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SUBJECT
   
Executive’s response to Motion 14316, providing for a report on savings associated with declines in fuel costs to government agencies.

SUMMARY

The Executive has transmitted a report entitled “Fuel Savings Report”, in response to Motion 14316. The Motion was based on recognition of a substantial decline in fuel costs which occurred after 2015-2016 biennial budgets were prepared, and the possibility that planned fuel expenditures of selected agencies were overbudgeted. The Motion required a report intended to identify the extent of potential savings associated with fuel price reductions, and to address fuel utilization considerations related to carbon emissions, as well as potential procurement strategies to extend possible savings. The Report notes, in particular, that potential fuel savings may amount to more than $22 million government-wide. It also discusses fuel-related carbon emissions mitigation, and fuel procurement hedging strategies.    

BACKGROUND

The Council approved Motion 14316 in March, 2015, in response to precipitous national declines in at-the-pump gasoline prices, and in the context of ongoing reports of major cost savings by large corporations which are heavy consumers of fossil fuels. That motion required a report on potential fuel savings by County government resulting from fuel cost reductions.  The motion provided that the report should:
1.	Update the 2010 County Energy Plan, table (Appendix C, P21) describing 2009 Fuel sources, by agency and fuel type;
2.	Describe the potential for utilizing some portion of fuel cost savings to support measures intended to reduce the carbon footprint of county government operations, such as utilization of alternative fuels that are climate-friendly, support for energy conservation strategies in facility construction and operation, or other such strategies. The report should also describe the potential for applying some portion of savings to rate stabilization and service needs;
3. 	Based on a review of fuel costs addressed in the update to the County Energy Plan, identify projected reduction in fuel expenditures due to lower fuel costs;
4. 	Describe the potential impact of applying savings to rate stabilization, operational reserves; and 
5. 	Recommend a procurement strategy, such as fuel purchasing contract considerations, fuel storage potentials or other approaches that would extend and lock in potential savings over an extended period, in light of potential fluctuations or reversals in the current direction of fuel prices.

The Executive completed and transmitted the required report, entitled “Fuel Savings Report:  Motion 14316”.  Key elements include the following:  
· The most significant user of fuel in county government is Metro Transit, accounting for 12.7 million of the 15.5 million gallons used in 2014 by county government; Fleet Administration, which serves multiple agencies with fleet services, follows with 1.5 million gallons.
·  Metro Transit, Fleet Administration, and Solid Waste each used less fuel on a “normalized” basis—per unit of operations—in 2014 compared to 2007.  Fleet Administration and Solid Waste used less fuel on an actual absolute gallons basis as well.
Fuel Use:  Carbon Reduction initiatives

The Report describes initiatives to reduce carbon emissions from county operations, addressing joint efforts on sharing strategies and training related to resource efficiency, updating targets for reducing resource use, development of sustainability strategies, streamlining reporting, removing barriers to resource efficiency investments, and creating a culture of continuous improvement in energy efficiency and resource use. A number of specific investments are also identified, including: updating the Strategic Climate Action Plan and the Greenhouse Gas Inventory; establishing the Fund to Reduce Energy Demand; and supporting the DNRP Carbon Neutral Pilot project. Other agency-specific investments are also identified.

Fuel Expenditure Savings

Potential biennial fuel savings are driven by funds budgeted for fuel purposes, based on projected expenditures, against actual fuel expenditures experienced over the biennium.  The Report describes the forecasting process used by the Office of Economic and Financial Analysis (“OEFA”); those forecasts are used by some agencies in planning fuel budgets.  Forecasts are developed based on information available in March or July prior to the biennium in question; for the most part, that information is used to budget for the entire biennium. Because fuel represents a significant budgetary cost for Transit, the Division updates the proposed budget forecast in August preceding the biennium, and reviews forecasts over the biennium to identify potential cost savings.  
Fuel unit prices are applied to projected fuel use over the biennium, based on historic use, anticipated service levels, and/or process changes.  

Some agencies, however, develop biennial fuel budgets by simply increasing the previous fuel budget by an inflation factor.   

· Transit generally used the August 2014 OEFA projected unit costs;
· Fleet used the previous year’s budget as the base, with adjustments for projected material inventory changes;
· Marine Division used March 2014 OEFA projected wholesale diesel unit costs;
· Solid Waste uses a blended rate reflecting differences in price obtained from the Division’s different vendors. In the Executive Proposed phase of the budget process, fuel cost value was decreased to account for projected lower costs. An error, however, resulted in a lower-than-anticipated budget value for fuel;
· The Wastewater Treatment Division (“WTD”) uses diesel primarily for biosolids hauling and application. WTD diesel fuel is contracted based on spot prices plus a fixed markup. WTD developed its estimate during preparation of the 2015 sewer rate and subsequent 2015-16 biennial budget. 

	Agency
	2015/2016 Fuel Budget
($ millions)

	Metro Transit Bus, DART, and Access Operations (excludes trolley electricity generation, Sound Transit, and vanpool)
	$73

	Fleet Administration
	$11.5

	Solid Waste Division
	$4.6

	Wastewater Treatment Division
	$2.8



The Report describes the history of fuel cost variability in recent decades, and tools used by OEFA to mitigate risk. It further notes that, for instance, Metro Transit faces a potential exposure of $7 million in risk above the forecast, using a standard measure called “cash flow risk.”

The Report includes a table that identifies projected fuel savings by four agencies, as below:
	Agency
	2015/2016 Fuel Budget
($ millions)
	Updated Projected Fuel Costs ($ millions)
	Projected Savings
($ millions)

	Metro Transit Bus Operations (excluding trolley electricity generation, Sound Transit, and Vanpool)
	$73
	$54
	$18

	Fleet Administration
	$11.5
	$8.0
	$3.5

	Solid Waste Division
	$4.6
	$6.0
	NA

	Wastewater Treatment Division
	$2.8
	$1.9
	$0.9


  


Proposed Utilization of Fuel Underexpenditures 

The Report identifies proposed utilization of revenues derived from underexpenditures of fuel budgets. Per the Executive's transmittal letter, where necessary and applicable, supplemental appropriation for the repurposing of fuel savings would be sought either in omnibus legislation or in the mid-biennial review of the budget.
[bookmark: _GoBack]The Report notes that Transit proposes using fuel cost savings, combined with other underexpenditures, to fund additional bus service hours, consistent with needs identified in the service guidelines analysis.  
Fleet Administration recovers fuel costs from customer agencies via rates established in the biennial budget. Cost savings—or cost increases—are recovered in the subsequent biennium’s rate. It is anticipated that fuel savings in 2015-2016 will result in lower rental rates for King County agencies in the 2017-2018 biennium.  
For WTD, fuel savings will support efforts to reduce the carbon footprint of WTD operations, with focus on promoting energy production and use, and reducing fuel use and carbon sequestration. Projects include:  
· Improve biogas recovery features of treatment plants;
· Install energy-related features such as solar panels, electrification infrastructure at WTD facilities; 
· Analyze use of biofuels as a diesel alternative;
· Develop comprehensive HVAC systems across WTD;
· Provide GroCo for use in reforestation or reclamation projects; and
· Accelerate reclamation of a 20-acre Raging River parcel, using savings to hire a private firm with proven success in reclamation and sustainable vegetation.

Fuel Procurement Risk Mitigation

The Report discusses fuel procurement risk mitigation strategies, noting the experience of selected commercial airlines in participating in fuel hedging markets. The Report describes government risk mitigation strategies directed towards budget certainty; fixed price contracts, swaps, futures, options or other means are listed as tools for risk mitigation.  
Fuel storage is discussed as a solution when future prices are expected to exceed current oil costs plus storage costs. King County does not have significant storage capacity, the Report notes, though capacity could be leased from private vendors. This option is not further developed by the Report, which indicates that the cost for acquiring storage capacity exceeds expenses associated with financial hedging options.  
Fixed price contracts are allowed under the Washington State Fuel Purchasing contract.  Metro Transit has engaged in fixed price contracting. These contracts are described as carrying little risk, but are much more expensive than financial risk mitigation strategies, due to contracting costs from vendors. In the past, King County estimated these costs at approximately 20 cents per gallon.  

The Report also discusses Financial Risk Mitigation Strategies. Descriptions of fuel futures contracts and swap contracts are provided, and mechanics, costs, collateral requirements and similar elements are discussed. The Report provides a table presenting criteria by which the County might evaluate options:  

It is noted that, in the governmental context, risk mitigation strategies associated with fuel procurement have the objective of budget certainty. In 2009, the Report states, the King County Executive transmitted an ordinance that would have implemented a fuel risk mitigation strategy, intended to produce budget certainty. No action was taken on the proposal.  The strategy is described in attachment A to the Report.  

ANALYSIS

The Council’s interest in potential operational savings associated with declining costs for fuel use against budgeted amounts is validated by the identified savings described in the Fuel Use Report, amounting to over $22 million for the biennium. Council Motion 14316 directed the Report to update the Energy Plan table describing fuel sources by agency and fuel type. It indicated that the Report should address utilization of savings for carbon footprint reduction; projected reduction in expenditures due to lower fuel costs; application of savings to rate stabilization and operational reserves; and recommend a procurement strategy to extend potential savings over an extended period.  

As directed by the Motion, the Report discusses county government undertakings to reduce the carbon footprint associated with agency operations, noting the decrease normalized fuel usage of several agencies, as well as government-wide initiatives to limit carbon emissions. The Report describes, in particular, utilization of fuel savings by the Wastewater Treatment Division for the purposes of addressing carbon emissions. It also notes that Fleet Administration will use projected savings for rate stabilization purposes, applying savings to rates charged to agencies for subsequent biennium. The Council will want to track those savings in participating agency budgets in the 2017-2018 budget process. 

The Report notes the projected underexpenditures, by agency, associated with declines in projected fuel expenditures against budgeted amounts. As noted, savings are substantial, amounting to more than $22 million.  The Report provides the Council with an understanding of the projected utilization of these underexpenditures.  

The Report includes a discussion on risk mitigation associated with fuel procurement.  It notes that budget certainty is the primary focus of fuel procurement risk mitigation strategies in a governmental context. It attaches a Proposal for Fuel Hedging that was proposed by the Executive in 2009.  

ATTACHMENTS
1. Fuel Savings Report, in response to Motion 14316
2. Transmittal Letter 
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