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Metropolitan King County Council

Budget & Fiscal Management Committee
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	2
	
	Date:
	July 16, 2003

	Proposed No.:
	2003-0273
	
	Prepared By:
	David Layton


STAFF REPORT
SUBJECT:
This Proposed Ordinance will appropriate $12.5 million from a previous bond sale to support continuation of the Harborview Bond Program through December 2004.  Additionally this staff report includes a threshold briefing on a proposal by Harborview for a $20 million increase in scope to the Harborview Bond Program.

BACKGROUND:
The last BFM Committee briefing on the $263 million Harborview Bond Program occurred on April 2, 2003.  The full Council approved Motion 11684 on April 7, 2003 which approved the Harborview Bond Program Initial Program Plan and released $4.2 million of expenditure authority to allow the project to proceed into Schematic Design.

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.  Serving a four-state region, Harborview is home to the nationally renowned level-one trauma center and Medic One Emergency Response Unit.

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 bring the total project budget estimate to $263 million.

SUPPLEMENTAL APPROPRIATION:

Transmittal of the proposed supplemental appropriation in June of this year is consistent with the funding schedule discussed at the BFM Committee briefing on April 2, 2003.  The supplemental appropriation amount of $12.5 million is intended to cover all Harborview Bond Program costs project through December 2004.  The current supplemental appropriation request in Proposed Ordinance 2003-0273 includes the following elements:

Independent Monitoring Consultant



$     150,000

Project No.1 – 9th & Jefferson Building (NJB)

$  4,676,000

Project No.2 – Inpatient Expansion Building (IEB)

$  7,265,000

Project No.3 – Demolition




$     454,000
Subtotal Current Supplemental Request

$12,545,000

Prior appropriations:





$12,598,576

Current Supplemental Appropriation Request:

$12,545,000
Subtotal All Appropriations



$25,143,576

Net 1st Bond Sale Proceeds:




$28,742,155

Total Appropriations (including proposed)


$25,143,576
Net Remaining 1st Sale Proceeds:


$  3,598,579

The current supplemental appropriation request totals for each of the subprojects are consistent with the monthly project cash flow projections as provided by the UW project manager and are within the approved project budgets.

A table summarizing the above including project cost categories, appropriations to date, current supplemental appropriation request, project savings reserves and total project budgets.  Additionally the table summarizes the total 1st bond sale net proceeds total and remaining 1st bond sale proceeds and interest earnings (Attachment #4).  A second and final bond sale to cover all remaining project budgets is scheduled for March 2004.

Reasonableness:  Proposed Ordinance 2003-0273 is not scheduled for action by the committee until August 20, 2003, however based upon this analysis, passage of Proposed Ordinance 2000-0273 is consistent with the approved program plan, cash flow projections and proposed funding schedule and constitutes a reasonable business decision.  This legislation is not ready for action today because of an emergent issues discussed below that might necessitate an amendment to this ordinance.
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 #3.

PROJECT STATUS & EMERGENT ISSUE:

A copy of the June 2003 Monthly report is included in the staff report as Attachment #5.

SCOPE:

The project scope has remained unchanged since approval of the Initial Program Plan was approved in April 2003.  A proposal to add additional scope is discussed in a separate section of the staff report.  

Housing Mitigation:  Resolution of the housing mitigation requirement has been an evolving situation since inception of the Bond Program.  The current plan is to contribute to a 50-unit project being developed by the Cabrini Sisters for low-income seniors.  The project is located at the intersection of Madison and Boren streets.  The Cabrini Sisters Project is recommended by the Harborview Board of Trustees, Bond Oversight Committee and is supported by key City Councilmembers and the Mayor’s Office.  The overall cost impact for the housing mitigation will require additional funding in excess of the current budget.  A net zero cost amendment to adjust budget line items will be prepared prior to the August 20th committee meeting.  A summary of the Housing mitigation status is included in the staff report in Attachment #6.  

An intermediate schematic design review (50%) was completed in June and on July 3rd the Seattle Design Commission reviewed the project.

SCHEDULE:

The project is currently on schedule.  A copy of the current project schedule is included as Attachment #7.

BUDGET:

The project is currently within the approved project budgets.  A second and final bond sale is scheduled for March 2004.

PROPOSED ADDITIONAL SCOPE – EMERGENT ISSUE:

The Committee is being asked to consider the merits of the following proposed additional scope increases and to provide council direction to the county’s Bond Oversight Committee representative.  Final action on Proposed Ordinance 2003-0273 and consideration of a Motion to authorize the BOC representative to approve  the proposed scope increase is not scheduled until the August 20, 2003 BFM Committee meeting.

The proposed scope of work increase was first presented by Harborview staff as a discussion item at the May 9, 2003 Bond Oversight Committee (BOC) meeting. The proposed scope increase includes the following:

· The addition of one floor of parking for 150 vehicles to be constructed below the lowest current designed parking levels of the Ninth & Jefferson Building (NJB)

Estimated cost $6 million.

· The addition of two “shelled” floors above the current approved program plan for the NJB 

Estimated cost $14 million.

· Tenant Improvements to fit out the two “shelled” floors of the NJB noted above.

Estimated cost $9 million  (Not included in the current proposal)

Revenues to support the proposed scope increases were to originate from newly identified revenue sources, which would not increase King County’s risk beyond its current Bond Program obligations.  Further development of the proposal was discussed at the June 13, 2003 BOC meeting at which time the BOC agreed to continue to develop the proposal further for consideration of the Ninth & Jefferson Building additional parking and “shelled” floors.  However, the Tenant Improvement (TI) component was not on the critical path and was not included in June 11th BOC approval to move forward.  A summary narrative of the proposed changes to the Ninth and Jefferson Building for the additional parking and “shelled” floors components and are included in Attachment #8.  The narrative includes summary background information and cost recovery strategies.  Additionally, a Revised Bond Program summary document dated July 2003 incorporating the proposed scope increases is provided in Attachment #9.  This document is similar to the April 2003 approved Initial Program Plan document except that it is revised to include the proposed additional scope.

Council Authorization Required:  The proposed additional scope increase represents a $20 million increase to the approved program budget.  Ordinance 14295 adopted the Bond Project Management Agreement and established the Bond Oversight Committee.  This Ordinance requires council authorization by Motion before the county’s BOC representative can vote to approve changes to scope, schedule or budget that exceed the following thresholds:

1. Single change order exceeding one million dollars 

2. Overall increases in the approved project budget

Scope Changes: Section 4.5.3 of the Management Agreement states the following:

Scope changes to the Approved HMC Project Budget or Approved Project Budgets contained therein, may be recommended to the Oversight Committee to be funded by HMC upon approval of Board.  The Oversight Committee shall approve such Board requested scope changes, funded by HMC, provided the change facilitates the operation of the medical center and any cost, scope or schedule impacts to other aspects of the HMC Project or portions of same or on HMC’s long term capital project budget are adequately addressed by the HMC funding, or otherwise.  Such approval shall not be unreasonably withheld.

Parking Cost Recovery Strategy:  Cost recovery strategy for the proposed additional parking is intended to come from increased parking revenues.  An analysis of parking revenues was provided by HMC staff on July 7th however council staff has not had adequate time to review the analysis.  According to HMC staff the additional parking spaces will help Harborview offset a Major Institution Master Plan (MIMP) requirement for 500 additional parking spaces by 2010 and allow Harborview to eliminate its current off-site leasing of parking spaces.  The demand for parking at Harborview is high and currently 400 Harborview staff are on a waiting list for a parking space.  The parking revenue analysis is based on increasing parking rates over time to align with market rates.

Shelled Floors Cost Recovery Strategy:  Cost recovery for the proposed shelled floors is based on identification of a new revenue source associated with University of Washington research Facility Indirect Cost Recovery (ICRs).  Facility indirects generated by research at Harborview are estimated at $2.3 million per year which is adequate to cover the debt service on the proposed additional scope.  Harborview and the University of Washington have proposed a Memorandum of Understanding (MOU) as a mechanism to ensure funding of the proposed shelled floors.  The current MOU dated July 7, 2003 is still in draft form and is included in Attachment #10.  County staff understood the University had committed to guarantee to cover the debt service for this change without condition.  However, the MOU as drafted appears to include conditional language and according to the PAO is not a legally binding document.  In response to concerns raised by county staff Harborview provided a letter dated July 14, 2003 which states “We recognize that the cost of such debt service would be borne solely by the revenues of Harborview Medical Center.” (Attachment #11).  The HMC commitment appears to be contingent upon receipt of the facility indirects identified in the MOU.  At issue is whether or not Harborview’s commitment to King County is sufficient to adequately address the county’s risk concerns absent a legally binding commitment from the University.   Or stated another way does Harborview’s funding commitment meet the intent of Section 4.5.3 of the Management Agreement?
The estimated $2.3 million facility indirects from the University appears adequate to cover both the debt service for the $14 million for the shelled floors as well as the $9 million Tenant Improvement (TI) project.  While the TI project is not included in the current request, nevertheless it is an obvious subsequent project and a commitment to a debt service funding strategy for the entire project should be considered at this time.

Legal Review:  The PAO is in the process of reviewing legal aspects of the proposal and a legal interpretation is available for review by members upon request.  Council’s legal counsel has not had an opportunity to review the draft MOU or other proposed agreement materials.

Independent Project Monitoring Consultant Review:  The project monitoring consultant (Vanir) was requested to review the proposed scope increase including the costs and financing assumptions.  The Vanir report findings were presented to the BOC on July 11, 2003.  It should be noted that the cost analysis reviewed by Vanir assumes authorization is received by July 31st.  A copy of Vanir’s report is included in Attachment #12.  The Project Manager for Vanir has been invited to present a summary of his findings.

BFM Committee Direction:   The proposed additional scope increase legislation was not available in time to meet the committee’s June 9th deadline for action prior to council recess.  Due to the time sensitivity of the proposal a preliminary briefing on the proposal was scheduled for July 16th to provide threshold direction to the County’s BOC representative and allow Harborview time to finalize the proposal in time for committee consideration of the final legislation at the August 20th committee meeting.  As a reminder to the committee, Mr. Calvin Hoggard is the county’s representative to the Bond Oversight Committee.  Mr. Hoggard is present today as part of the Harborview presentation and is available to answer questions.  The proposed schedule for this process is subject to the following:
· Any proposed scope increase must be bond-neutral.

· A legally binding funding commitment from the University is required.

· Final legal documents are needed by August 11th and council’s legal counsel will require two-weeks for review prior to August 11th.
· Transmittal of final legislation is required prior to the August 15th deadline for committee consideration prior to budget.
· Committee threshold direction is non-binding and subject to final Council approval of legislation.

NEXT STEPS

· Threshold direction to county’s representative to Bond Oversight Committee.

· Council Legal Review of proposed MOU or other legal agreements associated with the proposed scope addition prior to August 20th committee meeting.

· BFM Committee action on August 20, 2003 on Proposed Ordinance 2003-0273 and final direction to the county’s BOC representative on the proposed additional scope.

INVITED:

· Calvin Hoggard, King County Representative, Bond Oversight Committee

· Kathy Brown, DES, Director, Facilities Management Division

· Tom Kuffel, PAO Deputy Director

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

· Troy Pyles, Vanir Construction Management Inc., Project Monitoring Consultant

ATTACHMENTS:


1. Proposed Ordinance 2003-0273

2. Transmittal Letter, dated June 6, 2003

3. Fiscal Note

4. Appropriations Table

5. Monthly Report June 2003

6. Housing Mitigation Status

7. Project Schedule

8. Summary Narrative of Proposed Scope Increase dated July 7, 2003

9. Harborview Bond Program Revised, July 2003

10. Draft Memorandum of Understanding, dated July 7, 2003

11. Harborview Letter, dated July 14, 2003

12. Oversight Monitoring Consultant Report dated July 11, 2003
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