contractors or
performing imprecise work are considerably reduced, especially in the cases when the

2 Performance Services, 10 Reasons Why the Design-Build Delivery Method Works, October 2016.
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contracting authority staff may not have the required qualifications for accurate decisions and
evaluations. At the same time, the designer is responsible for the actual project feasibility, as it
will supervise its execution. The designer, therefore, will be held accountable by the public
entity in cases of plan changes during construction related to issues in carrying out the project.

5.3 P3 Concession

A P3 Concession arrangement is often defined as a long-term contract between a private
party and a government agency for providing a public asset or service, in which the private
party bears significant risk and management responsibility (World Bank, 2012). It relies on the
recognition that public and private sectors each have certain advantages, relative to each
other, in performing specific tasks. The responsibilities of the private sector could entalil finance,
design, construction, operation, management and maintenance of the project. In contracting
with private firms, governments must balance their obligations to protect the public and
provide for the social welfare with the private firms’ need to manage its operations in an
efficient and effective manner. If a government imposes too few regulations or oversight, the
private firm may have an incentive to act contrary to the government’s interest; if it imposes
too many regulations, it may be too costly for the firm to operate successfully. The P3 model has
become well-established for the construction of economic and social infrastructure and is now
used in more than half of the world’s countries.

Social infrastructure P3s have been proven to be generally successful in Canada, Australia, and
Europe and are now gaining traction in the United States, informed by lessons learned in other
countries. The United Kingdom has been undertaking social infrastructure P3s since the 1990’s
and its Building Schools for the Future program, which aims to build and improve secondary
school buildings with private sector partners’ capital and expertise, has received more than half
of the £2.2 billion in financing through P3s. Since 2004, Canadian provinces have undertaken
$35 billion in social infrastructure projects using the P3 model, including Ontario’s health care
facilities and the expansion, modernization and replacement of other types of infrastructure
assets such as courthouses, schools, and correctional facilities. Since 1998, when Australia
implemented its first P3 project, the number of social infrastructure P3 projects has steadily
grown with delivery of a wide range of projects including hospitals, schools, and correctional
facilities.

In the United States, many real estate developers have participated in community
redevelopment projects, but only a handful of these have used the DBFM model. The DBFM
model, however, is starting to find a foothold in the U.S. market, with several DBFM social
infrastructure P3 projects successfully undertaken in recent years in California, beginning with
the Long Beach Courthouse, and, more recently, the University of California’s Merced Campus
Expansion project and the Long Beach Civic Center project. A number of similar projects are in
advanced pre-procurement stages across the United States.

A social infrastructure P3 is an innovative and collaborative project delivery model for vertical
infrastructure that accommodates the provision of social services — typically, public buildings
such as schools, universities, hospitals, courthouses, correctional facilities, and community
housing. With a social infrastructure P3, the buildings are typically developed by the private
sector but owned by the public sector, although it is not always the case. There are various
social infrastructure P3 models in existence today, characterized by which partner is responsible
for owning and maintaining assets at different stages of the project, the most common for
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correctional facilities being DBFM. For purposes of this VfM analysis, two variations of the DBFM
model were selected for comparison.

5.3.1 Non-Profit Design Build Finance with Long-Term
Maintenance (DBF+M 63-20 - Lease)

In this P3 scenario the public agency commissions a single developer to design, build, finance,
and maintain the project under a tax-exempt financing structure with a non-profit vehicle.
Public sector agencies in the United States may finance capital projects by issuing tax-exempt
debt, often making it more cost-effective for public project sponsors to issue debt than their
private sector partners. Using this type of debt keeps interest costs low and generates attractive
opportunities for both private and corporate investors. One method of reducing the borrowing
costs to the private partner is to issue debt through a nonprofit public benefit corporation
pursuant to Internal Revenue Service (IRS) Rule 63-20 and Revenue Proclamation 82-26. The
nonprofit corporation is then able to issue tax-exempt debt on behalf of private project
developers.

This scenario also introduces a “Lease/Purchase” approach, according to which the private
sector finances and builds the new facility, which it then leases to the public agency. The
public agency makes scheduled lease payments to the private party with the public agency
accruing equity in the facility with each payment. At the end of the lease term, the public
agency owns the facility or purchases it at the cost of any remaining unpaid balance in the
lease.

5.3.2 Design Build Finance with Long-Term Maintenance
(DBF+M — Availability Payments)

In this structure, the government entity enters into an agreement with a private sector party
under which it allocates to that party all the project's duties except for operations. This includes
designing, constructing, financing and maintaining the project. In exchange for assuming these
obligations, the private sector party is entitled to receive, for a specified period, fees from the
end users of the project or payments from the government in the form of availability payments
or shadow tolls.

Availability payments are a means of compensating a private concessionaire for its
responsibility to design, construct, and/or maintain a facility for a set time period. These
payments are made by a public project sponsor (a state DOT or authority, for example) based
on particular project milestones or facility performance standards. Availability payments may
be structured in a variety of ways. In certain cases, no payments may be made until after
construction is complete. Alternatively, they may be predicated on particular construction
milestones. Project sponsors may also define how the periodic payments are to be made and
may also set a maximum payment cap based on agreed-to construction and maintenance
performance standards. Different from the previous scenario, the State retains ownership of the
facility for the duration of the contract.

This approach can take the form of Performance Based Infrastructure (PBI), an innovative
approach to capital projects in which the investment, risk, responsibility, and rewards of the
project are shared between government and private-sector participants. Design, construction,
financing, and maintenance are bundled together into a single project. The development
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team is the single point of contact for procurement and delivery of all services under the
contract. Shifting the financial risk and responsibility for long-term maintenance to the private
partner creates a compelling incentive to ensure high levels of performance: both high-quality
construction and proactive upkeep of the finished building.

A key difference between DBFM and other delivery methods is the early integration of
maintenance considerations into the design-build process. Incorporating the input of the FM
(“Finance” and “Maintain”) services provider throughout procurement and, following award,
design and construction, is key to the development of a sustainable, effective building systems
solution that considers whole-of-life costs rather than focusing solely on construction-first costs.
Long-term building performance is often sacrificed when the lowest construction price option is
selected, thereby limiting the FM services provider’s ability to manage maintenance costs
effectively. Given the long-term nature of social infrastructure P3 contracts, including the FM
services provider’s perspective regarding future maintenance costs, the design discussion
emphasizes lifecycle costs in a way that often creates a better balance between upfront and
future costs, thereby providing the most cost effective long-term result for the owner.

5.4 P3sin Social Infrastructures

Social infrastructure P3s have a significantly wider set of stakeholders compared to
transportation P3 projects. This is primarily due to a building’s use: employees work in the
building each day and therefore have uniquely important needs for physical infrastructure to
better fulfil their objectives. In addition, the public interacts with a social infrastructure building
in a more personal manner - traveling on a road that is delivered as a P3 project may be
important to a person’s commute, but a student’s accommodations at a university is more all-
encompassing and impactful. Considering the effect that a project has on key stakeholders is
important to understanding the cumulative impact the model has on public buildings. Typical
stakeholders for these kinds of projects include:

e Public Users. First-time user experience is critical to ensure that buildings are utilized in an
efficient manner. A courthouse facility, for example, is a building that an individual may
visit a handful of times for a hearing or trial. Wayfinding and signage in the building is
therefore important to assist infrequent visitors in arriving at the right courtroom quickly.
Furthermore, public buildings such as courthouses must provide equal access to disabled
persons.

o Day-to-Day Staff. The building should also be user-friendly for workplace professionals
and staff, such as professors, doctors, nurses, judges, clerks and bailiffs that provide social
services on behalf of the public-sector owner. Workplace design considerations include
natural light, green space, ergonomic considerations, and flow across building functions.
There are also operational considerations, such as automatic vs. manually adjustable
blinds, or temperature controls by room that must integrated into a project’s overall
delivery.

e Service Providers. The engineering and design of the project should take into
consideration the requirements of ancillary service providers, such as laundry and kitchen
facilities. A key consideration is how these spaces are designed, as well as how they
interact with the larger building. This provides additional opportunities for private sector
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innovation. In addition, the delivery of supplies and materials to an operating building
can have significant community impact, which must be considered carefully.

e Labor. Public service workers, trades professionals, and construction workers have a
specific interest in how their jobs are affected by the implementation of a new project.
Unions that represent these groups may be particularly concerned about whether their
members’ wages and rights as an employee or member of the union will be affected by
private sector involvement in a P3. Strategic engagement and education is necessary to
minimize miscommunications and misunderstandings.

e Local Community. The lives of non-users of social infrastructure will be affected as well,
particularly those living within the vicinity of the building. The presence of or
improvements made to a new building can result in more traffic, greater demand on
local utilities, or increased noise. Similarly, a P3 project may present an opportunity to
provide a new community asset, such as adjacent park or improved integration of an
outdated structure into the community fabric.

5.4.1 Consideration of Stakeholders in Project Development

A robust and sustained stakeholder consultation process reduces the risk of a project receiving
inadequate support and increases its chance of success. Stakeholder consultations should be
on-going throughout the project’s life, beginning early enough to define the project’s scope on
key issues that have an effect on project decisions. The community consultation process should
be executed pursuant to a rigorous schedule and strategy with an aim to provide consistent
messaging. A strong political champion must support this effort and a project manager should
manage this aspect of the project procurement.

Since the interests of different stakeholder groups vary and may at times be in conflict, it is
important to balance out opposing viewpoints but ensure that each is taken into consideration.
In terms of designing a user-friendly and productive project, the functional purpose of space
must be weighed against budget considerations and other objectives of the owner.
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6.0 SUMMARY OF PROCUREMENT OPTION
ATTRIBUTES

The four delivery options present several differences as shown in Table 6-1. The table presents
key project criteria and assigns a rating, or grade, to each option based on how well it satisfies
the criteria. Grades are defined as:

A. Positive grade, satisfies the criteria
B. Somewhat positive grade, moderately satisfies the criteria
C. Neutral grade, minimally satisfies the criteria

These grades, while qualitative in nature, provide an indication of performance of each
delivery option in relation to key project characteristics (funding and costs; risks; project delivery
and maintenance) based on best industry practice and past comparisons. For example, the
traditional DBB option usually presents the lowest cost to the public agency before adjusting for
risk factors and is usually the most familiar for the public agency when managing procurement
according to existing laws. It also allows the public entity to retain control and influence over
schematic design to implement changes during design/construction. The Design-Build option
presents similar grades to the DBB, however it involves a higher level of risk transfer on cost
overruns and schedule delays, as well as greater efficiency in procurement and delivery
timeline. The two P3 options generally present the highest grade, providing greater flexibility in
using funding sources, and greater opportunities for the competitive setting to deliver
innovations and cost reductions. Their high level of risk transfer ensures the best cost and
schedule certainty as well as control over lifecycle maintenance costs.

Table 6-1: Qualitative Evaluation of Delivery Options

DBF+M
L + - L
Category Criteria DBB DB DIEIFLI e Availability
20 (L/P)
Payments
NPV of cost to public agency (before risks) A A B B
Flexibility in using funding sources B B A A
S0lleflalef=lale I Flexibility in use of future funding, ability to
. B B B @
Costs refinance
Impact on State debt limit © © A A
Innovation and cost reduction opportunities B B A A
Capital Cost Overruns & B A A
Lifecycle Cost Overruns © © A A
Delays © B A A
Procurement Execution A B © ©
Procurement Legal A A B B
Control over facility's design and quality A B B B
Project Adequate maintenance over time C C A A
Delivery and -
VN ek ik (el |_Procurement and project timeline © B A A
Responsiveness to agency needs and requests A B B B
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7.0 RISK ANALYSIS AND ALLOCATION

One of the main differences that define specific delivery options is their risk allocation structure.
Risks are transferred among stakeholders at different stages of the project, with several
opportunities to increase efficiency and long-term value for money. An appropriate risk
allocation exercise should consider which stakeholder is best fit to manage certain risks. For
example, risks related to political and local legal issues are better managed by the contracting
public agency, while construction risks should be allocated to the contractor responsible for
implementing the project. Risk allocation for each delivery option should be evaluated
carefully, as transferring too much risk to the private sector will result in higher risk premiumes,
making the project costlier and decreasing VM, while transferring too little risk to the private
sector constrains the magnitude of the VfM that can be achieved.

Table 7-1 shows the typical risk allocation structure for the four delivery options analyzed. In the
case of the four options, it is clear from the information in the table that more risk is allocated to
the private sector in the DBF+M options compared to the DB, and both the DBF+M and the DB
options transfer more risk than the DBB option. The DBB option only allows for risk transfer of
subcontractors and shared risk for procurement, construction and material availability; all other
risks are retained by the public agency. The DB option fully transfers these risks, and the design
risk, to the contractor, and shares a series of risks that are retained by the public agency in the
DBB alternative.

The DBF+M options are similar to DB, the main difference being the financing risk. For the
lease/purchase option, the financing risk is fully transferred to the private sector. For the DBF+M
Availability Payments option, this risk is shared, since the private sector is responsible for
acquiring financing for construction, and in addition the public sector is responsible for
acquiring either funding or financing to make the availability payments. Although in the
lease/purchase option the public agency will still need to make payments to the private sector,
the annual amounts through the concession period are much smaller compared to the
availability payments, which at the midpoint of construction and at construction completion
are significant and may require a bond issuance if the public agency is unable to secure the
level of appropriations required. Therefore, while financing risk is fully transferred in the case of
the lease/purchase option, it is shared for the availability payments option.
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Table 7-1: Typical Risk Allocation for Delivery Options
Risk Allocation
Risk Category Risk Description DBE+M 63-20 DBF+M
DBB DB Availability
(Lease/Purchase)
Payments
Site Land acquisition, latent site conditions, site security, site State State State State
accessibility.
Permits and Environmental approvals, utilities (water, wastewater, power,
telecom), approvals for complimentary facilities. Loss of schedule State State State State
Approvals .
and market related efficiency due to approval delays.
Hazar_dous Known risks relating to geotechnical, hazardous, contaminated State State State State
Materials materials.
Scope Change in project scope. State State State State
Legal Legislation changes, lack of legal regulation, contract changes, State State State State
contract default.
Bidding Market Issues with bidding process. State State State State
F_undm.g / Delays/inability in achieving financing for the project and related State State Contractor Shared
Financing Costs.
Procurement Risk of sudden spike in materials' prices. Shared Contractor Contractor Contractor
Design Errors in desllgn criteria, deslgn is not sufficient for its intended State Contractor Contractor Contractor
purposes or is unable to deliver the contracted services.
Cost overruns and schedule delays during construction due to
Construction unforeseen costs, poor planning, etc. Repairs, rebuild, or other Shared Contractor Contractor Contractor
processes required due to defective/poor quality construction.
Matgna[ . _R|sk of missing material related to transportation delays, supply Shared Contractor Contractor Contractor
Availability issues, etc.
Subcontractors Subcontractor failures and/or markups. Contractor | Contractor Contractor Contractor
Labor Availability | Shortage of skilled/unskilled labor. State Shared Shared Shared
Maintenance Costs related to maintaining facility operation and in good status. State State Contractor Contractor
Force Majeure Risk of a force majeure event preventing the contractor from State Shared Shared Shared
completing the facilities.
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Risk Allocation
Risk Category Risk Description i DBF+M
DBB DB DIl G52 Availability
(Lease/Purchase) p
ayments
Macroeconomic Economic events, mflatlo_n_ volatility, interest rate volatility, State Shared Shared Shared
Events transportation price volatility.
Relationship Lack of coordination between stakeholders. State Shared Shared Shared
Social Risk of community concern delaying or cancelling the project. State Shared Shared Shared
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8.0 ALTERNATIVE DELIVERY OPTION SCHEDULES

Louis Berger developed a project timeline for each of the alternative delivery options
evaluated. The schedule corresponding to the costs in Section 4.0 is the DB schedule, which
was estimated by Cumming as part of its cost estimates. Table 8-1 presents the different
timelines which were taken into consideration for the quantitative assessment.

All four delivery options assume the procurement phase to last for approximately one year. For
the following phases, timelines vary according to each delivery option’s structure. The Design-
Bid-Build option has the latest estimated completion date, in June 2024, due to the sequential
procurements and design and construction activities. It is followed by the Design-Build option,
with the project expected to be completed by June 2023. It is shorter than the DBB option due
to the single competitive procurement process that combines design and construction. The
remaining two options are shorter, with an estimated completion date for both in June 2022,
because the options leverage early/parallel design work undertaken by proposer teams during
the procurement process.

Table 8-1: OCCC Project Schedule by Delivery Option

Procurement | o 2019 2020 2021 2022 2023 2024
Option 6 | 12 6 |12 | 6 | 12| 6 | 12

Procurement
DBB Design

Construction

Procurement

DB Design +
Construction

Procurement
DBF + M-L/P Design +

Construction
Procurement

DBFM Design +
Construction

Source: OCCC - Animal Quarantine Station Site, Oahu, HI, Cumming, April 26, 2018.
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9.0 NET PRESENT VALUE EVALUATION

Louis Berger has developed four sets of cash flow models to evaluate the Net Present Value
(NPV) costs for each of the four project delivery options. Each cash flow includes considerations
for design, construction, soft costs, and financing costs. This section describes the cash flow
evaluation of the options and summarizes the NPV findings for each. As noted earlier, cost
estimates developed by Cumming were used for the DB option with adjustments made to cost
estimates for the other alternatives based on comparable projects. Therefore, comparisons
related to costs are all in reference to the DB base costs.

9.1 Cost Assumptions

9.1.1 Capital Expenditures (CapEx)

CapkEx includes design, construction, and soft costs. Cumming developed the most recent base
engineering cost estimate for this project in April 2018. This estimate was risk-adjusted for each
of the project delivery options evaluated. The DBB design cost was adjusted to consider key
risks and probability of risk occurrence given the State of Hawaii’s limited experience engaging
in design for a major new facility, particularly such a large and complex facility as the proposed
OCCC. Therefore, the DBB CapEx cost was risk-adjusted with respect to the Cumming estimate.
The risk adjustment resulted in a 6.5% difference between the Cumming estimate and the DBB
estimate based on past project experience. The DB CapEx did not require additional
adjustments: the levels of contingency and schedule flexibility included in the estimate are
appropriate with expectations for this type of project delivery alternative based on industry
experience.

The CapEx estimated for the two other DBF+M delivery options were adjusted from the base
estimate based on reasonable deviations used for social infrastructure VfM analyses and
experience from implementation of alternative delivery methods. Key items adjusted included
contingency, construction schedule and associated escalation assumptions, and design costs.
In addition, DBF+M options include an additional 10% to account for private sector profit. The
resulting CapkEx for the P3 options resulted in a ~20% difference compared to the Cumming
estimate. The cash flow evaluation took into account the year in which each activity took
place and allocated costs accordingly. The timing of expenses is particularly important when
assessing the project’s NPV. Items such as project management cost were spread across the
years as heeded: five years for the DBB, four years for the DB, and three years for the DBF+M
approaches. Table 9-1 provides the CapEx estimates for each of the delivery options after
accounting for risk-adjustments, and the corresponding difference compared to the base
engineering cost estimate. The adjustments made to the CapEx, both for the DB option and for
the P3 options, are based on comparable social infrastructure projects in the U.S., including the
recent Los Angeles Court House Value for Money study, which presents similar project
characteristics.
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Table 9-1: Risk-Adjusted CapEx

Capex (OE smm) | PrEent Diterence Comparet
DBB $516,846 6.5%
DB $485,477 0.0%
DBF+M (AP) $582,129 20%
DBF+M 63-20 Lease/Purchase $582,129 20%

9.1.2 Lifecycle Costs

Lifecycle costs (Lifecycle) take into account annual maintenance costs for the facility physical
plant and major maintenance that takes place every 10 years during the period in which the
state owns and operates the facility. Lifecycle costs are critical to understanding the full costs of
the project beyond the initial capital expenditure costs. Since lifecycle costs take place over
the full term during which the project is financed, the project delivery options that allocate
lifecycle cost risks to the private sector have a cost advantage given the common issues of
deferred maintenance in publicly maintained assets. To allow for comparison across the four
project delivery options, we account for lifecycle costs for a 30-year period during which the
initial capital expenses are financed through borrowing or a concession arrangement. Beyond
that initial 30-year analysis period, we make no specific calculations, but assume, for the four
project scenarios, that the State of Hawaii will continue to own and operate the facility for the
remainder of its useful life, typically 50 to 75 years in total.

The Cumming report did not include any estimates for lifecycle costs. Instead, lifecycle costs for
all four scenarios are based on standard estimates used in cost estimation for construction.
Annual maintenance expenses were assumed at 3% of the total construction cost for both the
DBB and the DB options, and 2.95% for the DBF+M option (before adding profit). The difference
in these percentages is due to a higher rate of growth of operation and maintenance (O&M)
costs for the DB and DBB options compared to the P3 options, primarily due to deferred
maintenance.

For all alternatives, major maintenance costs are expected to occur every 10 years during the
30-year analysis period. The cost of this maintenance differs by alternative after considering the
potential for deferred maintenance under the scenarios where the State of Hawaii is solely
responsible for facility maintenance: the major maintenance costs as a percentage of
construction costs are 5% lower in the DBF+M options than in the DBB option, and the DB is 3%
lower than the DBB option. The small difference between the DBB and the DB options is due to
efficiencies generated through the integration of the design-build contracting. The slightly
higher difference with the P3 options is a result of the low probability of deferrals on annual
maintenance and therefore the likelihood that major maintenance costs are kept as low as
possible. Table 9-2 illustrates the key assumptions of lifecycle cost calculations for annual
operations and maintenance expenses and periodic major maintenance costs.
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Table 9-2: Risk-Adjusted Lifecycle Cost Assumptions
. DBFM 63-20
Assumption DBB DB (Lease Purchase) DBF+M (AP)
; -0.05% compared to -0.05% compared to
Annual Maintenance X )
Ex gnse (°I/ construction 3.0% No difference DBB due to higher DBB due to higher
pt 0 70 growth rate in O&M growth rate in O&M
costs) costs costs
_20,
2 gé%”é%irfg 0 -5% compared to -5% compared to
T DBB due to low/no DBB due to low/no
. . efficiencies
Major Maintenance Costs deferrals on annual deferrals on annual
o . 23% generated through : :
(% construction costs) . : maintenance, maintenance,
the integration of keei . . .
. . eeping maintenance | keeping maintenance
the design-build
costs low costs low
process
Major Maintenance 10 No difference No difference No difference

Period (years)

9.1.3 Financing Considerations

The financing assumptions differ between each alternative delivery option as follows:

e Design-Bid-Build: In the DBB option, the State of Hawaii takes on the financing risk for the
design, construction, and maintenance of the project. This project delivery scenario is
based on the assumption that the CapkEx is financed through General Obligation (GO)
bond issues that would allow the state to pay back the capital investment over a 30-year
term. The 30-year term was chosen to create a scenario that is comparable to the term
of borrowing most likely for the P3 Concession and Lease/Purchase Concession options
also analyzed. It is recognized, however, that, at present, individual bond issues in the
State of Hawaii are limited to a 25-year term and 20-year term is standard—this shorter
borrowing period would not affect the overall conclusions of the analysis. The GO bonds
would be secured by the State of Hawaii's pledge to use all available resources —
including tax revenues — to repay bondholders, and therefore, comes at a low interest
rate, a 5.0% fixed rate over the 30-year term. This interest rate was selected based on
information provided from State officials on the historic cost of capital and is common for
GO bond issuances. Interest rates are subject to a wide range of variation and can
changed substantially within a short timeframe based on economic and financial
conditions in Hawaii and the U.S. as a whole. To account for this uncertainty and the
potential of lower or higher interest rates to finance the project, a sensitivity analysis is
presented with a 3% and 10% cost of borrowing (see Section 9.1.5). When considering this
option for project delivery, it is important to note that the value of this GO bond
borrowing would count against the State’s debt limit. The State of Hawaii receives the
bond proceeds at the beginning of construction period and the agency starts paying
principal and interest by the end of that year. Maintenance costs are paid for as “pay-
as-you-go” expenses of the project, which require no debt financing and therefore, no
associated interest payments. Lifecycle costs also count towards PSD’s budget.
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e Design-Build: The financing requirements and assumptions for the DB option are the same
as the DBB alternative, where a GO bond debt pays for the design and construction,
and the maintenance costs are paid for as “pay-as-you-go” expenses of the project.

e DBF+M (AP): In this delivery alternative, the private sector takes on the financing risk for
design, construction and maintenance costs. However, the agency also needs to make
availability payments to the private sector entity based on performance and completion
measures as established in the concession agreement. As such, on the private sector
side, the concessionaire issues taxable private placement bonds to cover the CapEx
costs. These bonds have an assumed interest rate of 8.5%, 350 basis points above the GO
bond rate. The higher cost of capital is attributable to the bonds’ taxable nature and the
reduced credit quality given the lack of recourse to the State of Hawaii or its finances.
However, this financing approach does not impact the State’s debt capacity. The
lifecycle costs for this alternative is covered through the availability payments made to
the private sector entity by the State of Hawaii on an annual basis, plus four commercial
loans payable within one year. These commercial loans cover the first annual
maintenance cost and each of the three major maintenance costs for the one-year gap
before the availability payment is made. The commercial loan interest rate is 9.0%. The
analysis assumes that all availability payments from the State of Hawaii to the
concessionaire can be paid for as “pay-as-you-go” expenses of the project, which
requires no debt financing and therefore no associated interest payments. However,
some of the payments are large, particularly those related to payment for construction
progress and construction completion, and therefore the agency may need to issue a
bond to cover the payments. If so, the financing costs of issuing the bond would be in
addition to the financing costs estimated for this option. In either case — whether “pay-as-
you-go” or financing through a GO bond, the payments count towards PSD’s budget.

o DBFM 63-20 Lease/Purchase: In this delivery alternative, the private sector bidder
establishes a non-profit company (NGO) through which it is responsible for the financing
risk for design, construction and maintenance costs of the project. The State of Hawaii
would make annual lease payments to the NGO in exchange for the use of the facility
during the 30-year period. These payments will accrue as equity and at the end of the
concession term, the State of Hawaii will pay the remaining balance of the value of the
facility. To pay for CapEx expenses, the NGO issues 63-20 tax-exempt bonds on behalf of
the State of Hawaii in its condition as a non-profit regulated under the Internal Revenue
Service (IRS) Rule 63-20, whereby a non-profit public benefit corporation (e.g. a 501(c)(3)
organization) can issue tax-exempt debt on behalf of a private developer delivering a
public project. This loan has a higher cost of capital compared to a GO bond (e.g., 6.5%
vs. 5.0%) because although it is tax-exempt, the credit quality is lower since there is no
recourse to the State or its finances. When considering this option for project delivery, it is
important to note that the bond values do not count toward the State’s spending limit.
To cover lifecycle costs, the NGO will acquire a line of credit, disbursed every year to pay
for annual maintenance costs and major maintenance costs due every ten years. The
assumed interest rate for the line of credit is 6.5%. The analysis assumes that all lease
payments made by the State of Hawaii to the NGO, and the final payment, or remaining
balance, to purchase the asset, can be paid for as “pay-as-you-go” expenses of the
project, which require no debt financing and therefore no associated interest payments.
Unlike the availability payments, the lease payments are evenly distributed through the

Value for Money Analysis 23



Oahu Community Correctional Center 2019

term of the lease period. The last payment at the end of the lease period to purchase
the facility is large, however, and therefore the agency may need to issue a bond to
cover the payments. The model estimates the final payment due in 2053 to be $157
million in nominal terms. This was discounted to present value at the 5% discount rate
assumed for the base case. If the State is unable to make this payment, the financing
costs associated with issuing a bond to pay for the remaining balance would be in
addition to the financing costs estimated for this option and will count toward the
spending limit of the State. “Pay-as-you-go” payments will count toward the spending
limit of the State. To account for the uncertainty in interest rates, which historically can be
highly variable and somewhat volatile, an analysis is presented with a 3% and 10% base
cost of borrowing (see Section 9.1.5).

Table 9-3 presents the assumptions on interest rates and different loans for each of the delivery
options evaluated. These assumptions take into account the cost of capital and increases for
cost of capital based on the levels of risk associated with the financing for each option as well
as the tax requirements of the bond.

Table 9-3: Financing Cost Assumptions

. . . . Interest Count toward
Design & Construction Financing Type Rate Spending Limit?
DBB 30-year fixed rate GO bond 5.0% Yes
DB 30-year fixed rate GO bond 5.0% Yes
DBF+M (AP) Private Placement Bond 9.0% No
DBFM 63-20 Lease / Purchase 63-20 Tax Exempt Bonds 6.5% No
. . . Interest Count toward
Lifecycle Costs Financing Type Rate Spending Limit?
DBB Pay-as-You-go N/A Yes
DB Pay-as-You-go N/A Yes
DBF+M (AP) — Private Sector N/A N/A N/A
DBF+M (AP) — Public Sector Pay-as-You-go N/A Yes
DBFM 63-20 Lease / Purchase — Line of Credit 6.5% No
Private Sector
DBFM 63-20 Lease / Purchase —
Public Sector Pay-as-You-go N/A Yes

9.1.4 Net Present Value Calculation

The Net Present Value (NPV) is the present value of cash flows over a period of time. All cash
flows were discounted at a rate of 5.0% based on State of Hawaii precedents.

Table 9-4 and Figure 9-1 provide the CapkEx, Lifecycle, and NPV Calculations of the NPV
analysis. All costs for CapEx and Lifecycle are in Year of Expenditure (YOE) dollars. The risk-
adjusted CapEx and Lifecycle costs are higher for the DBB and DBF+M options compared to
the engineering cost estimates, and lowest for the DB option. The lifecycle costs are costs for
the DBF+M delivery options are slightly higher than the DBB and DB CapEx costs. The NPV results,
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which incorporate considerations for financing and timeline of design and construction
indicate that the DBB option has the highest cost, followed by the DB option and the DBFM 63-
20 option. The DBF+M (AP) delivery option is the least expensive once all quantitative aspects of
the analysis are considered. Compared to the DBB option, the DB option is 8% lower, the DBF+M
63-20 is 9% lower, and the DBF+M (AP) option is 16% lower (see also Appendix A).

Table 9-4: Results of NPV Analysis (r = 5%)

. DBF+M 63-20
Option DBB DB DBF+M (AP) Lease Purchase
CapEx (YoE $) $516,846,000 | $485,477,000 $582,129,000 $582,129,000
Lifecycle (YOE $) $1,454,254,000 | $1,420,370,000 $1,509,145,000 $1,509,145,000
NPV (r = 5%) (2018 $) | $1,295,471,000 | $1,197,058,000 $1,091,247,000 $1,175,266,000
Figure 9-1: Results of NPV Analysis
$1,600,000
$1,400,000
$1,200,000
$1,000,000
v
€ $800,000
€
$600,000
$400,000
$200,000
$0
CapEx Lifecycle NPV (r = 5%)

mDBB mDB mDBF+M (AP) m(DBF+M 63-20 Lease / Purchase

9.1.5 Discount Rate Sensitivity Tests

The selection of the discount rate can have a significant impact on the results of the net present
value results. As noted in the base case, all cash flows were discounted at a rate of 5.0% based
on State of Hawaii precedents. Louis Berger conducted two additional sensitivity tests to
understand the extent to which results change with a higher or lower discount rate. Table 9-5
and Table 9-6 presents the results of the NPV analysis using a 3% and 10% discount rate.
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Table 9-5: Results of NPV Analysis (r = 3%)

DBF+M 63-20

Option DBB DB DBF+M (AP) Lease Purchase

NPV (r = 3%) (2018 $) | $1,720,327,000 | $1,540,730,000 | $1,398,389,000 $1,630,459,000

Table 9-6: Results of NPV Analysis (r= 10%)

' DBF+M 63-20
Option DBB DB DI S ) Lease Purchase
NPV (r = 10%) (2018 $) | $750,705,000 $725,601,000 $694,020,000 $594,660,000

Figure 9-2: Results of NPV Analysis

$1,800,000,000
$1,620,000,000
$1,440,000,000

$1,260,000,000
$1,080,000,000
$900,000,000
$720,000,000
$540,000,000
$360,000,000
$180,000,000
S0

NPV (r=3%) (2018 $) NPV (r=5%) (2018 $) NPV (r = 10%) (2018 $)

EDBB ®DB ®DBF+M (AP) ®DBF+M 63-20 Lease Purchase

Figure 9-2 provides a comparison of the NPV for each project delivery alternative using different
discount rate assumptions. In every case, the design-bid-build option is the most expensive. The
DBF+M (AP) option is the most cost-effective under the 3% and 5% discount rate assumption,
and the DBF+M 63-20 option is the most cost-effective under the 10% discount rate assumption.
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10.0 QUALITATIVE CONSIDERATIONS

A VIM analysis extends beyond the quantitative assessment of project costs. Qualitative
considerations have a strong influence on outcome of the analysis because there are often
substantial qualitative factors that could greatly influence the project’s actual performance.
These qualitative factors should be considered carefully for the OCCC project.

No legal or financial impediments to pursuing public or private sector financing for jall
improvements or expansions were identified during a review of various Hawaii State
government documents and annual financial reports. Hawaii’s economic indicators for the
tourism industry, tax revenues, the construction industry, and unemployment were found to be
positive, and according to forecasts developed by the Department of Business, Economic
Development and Tourism, Hawaii’s economy will continue to show positive growth in the near
future.

However, there are some important issues that need to be considered. Although several of the
P3 structures outlined in this report may, if successfully implemented, result in positive impacts for
the State of Hawaii with respect to managing its borrowing capacity, transferring project
delivery risk, and achieving policy goals through performance-based contracting, the novel
nature of P3 procurement in the state could pose implementation challenges. The timeline and
exact form of the requirements for P3 project delivery that would apply to Hawaii state
agencies and private partners is uncertain. Although the analysis in this report suggests that P3
options may be more cost-effective, on a risk-adjusted basis, than traditional delivery options,
there may be delays associated with this process that may not be compatible with the delivery
schedule for the OCCC project.

It should be recognized that the P3 procurement process is complex and may pose challenges
to any agency seeking to use these methods for the first time. First time implementation of P3s in
certain (other) jurisdictions have been found to require extra time and resources on the part of
public agencies for legal, financial, and policy review, coordination with stakeholders, and
other key activities. While P3 implementation can provide substantial efficiencies over the long-
term, it can also require substantial upfront effort in the first instance where those involved in the
public and private sector would be working under a unique framework for P3 and may have
limited experience with these types of alternative delivery methods. Implementing the P3
procurement process, therefore, may result in delays and costs that are not contemplated in
the quantitative NPV analysis presented in this report.

While the considerations expressed above undoubtedly affect the feasibly of the P3 concession
options, there are also qualitative factors that need to be considered for the more traditional
DBB and DB options. The DBB is the most expensive option in NPV terms. This is because it is risk
adjusted and therefore includes foreseen delays in schedule and associated cost increases as
well as a longer construction completion schedule. In addition, the State of Hawaii has limited
experience in procuring and delivering the construction of a new facility of the nature and
scale of the proposed OCCC, even with traditional procurement methods— the new OCCC is
expected to be the costliest facility the State has ever developed. The agency’s experience
with large projects is also not recent, as its last major building project was the Halawa
Correctional Facility over 25 years ago, and most of the State employees that contributed to
the success of that project may no longer be employed by the State. The DBB delivery method
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requires the public entity to take ownership of the design and this can represent an important
challenge, which can lead to schedule delays. Furthermore, the DBB structure has minimal risk
transfer, with a high potential for issues that will become the responsibility of the State of Hawaii.

The remaining option is DB, which is generally less expensive than traditional DBB after adjusting
for risk and might be considered the best alternative for the State - it is less expensive than the
DBB alternative and has lower procurement requirements and challenges than the two P3
concession options. The State would be able to transfer the design risk to the contractor, with
generally higher protection against cost overruns than the DBB method. The procurement
process is less complicated than the other options, allowing for ease of implementation and
management by the State of Hawaii. Table 10-1 outlines the main qualitative factors that need
to be considered as part of the decision-making process.

Table 10-1: Qualitative Factors

Category Description

Even though the quantitative analysis of the risk-adjusted NPV identified the
two P3 concession methods (“DBF+M Availability Payments” and “DBF+M 63-
Project Cost 20 Lease-Purchase”) as the options that would provide the highest Value for
Money, there are several qualitative factors that may present themselves
resulting in schedule delays and/or increased costs.

Funding capacity of the State is impacted under the DBB and the DB method,

. as the local agency is likely to source funding through loans. This is a possibility
Cost of Capital and | z1so for the DBF+M (AP), but not in the DBF+M lease/purchase option.
Funding Capacity o )
The cost of capital is the highest for the DBF+M lease/purchase, followed by
the DBF+M (AP). There is no difference between the DBB and DB methods.

There is no recent public-sector facility development project of a nature and
scale equivalent to the proposed OCCC which may posed challenges during
the procurement phase. This is generally manageable for the traditional DBB,
Procurement and slightly more complicated for the DB method. It is, however, quite complex
for the DBF+M options. These methods require expertise and a longer lead
time prior to the award of the project, however, the longer preparation time is
compensated by faster design and construction by the private sector.

Retaining risk as in a traditional DBB configuration allows the State to have
maximum control over design and construction, however, it must be managed
with great care to minimize delays and possible cost overruns. Transferring the
design risk to the contractor, as in the case of the DB option, can help contain
Risk Transfer costs by transferring the risk of cost and schedule management to the
contractor. If there are conditions that lead an agency to adopt a Public Private
Partnership delivery method, such as DBFM, most of the risk can be
transferred to the contractor, with substantial savings in terms of cost overruns
and higher efficiency in maintenance costs.

With high standards for maintenance and lifecycle capital investment, the
DBF+M options may provide an agency a facility that has retained a value of
approximately 80-85% of the initial investment.

Value at End of
Design Life
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11.0 CONCLUSION

Louis Berger was engaged to conduct a Value for Money (VfM) analysis for the proposed
OCCC project. The objective of the analysis is to evaluate the suitability of project delivery
options and in terms of total lifecycle cost, risk transfer, and qualitative considerations. Based on
the construction cost estimates provided by Cumming, Louis Berger evaluated the traditional
design-bid-build project delivery option, also known as the public sector comparator, the
Design-Build option, and two Public Private Partnership (P3) options that are well suited for
social infrastructure and may be feasible alternatives for this project.

The evaluation included an overview of the project and description of project baseline design
and construction costs as estimated by Cumming in April 2018 followed by a description of all
four project delivery options identified as the most suitable options for the OCCC project. The
NPV assessment was based on estimated schedules for project delivery for each alternative
and risk-adjusted values for Capkx, Lifecycle, and financing costs. All cash flows were
discounted at a rate of 5% based on State of Hawaii precedents. This quantitative assessment
indicated that the DBF+M (AP) option is the most cost-efficient in NPV terms, followed by the
DBFM 63-20 lease/purchase option, the DB option, and lastly the DBB option. A sensitivity test
was performed with alternative 3% and 10% discount rate options to evaluate the impacts on
the result. While the DBF+M (AP) option is still the most cost-efficient in NPV terms under a 3%
discount rate, the DBFM 63-20 lease/purchase option becomes most attractive using a 10%
discount rate assumption.

Quantitative considerations take into account additional factors that indicate that the most
cost-efficient alternative for the OCCC project may be the DB project delivery option. These
considerations take into account the nature, scale and complexity of the proposed OCCC
project and limited experience among public agencies throughout the U.S. involving the DBFM
procurement processes.

Based on a comprehensive Value for Money assessment, which takes into account quantitative
and gqualitative considerations, the DB option may be the most efficient alternative to
traditional design bid procurement that would be available for delivery of the OCCC project.
This option has benefits with respect to risk transfer and increased certainty in cost and
schedule once procurement has been finalized, and a record of implementation in the State of
Hawaii.

The DBFM options are attractive from a cost perspective assuming that the procuring agency
receives the necessary support and assistance to guide it through the negotiating process in a
timely fashion along with the project management and oversight skills and resources to
overcome the lack of experience with this procurement method.
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12.0  NEXT STEPS

Development of a new OCCC will be among the largest and most complex building projects
ever undertaken by the State of Hawaii. This will require decisions concerning each phase of the
project’s development to be reached only after careful and thorough analyses of each aspect
of the project delivery process. By virtue of the nature and scale of the project, the decisions to
be made involving design, construction, and financing methods to be employed and their
implications go far beyond those of more common public works building projects undertaken in
Hawaii.

As an example, among the next phase of analyses is to prepare a current project cost estimate.
The latest estimate dates to April 2018 and as a result of recent increases to energy and labor
costs, interest rates, new tariffs on building materials, among other economic factors, a current
estimate of the cost to construct the new OCCC must be prepared. More rigorous analyses of
each aspect of the facility’s design, operation and maintenance program, including lifecycle
cost estimates of major building systems, is also recommended. In addition, determining the
willingness of the financial markets to participate in the project and the experience, capabilities,
and conditions under which individual firms or teams will participate should also be determined.

This Value for Money analysis is considered the first step in the process of evaluating the many
complex aspects associated with delivering this important facility in a manner that benefits the
people of Hawaii. The work to date represents a high-level analysis of a number of possible
options for consideration by the State’s financial, legal, and procurement specialists. This report
does not offer a recommendation for a specific method of financing or delivery of the OCCC
project. Each option presented requires further in-depth study that goes far beyond the
limitations of this report and ultimately leads to the definitive solution.
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APPENDIX A: Cash Flow Waterfall Summaries

The summaries shows annual figures for the construction period (through 2023) and five-year
increments thereafter from 2025 through 2050. The full Net Present Value analysis outlined in
Section 9.1.4 is based on a 30-year analysis period for operations/financing from 2023 through
2053.
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Appendix A-1: DBB Cash Flow
2019 2020 2021 2022 2023 2025 2030 2035 2040 2045 2050
Unit Total 30-Jun-19  30-Jun-20 30-Jun-21 30-Jun-22 30-Jun-23 30-Jun-25 30-Jun-30 30-Jun-35 30-Jun-40 30-Jun-45 30-Jun-50

OCCC

Annual Cash Flow Waterfall

Operating Cash Flow Waterfall

CapEx

OpEx

Cost of Debt
Total Costs
NPV (r=5%)

Appendix A-2: DB Cash Flow

OCCC

Annual Cash Flow Waterfall

'000
'000
'000
'000
'000

Unit

$1,295,471

Total

30-Jun-19

2019
30-Jun-19

30-Jun-20

$33,868

$33,868

2020
30-Jun-20

30-Jun-21

$26,030

$26,030

2021
30-Jun-21

30-Jun-22

$143,697
S0
$43,070
$186,768

2022
30-Jun-22

30-Jun-23

$150,563
$0
$42,209
$192,772

2023
30-Jun-23

30-Jun-25

S0
$13,298
$40,486
$53,784

2025
30-Jun-25

30-Jun-30

S0
$16,122
$36,179
$52,301

2030
30-Jun-30

30-Jun-35

S0
$19,858
$31,872
$51,730

2035
30-Jun-35

30-Jun-40

S0
$24,558
$27,565
$52,123

2040
30-Jun-40

30-Jun-45

S0
$30,441
$23,258
$53,700

2045
30-Jun-45

S0
$37,760
$18,951
$56,711

2050
30-Jun-50

Operating Cash Flow Waterfall 30-Jun-19  30-Jun-20  30-Jun-21  30-Jun-22  30-Jun-23 30-Jun-25 30-Jun-30 30-Jun-35 30-Jun-40 30-Jun-45 30-Jun-50
CapEx '000 $0 $25,032 $19,434 $209,663 $231,348 S0 S0 S0 $0 $0 $0
OpEx '000 $0 S0 S0 S0 S0 $14,132  $17,133  $21,104 $26,099 $32,351  $40,129
Cost of Debt '000 $0 S0 S0 $40,456 $39,647 $38,029 $33,983 $29,938 $25,892 $21,846 $17,801
Total Costs '000 $0 $25,032 $19,434 $250,119 $270,995 $52,161 $51,116 $51,042 $51,991 $54,198  $57,930
NPV (r=5%) '000  $1,197,058
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Appendix A-3: DBF+M (AP) Cash Flow
2019 2020 2021 2022 2023 2025 2030 2035 2040 2045 2050
Unit Total 30-Jun-19  30-Jun-20 30-Jun-21 30-Jun-22 30-Jun-23 30-Jun-25 30-Jun-30 30-Jun-35 30-Jun-40 30-Jun-45 30-Jun-50

OCCC

Annual Cash Flow Waterfall

Operating Cash Flow Waterfall

CapEx (AP)

OpEx (AP)

Cost of Debt (AP)

Total Availability Payments
Project Management Costs
Total Costs

NPV (r=5%)

$17,232,460

'000
'000
'000
‘000
'000
'000
'000

Appendix A-4: DBFM 63-20 Lease / Purchase Cash Flow

OCCC

Annual Cash Flow Waterfall

Operating Cash Flow Waterfall

CapEx

OpEx

Cost of Debt

Project Management Costs
Lease Payment incl. buy back
Total Cost

NPV (r=5%)

$17,232,460

Unit Total

'000
'000
'000
'000
'000
'000
'000

Total 30-Jun-19 30-Jun-20 30-Jun-21
S0 S0 $194,043
$0 $0 $0
$0 $0 $72,522
$0 $0 $266,565
$3,446 $3,446 $3,446
$3,446 $3,446 $270,011
$1,091,247
2019 2020 2021
30-Jun-19 30-Jun-20 30-Jun-21

30-Jun-19  30-Jun-20  30-Jun-21
S0 $19,404 $19,404

S0 S0 S0

$0 $34,399 $33,252
$3,446 $3,446 $3,446
S0 S0 S0

$3,446 $3,446 $3,446

$1,175,266

30-Jun-22

$194,043
S0
$11,709
$205,752
$3,446
$209,198

2022
30-Jun-22

30-Jun-22

$19,404
$0
$32,105
$3,446
$0
$3,446

30-Jun-23 30-Jun-25 30-Jun-
$194,043 S0
$15,452  $16,530 $20,0
$1,110 S0
$210,605 $16,530  $20,0
$3,446 $862 $8
$214,051 $17,391 $20,9
2023 2025 2030
30-Jun-23 30-Jun-25 30-Jun-30

30-Jun-23

$19,404
$50,305
$34,344

$3,446
$88,676
$92,123

30-Jun-25

$19,404
$50,305
$32,287

$862
$88,676
$89,538

30-Jun-30

$19,404
$50,305
$27,323

$862
$88,676
$89,538

30 30-Jun-35
S0 S0
40  $24,685
$0 $0
40  $24,685
62 $862
01 $25,546
2035
30-Jun-35

30-Jun-35

$19,404
$50,305
$22,608

$862
$88,676
$89,538

30-Jun-40

S0
$30,527
S0
$30,527
$862
$31,389

2040
30-Jun-40

30-Jun-40

$19,404
$50,305
$18,155

$862
$88,676
$89,538

30-Jun-45

S0
$37,840
S0
$37,840
$862
$38,702

2045
30-Jun-45

30-Jun-45

$19,404
$50,305
$14,024

$862
$88,676
$89,538

S0
$46,937
S0
$46,937
$862
$47,799

2050
30-Jun-50

$0
$50,305
$10,284
$862
$88,676
$89,538
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1.0 INTRODUCTION

1.1 Purpose of Study

The purpose of this study is to identify and assess the traffic impacts resulting from the
proposed relocation of the existing Oahu Community Correctional Center (hereinafter referred to as
“OCCC”) in Kalihi on the island of Oahu. Four alternative sites are currently being considered as
potential replacement locations for the new correctional facility. This study includes an assessment of

each of the four alternative sites under consideration.

1.2 Scope of Study

This report presents the findings and conclusions of the traffic study, the scope of which
includes:

1. Description of the proposed project.
Evaluation of existing roadway and traffic operations in the vicinity.

Analysis of future roadway and traffic conditions without the proposed project.

2
3
4. Analysis and development of trip generation characteristics for the proposed project.
5. Superimposing site-generated traffic over future traffic conditions.

6. The identification and analysis of traffic impacts resulting from the proposed project.

7. Recommendations of improvements, if appropriate, that would mitigate the traffic impacts resulting

from the proposed project.

2.0 PROJECT DESCRIPTION

2.1 Location

The existing OCCC facility is located adjacent to Kamehameha Highway in Kalihi and is bounded
by Kamehameha Highway to the north, Puuhale Road to the east, and industrial uses to the south and
west (see Figure 1). The existing project site is further identified as Tax Map Keys (TMKs): 1-2-013: por.
002. The four alternative site locations under consideration include the existing OCCC facility; the
Mililani Technology Park (hereinafter referred to as “MTP”) in Mililani; the Halawa Correctional Facility
(hereinafter referred to as “HCF”); and the Animal Quarantine Station both located in Aiea. The project
site at the MTP location is adjacent to Kahelu Avenue in Mililani and is bounded by Kahelu Avenue to the

north with industrial uses to the west (see Figure 2). This project site is further identified as Tax Map
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Keys (TMKs): 9-5-046: 042. The project sites at the HCF and Animal Quarantine Station are both
adjacent to Halawa Valley Street in Aiea (see Figures 3 and 4). The proposed site near HCF is expected
to be located east of the existing prison and is identified as Tax Map Keys (TMKs): 9-9-010: por. 030,
while the proposed site near the Animal Quarantine Station is bounded by Halawa Valley Street to the
north, the Interstate H-3 Freeway to the west, and industrial uses to the south and east. That project
site is further identified as Tax Map Keys (TMKs): 9-9-010: por. 006, 046, 057, and 058. In addition, it
should be noted that a portion of inmates from the existing OCCC facility are expected to be transferred
to the Women’s Community Correctional Center (hereinafter referred to as “WCCC”) regardless of
which alternative site is selected. The existing WCCC facility is located adjacent to Kalanianaole Highway
in Kailua and is bounded by Kalanianaole Highway to the south and residential uses to the west (see

Figure 5). This project site is further identified as Tax Map Keys (TMKs): 4-2-003: 004.

2.2 Project Characteristics

The existing Oahu Community Correctional Center is currently located on a 16-acre site in Kalihi
and serves as the largest jail facility for pre-trial detainees in the State of Hawaii with an existing
population of approximately 1,137 inmates. However, recent assessments of the facility have indicated
that the OCCC facility is significantly overcrowded and functioning beyond its capacity. To adequately
serve the facility’s high demand and meet projected future needs, the Department of Public Safety (PSD)
is currently considering the following alternatives:

e Redevelopment of the existing OCCC facility (“Alternative 1”)

This alternative entails the replacement of the existing OCCC facility and the construction of a new
facility. Under Alternative 1, the existing square footage of the facility is expected to double and
provide accommodation for approximately 1,480 inmates. Vehicular access to the project site is
expected to continue to be provided via an existing driveway off Kamehameha Highway.

e Relocation to MTP site (“Alternative 2”)

Alternative 2 entails the construction of a new facility at the Mililani Tech Park in Mililani, Oahu. The
new facility is expected to provide accommodations for approximately 1,380 inmates and would
provide similar functions as the existing OCCC. Under this alternative, vehicular access is expected

to be provided via new driveways off Kahelu Avenue.
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