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STAFF REPORT
SUBJECT:

Proposed Ordinance 2006-0160 reallocates $15 million from the project budget for the Ninth and Jefferson building to the project budget for the Inpatient Expansion Building at Harborview Medical Center. 
SUMMARY:

There are two buildings being built on the Harborview campus as part of the Harborview Bond Project.  One building is referred to as the Ninth and Jefferson Building (NJB) and the other is referred to as the Inpatient Expansion Building (IEB).  The University of Washington manages Harborview and, under an agreement between King County, Harborview Medical Center and the University, the UW is managing the Bond Program.  The university is requesting this action due to significant cost overruns which will be detailed later in this report. 
BACKGROUND:
Harborview Medical Center (HMC) is a comprehensive health care facility owned by King County, governed by an appointed Board of Trustees and managed by the University of Washington.  Its primary mission is to provide high quality health care to the residents of this region, in particular to the indigent and underserved residents of King County.  In addition Harborview is home to the nationally renowned level-one trauma center and Medic One Emergency Response Unit that serve a four-state region.
Voter Approved Bond Funding:  On September 19, 2000, King County voters approved $191 million in bond funding to support facility improvements at Harborview.  The project includes:

· Seismic stabilization of the east wing inpatient facility.

· Elimination of two older buildings due to seismic risk.

· Construction of new facilities to house the displaced functions.

· Expanded critical care capacity

The voter approved bond funds combined with interest earnings and contributions from Harborview reserves brought the total project budget estimate to $263 million.

On March 3, 2002 the Council adopted Ordinance 14295 which approved a management agreement between King County, Harborview Medical Center, and the University of Washington for management of the Bond Program.  On April 7, 2003 the Initial Program Plan (scope, schedule, and budget) was approved by the Council (Motion 11684).  On August 25, 2003 the Council adopted Ordinance 14744 approving $29.6 million of revenue backed scope increases that added additional parking and tenant space.  The revised scope increased the total Bond Program to its current total of $292.8 million.

Project Scope: The project scope, organized by project, is summarized by the following:

· Project #1
Ninth & Jefferson Building (NJB):

New construction of a multi-purpose facility to house specialized services such as the King County Medical Examiner (KCME), research laboratories, dry labs, clinical services, Involuntary Treatment Act (ITA) Courtroom, retail, lobby and five floors of underground parking.

· Project #2
Inpatient Expansion Building (IEB) & Seismic Upgrade:

Seismic Improvements to the North Wing trauma center tower and construction of a new inpatient wing connected to the existing facility by a bridge building.

· Project #3
Proposed Demolitions of Harborview Hall & East Clinic (South Wing):

Demolition to seismically unsound East Clinic, and potential demolition of Harborview Hall.

ANALYSIS:

This project was proposed to be accomplished using the General Contractor/Construction Manager (GC/CM) method.  Under this method, a contractor is selected and then acts as both the General Contractor and the Construction Manager for the project.  The Council approved the use of the GC/CM method in July 2002.

NBBJ Architects were selected as the designers for the program and they began the design phase in 2002, with pre-design work completed in November 2002.   In December 2002, Turner Construction was selected as the GC/CM.  
When the major bids for construction of the NJB and IEB were opened beginning in late fall 2005, bids for various phases of the projects were significantly higher than the engineering estimates.  Under the GC/CM method, Turner provided a maximum allowable construction cost (MACC) for the two buildings.  Normally, under the GC/CM method, the GC/CM would be held to the cost as proposed by the MACC that they developed.  In this case, however, Turner claimed that there were extenuating circumstances and design ambiguities that could not have been foreseen at the time that they developed the MACC.  Therefore, Turner argued, they should be allowed to revise the MACC.

Turner proposed that the MACC on the IEB building be increased by $31 million.  Turner claimed that the high bids resulted primarily from three factors, as follows:

· Changes in the project from the early design stages to the current plans. This has driven changes in many of the early assumptions;

· Escalating prices for commodities, including materials and labor, due at least in part to hurricanes in the southern US; and 

· A very strong local construction market where contractors have a broad choice of projects to bid on and are therefore submitting bids with unusually high profit margins.

The University of Washington, as the County’s agent, began negotiations with Turner in order to reach some type of settlement acceptable to both Turner and the UW.  The due diligence done by the UW included legal research and an extensive review of many of the bid documents line by line to verify prices and quantities.  The UW hired outside experts to review the cost estimates and to provide opinions on the claims by Turner.

After the efforts by the UW, they have reached the conclusion that the project budget for the IEB project should be adjusted by $15 million.  This decision was endorsed by the bond oversight committee. The tentative settlement includes $2.3 million in escalation or higher commodity prices, and additional amounts for changes to the scope of the project after Turner had developed their MACC, an additional 50 days of compensable time for Turner to complete the project, additional efforts with regard to the bidding process,  and additional sales tax.  The total increase in the construction cost for the IEB project actually is approximately $22.3 million.  The difference between this amount and the $15 million being requested as a budget increase via this ordinance is $7.3 million.  This consists of $2.9 million that was already included in the IEB project budget for estimating contingencies, $2.9 million that is hoped to be saved through value engineering efforts, and $1.5 million of profit that Turner has agreed to give up.

This ordinance would shift $15 million from the NJB project to the IEB project.  Approval of this ordinance will allow Turner to award contracts to the sub-contractors prior to April 7, 2006, the date when bid guarantees will expire.  The University of Washington believes this budget adjustment will provide sufficient budget to complete the IEB project.  However, shifting the $15 million to the IEB means that there will not be sufficient remaining funding to complete construction on the Ninth and Jefferson Building.   Executive staff have indicated that they are currently researching alternatives to funding the NJB project so that that building can be completed as originally envisioned. 

This proposal by the UW would not jeopardize the budgeted funding for the demolition portion of the program and would leave contingencies in place for other program phases.  The parking portion of the NJB project would be completed along with foundation work that would be suitable to add the remainder of the building when funding is secured.  There would also be approximately $46 million of the $121 million NJB budget remaining.

What this settlement does:

· Allows for shifting of expenditure authority from the NJB to the IEB

· Assures that the GC/CM can hire the needed subcontractors prior to the date of bid guarantee expiration

· Leaves project contingencies in tact

· Leaves demolition money in tact

What this settlement does not do: 

· Increase the overall project budget

· Leave sufficient funding to complete the NJB

· Address any future way to complete the NJB
REASONABLENESS: 
The Committee is faced with choosing between two alternatives: 1) adopt the ordinance and shift money from NJB to IEB or 2) Do not adopt the ordinance, leaving project budgets as they currently are. A table below lays out the pros and cons to each decision. 

	
	PRO
	Con

	Adopt  
	· The IEB project will continue

· Project contingencies and demolition funds remain intact

· Other options for NJB remain

· Settlement could be approved before expiration of guaranteed bids
	· Insufficient funding for NJB; the remaining funding will be insufficient for construction of a building on the NJB site. 


	Do Not Adopt
	· County could pursue legal action regarding guaranteed contracts. 

· More time would be available to find a replacement methodology for building the NJB. 


	· Construction would likely stop as the GC/CM would have insufficient appropriation authority to let subcontracts. 
· There is no guarantee that a legal decision, even one in the County’s favor, would be a better outcome after factoring in project delays. 
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Troy Pyles, P.E., Oversight Monitoring Consultant, Vanir Construction Management
Kathy Brown, Director, Facilities Management Division

Elise Chayet, Director Planning & Regulatory Affairs, Harborview Medical Center

Eric Smith, Associate Director, University of Washington, Capital Projects Office 

Tom Kuffel, Senior Deputy Prosecuting Attorney, Prosecuting Attorneys Office

Karin Nyrop, Assistant Attorney General, State Attorney General’s Office
Jim Brewer, Legal Counsel, King County Council
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