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SUBJECT:
Part 3 (of 3) in a series of briefings on the Wastewater Treatment Division’s Productivity Initiative and anticipated proposal to expand the program to address asset management and major capital projects.  
BACKGROUND:

At the committee’s previous meetings on March 12th and April 23rd Don Theiler gave briefings on the Wastewater Treatment Division’s Productivity Initiative as currently implemented and as contemplated for expansion to address asset management.   
As noted in the previous staff reports, the County Council adopted Motion 11156 (see March 12, 2003 staff report) in April 2001 approving the Wastewater Treatment Division’s productivity initiative for the “purpose of saving ratepayers money while ensuring continuing high-quality operation of the county’s wastewater utility”.
“The vision” – or primary goals of the initiative are to:

· Be the best public wastewater program in the nation(a balanced combination of the best service, best employer, best employees, and cost effectiveness within five years of implementation; and . 

· Be competitive with the best of the private service providers within ten years of implementation.

The Division has implemented, in cooperation with its affected collective bargaining units, an initiative designed to improve efficiency in the delivery of its services.  The initiative is designed to:
· Use private sector management and operational techniques to reduce costs, be more efficient and improve the services of the Division.

· Increase accountability and define how the Division uses the public wastewater rate funds.

· Create an incentive program for employees to work with management to become recognized as the best publicly run wastewater utility in the nation in five years, and be competitive with a privately operated utility in 10 years. 

· Demonstrate King County's willingness and ability to meet public demand that government services be delivered as cost-effectively as possible.

The overall mandate of the initiative is to demonstrate what can be accomplished when flexibility is provided to use the best business techniques, employee involvement, and performance incentives.  The initiative is also a “pilot program” to potentially be replicated in other County enterprise functions.
Detailed information on the Productivity Initiative can be found in Attachments A, B and C to Motion 11156 (see Attachment 1 to the March 12, 2003 staff report).

The Executive is expected to transmit legislation this spring to the Council authorizing expansion of the Productivity Initiative to the asset management and major capital facilities construction functions of the Wastewater Treatment Division.  
ATTACHMENTS:

1. Executive Briefing paper (5-2-03) on Major Capital Projects Pilot Program
Attachment 1

King County Wastewater Treatment Division

Major Capital Projects Pilot Program

I.
Introduction 

Proposal

The Wastewater Treatment Division ("WTD") is proposing a pilot program for its major capital projects that will use incentives to ensure outstanding quality for the lowest cost possible.  We will do this by improving the way we plan and budget our projects and by using contracting methods best suited for a particular type of project.  This pilot program seeks ways to set cost targets for the design and construction of major capital projects and develop financial incentives for consultants and contractors with the expectation that high quality projects will be delivered at a lower price.  It is intended that any real savings resulting from our efforts be shared between the ratepayers and our employees. 
Background 

In 2001 the Executive proposed and the Council adopted the WTD Productivity Initiative Pilot Program ("Program"), with the goal of WTD becoming the best public wastewater utility in the country by 2005 and competitive with private utilities by 2010.  The initial years have focused on the operating portion of the Program, and now that it is under way, and in accordance with the County Council's motion, WTD is examining how to apply the Program to the capital portions of WTD.  A separate Asset Management Pilot Program is being developed for approval that will address incentives for managing WTD’s assets.

Pilot Program Development

Unlike the operating portion of the Program, where cost savings can more easily be related to the specific actions of staff, the development of a similar program for the major capital program is significantly more complex.  The difficulties of setting realistic targets, the often multi-year duration of the projects, the potential for several different consultants and contractors, significant challenges.  To develop a savings identification and sharing pilot for major capital, WTD looked not only to its in-house expertise, but also solicited comments from those who will necessarily be its partners in this endeavor.  

In August 2002 and January 2003, WTD facilitated round table discussions with design consultants and contractors on how to extend the Program to WTD's major capital program, and to give their recommendations on how to improve WTD capital project delivery.  Similar sessions were held with certain key WTD staff.  One of the goals for these meetings was to determine how to set targets against which to measure performance to identify real cost savings.  Information received from participants was used to develop a menu of potential options for setting project targets, for different project delivery methods and possible ways to identify real savings for each, and for providing incentives and/or sharing savings between consultants, contractors, WTD staff, and ratepayers.  In addition, necessary changes to county ordinances to allow for negotiated procurement for construction projects were identified.  

Pilot Program Implementation

While the menu described above provided several Program variations for discussion, WTD has selected a conservative approach to pilot its program.  Beginning in 2003, the Major Capital Projects Pilot Program proposes to select several capital projects on which to test several different contract procurement methods.  Targets will be set when the project reaches the 30-60% design level.  For these pilot projects, performance incentives will be developed for consultants and contractors, and any documented savings at the completion of the project will be shared with ratepayers and WTD staff, similar to the system under way for the operating portion of WTD’s Productivity Initiative Pilot Project.  We will also examine our internal practices and procedures to improve our program and to appropriately match the management of projects with the alternate contracting methods.  

WTD will continue to explore the application of the proposed menu options to determine how to effectively incorporate them all into the pilot program in 2004 and beyond as we gain more experience with the new processes.  The pilot will not be a one-size-fits-all program, but rather a variety of approaches to be tried on a project-specific basis.  All will have the same purpose -- to produce measurable savings for ratepayers and potential rewards for all project participants.  Because this is a new and challenging task, the pilot will include an evaluation program to determine what works and what needs to be refined, and how it can be developed into a program-wide approach as appropriate. 

While the implementation of this pilot program for major capital projects will start in 2003, WTD does not expect that savings will materialize in the first year since major capital projects, by their very nature, are multi-year in duration.  Neither design nor construction on major projects is routinely completed in a year.  As a result, for a given project, savings and resulting Incentive Fund contributions would have to wait until the end of the project unless WTD establishes a method of making contributions to the Incentive Fund at established milestones based on achieved interim savings.  One possibility to be explored would allow the Incentive Fund contribution at the completion of the design if performance excels beyond the target set for the design portion of the project.  However, such interim contributions would be subject to repayment to WTD if, at project completion, there were no savings on the overall project. 

II.
Target Setting 

Management will select the process by which the baseline targets will be set.  Targets will vary for size and type of project.  Below are proposed methods for setting targets:

Setting Target at 30%-60% design – As it does now, WTD would retain a consultant to design a project, including the preparation of estimates and schedules for the completion of design and construction. The estimates prepared by the design consultant must include details regarding all project assumptions considered necessary for a quality project. At the 30%-60% phase of the design, the consultant's estimates would be subjected to an independent review.  WTD would hire a third party to verify the designer's assumptions, estimate and schedule for the completion of design and cost estimate and schedule for the construction contract.  The third party would also verify the estimated costs for staff to complete the project and for any incentives WTD proposes to provide to the design consultant or construction contractor.  

Following any necessary discussions of the estimates and schedules with the design consultant and/or staff to clarify issues or resolve apparent assumption differences, the independent third party will combine the various estimates into the appropriate project targets.  These targets will be used for the comparison to actual costs for potential Incentive Fund contributions.  The WTD project team will then be tasked to develop a project plan, including contracting methods and possible incentives, to beat the target(s).  For example, to motivate the consultant, its fee (profit) could be linked to superior performance.  Incremental increases to the fee, either by percentage or dollar amount, could be earned by early completion, exemplary project management, a reduced number of change orders during construction, and other cost savings measures.  Poor performance would result in a lower than average fee.  Similar incentives for the contractor could be included in the construction contract.

Allied Costs/Industry Standards – Allied costs include all WTD staff and consultant engineering, administration and management costs necessary to complete a project. In other words, they are all project costs except those for land acquisition and for the construction contract. To set an allied cost target, WTD would determine its historic allied cost experience, expressed as a percentage of the total construction contract costs, and benchmark it against other “well run,” similar agencies or utilities for similar projects, adjusting as necessary for the particulars of each project and agency.  The mean percentage from this analysis would be used as a target over the course of the project, and sub-target percentages might be set for design and construction phases of the project.  For example, the overall project allied cost target might be set at 50% of construction costs, which could be further broken into sub-targets of 35% for the design phase and 15% for the construction phase.  These sub-targets could be further broken down; setting both consultant and in-house percentage targets for each stage of the project, so that the source of actual allied cost savings could be identified.  For example, a design phase subtarget of 35% could be broken down into 20% for design fees and 15% for staff and administrative costs.  In order to establish that these targets were bettered, the actual costs for these would be measured against the accepted construction bid.  In such an example, any established savings would be contributed to the Incentive Fund, contingent upon a final tally at the end of the project that actual savings carried forward into the construction phase of the project.  

To ensure that the design would not suffer as a result of this target setting method (i.e., reducing the cost of design), the consultant's incentive package would include a provision related to construction change orders.  Thus, if change orders related to the design (as opposed to those related to differing site conditions and force majuer conditions such as strikes, war, adverse weather, etc.) exceed a certain number or dollar amount, the design consultant's incentive pay would be adversely affected.  Similarly, WTD staff would also be adversely affected by an excess number of change orders, since the resulting administration time and associated contract time extensions would increase allied costs as compared to the construction phase subtarget.  As the construction allied costs increase, the potential for a construction-phase incentive contribution would decrease, even to the point where total project allied costs would exceed the project target.  In this case, the Incentive Fund would be required to reimburse WTD for any interim payment made at the completion of the design.  This internal tension should help maximize the creative cost saving measures while also ensuring a quality project. 

III.
Proposed Product Delivery Methods 

Historically, WTD has built its projects using the traditional "design-bid-build" method of capital project delivery.  Using this time honored method, WTD selects a designer based on qualifications, as compared to predetermined selection criteria, to perform the design services.  The contracting method has been almost exclusively based on the "cost plus fixed fee, with a not to exceed amount" format.
  At the completion of design, WTD solicits bids for the construction of that design.
  The lowest responsive and responsible bidder is then retained to construct the project for the lump sum amount of its bid.  

During the round table discussions with the consultant and contractor communities, WTD solicited ideas to improve the delivery of quality projects, using other than the "design-bid-build" method.  The consultants embraced the idea of linking fee to performance, recommended the use of design-build and General Contractor/Construction Management (GCCM) as alternative methods of developing projects and encouraged WTD to try lump sum design contracts as a method of reducing the costs of managing design projects.  The construction contractors were also enthusiastic about WTD exploring new ways of doing business, citing examples of many public and private construction projects that include incentives to motivate a contractor to early completion or to maximize saving potentials.  Additionally, those contractors that have had experience with design/build or GCCM encouraged WTD to again try these alternative methods of project delivery.
 Now, with greater use of these methods in the market place, WTD does intend to re-evaluate the potential benefits these and other methods may have in securing quality projects at reduced costs.  Design-bid-build will still be used when appropriate, but WTD wishes to add to its quiver of contracting options that hopefully will also result in quality projects at reduced cost. 

Proposed alternative contracting methods - Consultants

Lump Sum/Fixed Price: After selecting the designer based on predetermined selection criteria, WTD would negotiate a fixed, lump sum price contract based on a Scope of Work (“SOW”), Level of Effort (“LOE”), fee and overhead.  A firm-fixed-price contract is suitable when all factors that might affect performance can be identified, their cost impacts can be reasonably estimated, and the consultant is willing to accept a firm fixed price for the work while assuming all risks.  Again, this is not a viable option if the possible variations in the scope cannot be definitively identified, but should provide WTD with a viable alternative to the more administrative intensive "cost plus fixed fee" contracting method.

Cost Plus portion of Fee at Risk: After selecting the designer based on predetermined selection criteria, WTD would negotiate a cost reimbursement contract with part of the fee at risk.  Like the conventional cost plus fixed fee, the contract shall have a “not to exceed” amount based on the SOW, LOE, overhead, and fee.  However, the fee would be broken down into a base amount, fixed at the inception of the contract, and an incentive award amount that the consultant may earn in whole or in part during contract performance for excellence in such areas as quality, timeliness, technical ingenuity, and cost-effective management.  The amount of the award fee to be paid would be linked to the consultant's actual performance as measured against objective criteria.  It is anticipated that the base fee would be 4%, with the consultant's potential to increase that fee percentage up to 14% based on performance in the various subcategories.  Development of the methodology for determining the award fee and its application will be done by WTD. 

A variation on "fee at risk" would be to establish a fixed, "bonus" dollar amount for each specific item of performance WTD wishes to achieve.  For example if WTD wishes to motivate the consultant to finish early, it might provide a fixed dollar amount to be earned by the consultant for each day the accepted design is completed early.

Proposed alternative contracting methods – Contractors

Design/Build ("D/B"): WTD would establish a set of project criteria (performance specification/standards) that the design and construction must satisfy.  D/B teams, consisting of both a designer and contractor, would develop and submit proposals using the contractor’s preferred means of construction.  Proposals would be evaluated using predetermined criteria (i.e. qualifications, proposed design/construction methods and price).  Once selected, the D/B team would then be held accountable for the entire project through completion.  This approach allows for creative thinking and innovation by the contractor, but requires WTD take a hands-off approach to managing the contract.  The D/B team is given the authority to design, construct, and modify the project as necessary as long as it does not deviate from WTD’s established criteria or exceed the price bid by the D/B team without WTD approval.

Currently WTD is provided limited authority to use D/B under RCW 39.10 for projects to be owned and operated by WTD.  To provide better flexibility, WTD proposes to rely on its metropolitan municipal corporation authority granted under RCW 35.58.180 to engage in negotiated procurements, including D/B, which will allow a fast-track approach and increase the ability to use D/B on smaller, less complicated construction projects.  To that end, WTD has drafted an ordinance, removing the negotiated procurement restriction on its capital construction projects from the applicable procurement code provision.  A copy of that draft ordinance is included with these materials. 

Best and Final Offer ("BAFO"): At the completion of 100-percent design, predetermined criteria defining the competitive range for qualified contractors are established to evaluate contractor proposals.  Contractors would submit proposals detailing their qualifications, proposed construction methods where required by the solicitation, and price.  Proposals would be reviewed, and discussions/negotiations would be held with those in the competitive range to seek clarifications and to negotiate changes to the proposals or solicitation requirements.  Following the discussions/negotiations and possible changes to the solicitation documents, bidders remaining in the competitive range would submit their BAFO, and a contract would be awarded to the firm with the highest scoring BAFO. 

This contracting method is used in federal procurement, and would be allowed under RCW 35.58.180.  However, under the current County code restrictions, WTD is prohibited from utilizing this method of selecting the best offer, which may not necessarily be the lowest initial cost.  The proposed ordinance would also allow WTD to utilize this contracting method.

CM at Risk or GCCM: WTD would select a construction management ("CM") firm with a general contractor’s ("GC") license.  The selection would take place early in the design phase and would be based on qualifications as well as price, which at this stage would be the CM's fee and cost to perform the General Conditions obligations of the contract.  The selected GCCM would participate in the design, offering constructability reviews, cost-saving ideas, and design suggestions, thus reducing the number of Requests for Information ("RFI") and changes during construction.  Prior to the completion of the design phase, WTD and the GCCM would negotiate the Maximum Allowable Construction Cost ("MACC") for the project.  The sum of the MACC and the price bid for the CM fee and general conditions obligations set the Guaranteed Contract Price.  The GCCM would then bid the work to subcontractors, chosen through a low-bid process, with the GCCM being allowed to self-perform some of the work.  This approach would allow the construction to begin prior to final design, thus eliminating the delay between design completion and advertisement for construction bids.

Currently WTD is provided limited authority to use GCCM under RCW 39.10 for projects to be owned and operated by WTD.  To provide more flexibility, WTD proposes to rely on its metropolitan municipal corporation authority to engage in negotiated procurements, including GCCM.  This will allow a fast-track approach, increase the ability to use GCCM on smaller, less complicated construction projects and would allow the GCCM to self-perform more of the construction work.
IV.
Consultant and Contractor Incentives

After much discussion on how to best set the target and then appropriate the savings, WTD has determined that providing financial incentives to the design consultant and the contractor for superior performance is the best mechanism by which to ensure that exemplary work is rewarded and poor performance has consequences.  By linking additional profit to specific performance, WTD believes it will achieve a better project at an overall lower cost.  

Consultant performance factors that could be subject to incentives 

Small Business Participation – involving small businesses in the design effort up to and above the goal percentage set in the contract.

Schedule – exceeding schedule milestones. 

Project Administration – providing timely, accurate submittals and billings; creating information systems to ensure adequate communications; ensuring excellence in team management/coordination (i.e., good communication between subconsultants and WTD).

Quality Control/Quality Assurance – identifying, avoiding/correcting “fatal flaws” early in the design process; not repeating previous mistakes; minimizing other “non-fatal” errors; minimizing redesign and re-work during construction and thereby also reducing attendant design contract amendments and RFIs and change orders during construction; and properly adhering to WTD design standards and performance criteria/specifications.

Budget Controls – instituting project controls that result in real project savings. 

Bid Addenda/Change Orders/ RFIs Reduction – attaining a reduction in bid addenda, RFIs and change orders, in number and/or dollar amount, as compared to WTD historical project experience, the experience of the “well run” agency or utility, or an accepted national benchmark.  

Technical Innovation/Creativity – providing alternatives that result in a better design, lower costs, or reduced construction impacts.

Contractor performance factors that could be subject to incentives 

Small Business Participation – involving small businesses during construction up to or above the goal percentage set in the contract.

Meeting Apprenticeship Goals

Schedule – exceeding schedule milestones. 

Project Administration – maintaining good communication between all parties; proactively working to prevent/solve problems; providing early and complete submittals; properly managing its own and all subcontractor forces to ensure an adequate, qualified work force; and ensuring excellent quality control in the timely identification and correction of defective or omitted work.
Community Relations – maintaining an excellent relationship with the effected community through proper notifications and communication, and by preventing complaints due to any adverse action that is within the contractor’s ability to prevent. 
Safety – providing a safe workplace as indicated by no violations from L&I and no lost-time injuries during project construction.
Change Order Reductions – assisting in the reduction of change orders, in number and/or dollar amount, as compared to WTD historical project experience, the change order experience of the “well run” agency or utility, or an accepted national change order benchmark.   

Value Engineering – suggesting alternative methods and/or means of accomplishing the project for less cost.

V.
Savings Determination

It is proposed that real savings be shared between eligible wastewater program employees and ratepayers.  The savings for employees would be paid into the Productivity Initiative Incentive Fund, a portion of which can be paid out to employees on an annual basis. 

30%-60% Target

A starting point for determining how savings from WTD beating an established project target would be shared was based on the formula established for the operating budget portion of the Incentive Fund program.  It assumed that one-half of all savings would be passed along to the ratepayers, but the intent at that time was for the non-ratepayer share to be shared equally between all project participants (consultant, contractor and staff).  The resulting calculation yielded 50% for the ratepayer, and 16 2/3% for the three project participants, which were ultimately rounded to shares of 49% and 17%.  WTD has since concluded that it would realize better project budget control and could ensure that consultant and contractor rewards were based on the actual exemplary actions of each if performance incentives rather then a share of cost savings were used to reward these project participants.  As a result, the 34% earmarked earlier for consultant and contractor’s shares would not be paid, but each could earn performance incentives that would be included in the total project cost to be compared to the target.  Seventeen percent of the savings from beating the target would still be eligible for contribution to the Incentive Fund for the use of WTD staff, and the remainder would be returned to the ratepayer.

Allied Costs

An allied cost percentage target (and if used, subtargets) would be set to match the mean of allied cost experiences of a “well run” utilities or agencies for similar projects.  As with the operating portion of the program, one-half of the savings from the allied costs would be eligible for contribution to the Incentive Fund, with the other half being returned to the ratepayers.

� A contract is negotiated based on a Scope of Work ("SOW"), Level of Effort ("LOE"), overhead rate and a fixed fee at a not to exceed amount.  This delivery method is preferred when the SOW is not specifically defined and is susceptible to change over the course of contract performance.


� Construction bids are solicited based on 100% specifications and plans.  Bidders have the right to rely on the implied guarantee that the specifications and plans are workable and sufficient to build the intended project.


� Prior to the merger with King County, WTD as part of METRO did use both design/build and a form of GCCM (Contractor at Risk) on two separate wastewater projects, but since has been precluded under the County Code from using its negotiated procurement authority granted under RCW 35.58.180.
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