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SUBJECT

A briefing on improving Wastewater Treatment Division capital projects cost estimating.

SUMMARY

The Performance Audit of the Georgetown Project resulted in several recommendations from the Auditor’s Office that were not specific to Georgetown but may have a bearing on the all of WTD’s capital planning and estimating.  

As a result the Council included the following budget proviso in the operating budget fort the Wastewater Treatment Division:

P1 PROVIDED THAT:
	Of this appropriation, $450,000 shall not be expended or encumbered until the executive transmits a motion approving a detailed work plan for a technical working group regarding wastewater treatment division ("WTD") capital projects, and the motion is passed by the council.  The motion shall reference the subject matter, the proviso's ordinance, ordinance section and proviso number in both the title and body of the motion. 
	A.  The technical working group shall be charged with reviewing and making technical recommendations to the executive and council regarding:
1.  The processes to establish and update planning level cost estimates for WTD capital projects from the time that a project is identified through the preliminary design process until the project reaches the thirty percent design completion; and
2.  The processes WTD uses to consider or reconsider projects as they move from project identification to thirty percent design and the establishment of a baseline budget. 
	B.  The work plan shall identify:
  1.  Participants in the technical working group, including, at a minimum, council staff, executive staff and interested stakeholders representing the regional water quality committee, and the metropolitan water pollution abatement advisory committee;
2.  The proposed schedule of meetings and deliverable dates for recommendations; and
3.  A description of third-party facilitation, if any, to support the technical working group.
	The executive must file the work plan and motion approving it by May 1, 2015, in the form of a paper original and an electronic copy with the clerk of the council, who shall retain the original and provide an electronic copy to all councilmembers, the council chief of staff, the policy staff director and the lead staff for the regional water quality committee and the transportation, economy and environment committee, or its successor.

The committee will be briefed on the background of the proviso and the planned implementation. 

BACKGROUND
As noted above, the Performance Audit of the Georgetown CSO Project resulted in several recommendations from the Auditor’s Office that were not specific to Georgetown but could have bearing on the all of WTD’s capital planning and estimating.

These recommendations were noted by staff (see below) for possible budget guidance through proviso reports or other follow-through to track recommendations, actions taken and results/impacts.  The timeframes and ‘estimate of impact’ are from the Auditor’s Office, based on the Executive’s response to the performance audit.

Audit Recommendation 1: The Wastewater Treatment Division (WTD) should develop metrics and monitor information on the agency’s final costs for projects relative to cost estimates used for County Council decision-making. WTD should work in conjunction with the County Council to determine a regular schedule for reporting on this information, such as including information on project costs in relation to planning-level cost estimates in funding requests. 
Implementation Date: Q4 2014 
Estimate of Impact: Regular monitoring and reporting of information on project costs over time will increase transparency of information for decision-makers. 

Audit Recommendation 2: The Wastewater Treatment Division (WTD) should continue to take steps to improve the quality of its planning-level cost estimates, including: 
a) continuing to apply changes to WTD’s contingency policy in its cost estimates 
b) continuing to work with a consultant to identify and implement methods to improve planning-level cost estimates 
c) developing planning-level cost estimation guidelines 
d) developing techniques to use historical information to inform estimates of likely costs of projects 
e) employing independent validation of early cost estimates 
Implementation Date: Q4 2015 
Estimate of Impact: Improvements to planning-level cost estimates would improve the quality of information used by decision-makers to select project alternatives and determine departmental and county priorities. 

Audit Recommendation 3: The Wastewater Treatment Division should further develop performance appraisal criteria for project managers, including more specific criteria applicable to management of scope, schedule, budget, and project quality during preliminary design phase work. 
Implementation Date: Q4 2014 
Estimate of Impact: More specific performance appraisal criteria for project managers during early project phases will help ensure control over project scope, schedule, and budget. 

Audit Recommendation 4: The Wastewater Treatment Division should increase management and monitoring of consultant contracts in order to minimize project scope and cost growth prior to project baseline. 
Implementation Date: Q3 2014 
Estimate of Impact: Increased monitoring of consultant contracts will help ensure control over project scope and budget during early project phases. 

Audit Recommendation 5: The Wastewater Treatment Division should assess the efficacy of oversight structures intended to control project scope, schedule, and budget, including the Capital Systems Team and the Change Review Board. The assessment should include a targeted examination of how effective these bodies are at controlling changes to scope, schedule, and budget proposed during early project phases and WTD should report to County Council on its findings. 
Implementation Date: Q2 2015 
Estimate of Impact: An assessment of the efficacy of existing oversight structures within WTD will help identify ways that WTD can improve these oversight mechanisms. 

Audit Recommendation 8: In consultation with the County Council, the Wastewater Treatment Division should develop a decision-making framework to use in determining the circumstances under which additional information developed on CSO project alternatives[footnoteRef:1] is sufficient to warrant renegotiation or modification of the county’s consent decree. For example, a framework might set parameters such that if WTD brings another alternative to 15 percent design and that alternative is at least 30 percent less expensive than the wet weather treatment alternative currently planned for the Georgetown project, the County should initiate the process to modify its consent decree.  [1:  Council may want to consider applying this standard to more than just the current CSO control projects] 

Implementation Date: Q3 2015 
Estimate of Impact: Development of a decision-making framework will assist WTD and the county in objectively determining on a case-by-case basis whether renegotiation or modification of the consent decree is warranted.

Recommendations 1 and 8 were stated as being particular to CSO projects – but point to on-going issues with regard to information shared with the Council and council staff regarding capital projects.  At issue is the process the division uses to consider or reconsider projects as they move from problem/project identification to design. During this process the project scope may change or new alternatives may be identified and/or discarded. Ultimately there is a selection of a preferred alternative - that is then developed to a 30% design level and ‘baseline budget’ is established. 

There appears to be a record of projects (not only within WTD, but also in other departments/divisions) where the scope of a project and related mitigation, soft costs, engineering costs and construction costs change dramatically from what may have been originally envisioned or anticipated compared to the baseline budget at 30% of design completion. 

Council is not typically aware of the decision-making process as the project moves through the early stages of design – so the first notice of a scope and budget change is typically not apparent until the baseline budget is established and the new estimate is reflected in the Capital Improvement Program budget. At that time, there may not be sufficient time (if there is a regulatory deadline), to consider other alternatives that were analyzed but dismissed for whatever reason. And, at 30% design there may have also been a fair amount of community/stakeholder involvement that starts to coalesce around a particular project – and the rejection of other solutions that are possibly more cost-effective. 

The Auditor has suggested in Recommendation 8 that there might need to be a more refined ‘decision-making framework’ for CSO projects in particular – but potentially this might be merited on other capital projects. 

The council has attempted via its policy direction to achieve a level of control and oversight for major capital appropriations using the ‘mandatory phased appropriations’ ordinance (codified since 2010) which also keys into the 30% design completion and submittal of key pieces of data before Council can approve an appropriation for implementation/construction. 
The Auditor seems to suggest that the key place to potentially reconsider budgets and alternatives – is before the project reaches the 30% design completion. 

With concern regarding the other RWSP and emerging asset management projects that exist with planning level estimates -- staff requested and received information regarding how many projects from the 1999 approved RWSP are: 

1. Completed projects and how the planning level estimates compare to completed costs,
2. Projects in design or construction within the 2015-2016 biennium and how the planning level cost estimates compare to the baseline costs estimates and the current costs estimates at project completion.
3. Projects that are still planned for completion prior to 2030, but had additional planning or engineering work completed, so the cost estimates in the RWSP Annual reports reflect only inflation since 1999, with regards to the original estimates and may not reflect the actual costs once the design process is started[footnoteRef:2].   [2:    In 1999 King County adopted the 30-year comprehensive planning document called the Regional Wastewater Services Plan (RWSP) that identified dozens of important projects, programs, and policies to protect water quality and ensure sufficient wastewater capacity to keep pace with population growth.  The RWSP is a ‘living’ document that identifies long term needs and priorities with periodic updates and adjustments (including a five-year cycle for CSO project adjustments) to add or remove projects. 

The RWSP included conceptual planning level decisions. The early cost estimates were formulated prior to site location and alternative analysis for any of the projects listed, including Brightwater. Most of the 1999 RWSP costs were actually developed as early as 1994.  In capital project delivery, conceptual planning costs are refined during the problem definition phase and after the projects are transferred from planning to the engineering section.  It is when the transfer is made that design is progressed enough to allow selection of a preferred alternative. Level of estimating certainty for a project becomes more certain as the project is moved from conceptual planning level to 30% design completion.  A ‘baseline’ cost estimate is established at 30% design completion.

WTD delivered the Brightwater Treatment Facility, one of the most complex projects since West Point and South Plant were completed in the 1960s, within 3 percent of the baseline cost estimate established in 2004. State Auditor Brian Sonntag said in 2009 that Brightwater should be used as a project management model for the County.] 


Data Summary
The following is a summary of the data that shows that WTD has either delivered or is forecasting delivery of: 
· 83 percent of its completed and active projects within the expected ACCE level of certainty range for planning estimates.  
· 17 percent of the projects over the expected ACCE level of certainty range for planning estimates.  

The 1999 RWSP estimates were highly conceptual in nature and were used primarily as a mechanism to prioritize and categorize potential projects which would be designed and constructed within a 30 year horizon.  Some of the RWSP estimates were developed as far back as 1994, 20 years ago.  With this in mind, WTD is provided the requested information in tables that show the three categories identified: completed projects, active projects and projects still in the planning cycle and not started. WTD believes the intent of this request includes a desire to see all capital planning projects included not only in the original 1999 RWSP but also in the subsequent years of updated RWSP documents and the Conveyance System Improvement (CSI) Plans and updates. The tables therefore include an indicator (Y or N) showing whether a project was identified in the 1999 RWSP (Y) or identified as part of the  later year update (N); initial planning costs in the value of the Plan year, the initial planning cost inflation adjusted to 2014$ and final or estimated final costs for the project.  

Reflecting today’s budget analysis back to a 1999 comprehensive planning conceptual estimate, however, may not provide the best framing for a discussion around capital project management, as discussed in Issue 3, in the Week 2 staff report. This information is included to provide the context for what may be further discussions and policy making regarding cost estimating, project management and the WTD capital delivery program.

Below is a summary review of the data in the three categories. Detailed tables are attached (Attachment 1 to this staff report). 

· Completed Projects  - 22 projects total
· 1999 RWSP Projects 
· 9 projects were identified in the 1999 RWSP 
· 100 percent of the projects were completed within the expected ACCE level of certainty range for planning estimates.
· 6 of these projects were completed at or under the inflation adjusted planning conceptual costs. 
· Post-1999 Updates to RWSP and CSI Plan
· 13 projects were identified in updates to the RWSP after 1999
· 85 percent of the projects (11) were completed within the expected ACCE level of certainty range for planning estimates.
· 8 of these projects were completed under or close to the inflation adjusted planning conceptual costs (6 under and 2 within 15%).
· 2 projects (15 percent) exceeded the ACCE level of certainty range. Both of these projects were small – under $8M).    

· Active Projects – 12 projects total
· 66 percent of the active projects (8) are currently estimated to complete within the expected ACCE level of certainty range.  
· 4 of these projects are anticipated to be completed close (within 15%) to the inflation adjusted planning conceptual costs.    
· 33 percent of the active projects (4) are estimated to complete at higher than estimated costs.   

· Planning Projects – 28 Projects
· These are projects identified in the 1999 RWSP or updates that have not started. These projects are projected to be completed over a 10 to 15 year horizon with some extending beyond 2030.  1999 RWSP and early CSI estimates for these projects are no longer meaningful in the current environment and will be addressed in new Plan updates.
· 38 projects remain in long-range planning.
· 20 of these projects were identified in the 1999 RWSP

· Summary
· 83 percent of completed and active projects are within the expected ACCE level of certainty range for planning estimates.  
· 17 percent of the completed and active projects are over the expected ACCE level of certainty range for planning estimates. 

 ATTACHMENTS:   

1.  Status of Wastewater Treatment Division capital projects specified by the Regional Wastewater Services Plan in 1999
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