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REVISED STAFF REPORT

Proposed Substitute Motion 2005-0110 was reported out of committee with a do-pass recommendation on March 23, 2005.
Proposed Ordinance 2005-0109 was reported out of committee with a do-pass recommendation on March 23, 2005.
SUBJECT:  Discussion and possible action on two separate pieces of legislation for Harborview Bond Project to accomplish the following two things:

A Motion providing authority for the King County representative to the Harborview Bond Oversight Committee to vote on the use of appropriated project funds within the methodology set forth in the motion.

An Ordinance appropriating the remaining budgeted funds of $196 million for the construction and completion of the Ninth and Jefferson Building and the Inpatient Expansion Building as well as funds to continue design and related costs for the demolition project.

SUMMARY:
Throughout 2004, the selected Bond Project General Contractor/Construction Manager (GC/CM), Turner Construction Company, alerted the Bond Oversight Committee (BOC) of the sharp escalation in construction industry commodity prices particularly in structural steel and concrete.  In December 2004, Turner presented a revised Guaranteed Contract Cost proposal (GCC) for the HMC Bond Project.  The revised proposal was approximately $12.8 million above the approved budget due in large part to a cost factor for “exceptional escalation” which totaled $9 million.  

On February 2, 2005, the BFM Committee was briefed on the status of the negotiations and a tentative date for late March was scheduled for BFM Committee review of the following:

1. Review of finalized GCC and strategy for proceeding with construction.

2. Approval of a supplemental appropriation for remaining construction funding for the Ninth and Jefferson Building (NJB) and the Inpatient Expansion Building (IEB).  

Approval of the entire construction funding for these projects is required in order to execute the construction contract.

On March 11, 2005 the University of Washington Capital Project Office presented the results of the Guaranteed Contract Cost (GCC) negotiations with Turner Construction Company to the Bond Oversight Committee (BOC) for approval.  The BOC adopted a motion approving the recommendations subject to approval of the King County Council.

BACKGROUND:

Harborview Medical Center (HMC) is a comprehensive health care facility owned by King County, and 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.  Serving a four-state region, Harborview is home to the nationally renowned level-one trauma center and Medic One Emergency Response Unit.

Voter Approved Bond Funding:  On September 19, 2000, King County voters approved a $191 million 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 the bond project.  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 increase that added additional parking and tenant space.  The revised scope increased the total Bond Program to its current total of $292.8 million.

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.

SCHEDULE:

A copy of the February 2005 Bond Project Monthly Report includes a project schedule and a complete project chronology of all major project milestones since June 2001 is included in Attachment #6.

Several key milestone dates of upcoming activities are highlighted below:

Guaranteed Contract Cost (GCC) Negotiations Finalized

February 11, 2005

Bond Oversight Committee GCC Conditional Approval 

(Subject to approval by the King County Council)

February 11, 2005
BFM Committee discussion and possible action of 

Proposed Legislation (2005-0110 & 1005-0109)


March 23, 2005

Bond Project Groundbreaking Ceremony



April 25, 2005

BUDGET:

A copy of the approved $292.8 million Bond Project Budget is included in Attachment #8.

ANALYSIS:

Proposed Motion 2005-0110:  

Proposed Motion 2005-0110 will provide authority for the King County representative to the Harborview Bond Oversight Committee to vote on the use of appropriated project funds within a proposed methodology described below.

Proposed Methodology:  The proposed methodology proposes to manage the potential risk of extraordinary escalation; through the use of an objective published benchmark.  If additional funds are needed for such escalation, they will come from within the project, including Management Reserves and other potential project credits, such as the Research Tax Deferral, or the City Light Credit.  Proposed Motion 2005-0110 has been amended in Striking Amendment S1 (Attachment #1) to include a narrative description of the exceptional escalation methodology.
Expenditure Authority Limits:  Section 6, of Ordinance 14295 which adopted the Harborview Bond Project Management Agreement defines the expenditure authority limitations of King County’s representative to the Bond Oversight Committee as follows:

SECTION 6  The Executive shall designate a person or persons to serve as the County’s representative on The Oversight Committee established in the Agreement.  Council authorization by motion is required before such representative shall vote to approve any change to project scope, schedule, or budget as follows:

1. County or Board requested scope change orders in excess of $1,000,000 in single change order request;

2. Cumulative County or Board requested scope change orders to an Approved Project Budget that exceed $5,000,000 or 20% of total approved contingencies, whichever is less;
3. Any change order which, if implemented, would result in any design or construction contingency or the Approved Project Budget to be exceeded;

4. Any discretionary change that would result in a forecast that the Approved Project Budget would be exceeded.

The negotiations have resulted in a Guaranteed Contract Cost (GCC) for construction of the NJB and the IEB that are within the approved project budgets including estimates for potential exceptional escalation.  Nevertheless; the proposed methodology for managing the potential risk of exceptional escalation could result in one or more change orders that exceed the budget authority of King County’s BOC representative.  As a consequence a motion has been prepared that will provide King County’s BOC representative the authority to vote to use appropriated funds to support the execution of construction bid packages within the methodology set forth in the motion.  

Oversight Monitoring Consultant Review:  The project Oversight Monitoring Consultant (OMC), Vanir Construction Management Inc., has been actively involved in review of the GCC proposal and negotiation process since transmittal of the proposal in December  The OMC final report entitled Contractor Cost Negotiations Report Scope, Schedule and Budget Review was completed on March 11, 2005 and updated on March 16, 2005.  A copy of the OMC final report is included in the staff report in Attachment #7.  

The OMC report applauds the effort by the entire HMC project team in reaching a mutually acceptable agreement on the GCC and concludes with the recommendation that the construction contract be awarded to Turner Construction.  

OMC recommendation to proceed is based on the following assumptions:

· Commitment of potential additional revenues to augment Management Reserve.

· Set aside of a minimum of 5% of construction cost to fund potential escalation through:

· Potential additional revenue sources or,

· Value Engineering scope or quality reductions or,

· Deductive bid alternates.

The report further concludes with several cost and scope risks that should be recognized including:

· Exclusion of the demolition projects from the contract 

· Reduces risk of potential escalation on future projects

· Results in a lingering cost risk for 2 – 3 years. 

· Allows for future project delivery flexibility

· Recognizes that additive bid alternates may not be affordable.

· Recognizes that deductive bid alternates may need to be exercised.

The OMC project manager has been invited today and is available to respond to member questions on the OMC report.

Reasonableness:  Based upon this analysis and subject to consideration of the following, passage of Proposed Motion 2005-0110 appears to be a reasonable business decision:

Pros

· The Bond Project has management oversight

· Managed by Bond Oversight Committee.

· Extensive OMC review and recommendation to proceed.

· GCC Negotiations are within approved budgets/appropriations for NJB & IEB.

· Manages the risk of exceptional escalation through objective published benchmark.

· Management Reserves were designated for this purpose.

· NJB & IEB still contain significant project contingencies ($21.6 million).

· Potential additional revenue sources have been identified:

· City Light energy rebate; EPA/DOE grants, IRS sales tax deferral.

· Approval of the motion does not authorize King County’s BOC representative to exceed approved budgets.

Cons

· Risk of exceptional escalation is being carried by the Owner.

· Recognition of cost and scope risks identified by the OMC (see OMC summary above).

· OMC recommendation based on assumption of increased escalation set-aside.

· Commitment urged for potential additional revenues to Manage Reserves.

Proposed Ordinance 2005-0109

Proposed Ordinance 2005-0109 will authorize $196.7 million of expenditure authority for remaining construction funds for the Ninth and Jefferson Building (NJB), the Inpatient Expansion Building (IEB), and miscellaneous design and related costs for the demolition projects.

The negotiations between the University of Washington and Turner Construction Company (GC/CM) for the Guaranteed Contract Cost (GCC) are complete.  The projects are on schedule and within the approved budget.  Project funding is based on a combination of voter approved bonds and contributions from Harborview.  All remaining voter approved bonds were issued in October 2004.

A summary of the Harborview Bond Project appropriations history is included in the staff report in Attachment #9.  Approval of Proposed Ordinance 2005-0109 will bring the total appropriations for the project to $281.7 million and fits within the total project as follows:

Previously Appropriated:


$  84,901,497

This Appropriation Request:

$196,272,619

Subtotal to Date:


$281,174,116

Remaining to Appropriate:


     11,625,884
Total Project:



$292,800,000

Fiscal Note:  Per King County Code 4.04.075, a fiscal note outlining the fiscal impact of this legislation is required and is included in Attachment #5.

Reasonableness:  Based on this analysis, assuming the terms of Proposed Motion 2005-0110 are acceptable, and subject to the following, passage of Proposed Ordinance 2005-0109 appears to be a reasonable business decision:

Pros:

· The Harborview Bond Project is voter approved and all voter-approved bonds have been issued.

· All project funding is either voter approved bonds or revenue backed Harborview contributions.

· GCC Negotiations are complete and the NJB & IEB projects are within the approved scope, schedule, and budget 

· See Reasonableness section for Proposed Motion 2005-0110 above for additional items.

Cons:

· The demolition projects have been excluded from the contract.

· See Reasonableness section for Proposed Motion 2005-0110 above for additional items.

NEXT STEPS

Possible Request for a Revenue-Backed Budget Increase:  Based on the continuing high demand for parking following completion of the Patricia Bracelin Steel Memorial Building, Harborview has concluded that additional parking revenues could be dedicated to the bond project to support the construction of the previously approved additional NJB parking.  The additional NJB parking is currently being carried as a deductive alternate and is not in the base contract.  The project team is conducting an analysis to determine if an increase to the budget is feasible to support construction of the parking within the base contract.  

This analysis could result in a near term request to increase the approved budget.

INVITED:
Cal Hoggard, King County Bond Oversight Committee Representative

Douglas Holen, Director, University of Washington, Capital Projects South

Troy Pyles, P.E., Oversight Monitoring Consultant, Vanir Construction Management, Inc.

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

ATTACHMENTS:
K:\Harborview\032305 BFM Meeting\032305 HMC Bond Project rsr.doc
1:55 PM
3/23/2005
1

_919829133

