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SUBJECT
[bookmark: _GoBack]Briefing on the status of the Joint Ship Canal Water Quality Project of King County and the City of Seattle

SUMMARY
Pursuant to Ordinance 18313, King County and the City of Seattle are participating in a partnership to design, construct and operate the Joint Ship Canal Water Quality Project.  This project responds to respective consent decrees signed by each of the parties with state and federal officials, requiring control of Combined Sewer Overflows that discharge untreated wastewater and stormwater flows into regional waters.  This project will control CSO discharges into the Lake Washington Ship Canal from CSO outfalls owned by each of the parties.  

The Regional Water Quality Committee was briefed twice last year on the status of this project.  At the time of those briefings, it was apparent that the project was experiencing a level of cost escalation.  Seattle Public Utilities, as the project lead, indicated that refinement of cost information, and determination of relative cost responsibility of the respective parties, was ongoing.  A further briefing was offered in early 2018 to provide more specifics regarding projected project costs.  
.  

BACKGROUND 
The City of Seattle and King County are undertaking the development and funding of the Joint Ship Canal Water Quality Project, intended to control untreated wastewater/stormwater overflows to the Lake Washington Ship Canal.  The project was authorized through a Joint Project Agreement (“JPA”) approved by the King County Council in June 2106 (Ordinance 18313); Seattle City Council approved the JPA in December 2015.  

This Joint Ship Canal Water Quality Project is part of the county’s larger undertaking to control overflows from the combined stormwater/wastewater collection system that serves parts of Seattle, as an element of the regional wastewater system.  In 2013, King County signed a Consent Decree with the federal Environmental Protection Agency and Department of Justice and the state Department of Ecology, committing to controlling 14 remaining uncontrolled county-owned overflow discharge sites.  The City of Seattle has also signed a Consent Decree for the control of discharge sites owned by the City.  The goal of the Consent Decree is to ensure that overflows that occur at the County’s CSO outfalls are limited to no more than once per year based on a rolling 20-year average, and that the effluent discharged from CSO control treatment facilities meets defined standards.  

The Joint Project Agreement for the Ship Canal Water Quality Project defines the roles of the County and the City in the execution and management of the project, and specifies the funding for planning, design, construction, maintenance, operation, repair, replacement alteration and improvement of the facility.  The JPA provides that:

· Seattle Public Utilities will design, construct, own and manage the project
· The project will address combined sewer discharges from six overflow locations, including four Seattle locations and two King County locations
Seattle Outfalls
· Fremont (Outfall 174): 1.06 MG
· Wallingford (Outfall 147): 2.15 MG
· Ballard (Outfall 152): 5.38 MG
· Ballard (Outfall 150/151): 0.62 MG

King County Outfalls
· 3rd Avenue West (DSN008): 4.18 MG
· 11th Avenue Northwest (DSN004): 1.85 MG

· The project will include a storage tunnel with a minimum 14-foot interior diameter, approximately 2.7 miles long, generally routed in the street right-of-way along the north side of the Ship Canal. 
· The project capital costs will be shared between the parties.  SPU will pay for portions of the project that solely relate to its delivery of influent to the storage facility. Otherwise, most costs of the facility will be split.  Estimates for total project costs included in the Joint Project Agreement were $423 million at the time of approval of the JPA.  King County’s share of the costs—noting that some costs are exclusive to Seattle—were estimated at $134 million at the time of JPA approval.
· Operations and maintenance costs are based on the same proportional responsibility, with Seattle paying 65% of operations/maintenance costs, and King County paying 35%.
· Project changes would be the responsibility of a Project Review and Change Management Committee (“PRCMC”), composed of senior management from each agency.  
Project Costs
As noted, the project cost estimate was $423 million at the time of the Joint Project Agreement in 2016.  Seattle Public Utilities has undergone a cost estimation project review to strengthen cost projections for the project.  SPU currently reports a cost estimate of $570 million, with 65% confidence; the cost range is $533 million to $59 million.  SPU attributes cost increases to:  
· Escalation Increases/Market Conditions ($39 million)
· Tunnel Volume Increase ($25 million)
· Tunnel Shaft Design Refinements ($24 million)
· Project Design Refinements and Scope Additions ($23 million)
· Planning and Estimating Corrections ($19 million)
· Risk Events ($9 million)
· Property Cost Increases ($8 million)

As noted above, $25 million of the cost escalation is associated with the increased projected capacity of the storage tunnel; SPU is indicating that, based on revised modeling, an 18’ 10” tunnel, rather than the 14-foot tunnel anticipated at the time of the Joint Project Agreement, is planned.   King County’s Wastewater Treatment Division is in the process of defining its level of participation in the larger tunnel; projected King County costs will reflect that level of participation. The Executive did include a projected King County cost level of $179 million for King County costs for the Joint Ship Canal Water Quality Project in documents associated with the proposed 2019 King County Wastewater Rate.   

Project Schedule
SPU indicates that actual construction work on the storage tunnel element of the project is expected to begin in early 2019.  Other project stages are depicted in the chart below, provided by SPU:  


Chart 1:  Joint Ship Canal Water Quality Project—Project Schedule


















ANALYSIS:

The currently-projected $570 million cost of the Joint Ship Canal Water Quality Project is $147 million more costly than the anticipated cost at the time of Council consideration of the Joint Project Agreement.  While the County has not formally concluded its work to define its proposed level of participation in the increase, initial indications are that many of the cost drivers supporting the increase would likely be shared costs.  If the $179 million cost level that the County projected as part of the wastewater rate discussion were to become the formal projected cost level for the County’s responsibility, that would represent an increase of $45 million in County projected costs.  The total project costs are characterized as representing a 65% confidence level—further project cost changes remain possible as the project becomes more defined.  

The original Joint Project Agreement anticipated that the parties would need a mechanism to define the relative responsibility for changes in project costs.  The JPA included an “Exhibit D”, List of Potential Causes for Capital Cost Increases”, that delineates financial responsibility for cost increases, as either Lead Agency responsibility, Shared, or Partner Agency responsibility.  Of note relative to the current cost escalation issue are the following:  
· Project cost increases due to higher than estimated site acquisition costs—Shared
· Changed market conditions for labor, materials and equipment and other factors of construction such as fuel costs—Shared
· Changed bidding climate—Shared
· Unanticipated Sales Tax Increases—Shared
· Overrun due to changes that resulted from reliance on data provided by either jurisdiction proved to be inaccurate—To be jointly determined by both Agencies based on who’s Agency provided the information found to be in error.


The JPA also includes procedural provisions to address projected changes in costs.  Language defining the project scope includes the following components:

· A minimum 15.24-mg offline storage tunnel with a nominal 14-foot inside diameter and approximately 14,000 feet long or as defined during the design phase of the project;
· Seven diversion structures
· Four drop structures 
· A pump station at the West portal
· Gravity sewer lines conveying flows from the Fremont, 3rd Avenue, and 11th Ave. NW diversion structures;
· A force main conveying flows from the tunnel pump station to the existing Ballard Siphon location

The JPA includes a reference to process requirements for modifications to the project as defined above:  
“Any changes to this project scope need to be negotiated and agreed to by both SPU and DNRP through the Change Management process, attached to the Joint Project Agreement as Exhibit B.”

As noted, the Change Management process, included in Exhibit B, creates a Project Review and Change Management Committee (“PRCMC”) 
“to provide senior level management oversight, support and direction to the project; the PRCMC will focus on project issues that can affect project scope, schedule and/or budget…”

Exhibit B also describes impacts of project changes on cost shares.  
“…if the Parties agree to change the project scope beyond the Project Description, then the joint project cost shares and the costs to which those shares apply will be revised.  The cost shares will be recalculated in accordance with Technical Memorandum No. 4 to include additional avoided independent project, if applicable.”  

A key question, based on this language, becomes: A) do the project changes represent a change to the project scope beyond the Project Description; and B) should these changes, cumulatively, trigger the provision requiring recalculation of the respective cost shares in accordance with Technical Memorandum No. 4.

Technical Memorandum No. 4 describes the process for calculating the respective cost shares of the parties.  In sum, it provides that the parties are to estimate the cost of the projects that they would independently undertake to satisfy their respective consent decrees.  The cost of those independent projects, as a proportion of the total combined costs of all of the projects that the city and county would undertake, is used to define their proportional responsibility for the project.  Presumably, then, the two projects that the County would be required to do were it to proceed independently—the 3rd Avenue West and the 11th Ave. NW projects—represent 35% of the cost of all the projects if done independently.

The JPA also includes an Exhibit C which addresses decisionmaking guidelines.  The document generally emphasizes consensus in decisionmaking, and openness and efficiency in the process of coming to decision.  It does also note, however, that 
“if general agreement among members is not possible, then the Lead is responsible for making a final decision (including any compromise aspect).  This action will be the direction of the Team, subject to #13 (item #13 in Exhibit C, SPU/DNRP Ship Canal Water Quality Project:  One Team Decision Making Guidelines)”. 

Item #13 of Exhibit C provides a process to address disagreements with project decisions. Where a member disagrees with a decision, an escalating appeals ladder is provided, ultimately ending with leadership of the respective participating organizations:  
“if no decision is made (in the previous appeal steps), then the issue must be promptly elevated to the SPU DWW LOB Deputy Director, and the WTD Director; their decision is final.”   

  
Escalating project costs appear to be driven by a mix of factors.  The specifics of these cost drivers are at the center of discussions between the parties relative to appropriate cost share for the increased costs.  While project lead responsibility for the Joint Ship Canal Water Quality Project is assigned to the City of Seattle, the Joint Project Agreement does contain elements, referenced above, providing some level of definition for financial responsibility for cost increases, as well as for the ability of the County to influence final decisions, including project change-driven cost share decisions.

ATTACHMENTS:

1. Ship Canal Water Quality Project Semiannual Report—January 2018
2. City of Seattle and King County Ship Canal Water Quality Project Joint Project Agreement

INVITED:

1. Keith Ward, Project Executive, Ship Canal Water Quality Project, Seattle Public Utilities
2. Madeline Goddard, Deputy Director of Drainage and Wastewater Line of Business,  Seattle Public Utilities
3. Mark Isaacson, Director, Wastewater Treatment Division, King County Department of Natural Resources and Parks 
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