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Once a building project stalls, it’s tough to restart it

Manpower, insurance, regulation problems arise for contractors once a developer calls a temporary halt

Sacramento Business Journal - by Robert Celaschi Correspondent

Media





They stand silently throughout the Sacramento region: a stalled mall in Elk Grove, an unfinished casino expansion in Lincoln, infrastructure projects held up while the Legislature haggled over the state budget.

When money runs short or a developer has to revise plans midstream, suspending construction is sometimes the best option. That doesn’t mean it’s easy. Putting a project in mothballs becomes a project in itself. A developer must figure out what to do with all the materials and people under contract.

In some ways, it’s easier if the project dies altogether.

“I’ve got a project manager. If you are going to shut it down and terminate it, I’ll put him on another job. But if you are going to park it, how am I going to do that?” asked Terry Street, president of Roebbelen Contracting Inc. in El Dorado Hills.

The same is true of subcontractors.

“How much do you and the owner want to pay people to keep them in a holding pattern?” Street asked. “The unknown is going to make it even goofier. If an owner says ‘I don’t want to pay for your guys when I’m shut down,’ what am I going to do with them?”

The workers could well be on other jobs when the first site comes back to life.

“You can’t just put people on hold,” said Steve Hiatt, vice president of Nolte Associates Inc., which oversees a lot of infrastructure work. “They have lives, and families to feed. If your project is one of the last ones (to) come off of hold, there is a higher probability that the individuals will not be available.”

Or worse, given the current economy, there might not be another job in the interim.

“Dear God, what a fear factor that goes through your people,” said Street, who earlier this year faced the possibility of the state shutting down school construction and other projects. “Now you are kind of sitting there wondering, ‘If my school district doesn’t get money, are they going to take my payment to pay teachers?’ And they probably are. They could spend millions of dollars in the stop. That’s the part where I have a frustration going.”

If the original crews can’t return to the job, their replacements will need time, perhaps weeks, to figure out what got done and what didn’t.

“Who’s going to pay me for that?” Street asked. “It does create some tensions out there that aren’t always pleasant.”

Depending on the developer’s financial condition when work stops, tensions can turn into legal action. At the dormant Elk Grove Promenade Mall construction site in December, subcontractors filed at least $8.8 million in mechanics’ liens for work on structural steel, electrical systems, roofing, piping and concrete.

Case by case

There’s no rule of thumb for the cost and hassle associated with suspending construction, sources said. If a project has to pause at all, it’s best when one phase has finished and the next hasn’t yet started. Usually the developer is on the hook for extra headaches it imposes on its contractors.

“The construction contractor bids a project with the idea that they are going to start when the contract says they can start, and they have so many working days to complete the contract,” Hiatt said.

A six-month break could cause more woe than a 30-day break. Yet sometimes a long break can work out better than a short one.

“If it’s a year, you might have time to do a whole other job in between,” Street said.

Even a short delay can have a big impact. Nolte ran into that last year on a roadway construction project it’s managing in the Central Valley. Contracts to clear the land didn’t make it out the door as planned in November and December.

Meanwhile, burrowing owls on the property imposed a deadline of their own. If habitat mitigation measures for the protected species were not put in place by Feb. 1, the project would have had to wait until next winter, Hiatt said.

In this instance, the city was able to get the habitat work done without using the construction contract.

“If things were to stay dormant for a year or more, you might be at risk of some of the regulatory requirements changing,” Hiatt said.

Finding room

Then there’s the matter of materials and equipment.

“If you have a specialized batch of stone you are importing from a foreign country, that’s on a boat, you are still going to have to receive it,” said Dave Giannelli, vice president of Kitchell CEM in Sacramento.

If a local or regional supplier is willing to take back materials, there’s often a re-stocking charge.

If the office trailers aren’t staying on-site, there are transportation costs to consider. Phones will have to be disconnected. If there’s scaffolding, it’s most likely rented. Someone has to decide whether it’s less trouble to keep it in place or pay to have it torn down and rebuilt later.

When work stops on short notice, subcontractors have to figure out how much time they’ve spent that hasn’t been billed yet.

“Of course people are going to try to load this up, sadly,” Street said.

The partially finished structure might need special work to survive a dormant spell.

“You’ve got some things that have to be done out of sequence to kind of prep the buildings,” Giannelli said. Sprinkler systems and fire alarms might have to be temporarily installed and activated. Workers might need to spray on fireproofing ahead of schedule — which could mean they’ll have to scrape it off when work starts again so other jobs can get done.

If the building is far enough along to have wallboard, ceiling tiles and doors inside, it will need to be heated or cooled to prevent mildew or warping.

The site itself might need tending to.

“First of all, the contractor has got to keep up their storm water and pollution prevention plans. They have to keep things going at the site so when it rains the storm water that runs off doesn’t take contaminants and particles into the storm sewers,” Hiatt said.

Depending on the site, security might be an issue. Early in a job, when most of the work is moving dirt or putting in underground utilities, a chain link fence might do. A half-finished office full of plumbing and wiring might need more protection.

“Who’s responsible for the property from an insurance standpoint?” Street asked. “If you want that to be my problem, you are going to pay for my security.”

And finally, there’s the matter of keeping up appearances.

“There’s always the social aspect of seeing projects on hold. The public notices that,” Hiatt said.

So it’s not surprising that developers don’t like to draw attention to a halt in development.

Such is the case with Thunder Valley Casino, where work is in the midst of a three-month pause as the project is being scaled back.

Instead of a 23-story hotel and nine-story parking garage, the expansion will now be limited to a 15-story hotel and seven-story garage.

Doug Elmets, spokesman for Thunder Valley, would not discuss the shutdown, and vowed that the casino would fire any contractor who did.

Work is supposed to resume in April.
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