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STAFF REPORT
SUBJECT:
A MOTION approving a monthly report format and baseline budget for the $1.48 to $1.78 billion Brightwater project.

SUMMARY:


During October 2005 the Council reviewed existing Brightwater cost estimates and estimating formats and reporting requirements.  Wastewater Treatment Division staff expressed concerns with overlapping and duplicate reporting requirements.  As a consequence, a 2005 budget proviso was initiated to coordinate and simplify reporting requirements and to establish a baseline budget for the Brightwater Project.  The response to the proviso was transmitted on February 3, 2005.

BACKGROUND:
In 1999, the council adopted the Regional Wastewater Services Plan (RWSP).  The RWSP identified capital improvements needed for the regional wastewater system to handle projected growth in the area through 2030.  One element of the RWSP was the construction of a third wastewater treatment plant (Brightwater) to serve customers in the north King County and south Snohomish County service area.

To date, the Final Environmental Impact Statement has been released and the Executive has selected the site for the treatment plant, conveyance route and marine outfall.  Design for the project is underway and actual construction of the facilities is anticipated to begin in the first quarter of 2007.

SCOPE:  This project consists of the siting, planning, permitting and construction of a wastewater treatment plant and associated conveyance facilities in southern Snohomish County. The Brightwater system consists of three elements:

· Treatment Plant:  The treatment plant will be designed to provide treatment and disinfection to about 36 million gallons of wastewater a day.  The plant will be located on about 114 acres in unincorporated Snohomish County east of SR-9, just north of the intersection of SR-9 and SR-522 and the city of Woodinville, approximately 12.5 miles east of Puget Sound.  Treatment and support facilities will cover approximately 43.0 acres (with additional area for stormwater management).  The treatment plant will be built under the General Contractor/Construction Management (GC/CM) contract delivery methodology.  Hoffman Construction Company has been selected as the GC/CM for this project and is currently under contract providing predesign services.

· Conveyance Facilities:  These facilities are the pipelines and pumps that carry wastewater to and from the treatment plant.  The Brightwater system includes a pipeline to carry untreated wastewater into the Brightwater plant, and a pipeline to carry treated waste water from the plant to the outfall.  The system will also include conveyance facilities, such as pump stations, both above and below the ground.  The conveyance system will be built under a traditional Design/Bid/Build contract delivery methodology.

· Marine Outfall:  The marine outfall will discharge treated wastewater form the plant into the Puget Sound.  An outfall consists of a long solid pipe that begins at the shoreline and extends deep into the water and a perforated section at the end of the pipe called a diffuser through which treated wastewater is released.  For the Brightwater system, the outfall will originate from a conveyance portal located at Point Wells and extend offshore for a distance of approximately 5,200 feet.  The contract delivery methodology for this portion of the project will be a Design/Build contract, and the contractor has not yet been selected for this work.

SCHEDULE:  The project is scheduled to be completed in 2010, though the division is looking at the potential for extending construction to 2012.

BUDGET:  The Brightwater Project does not have an approved project budget.  However, cost estimates have been provided on a regular basis since November 2003.  On June 17, 2004 the Council adopted Ordinance 14942 (adopting the 2005 sewer rate and capacity charge) which required quarterly Brightwater cost reports beginning with the first report due in August 2004.  The first report was transmitted on August 23, 2004.  A subsequent addendum transmitted on October 27, 2004 included the predesign cost estimate information.  The pre-design estimate is based on pre-design documents and incorporates the results of a formal Value Engineering
 (VE) process conducted between January and March of 2004.  The Council was briefed on the status of the Brightwater project in October 2004.

Based on the Predesign Estimate, project costs have increased by $133 million to a total of $1.48 billion.  Of the total increase, $127 million is attributed to changing market conditions resulting from the recent increase in commodity prices.  The updated cost trends can be summarized in the following table

	Final EIS Estimate

11/03
	Predesign Estimate*

10/04
	Difference
	Inflation & Market Conditions
	Total Cost Assuming 3% Inflation**
	Total Cost Assuming 5% Inflation**

	$1.349 Billion
	$1.483

Billion
	$133.7

Million
	$126.5

million
	$1.650

Billion
	$1.771

Billion


*Predesign Estimate excludes future inflation

**Projected future costs by WTD are rough order of magnitude based on a range of possible inflation outcomes.

ANALYSIS

Brightwater Baseline Budget Review:  The detailed review of the proposed Baseline Budget is a key scope of work item of the Oversight Monitoring Consultant (OMC) which was required by a 2005 budget proviso (Attachment #3).  The OMC has been selected, consultant negotiations are underway, and finalization of the consultant agreement is nearly complete. A notice to proceed is anticipated by March 1, 2005 which will enable the OMC to begin a detailed review of the proposed baseline budget.  

Committee staff completed a preliminary review of the proposed baseline budget format (Attachment #4).  The following is a summary of several key items discussed at a joint meeting with Wastewater Treatment Division (WTD) staff on February 15, 2005:

· Annual VS Lifetime Budget Totals:  The proposed baseline budget includes budgeted expenditures for 2004 life to date, and annually from 2005 - 2011, plus lifetime totals.  Committee staff proposed that once the budget has been reviewed and all budget elements agreed upon, it might be simpler to collapse the proposed budget to include only the “Lifetime Totals” column.

· Not Organized by Contract:  Committee staff noted that the proposed baseline budget was not organized by contract (i.e. Brightwater conveyance consists of four major construction contracts however; the baseline budget grouped these contracts into a single element).  According to WTD staff the baseline budget grouped these contract packages into a single component to minimize unnecessary volume and to simplify the budget report.  WTD staff provided assurances that each contract is separately monitored and tracked and offered to provide committee staff and the OMC with the background data at any time.  WTD also noted that the proposed monthly reporting format is organized to report on the status of these contract packages separately.

Budget Organization Impacts Level of Oversight:  The organization of the baseline budget has a direct bearing on the level of oversight the Council may wish to impose on the project.  Assuming the Council wished to adopt a policy requiring either council notification or approval of proposed changes to the baseline budget exceeding certain thresholds.  And assuming the baseline budget combined all four major conveyance projects into a single conveyance project, then WTD would have the authority to shift funds between the four conveyance projects without the need to inform the Council.  

· Engineering Consulting & Professional Services:  Committee staff requested that this item be separated into the major sub-contracts and not summarized into a single line item (i.e. EIS, predesign, design, CM, GC/CM, geotechnical, survey etc.  WTD staff agreed.

· Project Contingencies:  Committee staff requested additional information on contingencies, including basis for determination of amounts, purpose, authority limitations, etc.  See also questions/comments on contingencies under the Monthly Reporting Format section.

· Application of Escalation:  The current WTD approach to estimated project costs is to show project costs in current dollars without any escalation and then illustrate the impacts of escalation by showing a range of 3% and 5% annual escalation (see budget section above).  Committee staff noted the following concerns with this method:

· Traditional method is to show total project costs including escalation.

· Extraordinary escalation should not be included in the base project estimate

· Consultants should be required to use their best professional judgment to estimate project including escalation.

· Assumed project escalation should be clearly identified in project estimates.

· Application of 3% and 5% escalation to every budget line item for every year through 2011 is too broad.  Not all budget items will escalate at the same rate as construction commodity prices (i.e. staff salaries, permitting & fees, land purchases, and executed contracts).

· WTD Staff Rate Assumptions:  WTD staff were requested to confirm if staff budget assumptions included COLA and benefit increases for 2005 – 2011 are included in addition to escalation increases.

· Escalation Measurement:  Committee staff proposed establishment of an agreed upon escalation measurement methodology such as Engineering News Record (ENR) indices.

· Expenditure Authority Thresholds:  Committee staff requested a summary of budget and change order expenditure authority thresholds and suggested that these could be summarized in the definitions section of the proposed monthly report format (i.e. sub-project managers, project manager, division manager, department manager, GC/CM, and CM).

· Baseline Budget Adjustment Thresholds:  Committee staff noted that the Council may wish to establish budget adjustment thresholds that would initiate a Council notification or approval process similar to the Harborview Bond Project.  Staff to staff discussion included the following issues and concerns:

· Voluntary Notification Process:  The Council may wish to establish an informal budget threshold notification process based on cooperation and mutual agreement between Executive (WTD) and the Council.  Notification of changes to the baseline budget could occur during regular BFM & RWQ Committee briefings, OMC quarterly reports, and/or highlighted in the monthly project reports.  

· Mandated Approval Process:  The Council may wish to establish a formal legislative approval of threshold changes to the baseline budget.  However, the Wastewater CIP program flexible response budgeting provisions are subject to K.C.C. 4.04.280.  This program is funded at the fund level not at the project level.  Therefore, if the Council wished to impose code-mandated budget restrictions directly on the project, it may be that a code modification would be required to exempt the Brightwater Project from the flexible budgeting program. Council’s legal counsel has been requested to provide an interpretation.

The following table illustrates a comparison between a voluntary notification process and a mandated legislative approval process and the balance between of low VS high threshold limits.

	Threshold
	Voluntary Notification
	Leglislative Approval

	Low Threshold Limit
	Moderate level of oversight. Low impact to project progress.  Provides timely notification without restricting further council action.
	Highest level of oversight.  But could become cumbersome and increases potential for project delay.  May require code change.

	High Threshold Limit
	Lowest level of oversight. 

Least impact to project progress. .  Provides timely notification without restricting further council action.
	Moderate level of oversight. But still requires a formal legislative council approval process.  May require code change.


· Monitoring Staff Labor:  Committee staff requested clarification of the tracking an monitoring of WTD staff assigned to the Brightwater project.  According to WTD leadership, all WTD staff are required to submit weekly time sheets indicating all labor charges to Brightwater sub-project numbers.  The IBIS system is updated bi-weekly.  All project managers are able to verify the status of projects in real time by accessing the data on-line.  

Committee staff review continues and the above items will be reviewed with the OMC.

Monthly Reporting Format:  A simplified reporting format was required by a 2005 budget proviso (Attachment #3) and is patterned after other existing CIP reporting formats such as the Harborview Bond Project and the Courthouse Seismic Project monthly reports.  Committee staff completed a preliminary review of the proposed Monthly Report Format which is included in the staff report in Attachment #5.  

The following is a summary of several key items discussed at a joint meeting with Wastewater Treatment Division (WTD) staff on February 15, 2005:

· Executive Summary:  Committee staff made several suggestions for improvement to the Executive Summary section, including emphasis of the importance of the “Executive Summary” section.  It was noted that the cost summary table should be revised to include total project costs in a single table and suggested that the table be reoriented (landscape) to allow for a larger, more legible, font size.

· Approved Budget Revisions:  Committee staff requested that the cost summary table include a column that memorialized “approved changes” to the baseline budget (i.e. similar to the Courthouse Seismic Project cost tables).  WTD staff reported that the table is an automated IBIS report format, which indicates approved changes in the “variances” column.  Committee staff concurred that the proposed table adequately communicates the information.

· On-Line Monthly Reports:  WTD staff stated that they are working on automating the data tables and graphs in the report and making the monthly reports available on the Brightwater web page.  Additionally, WTD proposed to use the Brightwater reporting format on other WTD project.

· Sewer Rate and Capacity Charge Status:  Committee staff suggested that the monthly report format include a section on the current status of the sewer rate and capacity charge.

NEXT STEPS:

· Finalize committee staff review.

· Oversight Monitoring Consultant review and report of the Baseline Budget.

· Clarify Council policy on approval/notification of Baseline Budget adjustments.

INVITED:

· Kathy Loland, Wastewater Treatment Division

· Pete Letourneau, Wastewater Treatment Division

· Tom Lienesch, Wastewater Treatment Division

ATTACHMENTS:


1. Proposed Motion 2005-0057
2. Transmittal Letter, dated February 3, 2005

3. 2005 Budget Provisos

4. Proposed Brightwater Baseline Budget Summary

5. Proposed Brightwater Monthly Report Format

� Value Engineering:  Value engineering (VE) is a process that reviews and challenges a projects design elements including underlying assumptions and methodologies, to reduce costs without sacrificing value
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