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Metropolitan King County Council

Capital Budget Committee

	AGENDA ITEM No.:
	        3
	DATE:
	May 17, 2006

	
	
	
	

	BRIEFING  No.:
	2006-0224
	PREPARED BY:
	William Nogle


STAFF REPORT
	SUBJECT


This ordinance would provide a supplemental budget appropriation for the King County International Airport (KCIA) capital program in the amount of $9,016,998 in order to provide sufficient budget authority for the Runway 13R/31L Rehabilitation project.

	BACKGROUND


King County International Airport (KCIA)—also known as Boeing Field—is one of the busiest primary non-hub airports in the nation. Located just five miles south of downtown Seattle, KCIA averages more than 300,000 operations (takeoffs and landings) each year. It is financed by airport tenants’ and customers’ fees, and receives no general tax revenues. More than 3,900 people work at its 150 tenant businesses.

Boeing Field serves small commercial passenger airlines, cargo carriers, private aircraft owners, helicopters, corporate jets, and military and other aircraft. The airport is also home to the Boeing Company’s aircraft flight-test program, along with other Boeing operations. The Museum of Flight is located there, with its wide variety of aircraft and exhibits showcasing aviation history.
The Airport is operated as an enterprise fund.  This means that accounting for the KCIA is similar to accounting for for-profit private enterprises.  As noted above, the Airport is self-supporting, meaning that operations and the capital improvement plan for the Airport are financed by revenues generated by Airport operations and grants.   

Table 1 below shows the adopted capital improvement program (CIP) budget for the King County International Airport for 2006 and the impact that approval of this requested supplemental appropriation would have on the CIP program budget.
Table 1

King County International Airport

2006 Capital Budget Summary
	
	Adopted Budget
	Pro. Ord. 2006-0224
	Amended Budget
	% Change – Amended Budget/

Adopted Budget

	Airport Construction
	$10,293,099
	$9,016,998
	$19,310,097
	87.6%


The supplemental budget request in the amount of $9,016,998 is requested to enable the Airport to award the bid for the project.  The project is for Runway 13R/31L Rehabilitation and consists primarily of paving the runway, including edge drainage system and electrical system improvements.  A Project Justification report submitted with the legislation notes that this runway, the main one at Boeing Field, was last rehabilitated in 1985.  The life expectancy of that runway rehabilitation was 20 years.  The end of the life expectancy has been reached.  In addition, the report notes that the earthquake in 2001 caused extensive damage to the runway.

This runway rehab project was first proposed in the 2005 budget and was funded at $10,620,000.  The major cost is the asphalt concrete paving.  The paved area of the runway is approximately 10,100 feet in length by 200 feet wide.  The funding for the project was to be 95% from the Federal Aviation Administration (FAA) and 5% from the Airport Operating Fund.

A supplemental appropriation was approved by the Council in the amount of $7,804,519 in 2005; and, the 2006 budget included an additional $1.5 million for the project.  Table 2 below summarizes the budget for this project. 

Table 2

King County International Airport

Project 001295 – Runway 13R/31L Rehab
	Item
	2005

Adopted
	2005 Supplemental
	2006

Adopted
	Pro Ord 2006-0224
	Totals

	Budget
	$10,620,000
	$7,804,519
	$1,500,000
	$9,016,998
	$28,941,517


To date, only $361,608 has been spent on the project with about $644,000 encumbered.

	ANALYSIS


Previous Approval of Project
The project was essentially approved with the passage of the 2005 budget wherein $10,620,000 was appropriated.  With a supplemental appropriation of $7.8 million in the fourth quarter of 2005 plus the 2006 appropriation of $1,500,000 bringing the budget to over $19.9 million, it was believed that sufficient budget was in place to complete the project.  However, advertising for competitive bids took place in March 2006 and two bids were received and opened on April 13, 2006.  It was at this point that Airport staff realized that the low bid was substantially higher than anticipated and that there was not sufficient budget in place to award the construction contract.
Table 3 summarizes the two bids that were received.

Table 3

King County International Airport

Project 001295 – Runway 13R/31L Rehab
Summary of Competitive Bids

	Bidder
	Bid Amount

	ICON Materials
	$21,825,029

	Gary Merlino Construction
	22,119,278


The estimate of the low bid prior to advertising was $16.65 million.

Airport staff cite the following reasons for the bids being so much higher than the 
estimate:

· The price of oil.  Asphalt is extracted from crude oil.  Oil prices have gone from less than $34 per barrel at the beginning of 2004 to over $72 per barrel in April of 2006.  When oil prices go up, asphalt prices go up.  About $700,000 of the higher cost of this project can be attributed to the increase in the price of asphalt.
· Competition for contractors.  There is so much going on in the construction field in King County that contractors are being more selective in what jobs they bid on and are building more profit into their bids.  It is not possible, Airport staff says, to place a dollar figure on how much higher the bids might have been because of this factor.
· Aggressive scheduling.  KCIA is a busy airport, with over 300,000 operations annually.  Some of the more significant users are Boeing, United Parcel Service, and DHL.  Paving of the main runway regardless of how it is done will impact these companies and others who use the airport on a regular basis.  A number of options for phasing and scheduling the work were considered, including doing the work at nights or on weekends and a full closure of the runway.  The phasing alternative selected will involve full closure or partial closure of the runway for approximately 22 days in August 2006.  The demolition of existing pavement and the repaving will be accomplished during this time period.  After completion of the paving, grooving of the pavement will be done at night over 45 nights.   This work is scheduled to work around regular flights by major commercial users so that disruptions to their business is minimal.   Final runway painting will be done over one weekend.  This scheduling will require very intensive work by the contractor during a relatively short period of time.  The impact of this aggressive schedule on the bids was not fully anticipated.

· Liquidated damages.  The bid documents call for high liquidated damages if the contractor fails to meet the schedule deadlines.  The magnitude of the potential liquidated damages impacted the bids, causing them to be higher than would have been the case with less aggressive damages provisions.  The contract calls for liquidated damages of $30,000 per hour that the work extends beyond the schedule.
· FAA design requirements.  Changes had to be made to the design to comply with the FAA’s standards.  Primarily, this involved taxiways that were determined after the survey work was done (January 2006 completion) to be too weak to meet FAA standards.  As a result, old pavement must be excavated from several areas and all new pavement laid.  This added a degree of complexity, difficulty and uncertainty that was not originally contemplated.   This change substantially reduced the quantity of asphalt needed but the cost of the added taxiway work more than offset the reduction in cost for asphalt - by about $4.5 million.

· FAA grant approval.  The FAA has approved $3 million in grants for this project for the pre-construction phase.  The FAA will not approve the remainder of over $24 million until mid-June.  Bidders had to take into consideration that they could start this project and then have to stop because FAA did not approve the funding.  The bidders would have potential lost opportunities from bidding on this project and not bidding on others, if the project is terminated.  
Time Sensitivity
The transmittal letter notes that there is significant time sensitivity with regard to this appropriation request.  As noted above, several scheduling options were explored and one option was selected that seeks to minimize impacts on those businesses that use Boeing Field.
The main paving work is scheduled to be done in August.  It has been phased so that portions of the runway are closed and being paved while other portions of the runway remain open for use.  For example, about 3,500 feet of the southern end of the runway will be closed and paved over a five day period while the remaining 6,500 feet remains open and in use.  This obviously changes the touch-down point for landing aircraft and means that electronic navigation aids will not be available during this time frame.   This also creates flight path conflicts with SeaTac International.
With the paving and closures scheduled for August, Airport staff insists that the contract must be executed no later than June 1 and a Notice to Proceed issued no later than June 9.  From June 9 until August when paving begins, significant other work needs to be done on the project, such as materials procurement for long lead-time materials, locating and re-locating utilities, and construction staking.  Also, the quantity of asphalt needed for the project (118,000 tons) means that the June-July time period is also needed to begin production and procurement of this large quantity of paving material.   It is critical that the August closure dates be met precisely because many airport tenants and users need sufficient time to partially or fully relocate their operations in order to continue with their business during the time periods when the runway is either completely or partially closed.  
Impact on Financial Plan
As noted above, the Federal Aviation Administration will fund 95% of this project, including 95% of this supplemental request.  The remaining 5% of this request, approximately $450,000, will come from fund balance available in the Airport Construction Fund.  Staff reviewed the Airport Construction financial plan.  A target fund balance is not an issue for the construction fund because projects typically get funded and completed within original budget or revised budgets. 
A surplus of approximately $8.5 million has accumulated in the Airport Construction Fund from past operating fund transfers, left over bond proceeds and interest earnings.  This means that the 5% match for this supplemental is already available and will not require a transfer from the operating fund.

Options
There are two options for the Committee:
1.  Approve the supplemental budget appropriation.  Airport staff have made a strong case for this project as evidenced by past appropriations.  It is unfortunate that such things as the cost of asphalt and the worse condition of parts of the runway and taxi ways than anticipated have driven the cost up to $28.94 million.  It is fortunate, however, that the FAA will fund 95% of the project and user fees will fund the remainder.  No general tax revenues will be spent on this project.
2.  Do not approve the supplemental appropriation.  While this option exists, it has little appeal.  With the bids received, the extensive design and planning work already done, and the outreach to airport users, not going ahead with the project does not seem to be a viable option.  And, Airport staff do not believe the project could continue without this additional spending authority.

	REASONABLENESS


Approval of this supplemental request appears to be a reasonable and prudent financial and policy course of action based on staff’s analysis of the information provided.

	INVITED


· Bob Cowan, Director, Office of Management and Budget
· Bob Burke, Airport Director

· John Weidenfeller, Business and Finance Manager, KCIA
· Sid Bender, Budget Analyst, Office of Management and Budget 
	ATTACHMENTS


1.  Proposed Ordinance 2006-0224
2.  Transmittal letter dated May 3, 2006

3.  Fiscal Note

4.  Airport CIP Financial Plan
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