m KING COUNTY AUDITOR’S OFFICE

CAPITAL PROJECTS OVERSIGHT PROGRAM
King County

BRIGHTWATER PROJECT OVERSIGHT REPORT FOR QUARTERS
ENDING DECEMBER 31, 2009 AND MARCH 31, 2010

CURRENT RISK RATING @ cCorrective action is needed to address the
schedule delay, risk of increased cost, and other issues described below.
Four new recommendations are included.

PROJECT DESCRIPTION

The Brightwater wastewater treatment system is being constructed to meet the capacity needs outlined in
the Regional Wastewater Services Plan. The new treatment plant is designed to provide 36-million gallons
per day capacity with membrane bioreactor secondary treatment systems, Class B biosolids and reclaimed
water production. The conveyance system includes an influent pump station and 14 miles of large diameter
tunnel connecting the plant near SR522 and SR9 to a marine outfall. The Wastewater Treatment Division
(WTD) is the project manager. It is currently in the construction phase with multiple contracts using GC/CM,
Design-Bid-Build, Design-Build, and recently added Cost-Reimbursable Fixed-Fee delivery methods. The
combined quarterly report from R.W. Beck, the Oversight Monitoring Consultant (OMC) is attached.

PROJECT STATUS @ = No Current Concerns V= Attention Needed @@= Corrective Action Needed

@ Scope

The scope of the final project has not changed, but WTD plans to start up the treatment plant prior to
completion of the conveyance system to mitigate some of the risk of schedule delay. Plant commissioning
and operation decisions will be informed by an alternatives analysis of cost, schedule, and risk implications.

@ schedule
. Approved Current
PSS Schedule Forecast Tl
Treatment Plant substantial completion Jan. 2011 Feb. 2011 weather delays
Conveyance System commissioning start Jan. 2011 | June 29, 2012 | year and a half delay
Accept wastewater for treatment Mar. 2011 | Aug. 15, 2011 | without new conveyance system

\Y4 Budgetl: Cost updates show estimated costs at completion exceeding the baseline budget.

Pt Adopted 2004 Baseline | WTD 2010 Cost Update |OMC 2010 Estimate’|LTD Expenses| LTD %
3% Inflation | 5% Inflation Low * High Low High |Thru Mar 2010| Expended
Conveyance 1,021 1,106 932 963 919 951 708 76%
Treatment Plant 640 684 884 894 895 905 712 81%
Total $1,660 $1,790 $1,816 $1,857 | *$1,815 51,856 51,421 78%

L All costs are shown in $ millions. ? Assumes receipt of tax exemption. Used for Life to Date (LTD) % calculation.
% Does not include completion of BT-3 mining or other disputed costs. Not directly comparable to WTD cost update.

V Issues and Risks: Mitigation strategies are in place but may not be adequate to address the following:

e Completion of the BT-3 mining poses several technical challenges.

e Forecasts for cost and schedule for the completion of BT-3 mining have considerable uncertainty.

e Favorable resolution of the $41 million sales tax exemption and disputed costs of central tunnel delay is
needed to deliver Brightwater at the forecast cost of 1.4% above the highest baseline cost estimate.

For detailed information including recommendations, see the following report.

July 2, 2010 (*corrected total July 8, 2010)



King County Auditor’s Office — Cheryle Broom, County Auditor

The King County Auditor’s Office was created in 1969 by the King County Home Rule Charter as an independent
agency within the legislative branch of county government. Its mission is to promote and improve performance,

accountability and transparency in King County government through conducting objective and independent audits
and services.

Capital Projects Oversight Program — Tina Rogers, Manager

The Capital Projects Oversight Program (CPO) was established within the Auditor’s Office by the Metropolitan King
County Council through Ordinance 15652 in 2006. Its goal is to promote the delivery of capital projects in
accordance with the council approved scope, schedule, and budget and to provide timely and accurate capital
project reporting.

CPO oversight reports are available on the Auditor's Web site (www.kingcounty.gov/operations/auditor/reports)
under the year of publication. Copies of reports can also be requested by mail at 516 Third Avenue, Rm. W-1033,
Seattle, WA 98104, or by phone at 206-296-1655.

ALTERNATIVE FORMATS AVAILABLE UPON REQUEST
CONTACT 206-296-1655 OR TTY 206-296-1024



INTRODUCTION

Attached is the eleventh quarterly Brightwater Project Construction Phase Oversight Monitoring
Consultant Report prepared by R.W. Beck, the Oversight Monitoring Consultant (OMC), which is
prepared and issued under the council-mandated Capital Projects Oversight (CPO) Program in the King
County Auditor’s Office. This transmittal to the Metropolitan King County Council (council) Government
Accountability and Oversight Committee is to provide timely information on the status of the scope,
schedule, budget, and risk for the Brightwater project.

We continue to show the risk level for the Brightwater project as red, indicating that corrective action is
needed to address the schedule delay, risk of cost increases, and other issues on the project. Included
herein are four new recommendations which we offer to more fully address the issues on the project.

This report and the attached OMC report cover the fourth quarter of 2009 and the first quarter of 2010,
ending March 31. Where more current information is available, it has been included.

PROJECT STATUS UPDATE WITH RECOMMENDATIONS

Scope

The scope of the final project has not changed; however, as previously reported, WTD is planning to
startup the treatment plant in mid August 2011 prior to the completion of the conveyance system,
forecast to be completed in late June 2012. This is planned to mitigate risks and costs associated with
having the plant sit idle for such a long period of time before final testing and commissioning is
conducted. By starting up the treatment plant, as proposed, wastewater will leave the treatment plant
using portions of the existing conveyance system and will be treated again at either the south or west
point treatment plants. This increases some operation and capital costs.

WTD prepared an analysis of the costs and risks of several treatment plant commissioning alternatives,
as required by council proviso, to use as a basis for their decision-making. This analysis was prepared in
consultation with the OMC. The OMC reports that the analysis provides feasible alternatives and a
timeline and basis for future decisions regarding start up and commissioning. As recommended in this
proviso report' WTD must make some decisions, beginning in October. WTD will continue to assess the
alternatives as the schedule for completion of the conveyance system becomes more certain. We will
monitor and provide input as appropriate. The new OMC recommendation below addresses one of the
first implementation actions WTD will need to take.

If change orders related to the interval between treatment plant substantial completion and
commissioning are required, WTD should consider the effects of conveyance system schedule
uncertainty in its negotiations strategies.

Schedule

Although most of the Brightwater Program construction is proceeding well and the date for the hydraulic
completion of the treatment plant is just one month behind schedule, delays on the Central Tunnel
portion of the conveyance system have caused a significant delay in the completion date for the project.
This was caused by the slow progress of mining on BT-2 and BT-3 by the central tunnel contractor,
VPFK. In response to VPFK’s inability to present an acceptable plan for completion of the BT-3 work, the

! Commissioning Alternatives Brightwater Wastewater Treatment Plant, March 2010
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County Executive declared an emergency, waiving certain procurement requirements so that Brightwater
could be completed in a timely manner. This allowed WTD to proceed to contract with a different
contractor, JayDee Coluccio (JDC), who will use the tunnel boring machine (TBM) from the west tunnel
(BT-4) to complete the BT-3 mining. WTD based this decision on an assessment that JDC would be able
to complete BT-3 more quickly and at lower cost than VPFK. WTD also negotiated with VPFK to
complete BT-2 mining with incentives for meeting a mutually agreeable schedule, and resolved some
outstanding change orders, effectively reducing some of the county’s cost risk on the BT-2 portion of the
work. Mining of the BT-2 tunnel is now complete.

With these actions, the projected date for commissioning of the conveyance system to begin is in late
June 2012, a one and a half year delay from the approved schedule completion date shown on page one
of this report. The schedule delay has caused additional costs, many of which are in dispute as
described below. There are two outstanding past OMC recommendations that deserve WTD’s continued
consideration to manage the remaining schedule risks on the project. The OMC makes the new
recommendation below to address the need for WTD to effectively monitor and plan for schedule delays
beyond what was anticipated with the new JDC contract.

WTD should continue to assess JDC's progress refurbishing the TBM and mining progress (once
it resumes) and proactively develop contingency plans. Contingency plans should include
thresholds for taking action. WTD should also ensure that its ongoing BT-3C? completion
planning include the timing of remaining VPFK work, and define the responsibility for connection
between the tunneling segments completed by VPFK and JDC.

Budget

To date, the delays in mining of the central tunnel have resulted in $178 million in disputed costs on the
Brightwater Project. This includes the contract amount for completion of BT-3 mining by JDC, by cost
reimbursable, fixed fee contract. This type of contract provides less cost certainty than the other types of
contracts used on this project. The remaining mining for BT-3 is through some of the highest pressure
and most challenging soil conditions anticipated on the project, and using a different type of boring
machine poses different technical issues, all of this adding further uncertainty to the costs of this contract
work. Some of the disputed costs will increase cash flow demands on the project as the county has
already paid or undertaken a contractual obligation to pay. The county is taking legal action to recover
these costs from VPFK and their surety. The disputed costs also include claims by VPFK that the county
has rejected. The ultimate responsibility for and final tally of all disputed costs will not be known for some
time. WTD may need to request appropriation for additional expenditure authority at some future point,
that is beyond what was anticipated with the 2010 budget request and capital improvement program.
Attachment A summarizes the appropriations and expenditures on the project through March.?

WTD will conduct ongoing monitoring of the contract costs for the BT-3 completion to forecast whether
costs are likely to exceed the $68.9 million contract amount. BT-3C contract costs are one component of
the disputed costs; the ultimate responsibility for all disputed costs will likely be determined through legal
action. Only then will the total project cost and how it compares to the baseline cost estimate be known.
There are two outstanding past OMC recommendations that deserve continued consideration to manage

2 BT-3C refers to the new BT-3 mining contract with the JayDee/Coluccio joint venture.

* Additional expenditures in April and May total $62.7 million.
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these remaining risks on the project. In addition the OMC makes another new recommendation below for
additional risk management activities related to the new BT-3 completion contract.

WTD should ensure that proper and complete quality assurance/quality control efforts are
documented as part of the project’s review of Lovat's BT-3C TBM madification designs by staff
and/or consultants with TBM design expertise.

The updated Trend Report from WTD shows a forecast project cost at completion ranging from $1.816 to
$1.857 billion. This represents an increase in project costs of $16 million and continued uncertainty about
$41 million related to a potential sales tax exemption. OMC’s Trend Report review has a cost estimate in
a similar range but does not include the costs of completing the central tunnel and other disputed costs
on the project discussed above. Therefore, the two estimates are not directly comparable. The reasons
for the increase in WTD'’s cost estimate over the previous estimate are predominately non-construction
cost increases due to schedule revisions and longer project duration and a correction to include
previously omitted costs of some owner-furnished materials. The total project cost is now forecast to
exceed the baseline cost estimate’s high range (based on a 5% inflation rate) even with favorable
outcomes on the sales tax exemption and disputed costs. The OMC Trend Report review included an
assessment of the demand on contingency funds. They estimate that up to $25 million of the remaining
contingency could be unspent at the completion of the project.

To avoid spending the entire construction contingency and to keep the project cost as close to the
baseline estimate as possible, it will be important for WTD to continue to focus project management
attention to controlling all remaining project costs. There are two outstanding past OMC
recommendations that deserve WTD’s continued consideration to manage remaining cost risk. In
addition, the OMC makes a new recommendation below to address this area of concern.

WTD should dedicate sufficient resources to pursue all ways to manage other project issues that
could reduce costs compared with estimates, including: resolution of other outstanding change
orders and claims; avoiding delays on other contracts that influence cost, successful start up and
commissioning of the treatment plant; an assessment of whether any cost recovery opportunities
are available; completing mitigation project commitments; ramp down of project staff and
consultant work as construction contracts are closed out; and securing the M&E sales tax
exemption.

Issues and Risks

The issues and risks on the Brightwater project of greatest concern at this time are listed on the cover
page of this transmittal and discussed in greater detail in the attached OMC report. Concern over the
significant schedule delay and the potential cost impacts resulting from these risks remains. Oversight is
focused on these main risk areas.
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We are scheduled to give a presentation of this quarterly report to the Government Accountability and
Oversight Committee on July 6. Should you have questions or comments on the report, please contact
Tina Rogers, the Capital Projects Oversight Manager, or Cheryle Broom, County Auditor.

DISTRIBUTION

Government Accountability and Oversight Committee

cc: Metropolitan King County Councilmembers

Dow Constantine, County Executive

Dan Satterberg, Prosecuting Attorney

Fred Jarrett, Deputy County Executive

Rhonda Berry, Assistant County Executive

Bob Burns, Interim Director, Department of Natural Resources and Parks (DNRP)

Christie True, Division Director, Wastewater Treatment Division, DNRP

Dwight Dively, Director, Office of Management and Budget

Tom Jacobs, Senior Management Consultant, R.W. Beck, Inc.

Tom Bristow, Chief of Staff, King County Council

Marilyn Cope, Principal Legislative Analyst, King County Council, Government Accountability and
Oversight Committee

Mark Melroy, Senior Principal Legislative Analyst, King County Council, Budget and Fiscal
Management Committee

Beth Mountsier, Senior Principal Legislative Analyst, King County Council, Regional Water
Quality Committee

Clifton Curry, Senior Principal Legislative Analyst, King County Council

ATTACHMENTS

Attachment A - Brightwater Budget Summary through March 2010

Brightwater Project Construction Phase Oversight Monitoring Consultant Report — Combined Quarterly
Reports for Quarters Ending December 31, 2009 and March 31, 2010, R.W. Beck

King County Auditor’s Office
Brightwater Project Oversight Report
July 2, 2010 Page 4 of 4



ATTACHMENT A

BRIGHTWATER BUDGET SUMMARY THROUGH MARCH 2010

APPROPRIATION / EXPENDITURE HISTORY

Expenditures*

- Cumulative
Year Appropriation Conveyance Treatment
Total Balance
System Plant
1998 195,842 122,611 73,231 195,842 -
1999 1,521,938 996,094 525,844 1,521,938 -
2000 3,672,816 1,657,382 2,015,434 3,672,816 -
2001 8,422,017 2,739,756 5,440,754 8,180,510 241,507
2002 38,266,455 1,762,691 9,674,916 11,437,608 27,070,354
2003 80,834,249 15,928,950 46,818,655 62,747,605 45,156,998
2004 178,569,564 40,922,914 33,118,446 74,041,360 149,685,202
2005 432,633,315 36,971,596 63,257,313 100,228,909 482,089,608
2006 298,704,845 74,651,114 94,683,302 169,334,416 611,460,037
2007 528,410,201 153,321,358 62,339,610 215,660,969 924,209,269
2008 117,988,737 204,232,705 165,534,653 369,767,358 672,430,648
2009 70,669,725 158,880,957 201,690,664 360,571,621 382,528,752
2010** 28,044,005 19,490,310 27,416,054 46,906,364 363,666,393

Life-To-Date | $1,787,933,709 | $711,678,438 $712,588,877 $1,424,267,316 | $363,666,393

CIp***

2011-2015 12,404,830

Appropriations

to date plus $1,800,338,539

CIp

*Includes Expenditures per IBIS Accounting System for project numbers 423457, 423484, and 423575
** 2010 shows year to date expenditures through March
*** CIP is Capital Improvement Program submitted with the executive’s 2010 capital budget request
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This report has been prepared for the use of the client for the specific purposes identified in the
report. The conclusions, observations and recommendations contained herein attributed to
R. W. Beck, Inc. (R.W. Beck) constitute the opinions of R. W.Beck. To the extent that
statements, information and opinions provided by the client or others have been used in the
preparation of this report, R. W. Beck has relied upon the same to be accurate, and for which no
assurances are intended and no representations or warranties are made. R. W. Beck makes no
certification and gives no assurances except as explicitly set forth in this report.

Copyright 2010, R. W. Beck, Inc.
All rights reserved.




Brightwater Project Construction Phase
Oversight Monitoring Consultant Report

Combined Quarterly Reports for Quarters Ending
December 31, 2009 and March 31, 2010

Table of Contents

EXECUTIVE SUMMATY ....ooviiiiicieee ettt ste et re e aneenne s ES-1
[V 010 [T T USRS ES-1
(G0 ] TS U RO PP UPRPRN ES-1
Conclusions and Follow-up on Previous OMC
RECOMMENAALIONS. ......iiiiiiieieee e ES-2
Oversight Monitoring Consultant REPOIT ..........cccoiiiiiiiiiinie e 1
a1 oo [0Tod o] o IR PR 1
e 0] [T B (00 =SS 1
Conveyance CONSLIUCTION ......c.eeviiieiieie et 1
Treatment Plant CONSIIUCTION .........covviriinieiese e 4
SEArtuP PIANNING . ....oiiiiiie e 6
ANAlYSIS AN FINAINGS ...ovvveieiiccececeese e 7
Special TOPIC DISCUSSION ......cveiueiiiieiiieiesiee et 7
L0 PP R P PRI 11
SCREAUIE ... 14
MaJOF RISK ISSUBS.....cveeuieiiieiieeieciiesie e e stee e te s et eae et sre e e sneenns 15
Progress on Previous OMC RecommendationsS..........ccccccveviveevieevneesveennnn. 16
Conclusions and New OMC Recommendations............ccocevervrenierenninnne. 19
List of Tables
Table ES-1: Estimated Project Costs (nominal $million)...........cccccevevvviiiiiiininnnns ES-1
Table 1: Summary of Marine Outfall Activities Since January 1, 2010............ccccveneene 1
Table 2: Summary of JCT Contract Activities Since January 1, 2010 ..........ccccceveennee 2
Table 3: Summary of West Tunnel and BT-3C Activities Since
JANUAIY 1, 2000 ..t 2
Table 4: Central Tunnel Activities Since January 1, 2010........cccceoeiiieneneninenininnns 3
Table 5: East Tunnel Activities Since January 1, 2010 ........cccccoevevievieiesiiese e 3
Table 6: Influent Pump Station Activities Since January 1, 2010 .........ccccocevvniiinnnnns 4
Table 7: Liquids Contract Activities Since January 1, 2010........c.cccccevveveiiieieeriesiennnnn 5
Table 8: Solids/Odor Control Contract Activities Since January 1, 2010 ...........c.co..... 6
Table 9: BT-3C Contract Milestones and INCENLIVES...........ccuuviirieienene e 8
Table 10: Key BT-3C CONStruCtion EVENTS .........coeriiiiiiiiiiisisieiee e 9
Table 11: Estimated Project Costs (nominal $million) ..........c.ccocvviviieiiiieniiiiniennn, 12

Oversight Monitoring Consultant Report
Final Report as of July 2, 2010 iii



TABLE OF CONTENTS

Table 12: Construction Progress and Change Order Summary by Contract............... 13
Table 13: Progress on Previous OMC Recommendations............ccccvervevvereereeseennenn, 17

iv R.W. Beck Final Quarterly Report 070210.docx  7/2/10



Executive Summary

This Executive Summary presents highlights of the Oversight Monitoring
Consultant’s (OMC’s) quarterly briefing on the Brightwater Project. This report
covers the combined quarters ending December 31, 2009 and March 31, 2010, and is
supplemented by more recent information where available.

Key Findings

Cost

Under separate cover, OMC has reviewed the Wastewater Treatment Division (WTD)
2010 Trend Report® Estimate and prepared its estimate of revised project costs.

The updated OMC estimate below shows the non-disputed portion of Brightwater
costs as a range from $1,815 to $1,856 million, with the range reflecting uncertainty in
recovery of the Machinery & Equipment (M&E) sales tax exemption.

Table ES-1: Estimated Project Costs (nominal $million)

WTD Baseline
Budget WTD 2009 WTD 2010 OMC 2009 OMC 2010
Project Component 3% Infl. - 5% Infl Trend Report Trend Report Estimate Estimate
Conveyance $1,020.6 - $1,105.5 $921.2 - $952.9 $931.6 - $963.3 $929.2 - $966.9 $919.3 - $951.1
Treatment Plant $639.6 - $684.4 $878.6 - $887.9 $884.2 - $893.5 $892.2 - $907.5 $895.2 - $904.5
Subtotal $1,660.2 - $1,789.9 | $1,799.8-$1,840.8 $1,815.8 - $1,856.8 |$1,821.4 - $1,874.4 $1,814.6 - $1,855.6

The OMC recognizes there are a number of issues in

1

dispute related to slower than planned BT-2 and BT-3 | This OMC 2010 Estimate Includes

mining which could impact the ultimate cost of | Non-Disputed Costs Only

|

completion. Known disputed costs are approximately
$178 million, and OMC estimates that this could increase to over $200 million by the
end of the project. Known disputed costs include requested change orders (RCOs) and
claims on BT-2 and BT-3, certain other change orders on other contracts resulting
from BT-2 and BT-3 mining delays, the estimated cost to complete the BT-3 mining,
certain non-construction costs, and sales tax. The ultimate outcome and the cost
implications of these disputed issues remain uncertain at this time.

! Brightwater Cost Update, Current Conditions and Trends, January 2010
2 Oversight Monitoring Consultant Report - Review of Brightwater Cost Update, Current Conditions and Trends,
January 2010
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FINAL REPORT

Schedule

WTD continues to project that wastewater treatment will begin August 2011, with
discharge of treated effluent to the existing collection system. The Treatment Plant
substantial completion date has not substantively changed over the past year.

The conveyance schedule continues to be uncertain. WTD’s baseline schedule for
BT-3C* mining assumes TBM modifications continuing through September 2010 and
mining completion in September 2011. The remaining critical path items for
discharge of Brightwater effluent through the marine outfall are the completion of BT-
4 tunnel lining and construction of the effluent sampling station.

Risks

OMC believes that the biggest risks to cost and schedule are:

= Factors related to project costs that are listed in the OMC 2010 Trend Report
Review and described in the main body of this Quarterly Report.

= Uncertainty over the rate at which the JayDee/Coluccio (JDC) tunnel boring
machine (TBM) can complete the remaining BT-3 mining.

Conclusions and Follow-up on Previous OMC
Recommendations

Conclusions

Many Project Components Continue To Go Well

The treatment plant and startup schedules have not significantly changed in the past
year. The IPS schedule has not changed since it was revised after incorporating the
redesigned Influent Structure.

Construction on the liquids and solids phases has remained on schedule for
August 2011 startup of the treatment plant with discharge to the existing King County
conveyance system and subsequent treatment at the West Point and/or South
wastewater treatment plants.

Anticipated treatment plant end-of-job change orders continue to be within reasonable
industry levels.

East Tunnel construction is nearing substantial completion. West Tunnel mining has
gone well and mining production was faster than anticipated. BT-2 mining was
completed on June 22, 2010, ahead of the schedule anticipated at the resumption of
mining in February 2010.

® BT-3C refers to the completion of the BT-3 tunnel by the JayDee/Coluccio joint venture.
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EXECUTIVE SUMMARY

Follow-Up to Previous Recommendations

OMC has made several recommendations in previous OMC Quarterly Reports and as
part of a presentation to the Government Accountability and Oversight (GAO)
Committee in April 2010. These recommendations and follow-up actions for these
recommendations are discussed in the main body of the report. WTD has been
cooperative in responding to OMC information requests and many questions from the
OMC and King County Auditor’s Office have been answered satisfactorily.
Outstanding items remain, including:

= OMC does not feel that WTD’s construction and project contingencies in the
2010 Trend Report appropriately reflect the remaining project risks nor were
they assessed with adequate rigor.

= OMC continues to believe that WTD should make additional strategic
investments to address cost and schedule risks.

New Recommendations

New OMC recommendations are shown below and are based on the factors described
in the main body of the report related to risk and project cost.

1. WTD should ensure that proper and complete quality assurance/quality control
efforts are documented as part of the project’s review of Lovat’s BT-3C TBM
modification designs by staff and/or consultants with TBM design expertise.

2. WTD should continue to assess JDC’s progress refurbishing the TBM and mining
progress (once it resumes) and proactively develop contingency plans.
Contingency plans should include thresholds for taking action. WTD should also
ensure that its ongoing BT-3C completion planning include timing of remaining
VPFK work, and define the responsibility for connection between the tunneling
segments completed by VPFK and JDC.

3. If change orders related to the interval between treatment plant substantial
completion and commissioning are required, WTD should consider the effects of
conveyance system schedule uncertainty in its negotiation strategies.

4. WTD should dedicate sufficient resources to pursue all ways to manage other
project issues that could reduce costs compared with estimates, including:
resolution of other outstanding change orders and claims; avoiding delays on other
contracts that influence cost, successful start up and commissioning of the
treatment plant; an assessment of whether any cost recovery opportunities are
available; completing mitigation project commitments; ramp down of project staff
and consultant work as construction contracts are closed out; and securing the
M&E sales tax exemption.

Oversight Monitoring Consultant Report
Final Report as of July 2, 2010 ES-3



Oversight Monitoring Consultant Report

Introduction

This report is a briefing on the Brightwater Project provided by the Brightwater
Oversight Monitoring Consultant (OMC), working as part of the King County
Auditor’s Office Capital Project Oversight program. This report is based on the most
current information available through the Wastewater Treatment Division’s March
2010 Monthly Project Report, supplemented by more current information when
available, including: construction cost information through May 31, 2010; tunnel
mining progress through early June, 2010; and; and certain other cost, schedule, and
construction progress data through early June 2010 that was obtained from meetings
with WTD staff.

The OMC'’s previous Quarterly Report was dated January 26, 2010, and covered the
period through September 30, 2009. This Quarterly Reports for the quarters ending
December 31, 2009 and March 31, 2010 are combined in this report.

Project Progress

The following tables illustrate construction activity for the various major construction
contracts. They are not intended to be an exhaustive list of construction activity, but
instead are intended to illustrate the many types of construction activities that are
ongoing.

Conveyance Construction

Marine Outfall
Marine Outfall activities since January 1, 2010 are shown in Table 1.

Table 1: Summary of Marine Outfall Activities Since January 1, 2010

Month Partial List of Construction Activity

January Continued review of as-builts and O&M manuals. Began to develop the RFP for final
outfall survey and diffuser port uncapping.

February Final payment to Triton was processed. Finished review of as-builts and O&M
manuals. Continued to develop the RFP for final outfall survey and diffuser port
uncapping.

March and April Revisions to as-builts and O&M manuals underway based on WTD review. Continued
to develop RFP. Final closeout paperwork for the Marine Outfall Contract underway.

May Hard copy of the as-builts and O&M manuals received; final Contractor progress

payment has been processed.

Oversight Monitoring Consultant Report
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FINAL REPORT

JCT Contract (West Tunnel and Preparation for BT-3C Contract)

Construction activities completed by JCT are shown in Table 2, which includes West
Tunnel construction activities to date, and preparatory work at the Ballinger Way
Portal for the BT-3C contract. Table 2 does not include any BT-3C or West Tunnel
work that will be completed by JDC*. The “Construction Percent Complete” in
Table 2 are based on executed change orders as of April 30, 2010.

Table 2: Summary of JCT Contract Activities Since January 1, 2010

Month Partial List of Construction Activity Construction Percent Complete (1)
January Mined 1,385 feet. 98 percent of West Tunnel 91%
mining complete by end of January.
February Mined 170 feet; suspended mining for evaluation of 91%
BT-3. No additional mining.
March Work by JCT shifted to BT-3C activities. 91%
April Executed Change Order 14, for construction 92%

activities to be completed by JCT in anticipation of
the BT-3C contract, including installation of ground
freezing system on east side of Ballinger Way
shaft. Executed Change Order 15 to delete
remaining West Tunnel work from JCT contract, for
future completion by JDC. Certificate of substantial
completion issued April 5.

May Close-out activities on BT-4 continued. 95%

(1) Measured by milestone-based payments to contractors at the end of the month. Percentages based on all work
performed by JCT, including all executed change orders related to West Tunnel construction. Excludes value of
remaining West Tunnel construction to be completed by JDC. Includes BT-3C work completed by JTC.

BT-3C (JDC Contract)

BT-3C contract activities are summarized in Table 3, starting when the BT-3C
contract was executed. Additional aspects of the BT-3C contract are described later in
this report.

Table 3: Summary of West Tunnel and BT-3C Activities Since January 1, 2010

Month Partial List of Construction Activity Construction Percent Complete (1)

April Contract executed. Design of TBM modification 13% of the contract amount has been
continued. JDC submitted pay request for lump invoiced.
sum materials.

May Continued design of TBM modifications, 16% of the contract amount has been
preparation for TBM repairs, ground freezing at invoiced.

Ballinger Way portal.

(1) Measured by amount invoiced compared with the initial cost-loaded schedule provided by JDC that reflects September 2011
mining completion and that excludes incentive payments.

* JCT refers to the joint venture of JayDee, Coluccio, and Taisei that was awarded the West Tunnel
contract. The BT-3C contract was awarded to the joint venture of JayDee and Coluccio (JDC). The
remaining West Tunnel construction items have been removed from the JCT contract via change order
and are expected to be completed by JDC.
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Central Tunnel
Central Tunnel construction activities since January 1, 2010 are shown in Table 4.

Table 4: Central Tunnel Activities Since January 1, 2010

Construction Percent

Month BT-2 (Partial List) BT-3 (Partial List) Complete (1)
January Continued cutterhead repairs. Mined 50 feet. Awaiting 76%
rim bar repairs.
February Rim bar repair completed; mined Reached 534 Ave Safe 7%
370 feet. 69% of BT-2 mined by end Haven. Mined 115 feet;
of February. 50% of BT-3 mined.

Repairs on hold due to
BT-3C evaluation by

WTD.
March Mined 705 feet. 75% of BT-2 mined TBM  on  standby, 78%
by end of March. awaiting BT-3C
evaluation by WTD.
April Mined 995 feet. 83% of BT-2 mined TBM on standby. 79%

by end of April. TBM reached Safe
Haven 3 on April 21.

May Mined 1985 feet. 1-405 and North TBM on standby. 81%
Creek crossings complete. BT-2
mining complete June 22, 2010.
(1) Relates to VPFK's entire Central Tunnel construction contract. Measured by milestone-based payments to contractors at the
end of the month. Excludes payment considerations related to conditional change order (further discussion of the
conditional change order later in this report).

East Tunnel
East Tunnel construction activities since January 1, 2010 are shown in Table 5.

Table 5: East Tunnel Activities Since January 1, 2010

Construction Percent

Month Partial List of Construction Activity Complete (1)

January Grout installation continued, 33% complete. 48- and 66-inch 94%
pipes backfilled with CDF.

February Grout installation continued, 50% complete. 95%

March Grout installation continued, 73% complete. 97%

April Grout installation continued, 90% complete. 97%

May Completed grouting. Completed inspection of 48-inch pipe. 98%

Began backfill and landscaping. Began welding of grout
holes inside pipes. WTD expects substantial completion in
July 2010.

(1) Measured by milestone-based payments to contractors at the end of the month.

Oversight Monitoring Consultant Report
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Influent Pump Station

Influent Pump Station construction activities since January 1, 2010 are shown in

Table 6.

Table 6: Influent Pump Station Activities Since January 1, 2010

Month

Partial List of Construction Activity

Construction Percent
Complete (1)

January

February

March

April

May

Continued placing reinforcing steel for TBM removal chamber.
Completed wall and column installation between elevations 85
and 109.

Completed installation of auger cast piles for Art Tower
Foundation. Began painting Lower Pump Room deck, began
wall and column construction at elevation 109.

Completed wall and column construction between elevations
109 and 132. Continued construction of Influent Structure and
Generator Building exterior walls. Began installation of the Foul
Air Exhaust line.

Completed slab placement for first floor deck. Continued
construction of Generator Building exterior walls and Influent
Structure. Began construction of walls and columns between
first and second floors, as well as HVAC ductwork.

Continued concrete placement. Factory testing of IPS pumps.

27%

29%

31%

33%

40%

(1) Measured by milestone-based payments to contractors at the end of the month.

In 2009 WTD asked the IPS contractor to prepare a change order related to the revised

Influent Structure (IS) design.

In October 2009 WTD authorized $1.5 million for

initial work. As of May 31, 2010, WTD has agreed to and executed an additional
$4.225 million change order.

Treatment Plant Construction

Liquids
A partial list of liquids construction activities since January 1, 2010 is shown in
Table 7.
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Table 7: Liquids Contract Activities Since January 1, 2010

Month

Partial List of Construction Activity

Construction Percent
Complete (1)

January

February

March

April

May

Completed concrete structure work. Continued mechanical,
electrical, architectural finish work. Last tower crane removed
from site.

Completed installation of Membrane building roof, roof framing
on Environmental Education Wing of the Environmental
Education and Community Center (EECC).  Continued
mechanical, electrical, architectural finish work.  Continued
installation of sludge collection, skimmers and launders in the
Primary Clarifiers. Began roof framing on Community Center
wing of EECC building.

Installed overhead bridge cranes in Membrane building,
completed epoxy coatings in membrane tanks. Mechanical and
electrical work nearing completion. Continued architectural finish
work.

Transitioning to start-up and testing phase. Completed incoming
power distribution system for Aeration and functional start-up
checks. Continued framing and roofing of EECC building.
Continued finish grading on north end of site.

Continued equipment installation, mechanical, and electrical
installation.

74%

7%

79%

80%

81%

(1) Measured by milestone-based payments to contractors at the end of the month.

Solids

A partial list of Solids/Odor Control construction activities since January 1, 2010 is

shown in Table 8.
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Table 8: Solids/Odor Control Contract Activities Since January 1, 2010

Month

Partial List of Construction Activity

Construction Percent
Complete (1)

January

February

March

April

May

Installed duct and HVAC equipment, process pipe in Solids Building
between elevations 284 and 300, completed installation of precast
panels, Continued piping work, structural and mechanical work on
Digesters 1, 2, and 3. Began installation of CMU walls in Digester
Building.

Completed installation of duct and HVAC equipment in Solids
Building between elevations 301 and 320, metal deck pours,
fireproofing of electrical room. Continued installation of doors and
windows in Solids Building, structural and mechanical work on the
Digesters and Energy Building. Began installation of acoustical
enclosures in Primaries Odor Control Facility.

Installed scrubbers and exhaust stack support towers in Solids
Odor Control Facility. Continued roofing, framing and painting in
the Solids Building, piping and electrical work in the Digester,
Energy and Headworks Buildings.

Completed last structural concrete in Digester Facility, HDPE liner
in Sludge Storage Tank. Continued architectural, mechanical and
electrical work in Solids Building and Digester Facility. Continued
electrical and gas work in Energy Building.

All major equipment and piping has been installed in Digester
Building and Gallery. Work on structural steel painting and external
finishing continues. Scrubber installation completed in Solids Odor
Control Facility. Work on electrical systems and start-up activities
planning continues.

65%

69%

73%

76%

83%

(1) Measured by milestone-based payments to contractors at the end of the month.

Startup Planning
WTD reports the following status of treatment plant startup planning activities:

= A report evaluating startup alternatives was delivered to Council in April. This
is discussed later in this report.

= Component test plans are largely received from contractors and approved by
WTD and component testing is scheduled to begin in September 2010.

= System test plans are being received from contractors.

= WTD is negotiating an agreement with Emerson to provide startup services.
These services were originally planned to occur via contracts between Emerson
and the construction contractors. WTD has decided to contract directly with
Emerson for these services.

OMC remains of the opinion that WTD’s startup planning activities are proactive and
continue to progress well.

Oversight Monitoring Consultant Report
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Analysis and Findings

Special Topic Discussion

Introduction

Past OMC Quarterly Reports have contained sequential discussions of cost, schedule,
and risk considerations. These discussions are included later in this report. This
Special Topic Discussion section contains an update on some project issues that
cannot easily be characterized as related to a single cost, schedule, or risk category.
Further, the issues described in this Special Topic Discussion section significantly
influence the discussions of cost, schedule, and risk.

JDC Contract Update

On April 12, 2010, WTD and the JayDee/Coluccio Joint Venture (JDC) signed a
contract for JDC’s completion of the BT-3 mining (BT-3C Contract, where the C
denotes completion).

Much of the contract information has been summarized by WTD in previous
presentations to Council, and that summary is not repeated in this Quarterly Report.
Figure 1 shows the estimated cost of the various components of the BT-3C project,
based on the terms of the contract and the schedule projection that forms the basis for
contract milestones and incentives.

20 percent of the estimated cost is fixed, consisting of the fixed fee and the lump sum
portion of equipment costs. The remaining 80 percent of the cost is reimbursable, for
items such as tunnel lining segment production, TBM reconfiguration, and mining.
The site office overhead is calculated as a percentage of other reimbursable items.

20% - Fixed Costs

$2.0M - Demobilization &  54.5M - Fixed Fees
Cleanup 58.8M - Equipment

$20.9M - Mining
& Inspection

$9.6M - Site
Office Overhead

S0.8M - Site Prep
& Geotechnical

$7.4M - TBM $10.0M - Segment
Reconfiguration Production

80% - Reimbursable Costs

Note: Excludes $3.8M in incentives.

$4.9M - Equipment

Notes: Total contract amount of $68.9 million based on contract terms and schedule upon which incentives were developed.
Compiled by OMC from data in BT-3C Cost Loaded Schedule Dated March 26, 2010

Figure 1: Summary of BT-3C Contract
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Figure 1 does not include up to $3.8 million in potential incentives described below,
sales tax, or remaining West Tunnel construction activities to be completed by JDC.
Incentives, if earned, will result in an increase in the contract amount via a change
order.

Areas of OMC monitoring and follow-up related to the BT-3C contract are as follows:

Monthly reporting. As required per Council Motion 13188, Section C (6), WTD is
providing monthly project reporting.  The initial report was submitted on
April 15, 2010 covering March 2010 activity. The May 14, 2010, report was limited
to the lump sum payment for equipment in April 2010. The June 15, 2010 report was
the first to include reimbursable items. OMC will continue to monitor these monthly
reports.

Payment requests. OMC has not yet seen the agreed-upon payment request form that
JDC will use when requesting payment for reimbursable costs. This payment request
form is still under development and OMC expects to receive it when it is available.
To aide in its review of payment requests, WTD has hired advisors who reviewed
similar pay requests for a recent City of Portland tunneling project with a cost-
reimbursable fixed fee contract format.

Construction progress monitoring.  Currently, the TBM repairs are under way.
Contract milestones and incentives are described in Table 9. Table 10 lists key
construction events, the schedule date in JDC’s cost loaded schedule dated March
26, 2010, and updated schedule information if available.

Table 9: BT-3C Contract Milestones and Incentives

Milestone or Key Event Contract Milestone Date Incentive
Contract Milestone 1. Start of Production  September 30, 2010 $500,000 plus $15,000
Mining East of the Ballinger Way Portal for each day of early

completion.
Contract Milestone 2: Completion of BT-3 342 days after Milestone 1. If Milestone 1 is  $1,000,000 plus
Mining. reached on September 30, 2010, Milestone 2  $20,000 for each day of
would be reached on September 7, 2011. early completion.

Substantial Completion (Target Completion) 434 days after Milestone 1. If Milestone 1 is  $500,000 plus $15,000
reached on September 30, 2010, Target for each day of early
Completion Date would be reached on completion
December 9, 2011.

Safety Incentive: Contractor  Safety Incentive is not schedule-based Up to $200,000, based
Incentive Program on a Project Incidence
Rate calculation
specified in the contract
Safety Incentive: Employee Safety Incentive is not schedule-based Up to $100,000, based
Incentive Program on guidelines specified

in the contract. Paid by
WTD as a reimbursable
cost.
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8 Final Report as of July 2, 2010



OVERSIGHT MONITORING CONSULTANT REPORT

Table 10: Key BT-3C Construction Events

Cost-Loaded JDC Updated Schedule, If
Milestone or Key Event Schedule, March 2010 Available Notes
TBM hole out at Ballinger Way July 6, 2010 Late June 2010 1
Portal
Contract Milestone 1. Start of September 30, 2010 No change from March
Production Mining East of The 2010 JDC Schedule
Ballinger Way Portal
TBM Mining In Areas with Highest  Not specifically stated May 2011 — July 2011 2
Hydrostatic Pressure
TBM Mining Where Inspection  Not specifically stated May 2011 - July 2011 3
Stops are Not Allowed
Contract Milestone 2: Completion ~ September 6, 2011 No change from March
of BT-3 Mining. 2010 JDC Schedule
Substantial Completion December 7, 2011 No change from March
2010 JDC Schedule

Notes:

(1) Updated schedule source: WTD. Screw conveyor modifications were initially planned to be completed before mining into
the Ballinger Way Portal, so that they could be tested during the remaining 150 LF of BT-4 mining. Because of the conveyor
fabrication schedule, the modifications will be made at the portal to better align with the overall BT-3C schedule.

(2) Updated schedule source: OMC estimate based on contract documents and JDC’s March 2010 cost-loaded schedule. Per
the contract documents, inspection stops are not allowed between Stations 795+00 and 805+00.

(3) Updated schedule source: OMC estimate based on contract documents and JDC's March 2010 cost-loaded schedule .
Based on hydrostatic pressure documentation in the Geotechnical Baseline Report, the areas of highest hydrostatic head are
expected between Stations 790+00 and 808+00. It is assumed by OMC that this corresponds to the areas of highest TBM
face pressure and the areas where the TBM face pressure is most likely to exceed 7 bar.

At this point, OMC has no evidence that BT-3C progress is deviating from milestones
dates and have not changed from the baseline schedule.

Staffing plan. WTD has provided an organizational chart for the construction
management of the BT-3C project. WTD reports that the WTD Director and the
Brightwater Project Manager ensure that adequate resources are available to manage
the project. Specifically WTD Management matches the body of work to the number
of positions and expertise required to complete it. Specific consultant expertise
supplements existing staff to ensure qualified individuals are meeting project needs.
Additionally, hours worked by staff are continually monitored to ensure workloads
and overtime hours are controlled.

OMC continues to question whether existing staff have sufficient availability to
manage this contract and retain other project responsibilities, and still believes WTD
should make additional strategic investments to address cost and schedule risks.

Independent Audits of Pay Requests. WTD is hiring an independent consultant to
audit JDC’s payment requests and WTD’s payments to JDC. WTD is currently
awaiting responses to its RFP for this consultant. OMC applauds WTD for this action
and encourages proactive use of this function, to identify issues early and correct
billing practices (if required) for the remainder of the contract.

Decision Making Protocols. OMC has reviewed WTD management of the BT-3C
contract via meetings with WTD and documents received from WTD. WTD has
procedures in place to require Division Director approval of all items that would result
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in a cost increase above the contracted amount, or changes to contract milestones.
There are a number of formal and informal methods of communication of project
issues from WTD’s Project Manager to the Brightwater Program Manager and the
Division Director.

Disputed Costs

Disputed costs are those related to the slower than planned BT-2 and BT-3 mining
progress where ultimate payment responsibility has not yet been determined. The
disputed costs we have identified are only those for which documentation has been
provided by contractor requests. If there are other potential costs yet to be requested,
we have not seen nor included those in this discussion. OMC’s review of the 2010
Trend Report describes these costs in more detail.

OMC’s current estimate of known disputed costs is $178.1 million, which includes:
the sum of certain existing requested change orders and claims on BT-2 and BT-3,
WTD’s estimate of the cost to complete the BT-3 mining, and contingencies related to
completion of the remaining BT-3 work estimated by OMC The estimate does not
include an anticipated change order with VPFK for work resulting from the BT-3C
contract, including construction of the connection point between the two BT-3 TBMs
and removal of VPFK’s TBM, and it does not include up to $3.8 million in BT-3C
incentives payments. OMC’s estimate of known disputed costs also does not include:
(a) a reasonable construction contingency based on construction risks and the cost-
reimbursable fixed-fee contract type, (b) a project contingency based on construction
risks for any additional non-construction costs such as engineering and construction
management, or (c) other future construction costs such as the cost of removing
VPFK’s TBM from within the tunnel or the cost of the connection between the tunnel
segments mined by JDC and VPFK. For these reasons, OMC believes that the amount
of disputed costs could increase to over $200 million.

OMC is not assessing the County’s potential for success on the disputed issues as that
opinion would require an assessment of legal issues. The County is represented by the
Prosecutor’s Office and its outside counsel, Stoel Rives, on the contract administration
items that have become legal matters.

There is likely to be uncertainty over these costs for some time. Certainty will only
come after completion of BT-3 mining (anticipated by WTD to occur in late 2011) and
resolution of disputes related to BT-2 and BT-3 mining. The County has initiated a
lawsuit against VPFK and its surety Travelers concerning the costs of the BT-3C
contract and related impact costs and a trial date is currently set for October 2011.

Budget Proviso Follow-up

Since January 2010, OMC has worked collaboratively with WTD in its assessment of
startup alternatives given (1) substantial completion of the treatment plant, IPS, and
remaining conveyance system are all anticipated at different dates, and (2) WTD’s
current plan is to start up the treatment plant and discharge into the existing collection
system until the Brightwater conveyance system is completed. OMC helped WTD
frame the technical analysis, reviewed results, and provided input to the budget
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proviso report® preparation. The Proviso report was accepted by King County Council
motion 2010-0275 at its June 28, 2010 meeting.

The budget proviso report contains month-by-month projections of related capital and
operating expenses associated with four startup scenarios. The four scenarios describe
options for the date of treatment plant testing and startup, and each scenario also is
analyzed according to early completion, baseline schedule, and late completion
schedule assumptions.

OMC feels the budget proviso report is best understood as a series of future decision
points. Key decisions include whether to use existing contractors for startup services
and whether to put the plant in standby mode during the interval between startup and
initiation of wastewater discharge through the Brightwater conveyance system. OMC
feels it is appropriate to use existing contractors for startup services to best preserve
equipment warranties and to retain leverage over the existing contractors who built the
treatment plant. OMC does not have yet have an opinion on whether to put the plant
in standby mode — this decision depends on the conveyance construction schedule.

These decision points are not imminent — the first is expected to be in October 2010.
At that time, WTD needs to begin negotiating a change order with existing treatment
plant contractors to address the interval between treatment plant substantial
completion and the initiation of clean water testing. Currently, this interval is
expected to be 2.5 months. OMC recommends that when WTD negotiates these
change orders, that it consider the effects of commissioning schedule uncertainty in its
negotiation strategies.

M&E Tax Exemption Status

As described in previous OMC Trend Report reviews, WTD is seeking an M&E sales
tax exemption related to the production of reclaimed water and biosolids. In its 2009
and 2010 Trend Reports, WTD is assuming the total potential tax exemption to be
approximately $41 million. The uncertainty over the availability of all or a portion of
this tax exemption is part of the range in the revised OMC cost estimate. Resolution
of this issue is not expected until mid-2011 at the earliest. By the time this issue is
resolved, WTD will have already paid the sales tax, and would seek recovery of its
costs.

Cost

Revised OMC Estimate

In April 2010, WTD published its 2010 Trend Report. OMC published its 2010 Trend
Report Review on June 8, 2010 which contains a revised OMC estimate of
Brightwater Project Cost. Table 11 summarizes the revised OMC cost estimate.

SCommissioning Alternatives — Brightwater Wastewater Treatment Plant, March 2010
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Table 11: Estimated Project Costs (nominal $million)

WTD Baseline
Budget WTD 2009 WTD 2010 OMC 2009 OMC 2010
Project Component 3% Infl. - 5% Infl Trend Report Trend Report Estimate Estimate
Conveyance $1,020.6 - $1,105.5 $921.2 - $952.9 $931.6-$963.3|  $929.2 - $966.9 $919.3 - $951.1
Treatment Plant $639.6 - $684.4 $878.6 - $887.9 $884.2 - $893.5 $892.2 - $907.5 $895.2 - $904.5
Subtotal $1,660.2-$1,789.9 | $1,799.8-$1,840.8 $1,815.8-%$1,856.8 |$1,821.4-$1,874.4 $1,814.6-$1,855.6

1

This OMC 2010 Estimate Includes

[ Non-Disputed Costs Only

|

Because the OMC 2010 Estimate does not include disputed costs, comparisons with
the WTD 2010 Trend Report estimate and the 2009 OMC Estimate are difficult.
Factors that will decrease the project cost are listed below and discussed in more detail
in the main body of the report. The converse of these factors will alternately increase
the project costs.

= Greater success in recovering and/or not being required to pay potentially
disputed costs

= Ability to secure the full amount of the M&E sales tax exemption

= Successful completion of the remaining BT-3 mining at a cost less than
estimated by WTD

= Ability to manage other project issues resulting in lower costs than estimated
including: resolution of other existing change orders and claims; avoiding
delays on other project contracts that influence cost, successful start up and
commissioning of the treatment plant; and ramp down of project staff and
consultant work as construction contracts are closed out.

New OMC recommendations listed later in this report are based in part on these
factors.

Buyout Savings Update

Subcontractor buyout complete for all liquids contract activities for which a maximum
allowable construction cost (“MACC”) has been negotiated. WTD is currently
negotiating one additional agreement with Hoffman for Environmental Education and
Community Center (“EECC”) tenant improvements that will increase the MACC.
Execution of this agreement, expected to cost less than $1.2 million, will trigger the
final round of subcontractor buyout. EECC tenant improvements are considered part
of WTD’s mitigation budget.

As of May 31, 2010, the remaining buyout savings were approximately $5.9 million.
Of this amount, approximately $3.8 million is associated with the EECC and the site
Landscaping buyout that occurred between January and July 2009. The EECC tenant
improvements will be funded from buyout savings.
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Change Order Status

The most recent claim and change order data is from WTD’s May 31, 2010,
construction reports, and is as follows:

= Conveyance construction is approximately 75 percent complete, measured as

percent of contract value earned by construction contractors. This value
includes the BT-3C contract and excludes Central Tunnel Conditional Change
Orders. Executed Conveyance change orders are approximately 53 percent of
WTD’s conveyance construction contingency. Including pending (costs
negotiated but not executed) and current projections of known potential (costs
not yet negotiated) change orders could increase this to a maximum of about
182 percent. A large portion of these known potential change orders are claims
denied by WTD and are disputed.

Treatment Plant construction progress is approximately 82 percent complete,
while executed Treatment Plant change orders are approximately 31 percent of
WTD’s construction contingency. Including pending and estimates of potential
change orders could increase this up to a maximum of about 39 percent. In our
review of WTD’s 2010 Trend Report, OMC concluded that the remaining
construction contingency is anticipated to cover non-disputed costs through the
remainder of the contract.

Table 12 summarizes, for each of the major construction contracts, construction
progress described by payments to contractors, the amount of executed change orders,
and change orders as a percent of amount paid to the contractor. Table 12 excludes
the Central Tunnel Conditional change order because ultimate payment responsibility
has not yet been determined. The BT-3C contract is excluded from Table 12 because
change orders to increase cost are less relevant to a cost-reimbursable fixed-fee
contract.

Table 12: Construction Progress and Change Order Summary by Contract

Executed, Pending,

Major Amount Paid Percent Executed Change And Requested
Construction to Contractor ~ Construction Orders (2, 3) Change Orders (2, 3)
Contract $M, (1,2) Complete (1,2) $M  %ofPaid  $M % of Paid
Marine Outfall $29.6 99% $2.2 % $2.2 7%
West Tunnel (JCT) $100.0 95% $13.7 14% $13.8 14%
Central Tunnel $177.8 81% $9.7 5% $97.7 55%
East Tunnel $133.6 98% $5.2 4% $11.9 9%
IPS $40.7 40% $10.1 25% $15.9 39%
Liquids Stream $249.8 82% $5.5 2% $6.4 3%
Solids Stream $139.6 83% $2.5 2% $3.5 3%

(1) Measured by Milestone-Based Payments to Contractors. Amount paid divided by sum of original contract value plus executed
change orders. Central Tunnel paid to date includes amounts paid under Conditional Change Orders 13, 15 and 18, and the
ultimate payment responsibility has yet to be determined.

(2) As of May 31, 2010.

(3) Excludes Central Tunnel $20M conditional change orders. $3.25M of Central CO19 included as Pending (incentives not yet

earned).
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Table 12 indicates that executed change orders, as a percent of the amount paid to
contractors, are generally within industry norms, with three exceptions:

= West Tunnel, where a $4.8 million change order was executed to cover certain
activities related BT-3 completion where WTD wanted the work to commence
prior to negotiation of the BT-3C contract. This change order is considered a
disputed cost.

= Central Tunnel, where the majority of the pending and requested change orders
are disputed.

= |PS, where the majority of the executed, pending, and requested change orders
are either

1. Disputed costs related to slow progress on BT-2 mining, including the
$5.7 million change order for the Influent Structure redesign

2. Related to impacts from the East Tunnel contract which contained a
substantial amount of work in building the North Creek Portal at the IPS
site.

Contingency Analysis

Of WTD’s $55 million conveyance construction contingency shown in the 2010 Trend
Report, approximately $36.5 million remains as of May 31, 2010. Several large
change orders have been executed since 12/31/09, including a West Tunnel change
order related to the TBM factory testing, BT-3C activities completed by JCT, BT-2
construction, and the Influent Structure redesign. OMC has estimated that the
conveyance construction contingency should be adequate to cover potential future
changes on non-disputed portions of the conveyance system, given industry-standard
assumptions on the amount of future change orders as a percentage of remaining
contract work to be completed. At best, OMC estimates that WTD may not use or
otherwise leave available up to $20 million for other purposes.

Of WTD’s $19 million treatment plant construction contingency shown in the 2010
Trend Report, approximately $17.4 million remains as of May 31, 2010.

In its 2010 Trend Report, WTD no longer carries a project contingency. OMC
assumes that any increase in non-construction costs compared with WTD’s 2010
Trend Report estimates would be funded from other sources.

Schedule

Treatment Plant Remains on Schedule

The schedule for hydraulic completion of the Treatment Plant has not changed
substantially within the last six months. As of March 31, 2010 substantial completion
is projected to be February 21, 2011 and March 1, 2011 for the liquids and solids
contracts, respectively. The liquids date is unchanged from the previous quarter and
the solids date is six days later.
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BT-2 Tunneling is Now Progressing Well

In May 2010, the BT-2 mining cleared two major remaining risk areas: the 1-405
crossing and the North Creek crossing. BT-2 mining was completed on June 22, 2010,
ahead of the schedule anticipated at the resumption of mining in February 2010. Since
resumption of mining, weekly production has averaged 202 feet/week, compared with
107 feet/week prior to the 2009 TBM repairs. VPFK has already earned $2.0 million
in incentive payments and is on schedule to earn the remaining $3.0 million.

BT-3 Completion Schedule Remains on the Critical Path for Discharge to Outfall

BT-3C contract milestones and key construction dates are summarized above.
Completion of the BT-3C contract is on the critical path for discharge to the Marine
Outfall. After the BT-3C contract is complete, the critical path shifts to BT-3 tunnel
lining and completion of the North Kenmore Odor Control Facility.

Treatment Plant Start-up Critical Path is within the IPS Contract

Currently, the solids and liquids contracts are anticipated to reach substantial
completion in late February or early March 2011. At this time, they would be ready
for the treatment plant clean water test. To complete the treatment plant clean water
test, the IPS must also be ready for clean water testing, which is currently anticipated
to occur on May 13, 2011. Initiation of wastewater treatment is currently anticipated
to occur in August 2011 and would occur after completion of clean water testing.

Major Risk Issues

Looking forward, the major conveyance cost and schedule risk issues include BT-3
mining progress, resolution of disputed costs, and resolution of the M&E sales tax
exemption.

WTD developed a risk register for the BT-3C project in February 2010 and updated it
in June 2010. OMC has reviewed WTD’s BT-3C risk register and has requested
information regarding mitigation plans for specific risk items. OMC will be reviewing
the specific mitigation plans and the thresholds WTD has established for
implementation of mitigation measures.

Major BT-3C risks are outlined below. WTD has expressed the greatest concern over
the first two bulleted items:

= Unplanned non-productive time, which would occur when a rail car is not
available at the BT-3C TBM to haul mining spoils out of the tunnel. Because
the increased length of the tunnel increases the likelihood of unplanned non-
productive time, WTD and the contractor have planned for a reduction in the
mining rate compared with the observed BT-4 mining rate due to this issue.

= Boulders. As with all other Brightwater tunnels, WTD is concerned about
boulders. A temporary mining stoppage to be able to remove a boulder is
always of concern to WTD but is of more concern in the areas of highest
pressure and in BT-3C’s 1,000 foot no inspection stop zone.
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= Also on WTD’s risk register is the risk of overexcavation. The risk of
overexcavation increases when using the BT-4 earth pressure balance machine
in high pressure conditions.

= Performance of the TBM. OMC believes it is important that WTD has
conducted quality assurance/quality control review of Lovat’s BT-3C TBM
modification designs, by staff and/or consultants with TBM design experience.

OMC has asked WTD for more clarification regarding how WTD will assess if the
BT-3C contract is unable to complete the BT-3C mining and when WTD will assess
other alternatives. Related to this question is determination by WTD on when to allow
VPFK to dismantle the existing BT-3 TBM and dismantle the slurry separation plant
at the North Kenmore Portal. WTD has not yet made a final decision on these items.

Resolution of disputed costs and the disputed M&E exemption from sales tax are
described earlier in this report.

Major treatment plant cost and schedule risk issues include:

= Coordination and integration of work under three different prime contractors at
the Treatment Plant site. This ongoing issue has been mitigated well to date,
and has not resulted in schedule slippage or increased cost to WTD.

= |nstrumentation, component testing, and systems testing issues that are common
to treatment plants. OMC has no evidence of specific issues that are currently
causing schedule delays at this time.

Progress on Previous OMC Recommendations

OMC acknowledges WTD’s efforts to improve responsiveness to OMC data requests
and questions. Areas of progress and continued areas of OMC concern are described
in Table 13.
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Table 13: Progress on Previous OMC Recommendations

OMC Recommendations 6

WTD Follow-up

Additional OMC Follow-up

From Previous OMC Quarterly Reports

In order to continue to be aggressive in controlling
project costs, WTD should make strategic investments
to enhance efforts to address cost and schedule risks.
These investments should include earlier use of
available staff and consultant resources, to ensure
WTD’s risk assessments are more comprehensive,
more quantitative, and completed earlier. [5/15/09
Report on Quarter ending March 31, 2009]

In its communication to the County Council and the
OMC, WTD should more comprehensively and
quantitatively assess the level of contingencies. This
assessment should be more rigorous than what has
been previously provided. [1/26/10 Report on Quarter
ending September 30, 2009]

OMC and WTD met in August 2009 to discuss specific
items related to this recommendation. WTD has
compiled and provided documentation for many of the
items discussed in August 2009. The information
provided by WTD helped OMC formulate its
recommendations in the quarterly report published on
September 17, 2009. Earlier in 2009, WTD began
providing weekly treatment plant and conveyance risk
register updates to the OMC in response to the earlier
recommendations.

WTD has developed a risk register for the BT-3C
contract.

Feedback on this recommendation to be provided via
Auditors office or other attendees of discussions
between WTD and council.

Actions have provided improved access for OMC to
assess WTD's resource use and risk assessments.
On-going monitoring of new risk reporting efforts
completed by risk, including project-specific risk
registers. OMC will monitor future risk
assessments and requests advance knowledge of
issue-specific risk assessments currently under
development by WTD.

OMC continues to believe that WTD's risk
assessments should be more comprehensive, more
quantitative, and completed earlier; although, OMC
also recognizes that WTD's risk assessments are
ongoing efforts that are not easily packaged for the
purposes of oversight review.

OMC is continuing to evaluate WTD's contingency
plans for risks identified in the BT-3C risk register.

Continue to monitor.

® Certain recommendations from previous OMC Quarterly Reports have been deleted from this table if the recommendation has been fully implemented, if the
issue fully addressed, or if the recommendation closely matches a recommendation in a subsequent OMC Quarterly Report.
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OMC Recommendations ©

WTD Follow-up

Additional OMC Follow-up

From OMC Presentation to Government Accountability and Oversight Committee, April 2010

= Written staffing plan to be provided by WTD,
including backfill of any resources that are
currently covering any other Brightwater project
duties.

= Documentation of the extent of on-site assistance
provided by the TBM manufacturer and the
manufacturer's certification for the range of
pressures to be encountered.

=  Timely updates to BT-3C risk register including
refined assessment and measurement of the key
risk elements.

= Any changes in WTD's decision-making
protocols needed to manage the BT-3C contract.

WTD has provided an org chart for managing this
contract and has explained additional staffing and
management details.

Additional  documentation
actions to be provided.

regarding  contingency

Has provided some additional documentation regarding
key BT-3C risks.

WTD has provided signature authority protocols and
has provided additional clarification.

Ongoing monitoring and reporting.

Continue to monitor. OMC continues to question
whether existing staff have sufficient availability to
manage this contract given other project
responsibilities, and still believes WTD should make
additional strategic investments to address cost and
schedule risks.

On-site TBM assistance clarified. Issue closed.

OMC has requested and awaits WTD's
assessments of key risk elements. Risk register
updates and specific contingency analyses have
been requested

Issue closed.
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Conclusions and New OMC Recommendations

Many Project Components Continue To Go Well

The treatment plant and startup schedules have not significantly changed in the past
year. The IPS schedule has not changed since it was revised after incorporating the
redesigned Influent Structure.

Construction on the liquids and solids phases has remained on schedule for
August 2011 startup of the treatment plant with discharge to the existing King County
conveyance system and subsequent treatment at the West Point and/or South
wastewater treatment plants.

Anticipated treatment plant end-of-job change orders continue to be within reasonable
industry levels.

East Tunnel construction is nearing substantial completion. West Tunnel mining has
gone well and mining production was faster than anticipated. BT-2 mining was
completed on June 22, 2010, ahead of the schedule anticipated at the resumption of
mining in February 2010.

New Recommendations

New OMC recommendations are shown below and are based on the factors described
earlier in this report that could decrease the project cost.

1. WTD should ensure that proper and complete quality assurance/quality control
efforts are documented as part of the project’s review of Lovat’s BT-3C TBM
modification designs by staff and/or consultants with TBM design expertise.

2. WTD should continue to assess JDC’s progress refurbishing the TBM and mining
progress (once it resumes) and proactively develop contingency plans.
Contingency plans should include thresholds for taking action WTD should also
ensure that its ongoing BT-3C completion planning include timing of remaining
VPFK work, and define the responsibility for connection between the tunneling
segments completed by VPFK and JDC.

3. If change orders related to the interval between treatment plant substantial
completion and commissioning are required, WTD should consider the effects of
commissioning schedule uncertainty in its negotiation strategies.

4. WTD should dedicate sufficient resources to pursue all ways to manage other
project issues that could reduce costs compared with estimates, including:
resolution of other outstanding change orders and claims; avoiding delays on other
contracts that influence cost, successful start up and commissioning of the
treatment plant; an assessment of whether any cost recovery opportunities are
available; completing mitigation project commitments; ramp down of project staff
and consultant work as construction contracts are closed out; and securing the
M&E sales tax exemption.
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