WATER QUALITY CONSTRUCTION
ANALYST: MIKE REED


	
	
	2023-2024 Proposed
	
	2025-2026 Projected
	
	2027-2028 Projected

	Revenues
	
	$702,934,316
	
	$960,092,236
	
	$1,183,493,158

	Expenditures
	
	$787,650,352
	
	$975,729,910
	
	$1,057,933,270

	Major Revenue Sources:  Proceeds from Bond Sales, Revolving Fund/Public Works Fund loans, Commercial Paper etc.



DESCRIPTION

The Water Quality Construction capital budget of the Wastewater Treatment Division (WTD) finances construction, maintenance, upgrade, and expansion of the wastewater system physical plant, including treatment facilities and the conveyance system.  Over recent biennia, the regional system has been focused on constructing the Combined Sewer Overflow (CSO) projects required by a consent decree between King County and the federal Environmental Protection Agency and Department of Justice, and the Washington State Department of Ecology. Additionally, the agency is continuing its work on the Conveyance System Improvement project, to assure the capacity of the conveyance system interceptors to meet the demands of regional growth, and facility maintenance. However, as the system continues to age – the two larger regional plants, and hundreds of miles of interceptor pipeline were completed in the 1960s and expanded in the 1970s – the need for maintenance, repair and upgrade of facilities is becoming more urgent.  WTD is accelerating its Asset Management program in response, focusing on both treatment plant and interceptor pipeline evaluation, repair, upgrade, and replacement.  Meanwhile, the Washington Department of Ecology has taken a regulatory action requiring wastewater generators of nutrients—chemical elements that tend to accelerate the growth of green plants, whether terrestrial or aquatic—to limit discharges according to the terms of a state-issued permit.  
SUMMARY OF PROPOSED BUDGET AND CHANGES

The Executive's proposed 2023-2024 biennial budget proposes to substantially increase capital expenditures in the coming biennium.  According to the CIP Financial Position Table in the Wastewater Construction Financial Plan, the 2021-2022 estimated Total Capital Expenditure will be $514,876,472; projected expenditures for 2023-2024 if this proposed budget is approved are $787,650,352, an increase of almost 53 percent for the coming biennium.  The largest increases would be targeted to address repair and upgrade of mechanical systems, response to regulatory mandates, and expansion of capacity to address growing flow volumes.  In June, the Council approved a rate increase of 5.75 percent, with substantial increases projected for future biennia; much of those increases are driven by expansion of the Water Quality Construction capital budget. 

The status of the Puget Sound Nutrients General Permit (PSNGP) referenced above is uncertain, while appeals of the permit requirements are being processed; the Executive is proposing to proceed with developing capacity to respond to permit requirements.  The Executive’s Proposed Budget includes significant expenditures for PSNGP compliance activities, and asset management projects.  This budget also includes expenditures to address power supply issues at West Point Treatment Plant, responding to Council and Department of Ecology requirements resulting from a January 2021 storm-driven emergency discharge event. 
The Council has expressed concern about the emergency untreated discharge event at West Point in January 2021; the proposed budget includes an Uninterruptible Power Supply project to mitigate power supply sags to respond to that issue.  Members have also expressed concern about overflows at pump stations in the conveyance system; the proposed budget includes several projects to focusing on improvements to pump stations.  
The Water Quality Construction budget is categorized according to major “portfolios” to delineate the primary functions that the budget addresses.  The largest expenditures are for Asset Management (repair and upgrade of mechanical systems requiring rehabilitation) and Regulatory (responding to state and federal regulatory mandates or consent decrees) investments; others include Resiliency (strengthening structures to withstand flooding, seismic events or other natural disasters), Capacity Improvements (expanding pipelines and treatment facilities in anticipation of growing capacity needs), and Resource Recovery (capturing resources generated by wastewater processing such as biogas or recyclable water for productive use or sale).  Selected decision packages are highlighted below:

Asset Management 
· East Side Interceptor Rehabilitation:  $82,884,386—Rehabilitate 4,800 feet of the Eastside Interceptor in Bellevue
· North Beach Pump Station Upgrade: $1,199,000—upgrade or replace the existing North Beach Pump Station and Force Main in Seattle, including the pump station outfall if needed.

Regulatory
· West Point Power Quality Improvements: $108,776,626—install Uninterruptible Power Supply system at West Point that will mitigate incoming voltage sags to reduce untreated discharges into Puget Sound

Capacity Improvement
· North Mercer/Enatai Interceptor Upgrade: $29,173,077—replace approximately 17,000 feet of pipeline and upgrade the North Mercer Island Pump Station. 
· Sammamish Plateau Diversion: $4,260,000—install a new sewer line capable of diverting flow from Southwest Lake Sammamish area north to the Brightwater Treatment plant.

Operational Enhancements
· West Point Low Pressure Sludge Gas/Biogas Replacement: $3,134,942—This project will replace or rehabilitate the Low-Pressure Sludge Gas/Biogas piping system at the West Point Treatment Plant.

Resource Recovery
· South Plant Co-Digestion: $2,021,000—design and construct organics processing infrastructure that will provide for digestion of both wastewater solids and food waste at South Treatment Plant, in cooperation with KC Solid Waste; costs allocated according to benefits provided to each customer base

KEY ISSUES

ISSUE 1 – CRITICAL UNCERTAINTIES IN COST PROJECTIONS

While the proposed budget is based on projections of anticipated costs, it should be noted that several conditions of uncertainty may substantially impact those projections, referenced below:
· Combined Sewer Overflow deadlines:  One of the largest groups of capital projects underway is the Combined Sewer Overflow projects, that capture and control storm-driven excess flows that are discharged untreated into regional waterways.  Those projects were to be completed by 2030, according to a Consent Decree signed by King County, Washington Department of Ecology, and federal Environmental Protection Agency and Department of Justice.  Discussions are underway to extend that deadline to 2040, given the cost and complexity of the projects.  WTD indicates that the existing deadline could impact expenditures substantially.

· Puget Sound Nutrients General Permit:  Ecology has taken a regulatory action requiring nutrient dischargers, including King County’s three regional wastewater plants, to limit nutrient discharges according to newly issued permit requirements.  Status of that permit requirement is uncertain due to permit appeals by generating jurisdictions, including King County.  Several appeal actions are pending; WTD continues to proceed to meet permit requirements while appeals are processed. 

· Decennial Flow Monitoring:  Every decade, WTD undertakes a project to evaluate projected flows in its conveyance system, to develop recommendations for conveyance system expansion that will assure capacity for coming decades.  A decennial flow monitoring project is currently underway; the resulting recommendations may result in substantial increases to the list of recommended conveyance system improvement projects, for which there is already a backlog.  Significant additional cost implications may result. 

· Joint Ship Canal Project:  The project, managed cooperatively between WTD and Seattle Public Utilities, has been underway for several years; as of this date, King County’s $176 million share of the project remains unchanged.  However, the project apparently faces scheduling and budgeting challenges stemming from COVID-related staffing impacts, as well as difficulties encountered in the underground drilling process resulting from an obstructing boulder.  The Joint Ship Canal project team is undertaking a significant schedule, budget, and risk analysis effort in response to these challenges, which should clarify cost and schedule status.

While the cost implications of these and similar issues remain uncertain, current cost projections may understate expenditure requirements depending on outcomes of these issues.   
Staff analysis is ongoing on this issue.

ISSUE 2 –CAPITAL PROJECT COST INSTABILITY

Contracting costs for construction projects are increasing substantially, as pandemic-delayed projects accelerate and compete for contractors.  According to the Mortenson Construction Cost Index[footnoteRef:1], over the 12 months ending in Quarter 1 of 2021, construction costs increased 6.7 percent nationally and 7.1 percent in Seattle.  Projected engineering costs for wastewater projects are expected to increase 29% in 2023 compared to the 2018 adopted budget.  Supply chain challenges have increased the required lead time for acquiring project mechanical equipment:  lead times have increased between six weeks (for blowers) to 20 weeks (for switchgear), according to WTD. [1:  https://www.djc.com/news/co/12140077.html?cgi=yes] 

Projects currently underway have experienced significant cost increases, including:
· North Mercer/Enatai Interceptor Upgrade-- The current estimate at completion of $179.8M has increased by 19% from $150.7M forecasted during the FY21-22 Biennium.
· Lake Hills and Northwest Lake Sammamish Interceptor Upgrade--The current estimate at completion of $165.4M has increased by 39% from $119.3M forecasted during the FY21-22 Biennium.
· West Point Raw Sewage Pump Replacement-- The current estimate at completion of $216.3M increased by 23% from the $176M estimate from the FY21-22 biennium.

Staff analysis is continuing on this issue.
ISSUE 3 – SOUTH PLANT CO-DIGESTION

The proposed budget includes $2,021,000 for the scoping phase of a co-digestion project that would cooperate with the Solid Waste Division to provide for the anaerobic digestion of food wastes and wastewater solids, with costs allocated based on the benefit provided to each respective customer base.  The scoping effort would address planning and design of the project, to be located at South Treatment Plant in Renton.  

Council staff are seeking information on several issues related to this project, including how this proposal relates to a proposed $11.1 million appropriation in the Solid Waste Construction Capital Fund to site and build a structure to host a co-digestion pre-processing facility.
Staff analysis is ongoing on this issue.

ISSUE 4 –  INFILTRATION AND INFLOW INCENTIVE STRUCTURE

WTD builds projects to address flow capacity from local jurisdictions, paid for by sewer rates assessed system-wide. Since city and sewer district investments to control infiltration and inflow are not currently reflected in fees or charges tied to flow volumes, those jurisdictions may be discouraged from robust control efforts since they can rely on County expansion projects to convey the growing flows and pay the same rates as jurisdictions with more aggressive control efforts.  The absence of volume-based fees or charges may, therefore, disincentivize local investment in infiltration and inflow control. 

Staff analysis is ongoing on this issue.





