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Capacity Charges vs. Rate to Pay for Growth (RWQC)
And Capacity Charge Methodology regarding CSO Costs
1. King County Wastewater Treatment Division collects a Capacity Charge from new connections for single family and flow-based users.  They also collect the capacity charge on existing developments that expand their business as to increase the total available flow into the system.

This charge was originally instituted in 1990 by legislative action by the State.  The initial connection charge was set at $7.00, and revised to $10.50 in 1998.  This charge never fully recovered growth costs.

As part of the development of the RWSP, one of the major items under consideration was the capacity charge methodology.  In 1998 a group of Suburban Cities, Sewer District, City of Seattle, City of Bellevue, and County Staff met over a 6-month period to develop a revised methodology for calculation of a capacity charge.

This methodology was sent to the RWQC in the Fall of 1998.  The methodology established three categories, growth, existing, and shared.  From those categories, all costs from the RWSP, including BrightWater, were distributed to the categories and then used to determine a new capacity charge.  At the same time, the Robinswood Agreement was formed by the RWQC that included the principle that growth should pay for growth and that the sewer system was a shared system for all.

In 1999 as the RWSP was being finalized, one of the items to be included was policy requesting that the County pursue legislative change to the capacity charge that gave authority to the County to establish the charge, and further that the policy include growth pays for growth.  These policies were adopted with the RWSP in December of 1999.  

In 2000, the County pursued and obtained State Legislative change that allowed the County to set its Capacity Charge.

In early 2001 the County Executive proposed specific methodology.  This methodology was reviewed and confirmed by a Peer Panel in February 2001.  After Peer review, the matter was sent to RWQC.  RWQC formed an Ad Hoc Committee to evaluate the methodology.  The initial Executive proposal had 100% of growth paying for growth.  At the time, due to higher than anticipated costs for BrightWater, that number was higher than originally estimated and caused some concern amongst various members of RWQC.  The Ad Hoc Committee reviewed the methodology and determined that the methodology did not recognize the value that growth has for existing customers and proposed a revision to the methodology that 95% of growth costs be assigned to the capacity charge.  No real analysis was performed to determine what the true benefit amount to existing customers the new growth held.  The 95% number was solely used because it brought the monthly amount back to the range originally anticipated by RWSP.  In 2001, a rate of $17.60 was adopted to begin in 2002.  This amount has risen over the years to $18.35 and then at its current rate of $35.50, with a just adopted rate for 2007 of $42.00.

In 2001, the County approached each of the Component Agencies for a contract extension.  City of Seattle and a number of other Component Agencies, primarily Districts, have argued to have the policy language of growth pays for growth as well as the specific formula used to calculate that amount be included as a contract change.  This would in affect lock in the methodology and formula for the capacity charge for the full 50 years of the contract.  The advantage to Seattle is that most of the projected growth over the next 20-years or so will be occurring outside of Seattle.  As such, they are looking to lock in the methodology of the capacity charge to protect their existing customers from seeing additional rate increases to offset transfer of costs from the capacity charge to the rate.  The same is true for sewer district, as they are strictly looking at this from a sewer service perspective versus and all encompassing impact to development.

It is one thing to have a policy of growth pays for growth, and yet another to lock in a specific mathematical equation on method of calculation in contracts for a 50 year period.  Asking growth to pay its fair share of its impact is reasonable.  What alters over time is that impact based upon key economic situations at that point and time.  SCA supports the policy of growth pays for growth and encourage that language be added to our contracts to support that policy, but to recommend against applying a specific formula for calculation of the capacity charge within our Component Agency contracts.

2. The second item for consideration for SCA is the current distribution of costs that are contained within the methodology described above.  One of the cost items is capital improvement cost associated with Combined Sewer Overflow (CSO) projects.  In the current adopted methodology those costs are split between existing and new, within the shared column.  CSO projects are to address existing deficiencies in how CSO’s are managed.  New development will not trigger any additional need for CSO projects.  In addition CSO’s only occur within Seattle.  No areas outside of Seattle have any remaining CSO’s.  

Older non-Seattle systems eliminated their CSO’s in the 1940’s, 50’s, and 60’s.  When the group who came up with the original formula and split presented the information to RWQC, it had the CSO charges to only existing customers.  As part of the negotiations associated with the Robinswood agreement CSO’s were moved to the shared category in order to get Seattle to sign the Robinswood Agreement.  Now that the capacity charge has significantly increased due to increased costs at BrightWater, Conveyance System Improvements, and Asset Management projects, one way to lower those costs is to shift the CSO’s back to existing only.  This is estimated to lower the capacity charge by as much as $3.00 while having a minor impact to rates of approximately $0.30.  SCA supports the revision of the capacity charge methodology to revise CSO costs from the shared customer category to the existing customer category.

Interlocal Agreements with Agencies to Support Long-term Bond Sales (RWQC)

Since 2001 King County has been working with the component agencies to extend our contracts for sewage disposal.  The County came forward with three items for the extension.  First was to extend the contracts for a period 20-years from the current expiration date of 2036 to 2056.  Second item was the ability to institute an emergency rate increase when required.  Third, was a change in approval to institute future contract changes by using a super majority of 90% of component agencies for future contract revisions.

The County began this process with MWPAAC and Seattle.  MWPAAC represents all of the component agencies and the County’s intent was to get general agreement from this body to then begin direct negotiations with the individual agencies.  The County worked with MWPAAC through the middle of 2005 on a number of issues brought up by MWPAAC including funding of non-wastewater items with sewer revenues, ability to have review and approval authority on King County work associated with the RWSP, a budget specifically for MWPAAC, and clearer language on who owns the flows within the agency’s systems and the ability of local agency to build reclaimed water facilities.

The County also was working directly with the City of Seattle on a contract extension, especially as Seattle represents nearly 42% of the total flow to the County system.  The County and Seattle ended up at an impasse as a result of the issue described above related to capacity charge methodology and Seattle’s desire to have the specific formula for calculation included within the contracts.

Both MWPAAC and Seattle have generally agreed to the term extension, emergency rate increase ability and the supermajority methodology.  What has not been resolved are issues brought up by MWPAAC and Seattle.  

The result of not moving on the contract extensions is now coming to bear as the County prepares to begin the construction phase of BrightWater.  The 2007 rate proposal submitted by the County includes an additional 30-cent rate increase needed as a result of the contract not being extended.  The Capacity Charge may increase by as much as $3.00 in the near term as well.  This is the result of the County not being able to bond for capital beyond the life of the contracts.  The County would prefer the ability to utilize 35 year bond, or at a minimum 30-year bonds.  With the current expiration date of 2036, in 2007 they will only be able to issue 29-year bonds, and 1-year less each subsequent year.

This is especially important as the County looks to spend nearly $1.5 billion on Brightwater in the next 4-years.  Rates have already increased at a rate of over 5% annually on average to account for the added capital; additional rate pressure due to shortened contracts only worsens this condition.  SCA supports agency contracts that allow the County the full flexibility to finance the upcoming capital improvements at the County’s standard bonding term, thus reducing future rate and capacity charge increases as needed.

Financing Regional Water Quality (Culver Funding) (RWQC)

Under the old Metro system, the Culver Funding program began in the mid 1980’s and is named after a former mayor of Issaquah, D.H. Culver who headed a committee looking into the budget program set-aside.  A small amount of sewer rate revenue (1 ½% of only the sewer operating budget, not debt or capital funding) is set aside for use in water quality activities not directly related to the treatment of wastewater.  The question regarding use of sewer rate revenue for non-water treatment projects continues to be discussed.  

About 6 years ago a Regional Needs Assessment program was being developed.  One topic related to the program would have moved funding for Culver projects into this program, thus allowing for the Culver Fund to sunset over a five-year period.  The Regional Needs Assessment program morphed into the WRIA groups.  Lost in that process was the concept of melding Culver funding within these programs.

The King County Executive prepares a list of proposed projects that are then submitted to the County Council as part of the WTD’s annual budget process.  The majority of the projects are grant projects that are applied for through WTD.  
Many of these programs work within and in fact benefit a number of SCA Cities.  Attached is a copy of the current Culver Fund project list.

Any reference to Culver III or Category 3 (as on the Grant Project worksheets) goes back to a budget presentation device used in the late 1990’s in which they broke the expenses to the sewer budget into three categories.  Category one was the direct cost of treating sewage; Category 2 were costs other than direct operations – such as inflow/infiltration remedies; and Category 3 was Culver program and other water quality programs not related to water treatment.  The Category 3 or Culver III name has lived on to describe the program.

With ever increasing costs related to wastewater treatment, especially with BrightWater coming up, as well as significant needs within the conveyance system, and as part of general asset management, the question comes as to whether or not the Culver Program should continue to be funded when rates and capacity charge are seeing significant increases.  Currently the program at 1.5% of Operating Expenses of $92.3 million is $1.38 million.  The net impact to rates for this program is approximately $0.20.  However as BrightWater comes on line and with it comes significant operating expense increases, the Culver amount will increase and its rate impact will increase.

SCA supports the position that while Culver funding is important to this region, the County, with its regional partners, need to look towards alternative funding sources for the Culver Program.
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